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INVESTIGATION OF THE HOME LOAN BANK BOARD 


TUESDAY, NOVEMBER 28, 1950 


House oF REPRESENTATIVES, 
ComMITTEE ON EXPENDITURES IN THE 
ExecutivE DrpaRTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D. C. 

The subcommittee met at 10 a. m., in room 1501, New House Office 
Building, Hon. Chet Holifield (chairman of the subcommittee) 
presiding. 

Present: Representatives Holifield, Lanham, Hardy, Karsten, and 
Lovre. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. HoutrieLtp. The subcommittee will please come to order. 
This subcommittee is assembled in executive session for the purpose of 
hearing certain testimony from a very distinguished witness whom I 
have had the honor of knowing for the past 20 years. He is an eminent 
member of the bar and has had a long career in the State and Federal 
service and is now a Federal judge of the southern district of California. 
At this time we shall invite to the witness chair Judge James Carter. 

Mr. Fiscnpacu. Mr. Chairman, before swearing the witness and 
before starting any proceedings this morning with respect to taking 
additional testimony, I would like to report to the subcommittee 
assembled here that during the course of the field investigation which 
was made under the auspices of the chairman of the subcommittee, it 
was necessary to take the testimony of various individuals. We pro- 
ceeded in that respect on the 27th of October 1950, in the Federal 
Building in Los Angeles, and had before us Robert F. Rhoades, 
J. Arthur Younger, J. H. Hoffman, who were officials of the Citizens’ 
Federal Savings and Loan Association of San Francisco; and had such 
proceedings by way of testimony and documentary evidence sub- 
mitted as is indicated by the transcript prepared by Mack M. Racklin, 
an official court reporter at Los Angeles. 

We also had occasion to proceed in the same manner at Long Beach, 
Calif., on November 14, 1950, and on that occasion the chairman 
presided at the taking of the testimony of the following witnesses: 
Charles E. Bradley, Harold L. Newendorp, Charles T. Smith, Thomas 
A. Gregory, Clair Van Horn, and Victor Roddick, and received the 
exhibits indicated by the transcript, which was prepared by Mr. Rack- 
lin, the official court reporter from Los Angeles, whose services we 
had had on the 27th of October. 

I would like to offer, and I ask the chairman to move acceptance of, 
the testimony as well as the exhibits identified in the transeript of the 
proceedings to which I have referred. 
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Mr. Lover. Mr. Chairman, was this a staff investigation made 
out in California in October that you are talking about? 

Mr. Houtrietp. Yes. Mr. Hyman I. Fischbach and Mr. Herbert 
Roback, who are on my regular subcommittee staff, acted as investi- 
gators pursuant to directions from Chairman Dawson, transmitted 
through me, to make this field investigation. This testimony was 
taken under oath administered by myself and these are witnesses who 
had testimony and certain documents which we believe are necessary 
for this investigation. The hearings are available for any of the 
members to read and the exhibits will be shown then. 

Mr. Lovre. Another question: Were any members of the subcom- 
mittee present at any of these hearings? 

Mr. Houirtetp. There were no members except myself. They 
were not in the nature of public hearmgs. It was merely the taking 
of testimony. 

Mr. Fiscupacu. I might say for the benefit of the members of the 
subcommittee that there is included in these two transcripts evidence 
of the most vital nature which will be extremely helpful to the sub- 
committee in evaluating the record which will be made here. 

Mr. Lansam. Was there anybody present to cross-examine the 
witnesses? 

Mr. Fiscupacu. No, sir. 

Mr. Houirieip. With this exception, that Mr. Fischbach examined 
them. 

Mr. Lanna. Usually where two sides are involved, there is some 
opportunity for cross-examination. I do not know that it was 
necessary in this case, but I just asked the question for the record. 

Mr. Fiscuracu. No; I do not think vou will find that it was neces- 
sary in relation to the testimony which was secured. 

Mr. Hourrievp. I might say that the witnesses were informed of 
their constitutional rights and they answered all questions voluntarily. 
There was no protest to the questioning by either myself or Mr. 
Fischbach. They were informed of their constitutional rights and 
could protest and refuse to answer if they wanted to. 

Mr. Lovee. This is the first information I have had of these dep- 
ositions or hearings, whatever you call them. May I ask this: Was 
the Department of Justice represented at any of these hearings that 
have been conducted by the staff? 

Mr. Fiscupacn. No; the Department of Justice would not be 
represented any more than the Department of Justice would be 
represented in the proceedings before this committee. This com- 
mittee’s investigation would not necessarily proceed either in the 
presence of a Department of Justice representative or in the presence 
of any counsel for any of the parties. We have today by invitation 
Mr. Newell A. Clapp of the Department of Justice, because Mr. Clapp 
is in a position to be of substantial assistance not only to the Depart- 
ment but to this subcommittee and it was deemed advisable to invite 
Mr. Clapp to attend this session of the committee despite the fact 
that it is an executive session, so that the subecommittee’s work could 
possibly be facilitated by his presence and by subsequent contact 
with him and others in the Department of Justice. 

Mr. Hourrrevp. I might say that the reason for taking testimony in 
the field investigation was the fact that it was impossible to get a 
subcommittee together right before the election: and also due to the 
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expense involved of bringing these witnesses here to Washington and 
sending them back, which would amount to about $500 apiece, if they. 
were here for just a few days. That is for railroad fare and so forth. 
As long as they gave their testimony, with notice of their constitu- 
tional rights, under oath, without protest, we felt that we were doing 
the right thing in obtaining this preliminary information and bringing 
it before the subcommittee. 

If the members of the subcommittee wish to go over the hearings 
first and see the type of exhibits, I shall certainly interpose no objec- 
tion. If you wish to do it, we can postpone the acceptance of the 
testimony as part of the official hearings until you have had that 
opportunity, if you so desire. That is perfectly all right with me. 

Mr. Harpy. May I ask this: Were any of these witnesses under 
subpena? 

Mr. Hourrretp. Yes; they were under subpena and their testimony 
was given pursuant to subpena; we told them that they had the 
constitutional right to refrain from testifying or answering any ques- 
tion. 

Mr. Harpy. Can you make a distinction between the taking of this 
testimony and the holding of an executive session here? 

Mr. Hourrietp. Yes, I think so. This testimony was taken as 
part of the investigation in the field. 

Mr. Lovre. I would like to say this off the record. 

(Discussion off the record.) 

Mr. Hourrretp. The subcommittee will postpone the question of 
the acceptance of the hearings held by the chairman of the sub- 
committee and Mr. Fischbach, the subcommittee special counsel, 
until a later meeting of the subcommittee. 

(Subsequently, the subcommittee decided to make the field hearings 
in California referred to above a part of the printed record. See 
pp. 533 to 677.) 

Mr. Houtrretp. Now, Mr. Fischbach, would you like to have the 
witness sworn at this time? 

Mr. Fiscupacnu. IL would, please. 


TESTiMONY OF HON. JAMES M. CARTER, JUDGE OF THE UNITED 
STATES DISTRICT COURT FOR THE SOUTHERN DISTRICT OF 
CALIFORNIA (FORMERLY UNITED STATES ATTORNEY FOR THE 
SOUTHERN DISTRICT OF CALIFORNIA) 


(The witness was duly sworn by the chairman.) 

Mr. Fiscupacu. At the outset and before questioning the witness, 
I would like the members of the subcommittee to be apprised of the 
fact that nothing which will be propounded to the witness in the way 
of a question will call for any statement of any action on the part of 
the witness other than in his former capacity as a United States 
attorney; that the orbit of our examination and the orbit of this wit- 
ness’ participation in the matters before the subcommittee do not 
touch upon anything that came before the witness in the capacity 
which he has today as a judge of the United States District Court. 

Judge, will you be good enough, please, to tell us what your official 
position is now? 

Judge Carrer. I am a judge of the United States District Court 
for the Southern District of California. 
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Mr. Fiscusacu. How long have you been? 

Judge Carrer. Since October of 1949; October 24, 1949. 

Mr. Fiscusacn. Prior to that were you an officer of the United 
States? 

Judge Carrer. I was United States attorney from July or August— 
I am not certain of the date—1946, until October 1949—United 
States attorney for the southern district of California—and for the 3 
years prior to that, from July of 1943 to the middle of 1946, I was chief 
assistant United States attorney in the same district. 

Mr. Fiscusacn. Judge, will you tell us what the internal organiza- 
tion of the office of United States attorney was during the period that 
you were the United States attorney for that district with respect to 
whether there was a chief of the civil division and whether you as 
United States attorney were the immediate superior of such a person? 

Judge Carrer. The organization consisted of a chief or first 
assistant, Mr. Ernest Tolin, a chief of the civil division and a chief of 
the criminal division. Mr. Ronald Walker was chief of the civil 
division during the period that I was United States attorney and was 
responsible to the first assistant and to me in regard to the work. 

Mr. Fiscupacu. Mr. Ernest Tolin subsequently became the United 
States attorney when you were elevated to the bench? 

Judge Carrer. That is correct. 

Mr. Fiscuspacu. Was there in the office of the United States 
attorney a case referred to as Mallonee v. Fahey? 

Judge Carrer. There was. 

Mr. Fiscupacu. And were there consolidated with that case a 
number of other actions? 

Judge Carrer. From time to time additional actions arose and 
were handled as part, as far as our office was concerned, of that case 
and it was referred to generally as the Mallonee case, although there 
were different titles. There were collateral suits. 

Mr. Fiscupacu. Before what judge of that court was the case 
pending? 

Judge Carrer. Peirson Hall. Cases were assigned by chance and 
when that case came into the office his initials came up in the clerk’s 
office and therefore it was his case. 

Mr. Fiscupacn. Judge, did Mr. Ronald Walker actively participate 
in that case? 

Judge Carrer. He did. 

Mr. Fiscupacu. Did you at times actively participate in its pres- 
entation to the court? 

Judge Carrer. Occasionally. Walker had charge of the case and 
was handling it himself. Occasionally I participated in civil matters. 

Mr. Fiscupacnu. That case entailed among other things questions 
as to the validity of the seizure or dissolution of the Los Angeles bank 
and the Portland bank of the Federal Home Loan Bank System and 
the validity of the existence of the San Francisco bank of the Home 
Loan Bank System; did it not? 

Judge Carrer. I do not know whether it did or not. There is a 
lot I have forgotten about this case. It essentially dealt with the 
question of the seizure of the Long Beach Federal Savings and Loan. 
You have the pleadings before you. I know that the matter of the 
dissolution of these banks was always an issue in the case. Whether 
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it was part of those pleadings or not, I do not know. The record 
would show. 

Mr. Fiscupacu. We will have the record before us; I thought you 
might have recalled it. Judge, in connection with the seizure of the 
Long Beach Federal did you from time to time in your capacity as 
United States attorney have occasion to present to the court agents 
and attorneys of the Home Loan Bank Board? 

Judge Carter. Present to the court? 

Mr. Fiscupacu. Yes. Did you present them to the court as asso- 
ciates of yours. 

Judge Carter. Yes; we had a policy in the office that our office 
conducted the litigation, and we did not turn it over to attorneys for 
other agencies, but we would permit counsel for the agencies to par- 
ticipate and, as I recall, from time to time counsel for the Home Loan 
Bank Board in Washington were permitted to be associated in the 
case, and one of them was Mr. Dougherty who was assistant to chief 
counsel, Mr. Heisler, and another was Bill McKenna, who was the 
attorney on the staff of the Home Loan Bank Board. 

» Mr. Fiscupacn. During the pendency of that case did you have 
occasion to make one or more trips to Phoenix, Ariz.? 

Judge Carter. I made one trip to Phoenix in connection with that 
case. 

Mr. Fiscuspacn. Do you recall what the circumstances were which 
prompted that trip? 

Judge Carter. Yes. Judge Hall, to whom the case was assigned, 
had been sent to Phoenix on some other matters and when the par- 
ticular matter arose that caused my trip to Phoenix, he was in Phoenix. 
It was necessary to go to Phoenix to present the matter. The situa- 
tion that arose was what we referred to in the litigation as the turn- 
back of the building and loan to its officers and directors. Long 
Beach Building and Loan had been seized by the Home Loan Bank 
Board acting through one Ammann who was placed in charge as con- 
servator. There then arose this litigation seeking the restoration of 
the building and loan and seeking damages for the seizure. In the 
meantime a congressional hearing had been held by the Smith com- 
mittee in which, as I recall, their recommendation was that the 
building and loan be returned, restored to its officers and directors, and 
the Home Loan Bank Board—lI cannot tell you now whether at that 
time it consisted of one or several members, because there was a 
change of members, but at any rate that Board issued an order, the 
substance of it being that the Long Beach Building and Loan should 
be restored to the representatives of the shareholders. 

At that stage of the litigation Mr. Westover, an attorney, was 
representing a so-called shareholders’ committee, and Mr. Chapman 
was representing the Long Beach Building and Loan, its officers and 
directors. There was some apparent ambiguity in what the Board 
meant as to the restoration to the representatives of the shareholders. 

Mr. Fiscupacn. May I stop you there, Judge, for the purpose of 
reading into the record the order to which you have alluded? I read 
from the record in the case of Mallonee v. Fahey, Home Loan Bank 
Board Order No. 388, dated January 17, 1948. 


? Be it hereby resolved, That the Federal Home Loan Bank Administration Order 
No. 5254, appointing a conservator for the Long Beach Federal Savings and Loan 
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Association be, and the same is hereby rescinded, such rescission to become effec- 
tive upon the request of shareholders of said association through their authorized 
representative; that the assets of said association of any and every nature whatso- 
ever belonging to or pertaining to said association, together with all books, records, 
and accounts of every nature pertaining to said association, be delivered to such 
shareholders upon demand made through their authorized representative. 

Be it further resolved, That the conservator be and he hereby is authorized and 
directed to deliver all of the aforesaid assets, records, and books of any and every 
nature to said shareholders through their authorized representative, and to make 
a full and complete accounting to said shareholders for all the assets and liabilities 
of any and every nature pertaining to said association and a copy of such account- 
ing be filed with the District Court of the United States in and for the Southern 
District of California. 

Re it further resolved, That the conservator be and he hereby is directed to make 
available for inspection at the office of the association all of the records and books 
of said association to counsel for the shareholders’ committee or agent of the share- 
holders of said association or to a representative of the District Court of the 
United States in and for the Southern District of California, central division: 
Be it further 

Resolved, That a certified copy of this resolution be forthwith delivered to the 
above-named court and to counsel for each of the parties of record in actions 
No. 5254—P. H. and 5678-(WM) P. H. in said court, except counsel for intervenors 
in said action, and that a copy be furnished to the conservator. 

By the Home Loan Bank Board 

Signed, J. Francis Moore, Secretary [Seal]. 

Judge, calling attention to the fact that Order No. 388 was dated 
January 17, 1948, does that fix approximately the time of the trip 
that you made to Phoenix, Ariz.? 

Judge Carrer. Shortly after that order was issued or upon the 
issuance of that order, Mr. Westover and Mr. Chapman, attorneys 
for the shareholders’ committee and the Long Beach Building & Loan 
prepared a motion before Judge Hall for an order of the court restoring 
the building and loan to its officers and directors and because Hall 
was in Phoenix, they went to Phoenix to present the motion and Ron 
Walker, who was Chief of the Civil Division, handled the litigation. 
He went also to Phoenix. I had not yet gone to Phoenix. 

The reason for my going was that when Walker got to Phoenix, 
Judge Hall decided that there would have to be a special master in 
the case to supervise this turn-back, and apparently he looked down 
the courtroom and said, “I am going to appoint Mr. Walker.” 
Walker was then an assistant United States attorney, and Chief of 
the Civil Division. He said, “I am going to appoint Walker,’”’ and 
apparently, as I got the story from Walker, he was going to appoint 
Walker because Walker was thoroughly familiar with the litigation 
from the time that it started. Walker then called me on the tele- 
phone and said, without any participation on my part, “Judge Hall 
has said he is going to appoint me special master in this case and he 
is going to make that order. If I am special master I cannot con- 
tinue to represent the Government’s interest in this litigation. What 
is your position in the matter?” I said, ‘Well, you would have to 
either resign or go on leave of absence from the United States at- 
torney’s office if you want to take on that assignment.’”’ Anyhow, 
it was agreed that I should then go to Phoenix to be present in court 
on the hearing of this motion for the turn-back. Is that what you 
referred to, Mr. Fischbach? 

Mr. Fiscuracn. That is correct. You had a conference with 
Judge Hall in his chambers at Phoenix, at which Mr. McKenna was 
present, and other counsel? 
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Judge Carter. Yes. I went to Phoenix and flew back the same 
day. ‘The case was set for the morning. We had a conference and 
I cannot tell you about the details except that I think I asked that the 
matter go over until the afternoon session at 2 o’clock and my best 
recollection is that—and you will have to bear with me in trying to 
remember what happened—is that I was informed that the Home 
Loan Bank Board was going to forward to me some interpretation or 
some modification or some communication that concerned this turn- 
back order, and it had not arrived. The case went over until the 
2 o’clock session, according to my recollection. 

Mr. Fiscupacu. At that time was there before Judge Hall the 
petition of the Long Beach Federal and the shareholders’ committee 
to restore Long Beach Federal; and was there also before the court the 
Order No. 388 of the Home Loan Bank Board, which I read? 

Judge Carter. That is correct, with this limitation. I do not 
know whether that motion to restore was joined in by the shareholders’ 
committee or not. Probably it was. It certainly was the motion of 
the Long Beach Building & Loan to restore and it probably was 
joined in by Mr. Westover of the shareholders’ committee. ‘That is 
the matter that was pending before Hall. 

Mr. Harpy. May I raise just one question there? I understand, 
Judge, that you asked that it go over until the afternoon because the 
Home Loan Bank Board was going to amend that order? 

Judge Carter. No. I am not certain what transpired there. I 
have been trying to remember what went on. I can only give you 
my best recollection and my best recollection is that McKenna, Bill 
McKenna, who was there and was an attorney for the Home Loan 
Bank Board, had indicated that there was something forthcoming 
from Washington, from the Home Loan Bank Board, and that I 
should not let this matter be heard until that came. I also have a 
recollection that McKenna said that if Judge Hall went ahead and 
heard this matter and ordered this turn-back before this came, or in 
spite of what this might be, that there would be, as I recall his words, 
hell to pay, the fat would be in the fire. At any rate, there was to be 
some communication, and that is as nearly as I can put it, from the 
Home Loan Bank Board which occasioned the continuance until the 
afternoon. 

Mr. Harpy. Notwithstanding the fact that you had an official 
order of the Home Loan Bank Board? 

Judge Carrer. That is right. 

Mr. Harpy. There was to be something further than the order 
which had already been received? 

Judge Carter. Yes. Now, that order which has been read into 
the record might conceivably be said to have some ambiguity in it. 
I am trying to recall whether or not I sent some wire to the Board or 
made some call; I did not call the Board, because I was not in any 
telephone contact with the Board, but I am inclined to think that if 
there had been any communication from Los Angeles, after that 
order came out, it was some communication between McKenna and 
a member of the Board. At least my recollection is that McKenna 
had some information resulting from some communication with the 
Board. 

Mr. Harpy. At any rate, you suggested the postponement on the 
basis of a suggestion from Mr. McKenna? 
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Judge Carter. That is my best recollection. 

Mr. Harpy. I did not mean to make this digression too long, Mr. 
Fischbach. 

Mr. Fiscupacn. Judge, I have before me the record in Mallonee v. 
Fahey prepared by the United States Circuit Court of Appeals, Ninth 
Circuit; the record on the most recent appeal of the Government. It 
contains at page 10303 what purports to be a transcript of proceedings 
in the chambers of Judge Hall on January 21, 1948, and shows the ap- 
pearance of Wyckoff Westover as counsel for the petitioners on a 
petition entitled: ‘Petition, Request and Demand of Shareholders that 
the Assets of the Long Beach Federal Savings and Loan Association 
Be Delivered to the Shareholders Through Their Authorized Repre- 
sentatives.” ¢ 

It shows the appearance of Mr. Chapman as attorney for the Long 
Beach Federal Savings and Loan Association and it shows your appear- 
ance as United States attorney for the defendant, Fahey and others, 
and the appearance of William F. McKenna, principal attorney for the 
Home Loan Bank Board. 

The record also shows that at the hour of 2 o’clock in the afternoon 
of that day proceedings were had during the course of which this state- 
ment was made by you: 

Mr. Carter. If the court please, as attorney for these defendants in their 
official and other capacities, it is our position that we are in substance attorneys 
for the Home Loan Board. Therefore, as their attorneys, we should endeavor to 
see that we represent their desires in the matter. We are confronted with a 
resolution which was passed by the Home Loan Bank Board, which Your Honor 
just referred to from the photostatic copy, which, to say the least, is an ambiguous 
resolution. The resolution in part reads that the order appointing the conservator 
for the Long Beach Federal Savings & Loan Association be, and the same is 
hereby, rescinded, such rescission to become effective upon the request of the 
shareholders of said association, through their authorized representative, that the 
assets of said association, and so forth, be delivered to their authorized representa- 
tive. Now, it should be noted to begin with that the resolution does not state 
that the assets and property should be turned over to the board of directors. If 
the Home Loan Bank Board had desired that result, they could have easily 
stated that in their resolution. Instead, they have stated that it be turned over 
to a representative of the association. Subsequent to the issuance of that resolu- 
tion, No. 388, and in an attempt to determine what the Board meant by using 
the words, ‘‘representative of the shareholders,’’ instead of using the language, 
“hoard of directors,’’ a wire was received by Mr. Walker from William K. Divers, 
Chairman, and J. Alston Adams, member, of the Home Loan Bank Board, which 
has been exhibited to counsel and which is dated January 20. 


And then you went on to read it into the record and you said: 

It reads as follows: ‘‘Not our intention to restore assets to Shareholders Pro- 
tective Committee or old management but to representative to be selected by 
shareholders after a new vote by all shareholders entitled to vote. Construction 
of order in proposed finding included in plaintiff’s petition is not in accord with 
our intentions.” 

Then the court interrupted and asked, ‘Signed by whom?” And 
you answered: 

William K. Divers, Chairman, and J. Alston Adams, member, Home Loan 
Bank Board, 

Judge, in the light of what I have read to you from pages 10,311 
and 10,312 of the record to the circuit court of appeals, does that 
refresh your recollection as to the fact that the communication 
received from the Board was a telegraphic communication and that 
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it was received by Mr. Ronald Walker from Mr. Divers as Chairman 
and Mr. J. Alston Adams as member, Home Loan Bank Board? 

Judge Carter. It refreshes my recollection that that was the wire 
received. I did not recall and do not now recall to whom it was 
addressed, but that was the wire, and the remarks you have read 
that I made to the court are the remarks I then made opposing the 
motion of the Long Beach bank and the shareholders’ committee on 
the ground that the motion was not in accordance with the intention 
of the Home Loan Bank Board. 

Mr. Lovre. Judge Carter, were you United States attorney at the 
time a conservator was appointed for the Long Beach branch? 

Judge Carrer. A conservator was appointed early in 1946. I was 
first assistant at the time. 

Mr. Fiscnzpacu. The record shows that Judge Carter was not 
United States attorney until some months after the conservator was 
appointed for the Long Beach Federal. 

Mr. Lover. Is that correct, Judge Carter? 

Judge Carrer. That is right. 

Mr. Lovre. Were you familiar with the facts leading up to the ap- 
pointment of the conservator at that time? 

Judge Carrer. After it happened. In other words, there was no 
consultation, or intimation even, by the Home Loan Bank Board that 
they were going to seize this building and loan. The first we heard 
about it was after the building and loan had been seized by the Bank 
Board. Then a suit was filed by the building and loan, and that suit 
eventually was referred to our office and we were requested to defend 
the action of the Home Loan Bank Board. 

May I say in that respect that running through this entire case 
is this situation: My judgment as to whether or not the Board should 
be defended in their action of seizure is predicated on a different basis 
than my judgment would have been as to whetner or not I would have 
ordered the seizure had the facts been presented to me. Do I make 
myself clear? 

Mr. Lovee. Yes; you do. 

Judge Carrer. Once the fact was done, here was a little different 
situation. The agency had seized the building and loan, and as 
United States attorney I had to defend them. 

Mr. Lovre. Was the Board within its authority under the law in 
seizing the Long Beach branch? 

Judge Carrer. Well, Mr. Congressman, that is the $64 question 
we have been litigating. 

Mr. Lovre. I am asking your opinion as a lawyer with the Depart- 
ment of Justice at that time. 

Judge Carter. My position in this case changed over 4 years of 
litigation. If you want me to summarize that I can, in a sentence 
or two. 

Mr. Lovee. All right. 

Judge Carrer. My original view, when we started in on the defense 
of this action, was that although the grounds might be called skimpy 
there had been justification for the seizure. 

Mr. Lovre. Do you mean legal justification? 

Judge Carrer. Legal justification. Plus the fact that after the 
seizure additional facts were developed which, if competent, bolstered 
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the right to seize. In other words, there were facts developed after 
the seizure which, if you could use them to justify the seizure further, 
would support the seizure. 

But to summarize it for you hurriedly, we proceeded to defend this 
litigation. 

Mr. FiscHrac H. That was your original position. 

Judge Carrer. That was my original position. Then the Board 
which was a vacillating board from the start; we represented a client 
that you could never tell from one day to the other what their position 
was going to be— 

Mr. Lovre. This was a Government board, was it? 

Judge Carter. The Home Loan Bank Board. 

Mr. Lovre. That is vacillating? 

Judge Carter. You are asking me facts and opinions, and I will 
say “Yes”. I do not think anybody who has had anything to do 
with this litigation would not so characterize that Board. In fact, | 
told one of the Board members that personally in the presence of the 
Attorney General on one occasion, that if they would let us know what 
they wanted we would try to represent them. 

At any rate, then came the turn-back which we were just reaching 
in the testimony, in which the Board ordered the building and loan 
turned back to the representative of the shareholders, and the court 
ordered it turned back to the board of directors. So it was turned 
back to the very officers and directors that the Board had previously 
accused of misconduct. 

My position then was that that gutted the Government’s case. If 
the Government had a case we were seriously jeopardized in our case 
from that time on. 

Mr. Lanuam. The Board vacillated some more after that? 

Judge Carter. Oh, yes. 

Mr. Hourrretp. One question, please, Judge. 

This so-called order of turn-back by your client, the Home Loan 
Bank Board, was done without any consultation with their attorney, 
in this case yourself? 

Judge Carter. My recollection is that we knew nothing about it 
Whether there had been any consultation with anybody in the 
Department of Justice I do not know. 

Mr. Hourrietp. It came as a surprise to you, and without your 
advice? 

Judge Carter. Yes. 

Mr. Lovre. At that time they were acting within their rights, to 
their best opinion and knowledge? 

Judge Carrer. I think the Board had the power. If you start out 
with the premise that they had the power to seize, I think they had the 
power to pull the conservator out. 

Mr. Lovre. What was the basis of the appointment of the con- 
servator? 

Judge CarTER. Let me finish one answer. 

Mr. Lovee. Yes. 

Judge Carter. You asked me about my position, and I told you it 
changed. 

There came the turn-back which undermined our case. Then this 
litigation mushroomed out of all proportion to its intrinsic worth. | 
do not know the number of lawsuits pending, but I will wager there 
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are 25 or 30 lawsuits collaterally involved in this litigation at the 
present time. 

Then there was what was called the Portland formula. The 
Board member came to Portland and met with the interested parties, 
and a formula for settlement was worked out. I assigned Mr. Walker 
and Miss Martin to the settlement, and they met for months working 
on the details, working out a stipulation on the settlement. 

Finally the thing was gotten in pretty fair shape, and Judge Hall 
insisted that there be some determination of attorneys’ fees before 
this settlement went further. At any rate, we cleared with the 
Home Loan Bank Board, and they were thoroughly in agreement, 
and I signed the stipulation. I made a little error there, that I did 
not submit the matter to the Justice Department for their approval. 
However, I had thought that everybody knew what was going on, 
because the Department in Washington was apparently in touch with 
the Home Loan Bank Board, and I signed the stipulation which 
looked toward the settlement of this situation, and then the fat was 
in the fire again, because immediately the Home Loan Bank Board 
changed its position again and the Justice Department then notified 
me that a motion was going to be made to be relieved from the stipula- 
tion that I had signed. 

I will try to make this short and bring it down to the data. I was 
then in the embarrassing position of having suggested to me that I 
go into court and move to set aside my own stipulation. On thinking 
over the matter, however, I advised the Justice Department that my 
personal interest should be disregarded, and they could make any 
motion they wanted to to set aside this stipulation and forget where 
I stood, but not to ask me to join in that motion. Somebody else 
would have to make the motion. 

Mr. Peyton Ford came out. I requested that somebody on the 
top level come out, either an Assistant Attorney General or the 
Assistant, and Mr. Peyton Ford came out. We had conferences, and 
it was very, very helpful. As a result of that, a modification of the 
stipulation was entered into, the gist of which was that instead of 
paying them the total amount of the fees involved, one-third of them 
were made payable at that time, the balance to satisfy further 
proceedings. 

Then, ostensibly, the negotiations for settlement were to continue. 
Then nothing happened. They just did not get anywhere on the 
settlement for reasons with which I am not familiar, because settlement 
negotiations were then removed to Washington. 

From that time on I was really not in charge of the case. Mr. 
Siegel from Washington, although he was not my superior, was 
running the case, and I was happy in a way to be relieved of it, in 
view of what had happened. 

Finally, when I left the United States attorney's office in October 
of 1949, one of the last things I did was to write a letter to the De- 
partment in which I tried to summarize for them my views on this 
case over a 4-year period of time, and my recommendations of what 
should be done. 

My position, meanwhile, had changed to the extent that I felt that 
this case should be settled. I was still of the opinion that in the show- 
down trial on the merits of that seizure the Government might pos- 
sibly prevail, but that if they did prevail in that suit it would not 


79631—52——-3 








12 INVESTIGATION, OF HOME LOAN BANK BOARD 


terminate this other litigation and that in view of the size of the litiga- 
tion and the unrest in the industry and all the things that had taken 
place this was a case that ought to be settled. I said so in so many 
words. 

Mr. Harpy. May I raise a question there? 

Judge, aside from the legal aspect of this thing, were you not also 
convinced that the Home Loan Bank Board was wrong? 

Judge Carter. Wrong when? 

Mr. Harpy. When it took the thing over, and in not making a 
settlement. 

Mr. Fiscunacu. The Home Loan Bank Board as such never took 
it over. 

Mr. Lovre. Mr. Fischbach, I am trying to develop this to my own 
personal satisfaction, to find out what the facts are. 

Mr. Karsten. Is it your position that as an attorney representing 
a client Judge Carter had a position and justification in his own mind? 
Is that what you wanted to get? 

Mr. Lovre. That is about it. It is hard for me to conceive that 
even a vacillating Board, as you have termed this particular Board, 
would voluntarily and arbitrarily go in and take over the assets of an 
institution without some justification of some kind. 

My question is this: What prompted the appointment of a con- 
servator for the Long Beach branch? 

Judge Carrer. When the case came to us to defend, and we in- 
quired into that matter, we were informed by representatives of the 
Home Loan Bank Board of several irregularities which they had found 
to exist, and which they claimed justified their seizure. One was the 
fact that the Long Beach Building and Loan had appropriated $50,000 
or $100,000 of its money to, shall we say, fight the Home Loan Bank 
Board with reference to a situation involving this dissolution of the 
banks. 

Secondly, I think this existed before the seizure, but it is a long time, 
and some of the thmgs we found out after the seizure—the facts were 
developed, and they knew the fact that a series of what might be 
called fictitious accounts had been built up in the building and loan, 
namely, accounts for $1, many of them, all of which had been appar- 
ently set up by some of the people in charge of the building and loan 
at this time. 

Mr. Lovre. Who was in charge at this time? 

Judge Carrer. Well, Mr. Gregory was president of it. 

At any rate the accounts were legitimate. The money was there, 
but the Home Loan Bank Board contended that this was an attempt 
to build up accounts which I suppose would let them more easily con- 
trol the building and loan. I cannot think of anything else. It 
seems to me that the major item that they were complaining about 
was the appropriation of the $100,000. There were two $50,000 
checks involved in that. That was for the purpose of permitting this 
building and loan to oppose the activities of the Home Loan Bank 
Board in the dissolution of the banks of Los Angeles, at Portland and 
Los Angeles, and the establishment of the bank in San Francisco in- 
stead. 

Mr. Karsten. The expenditure of this $100,000 would be out of 
the scope of their legitimate activities, would it not? 
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Judge Carrer. Well, that was a question. Certainly the building 
and loan would have a right to hire attorneys. 

Mr. Fiscuspacu. They were stockholders of the bank. 

Judge Carter. They were stockholders in these banks. They 
were stockholders in the Los Angeles bank which had been dissolved. 
That is why I said that had this been submitted to me I might have 
decided differently. 

Suppose the agency had come to me and said, ‘““We want you to 
institute proceedings to seize this building and loan.” My position 
then, I think—and certainly I can say this now, with all the hind- 
sight—would have been to call a conference or issue an order to show 
cause or something other than a seizure. However, we did not get 
into it until after it had been seized. 

Mr. Lovre. I appreciate, Judge, that you cannot remember the 
details of what happened back there a number of years ago, but let 
me ask you this further question: When those charges were laid 
before you, did you proceed to investigate the validity of the charges? 
Did you have any examiner, or did any examiner from any other 
institution come in to verify the charges that were made, which formed 
the basis for the appointment of a conservator? 

Judge Carrer. The way the United States attorney’s offices operate 
is that you have no investigators of your own. You have only avail- 
able the investigators of the agency involved. So there were available 
to us reports from the Home Loan Bank Board and its agents. It was 
not the kind of a case that vou could authorize the FBI to enter, or 
any other investigative agency of the Government except the agency 
itself. 

Mr. Lovre. Does the Home Loan Bank Board have examiners or 
inspectors? 

Judge Carrer. Oh, yes. 

Mr. Lovre. Did they go in and check these irregularities or these 
charges which formed the basis for the appointment of the conservator? 

Judge Carrer. Yes, they did; and there was not any dispute. 
I think it is admitted that there was money appropriated by the 
building and loan to fight the dissolution of the Los Angeles bank. 
I think it is admitted that certain accounts were set up, legitimately 
in a way, in the sense that there was money put in the accounts and 
people’s names were put on them and so forth. There is no dispute 
about the facts. 

Mr. Lovre. From the investigation made did these examiners 
absolve this Mr. Gregory of any irregularity? 

Judge Carter. I do not know whether anybody was absolved or 
accused. I think the fact was that the investigative reports indicated 
that money had been appropriated by the building and loan to oppose 
the dissolution of the Los Angeles bank. 

That now recalls to my mind another thing. There was also a 
contention that the building and loan had spent money to send Mr. 
Gregory to Washington to fight the dissolution of the bank, and that 
the building and loan had raised Mr. Gregory’s salary. There was 
some contention they had done it retroactively, and a question of 
whether they had the power to do it retroactively. 

They were not what you would call the most solid charges in the 
world, but here was an agency that had gone ahead and acted and 
made the seizure, and they were entitled to representation. 
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Mr. Harpy. The charges were based somewhat on spite, were they 
not? 

Judge Carrer. Oh, there was a background of bad feeling. I do 
not know whether you want that or not. 

You see, Fahey had the power to approve or disapprove the presi- 
dent that would be elected for these banks, such as the Los Angeles 
bank. A man by the name of Berry had been selected, and Fahey 
just disapproved Berry. They again elected Berry unanimously, by 
the Los Angeles bank, and he was a man with apparently a good 
reputation and experience; and Fahey again disapproved him. That 
is contained in the Smith committee report. 

Mr. Fiscusacu. You recall, too, Judge, that Mr. Fahey refused to 
state the reasons why he disapproved Mr. Berry. 

Judge Carrer. He just disapproved him; that is right. 

Mr. Hourrreip. Will you yield? 

Mr. Loven. Yes. 

Mr. Hotirie_p. Without any desire to interfere with the questions 
of the subcommittee members, I want to say that this is a very compli- 
cated case. If these facts can be developed in sequence, without 
jumping ahead years and over many different suits, I think that is the 
only way we can get an orderly understanding of this. We should 
have the facts developed in an orderly way. 

Many of the questions which you have asked will be asked by the 
counsel in a chronological sequence, so that none of the members will 
become confused. I say that after having studied the case for several 
months. Unless it does proceed in that fashion I think we will have a 
confused presentation, so if the committee members will bear with the 
counsel in his efforts to build this story in a chronological sequence, 
and make notations of the questions they wish to ask, then at the time 
the counsel concludes cross-examination we can let the members ask 
such questions as they wish to ask, and I believe that we will have a 
more orderly and a more understandable presentation of the case. I 
say that in all kindness. 

Mr. Lanuam. Many of these questions will be answered. 

Mr. Lovre. [ agree with you, Mr. Chairman. . 

Mr. Hourrrevp. I can understand your desire to ask questions be- 
cause I have the same desire. 

Mr. Lovre. Mr. Chairman, I agree that we should develop this 
chronologically, but apparently the counsel is endeavoring to jump 
over the reason why a conservator was appointed. It seems to me 
we should start from there, if we want to take it in chronological order. 

Mr. Hotirretp. Neither the judge, the witness, nor the counsel can 
testify in fact on these questions, because they are matters of litigation 
to this day, as to what was done and why it was done. You will get 
a different story from the Home Loan Bank Board, you will get a 
different story from the Department of Justice, and you will get a 
different story from each of the litigants in this matter. 

The element of judgment on the part of different people enters in 
this to such an extent that you cannot get the same story from each 
as to the reasons involved. 

Judge Carrer. A witness should not suggest things, but may I 
suggest that the fellow who ought to be grilled about why it was 
seized should not be me. I did not seize it. 

Mr. Lovre. You were the counsel. 
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Judge Carrer. After it was seized; not at the time it was seized. 

Mr. Harpy. If you are through, may I go back to one question. 
This is a very general question. 

Mr. Lanuam. Why do we not all withhold our questions until 
counsel has finished? 

Mr. Harpy. If you will just let me get this one in. 

Mr. Lanuam. If you have to get it off your mind, all right. 

Mr. Harpy. I will try to cooperate then, but I would like to return 
to this Phoenix trip for just a second. 

Judge, you at that time were in a position of defending the action 
of the Home Loan Bank Board. As United States attorney you were 
attorney for the governmental agents in this particular case. That 
is your ‘responsibility to defend the governmental agent in any action 
that it takes, is it not? 

Judge Carrer. Generally speaking. I can conceive of situations 
where you might find a Government agent who had been so far out 
of the scope of his official duty that you would say to him, ‘You will 
have to defend it yourself.” “For instance, it might be an FBI agent. 
I cannot imagine this happening, because | have high regard for the 
FBI, but suppose that an FBI agent met a citizen on the street and 
assaulted him. He might come to the Department and want to be 
defended, and the Departme nt might say, “Paddle your own canoe. 
That was not an official act.’ 

Mr. Harpy. | just think you must be placed in a very awkward 
position, in having to defend something, and having to seek to find a 
technical basis on which to defend something that you know is 
ethically wrong. 

Judge Carrer. To a certain extent we are in the same position as 
any lawyer. A client comes in and wants you to defend him. How- 
ever, there is one qualification. Since we are a public agency we 
have a duty generally to the public that the lawyer representing a 
private litigant does not have. 

Mr. Harpy. That is exactly my point. You represent the Depart- 
ment of Justice of the United States. 

Judge Carter. That is correct. 

Mr. Harpy. If you have to defend every incompetent agent of the 
Government who seeks to perpetrate an injustice upon a_ private 
citizen, and try to find a fichaiigal basis on which to do it, then you 
ought to have the name of the Department of Justice changed. 

Judge Carter. That is right. But applying the facts to this 
particular case, In my mind my conscience is at rest in the repre- 
sentation we gave this Board. I do not think this was so open and 
shut a situation to start with. 

Now, I am in disagreement with some of these people interested in 
this matter on this point: They take the position that seizure was 
absolutely unjustified. I do not think it was so open and shut that it 
was a case in which the Department of Justice should refuse to 
represent this Board. 

On the other hand, my position is that after the turn-back and 
after the agreement which resulted in the stipulation and all that 
sort of thing, aud after the mushrooming of the litigation then the 
thing ought to be settled. My position, in other words, has changed 
from the time I went in to re present this Board. 
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Mr. Harpy. My observation, as I say, was purely general, and I 
think it is most unfortunate that we find ourselves in the position of 
putting the Department of Justice in the position of becoming a party 
to an injustice against private citizens because cf the chies anery 
of some Federal agent. 

Judge Carrer. On principle I will agree with you generally, but 
not on this particular case. 

Mr. Harpy. Well, 1 am not talking about this particular case. 

Judge Carrer. I think you are dead right. We have a duty as a 
Government agency. The United States attorney has a duty not to 
blindly represent the Government without taking into account the 
interests of the public. On that general score let me say that my 
tenure as United States attorney was a most pleasant one because, 
unlike the private lawyer, many a time a case would come up where 
we could say, ‘This is a case we should not present,” or “This’is a 
case we should dismiss,’ because we represented the Government. 
We could take a position which, as a private lawyer, you might have 
difficulty taking. If you are representing a client and depending 
upon him for a retainer, you might have to fight a case which would 
hurt your conscience. 

Mr. Harpy. That is all, Mr. Chairman. I have that off my chest. 

Mr. Fiscupacu. May I| suggest to the chairman and the members 
of this subcommittee, the hypothesis upon which the questions were 
propounded by members of the subcommittee may have led the 
witness into error- 

Mr. Lovee. I do not know if that is proper at all. I take objection 
to that. 

Mr. Lannam. Let us hear what he has to say. 

Mr. Houirrerp. Let us hear what the counsel says on this matter, 
Mr. Lovre. 

Mr. Lover. After all, he is only the counsel for the subcommittee, 
is he not? 

Mr. Hourrreip. That is right, but if the witness has been led into 
error I think that we should know it. The members of the subcom- 
mittee should know it, and the witness certainly should have the 

right to refute that statement. 

Mr. Fiscuracu. May I state, Mr. Lovre, that I do not intend and 
I disclaim any desire to say anything which is in anywise offensive to 
you or any other member of the committee. 

Mr. Lovre. You did; certainly. 

Mr. Fiscnnacn. I just want to state that your questions and the 
questions of other members, and the answers of the witness, have 
proceeded upon a hypothesis in part that this Board which the sub- 
committee has been created to investigate in relation to this matter, 
was responsible for the appointment of the conservator for the Long 
Beach Federal Association. Yesterday, I painstakingly endeavored 
to make clear that the act of the appointment of a conservator for the 
Long Beach Federal Savings and Loan Association. as well as the 
act of the dissolution of the Los Angeles bank, was not the act of the 
Board but was the act of Mr. Fahey, who as a Commissioner of the 
Federal Home Loan Bank System, created as such pursuant to the 
President’s Executive Order No. 9070, did these things. 

Mr. Karsren. He did them in place of the Board. 

Mr. Houirieitp. That is right. 
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Mr. Fiscupacnu. He did them in place of the Board, and this 
present Board did not then exist. 

Mr. Karsten. There was no Board. I think it is important that 
we develop what Mr. Lovre has in mind. After all, we should judge 
whether the committee is in error or whether the committee has been 
led into error. 

Mr. Lanuam. I think it is merely a question of referring to the 
Board when it should have been Mr. Fahey. 

Mr. Fiscnpacu. Correct; and that is a very important distinction. 

Judge Carrer. I would like to make that correction. I did not 
realize I had stated the Board. It is true that the Board did not come 
into existence until later on. There was not a Board at that time. 

Mr. Fiscusacu. This Board never came into existence until long 
after the seizure had taken place. It was a seizure not only of the 
Los Angeles bank, but the appointment of a conservator for the Long 
Beach Federal. This subcommittee is investigating the action of the 
Board. The action of the Commissioner, Mr. Fahey, was the subject 
of an investigation before this House 

Mr. Lannam. By the Smith committee? 

Mr. Fiscupacu. ——By the Smith committee, and the reasons why 
Mr. Fahey appointed a conservator, so he testified, were lodged before 
the committee, every bit of it. He filed a verified answer and appeared 
personally with his associates and officers of the system he was ad- 
ministering, and gave the Smith committee all the reasons why he 
did that. So everything that was ever in the mind of Mr. Fahey 
at the time that he made the order appointing the conservator for 
Long Beach Federal was a matter of record before the Smith com- 
mittee, plus his testimony to support it. 

Now, what did he say and what did Mr. Lee say? 

Mr. Lee testified—and this is a high official under Mr. Fahey— 
before the Smith committee: 





But to contribute these large amounts of money— 
talking about the Long Beach Federal— 


if we had permitted that institution to do that all these institutions would have 
made exorbitant contributions for this sort of thing and it would have made their 
supervision ridiculous and supervision would have fallen down in Califernia. 


What else did he say? He said: 


It is not the character of the action or the purpose for which it was appropriated 
that we are objecting to; it is the unusually large and exorbitant amount appro- 
priated for such purposes; and it was not their money. 


What did the Smith committee say? 


Notwithstanding that it was the unanimous judgment of the directors of Long 
Beach Federal that the amount they appropriated was necessary for the protection 
of the association and that the law does not authorize Mr. Lee or any other official 
of the Government to substitute his own judgment for that of the board of direc- 
tors, and that by specific provision of law the management of the affairs of such 
association is vested in the board of directors, Mr. Lee acted summarily and 
without hesitation. 


The Smith committee had other things to say about this matter, 
and it is important for me as an attorney for the subcommittee to 
know in the light of the fact that you have a unanimous report of the 
Congress—which had before it ‘not only the charges which Mr. 
Fahey made, but also the testimony of Mr. Fahey and his officials, 














18 INVESTIGATION OF HOME LOAN BANK BOARD 


and full documentation of everything—whether this subcommittee is 
going to proceed upon the hypothesis that the Smith committee 
recommendations, as well as its conclusions and findings, are a valid 
basis for this sube ommittee’s acceptance, or whether we are going to 
go back and reexamine it. 

It is also important in this record that it should be clearly reflected 
from the very outset that the Board headed by Mr. Divers, which is 
what this committee is investigating, was confronted ab initio—the 
first job they had to do as a board was to decide what to do with this 
Long Beach case and decide what they had to do with the Los Angeles 
situation. 

Mr. Lanuam. Is that the three-man Board? 

Mr. Fiscuspacn. Yes, sir. When I say “the Board’ I am talking 
about the Board we are investigating, under Mr. Divers; the Home 
Loan Bank Board created under Reorganization Plan No. 3 of 1947 
and which today is vested with the duty of administering this law. 

If we are to proceed from the standpoint of this subcommittee’s 
acceptance of the Smith committee report and go forward to the 
present time, I understand what the nature of my obligation is. If 
we are to go back, I want to be so directed. 

Mr. Lanuam. I think the trouble is that the members of the com- 
mittee have not read that Smith committee report. I think possibly 
we should have read that report before we began this hearing, and 
then we would not attempt to go back and duplicate it. I suggest 
that we do all read the report before the next hearing, and that we 
not try to cover the same ground that the Smith committee has 
covered. 

Mr. Fiscnracn. It should be borne in mind, gentlemen, that this 
is a very extraordinary as well as a very involved problem. If you 
approach the problem with an appreciation of not only the fact that 
the three-man Board that exists today had a difficult problem before 
it, but what it did in relation to the matter, you will be able to eval- 
uate their action clearly in the light of what the actual facts are— 
please always bear in mind that the Board did not create this mess. 
The Board did not appoint the conservator. 

Shortly after the Bo: ird came into being it commenced an examina- 
tion of why this condition existed. We have to deal with an apprec la- 
tion of what the facts are. We cannot proceed upon the hypothesis 
that this Board was responsible for the creation of the conservator. 

Mr. Lansam. Let me ask you this—— 

Mr. Lovre. Nobody has proceeded on that hypothesis. We are 
trying to get at the facts, Mr. Fischbach. All I am trying to do is 
find out what led up to the appointment of the conservator; that is all. 

Mr. Fiscupacu. This witness is unable to testify to that. 

Mr. Lovre. Let him answer. 

Mr. Houirirevp. I think, for the clarification of the record, that the 
order creating the subcommittee says that we are to investigate the 
actions of the Home Loan Bank Board from a certain date. What 
date was that, pleas a4 

Mr. Fiscupacu. From the time of its inception, in relation to the 
Twelfth Federal Home Loan Bank District, in connection with the 
Federal Savings and Loan Association of Long Beach and the Los 
Angt les bank, the San Francisco bank, and related matters. 
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Mr. Hottrretp. A great deal of the first part of this problem does 
apply to the actions ‘of Mr. Fahey as Commissioner and does not 
apply to the Board. ‘The counsel has stated that corree tly. 

Mr. Karsren. I think it is very helpful that we have developed 
what Mr. Lovre brought out. This whole trouble was predicated 
upon the appointment of the conservator. I have a much better 
understanding. Probably it is irrelevant, but I, nevertheless, have 
a better understanding of the situation. 

Mr. Fiscupacu. Let us proceed. We had the judge out in Phoenix. 
We had order No. 388, which was the first order of the Board in rela- 
tion to this controversy. 

Mr. Harpy. Before you do that, let us get this thing cleared up 
back here, which we are talking about. 

I have read the Smith committee report. It has been several years 
ago. However, I think we ought to understand just where we are 
going and what we are attempting to do. For my part, I have a 
feeling that we should accept the work of the Smith committee up to 
that point, and take up where they left off. 

Mr. Lanuam. That is right; by all means. 

Mr. Harpy. That was a unanimous report. Mr. Hoffman was a 
member of that committee. 

Personally, to use a good Republican expression, I want to “re- 
examine” that report, and I think the rest of us ought to read it very 
carefully, so that we will get the background of this thing from that. 

Mr. Hourrrerp. I will see that a copy of the Smith committee 
report is made available. 

Mr. Lanna. I think, of course, Mr. Fischbach is right in calling 
our attention to the fact that we are going over ground that the Smith 
committee has already gone over. 

Mr. Harpy. If we can confine ourselves to what has happened 
subsequent to the appointment of the Board, we can dispose of this 
thing a whole lot more quickly than if we go back into the whole 
thing, but in order to do it we will have to have an understanding 
of what is in the Smith committee report. 

Mr. Lovre. Along that line let me ask you this, Judge Carter: 
When did these inv« -stigators make their examination of the charges? 
Was that before the Smith committee report, or after? 

Judge Carrer. I cannot tell you exactly. It is a long time ago. 
My recollection is that immediately following the seizure “there were 
investigations made and reports made from time to time, and those 
were on the building and loan and various things in connection with 
it. 


se 


Mr. Lovre. Was an examination made of the charges that cul- 
minated in the appointment of the conservator after the Smith com- 
mittee report? 

Judge Carrer. I cannot speak for the Home Loan Bank Board, as 
to what they did, for I do not have any personal knowledge. I read 
the Smith committee report. I recall we had general discussion 
about the case. I cannot tell you what. 

Mr. Lovrr. Maybe Mr. Fischbach could answer that. 

Mr. Fiscupacn. I can only answer on the basis of the knowledge 
which I have acquired as counsel to the Smith committee and the 
knowledge which I have acquired as special counsel to this subcom- 
mittee, and I will endeavor to do so, Mr. Lovre. 
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To begin with, Mr. Fahey made an order—— 

Mr. Lovre. You will find out if an investigation was made, or an 
examination made, of the charges, after the Smith committee report 
was made? 

Mr. Fiscuracn. I have already found out certain information. If 
you want my answer I will be glad to state it. 

Mr. Lovre. I do. 

Mr. Fiscupacn. All right. ‘To begin with, Mr. Fahey made an 
order containing charges. That order was 5254. 

Mr. Harpy. Does the counsel need to go into all that? 

Mr. Lovre. The question I asked a while ago can be answered 
“ves” or “no.” 

Mr. Fiscusacu. The question that you asked cannot be answered 
“ves” or “no.” 

Mr. Lovers. You said there was an investigation- 

Mr. Houirretp (interposing). Let me say this. This question is 
important. It deserves a correct answer for the record. This record 
is going to be available to the litigants. It is going to be available to 
the Department of Justice. It is going to be available to the Home 
Loan Bank Board, and it is very important that the counsel for this 
subcommittee answer correctly, and if it takes a little time to look up 
the reference I think he should be allowed the time. 

Mr. Fiscupacn. I have it right here. 

That order was made May 20, 1946, and was made by Mr. Fahey, 
in which he said: 

Whereas there has been a determination that the Long Beach 
Federal Savings and Loan Association is doing this and the other thing, 
and he enumerates what he says as being determined as of May 20, 
1946. 

He testified that what he determined he determined before May 20, 
1946, on the basis of his investigation. The record before the Smith 
committee convincingly shows that part of the evidence before Mr. 
Fahey was the fact that their examination reports of that institution 
were satisfactory. 

This witness, pursuant to the question Mr. Lovre asked, has in- 
dicated that there was a post hoc investigation. I am familiar with 
the fact that there was a post hoc investigation, so that if Mr. Fahey 
had already determined the things which he said were the grounds 
for the proceedings over at Long Beach and in the appointment of 
the conservator, there was an investigation to bolster those grounds. 

Mr. Lovre. And that was made after the Smith committee report? 

Mr. Fiscupacnu. That was made after the order seizing the institu- 
tion, and that was lodged, too, before the Smith committee. 

Now I am aware of the fact that there have been further investiga- 
tions and the records of those investigations fully presented to the 
court. 

Mr. LannAm. Was the record presented to the Smith committee? 

Mr. Fiscupacn. No. 

Mr. Lovre. That was the point I was making. 

Mr. Lanuam. I think that was what Mr. Lovre wanted to develop, 
if this board itself made any investigation of these charges since the 
board went into office since the Smith committee report was made. 

Mr. Fiscunacn. There was a subsequent investigation and an 
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all embodied in this document which was received in evidence by, 
rather tendered in evidence by Mr. Siegel, before Judge Hall in the 
proceeding on the application which was before the court. That 
investigation had been placed in the possession of Mr. Ammann the 
conservator. 

There are other things that are very, very material in connection 
with that investigation which we are prepared to give if you wish. 

Mr. Lannam. Was that evidence given to the Smith committee 
before their report was made? 

Mr. Houtrieip. Will Counsel inform the committee as to the length , 
of tenure of the Smith committee? 

Mr. Fiscupacu. Surely. 

Mr. Houirieip. So as to determine whether it was possible for the 
subcommittee to have had it. 

Mr. Fiscuspacu. The matter that was lodged before the com- 
mittee—the Smith committee—was lodged before the Ist of March 
1946. It rendered its report on July 25, 1946. Nothing that Mr. 
Fahey developed after the Smith committee went out was ever 
lodged before the Smith committee. But I point to the fact again 
that everything that Mr. Fahey had proceeded upon he ascertained 
prior to May 20, 1946. And I call attention, as I did once before, to 
the fact that the order appointing the conservator, proceeded upon 
the hypothesis that it has been determined that it was in position—— 

Mr. LANHAM (interposing). After the Board, since the Board came 
into existence, subsequent to 1946, has the Board made any investiga- 
tions of these grounds upon which the seizure was made? 

Mr. Fiscuspacu. Yes, but nothing the Board developed in tiat 
investigation could conceivably be submitted. 

Mr. Lovre. You are just assuming that? 

Mr. Fiscunacu. The Smith committee did not—— 

Mr. Hourrre.p. Just a moment, off the record. 

[Discussion off the record.] 

Now on the record. The Smith committee expired on what date? 

Mr. Fiscusacu. The Smith committee expired with the Seventy- 
ninth Congress, second session. 

Mr. Harpy. In 1947? 

Mr. Fiscupacu. January 3. 

Mr. Houtrievp. In January of 1947? 

Mr. Fiscupacu. That is right. 

Mr. Houtrievp. I think this is all in the record. It could not have 
been made before the Smith committee report. And about that time 
the case had been before the Federal court; those things were sub- 
mitted to the Federal court subsequently. 

Mr. Lannam. They are relevant to our investigation; anything that 
happened since the Smith committee report was made seems to me 
is relevant to our investigation. 

Mr. Houirieup. Yes. 

Mr, Lannam. It would be proper to inquire into. 

Mr. Hottrrerp. But the report could not have been made to the 
Smith committee. That was what counsel was trying to inform us 
about. bili 

Mr. Fiscupacu. Yes. 

Mr. Lannam. That is due to the fact that it is subsequent, after 
the investigation, sometime after the Smith committee report? 

Mr. Fiscusacn. Yes. 
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Mr. Lovre. That is what I was trying to develop. I asked Mr. 
Fischbach if there had been any examination or investigation made of 
the charges which pointed to the appointment of the conservator, 
other than the subsequent report, and that can be answered ‘‘yes”’ 
or “‘no.”’ 

Mr. Fiscupacn. I thought you were endeavoring to ascertain 
whether or not anv charges following the investigation were lodged 
before the Smith committee. 

Mr. Lovre. No. 

Mr. Houirtetp. That was my understanding. 

Mr. Lovre. Of course not. 

Mr. Fiscunacsa. The post hoc investigation which was made, was 
lodged in the Federal court and it is before the court. 

Mr. Lanuam. I think that is clear. 

Mr. Houtrterp. And I think that it should be mentioned at this 
point that the board, the three-man board itself considered these 
charges, all of these charges, and after considering them they did 
turn the association back to its former owners. 

Mr. Fiscupacn. Precisely. 

Mr. Hourrrerp. And thereby took the position that the charges 
were not justified. 

Mr. Lanuam. But they changed their minds. 

Mr. HouiFretp. They changed their minds. 

Mr. Lanuam. I think we have got the point straight. 

Mr. Fiscuspacn. Now, at Phoenix, Ariz., after the petition had 
been filed by the shareholders’ committee at Long Beach, the witness 
has testified that he attended before Judge Hall in conference, in 
chambers—and the court had before it the petition of the share- 
holders to implement order No. 388 of this board under the terms of 
which the board took the action discharging the conservator. 

Now we reach the point where Ronald Walker, the United States 
attorney in charge of the civil division, was designated by the court 
as special master. And in connection with that the witness testified, 
after a reading of the transcript of the proceedings that took place 
before Judge Hall, that there had been received a telegram signed by 
Mr. Divers and Mr. Adams, members of this board, the board that 
exists today, in which their interpretation of order No. 388, and 
stating the intention of the board with respect to order No. 388, was 
lodged before the court. 

Now, Judge Carter, after the proceedings that was had before 
Judge Hall, did not the court make an order turning back the Long 
Beach. Federal to the officers and directors of that association? 

Judge Carrer. He did. 

Mr. Fiscupacu. After Judge Hall issued that order did he not 
appoint Ronald Walker, former chief of the civil division of the office 
of the United States attorney in Los Angeles as special master to 
supervise the turning back of the association’s assets? 

Judge Carrer. He did. I placed Walker on extended leave from 
the department, and finally severed him from the department, when 
he was appointed special master. 

Mr. Fiscuspacn. Going back a point: Do you recall whether or not 
the appointment of Mr. Walker as an arm of the court and as an aid 
to turning back the association, was with the consent of the United 
States attorney’s office, represented by you? 
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Judge Carter. Yes. My recollection is that I had no objection to 
it if he severed his connections with the department. He went on 
leave to start with. It was anticipated at that time that it would 
probably be only a short period involved in turning back the insti- 
tution, but on subsequently learning of the delay we finally turned 
him loose. 

Mr. Fiscupacn. I show you page 10326 of the transcript which 
purports to reflect the statement to the court, the statement made by 
Mr. McKenna to the court, Mr. McKenna representing the Board, 
and you acting as counsel for the interest of the Government, in which 
the court asked counsel if the appointment of Mr. Walker as special 
master to assist in turning back the association was agreeable to you? 

Judge Carrer. Yes. The record shows that I said ‘‘We will con- 
sent, on condition, of course, that he take a leave of absence from the 
Justice Department for that purpose.” 

And the record shows that the court went on and asked Mr. Me- 
Kenna ‘‘Do you wish to consent to his appointment,” and he said 
“We do, sir.” 

Mr. Fiscusacn. Judge Carter, do vou recall whether or not, in 
connection with the determination which Judge Hall made at that 
time, and in connection with the order he entered requiring and imple- 
menting the turn-back, implementing order No. 388 of the Home 
Loan Bank Board, he placed the principal officer of the association 
under bond? 

Judge Carrer. The principal officer? 

Mr. Fiscupacn. Yes; did he not require that? 

Judge Carter. Yes. 

Mr. Fiscusacu. And did not Mr. Gregory post bond of a million 
dollars? 

Judge Carrer. He did post a million-dollar bond. 

May I correct a statement I made. I discovered I made an error. 
I have been talking about a stipulation I signed. By that time 
Walker was on leave, and possibly home. Of course, as special master, 
he was not in the office of the United States attorney. I had no dis- 
cussion with Walker from the time he was appointed special master. 

Mr. Fiscupacu. There is no gainsaying the fact that when you 
became United States Attorney you had the job of defending what 
had previously been done by the special master? 

Judge Carter. I took over the work that was in the office in con- 
nection with this case. 

Mr. Fiscupacu. You had not been consulted as to the San Fran- 
cisco banks? 

Judge Carrer. Not at all. 

Mr. Fiscnsacn. The San Francisco banks were represented by 
counsel designated by them? 

Judge Carrer. They have their own counsel. 

Mr. Fiscupacu. Now, in connection with the Portland settlement, 
do you recall enough about that to discuss the situation and briefly 
state it to this committee? 

Judge Carrer. Maybe; not very much. I was—— 

Mr. Fiscupacu. See if I can help. Judge, there came a time after 
the turn-back, which we referred to— 

Mr. Houiriep. Is that all of record, Mr. Witness? 
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Mr. Lanuam. Is that all of record? Is there anything that Judge 
Carter knows about that is not available in the records somewhere? 

Mr. Fiscunacn. There are certain phases of it, Judge Lanham, 
which are not available in the record, but which Judge Carter does 
know and which I think would be of assistance to this subcommittee. 
This is to lay a foundation in the record for that. We fixed the time 
of the turn-back as of January 1948. Now, then, subsequent to that 
there came a time—did there not—when the parties litigant in this 
matter reached what amounts almost to an understanding as to the 
disposition of the balance in controversy? 

Judge Carrer. There was arrived at what was then being called 
at that time the Portland formula. 

Mr. Fiscupacn. Yes. 

Judge Carrer. One board member was on it. I think it was 
Divers. The Portland formula, as I recall it—and this is subject to 
correction—was a formula whereby the Los Angeles bank would be 
restored; the San Francisco office, which had been set up in its place, 
was to be disestablished. There were to be attorneys’ fees paid by 
the Long Beach Board, a loan to it, and counsel fees to be paid, and 
it seems to me that a loan was to be made by the Los Angeles bank 
in reestablishing the Long Beach Building and Loan, the theory be- 
ing that from this loan the Long Beach Building and Loan could re- 
coup sufficient money from which it could pay the attorneys in this 
litigation; something like that. Anyhow, it was a general formula 
of principles which had many, many ramifications to be worked out. 

Mr. Lanuam. It went into many things? 

Judge Carrer. They got into everything, went into everything 
before they got through with the litigation. We had conflicting inter- 
ests of the attorneys representing these various banks. 

Mr. Lanuam. As between the San Francisco and Los Angeles 
groups. 

Judge Carrer. And we had these various matters to be settled, 
including the reestablishment of the bank and letting the building 
and loan situation ride along, and I thought that the settlement 
should be settled, or the matter should be settled. 

Mr. Fiscupacn. Now, in connection with that, Judge, was there 
not a general agreement that the question of attorneys’ fees should 
be submitted to the court for determination? 

Judge Carrer. My recollection is not clear on that. There are so 
many subjects involved, so many suggestions about the attorneys’ 
fees situation, that I cannot tell what the Portland formula provided. 

Mr. Fiscunacn. Perhaps this will refresh your recollection. Did 
there come a time, Judge, when a petition to determine the fees of 
counsel in these cases was lodged before the court? 

Judge Carrer. Yes. Following the so-called Portland formula, 
Miss Martin, of my office, sat in on these meetings. Walker, as 
special master, had counsel for the banks and building-and-loan asso- 
ciation shareholders meet them—TI think it was in the bank office in 
Los Angeles, and a lot of work was done. And finally Judge Hall, 
who had taken the position that he had jurisdiction in this case, and 
nothing was to be done without going to the court, insisted—and, by 
the way, he was kept advised by the master, and he took the position 
that this attorneys’ fee problem might present some problems and, 
therefore, he wanted the whole matter of attorneys’ fees disposed of 
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so that it would not break down all the work that had been done, by 
reason of the question of attorneys’ fees. 

So, there was notice sent out on this question of attorneys’ fees, and 
Judge Hall insisted that all parties, that all of the parties to the litiga- 
tion, be notified, and also that notice be sent out and be published, as 
I recall, in the newspaper, so that nobody who had any interest would 
escape notice. And, as I recall—and this is from memory—the Long 
Beach Building and Loan, and the member banks, each bank, was—— 

Mr. Fiscupacu (interposing). At any rate, to the fullest extent 
it was within the power of the court to do so every conceivable party, 
every party who had any interest, was given notice, either by mail or 
by publication, or personal notice. 

Judge Carter. I would say there was the fullest possible notice 
that Judge Hall could have provided at that stage of the situation. 

Mr. Fiscupacu. After that notice was given, there was a deter- 
mination of attorneys’ fees? 

Judge Carter. There was. 

Mr. Fiscupacn. And, after the determination of attorneys’ fees, 
did not the board seek to set aside the stipulation whereby that 
matter was lodged before the court? 

Judge Carrer. Yes. Let me add this: After this notice, and at 
the hearings on the attorneys’ fees, no one appeared objecting to the 
fees. 

Mr. Fiscupacn. All right. 

Judge Carrer. There was no objection in court, nor was there 
any objection noted to the court’s ruling following the awarding of fees. 

Mr. Fiscupacn. Now, I want to go back one moment to order 
No. 388, the court’s order implementing—— 

Mr. LANHAM (interposing). Just a moment. Was the amount of 
the fees given publicity? 

Judge Carrer. I suppose it must have been, in a city the size of 
Los Angeles, in a metropolitan area like that, and this being a big case. 

Mr. Lovre. How much was allowed? 

Judge CarTEeR. $200,000—— 

Mr. Fiscupacn. $540,000, I believe. At that point—— 

Judge Carrer. It was a lot of money. 

Mr. Lovre. Who paid the fees? Did they come out of the 
taxpayers, or the deposits of the association? 

Judge Carrer. They came out of the building-and-loan funds, but 
as I understand the situation, it was not to jeopardize the share- 
holders’ interest. 

Mr. Lovre. Was it to come out of taxpayers’ money? 

Judge Carrer No; it would not come out of taxes. The building 
and loan association has a reserve that is available for that sort of 
thing. 

Mr. Harpy. By comparison, the $100,000 appropriated by the 
Long Beach association was a small amount? 

Judge Carrer. Yes. 

Mr. Hoxiereirp. I want to inquire at this time of counsel if this 
$540,000 fee which was allowed was established at the request of 
those who availed themselves of Judge Hall’s court? 

Mr. Fiscupacn. It was. 

Mr. Lovre. How many lawyers participated? 

Judge Carrer. You mean, who got the fees? 
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Mr. Lovre. Of the $540,000, how many cut up the pie? 

Judge Carter. I w ill have to inquire of somebody who is more 
familiar with the record. 

Mr. Fiscupacu. There were four sets of lawyers. 

Judge Carrer. The lawyers for the banks were included—the 
lawyers for the San Francisco bank and also the lawyers for Los 
Angeles. <A lot of work was done on this case. This case since it 
started, since the start of the seizure, has resulted in documents which 
would fill a big room. One document might be 3 inches thick. There 
was pleadings and interpleadings. 

Mr. Houirietp. There was something over 23,000 pages of docu- 
ments on file in this case, I might say. I have been in the room 
with the files of this case, which practically filled it. 

Judge Carrer. Judge Hall at one time referred to the official court 
files as some hundreds of official documents that were filed with the 
court. 

Mr. Houtrrevp. It might be noted for the record that this $540,000 
has never been paid. 

Mr. Harpy. Off the record. 

(Discussion off record.) 

Mr. Fiscuspacn. Going back for a mement to order No. 388 and 
Judge Hall’s implementing order, did not the court require that there 
be an election of the shareholders so that the record of the officers 
could be designated? 

Judge Carrer. I think in ordering and appointing the special 
master he required that a new election be held, directing the special 
master to supervise the election. 

Mr. Fiscupacu. | refer to the evidence of this election by the 
special master. I take it, Judge, that you are familiar with the 
signature of Ronald Walker? 

Judge Carrer. [ am. 

Mr. Fiscupacu. Can you identify this as a true copy? 

Judge Carrer. That is his signature. And that is a document 
which I saw before the hearing started, and my recollection of the re- 
sults of that election—I do not, would not, say I ever saw that docu- 
ment before. 

Mr. Fiscupacu. I offer for the record a certification of the special 
master as to the results of the election held, pursuant to the court order 
of July 28, 1948, at the office of the Long Beach Federal, at a special 
meeting of the shareholder members of the association which took 
place when he was personally present, that he officially checked the 
written ballots and certified to the court that 51,192 votes were cast 
in favor of the management and no votes were cast against the manage- 
ment. 

Mr. Houirietp. That will be received as an exhibit and given the 
appropriate number. 

Mr. Fiscupacnu. Li will be marked ‘Long Beach Exhibit No. 1.” 

(The document referred to was received in evidence, marked ‘Long 
Beach Exhibit No. 1” and follows:) 
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Lona Beacu Exursir No, 1 
[P. 6119 of printed record on appeal No. 12511: C. C. A. 9, Fahey, et al, v. Mallonee, et al.] 
Exhibit G 
CERTIFICATION OF ELECTION BY SPECIAL MASTER RONALD WALKER 


I, Ronald Walker, do hereby certify that I am the duly appointed, qualified, 
be acting Special Master of the District Court of the United States, in and for 
the Southern District of California, Central Division. 

2. That on July 28th, 1948, at the office of the Long Beach Federal Savings and 
Loan Association, 328 American Avenue, Long Beach, California, there was held 
a special meeting of the shareholder members of such Association, at which I 
was pe srsonally ‘present. 

That a vote by written ballots was duly taken for the purpose of electing 
dire etors of the Long Beach Federal Savings and Loan Association. 

That, as such Special Master, I officially checked the written ballots and 
do hereby certify that the ballots cast resulted in the following votes: 

51,192 votes were cast in favor of and no votes were cast against the election 
of the following persons to be directors of the Long Beach Federal Savings and 
Loan Association: 

For the term ending January, 1951: 

T. A. Gregory 
M. T. Killingsworth 
J. K. Reeder 
For the term ending January, 1950: 
J. E. Gregory 
8. I. Bacon 
For the term ending January, 1949: 
A, A, Allen 
C. R. Mallonee 

5. I therefore certify that the above seven (7) directors for the respective terms 
above set forth were duly elected at Long Beach, California, this 28th day of 
July 1948. : 

/s} Ronatp WALKER, 
Special Master. 

Mr. Fiscupacu. Now, Judge, in your testimony which was elicited 
at the behest of members of the subcommittee you alluded to a 
stipulation which the Board desired to set aside and which you as 
United States attorney had filed. You also alluded to the fact that, at 
your request, Mr. Peyton Ford, of the Department of Justice, came 
out to Los Angeles. Did you confer with him when he arrived? 

Judge Carrer. I did. 

Mr. Fiscupacu. And, as a result of that conference, was a motion 
ever made by the Government to set aside the stipulation which you 
had signed as United States attorney? 

Judge Carter. No. No request was made. Mr. Ford was very 
helpful. 

Mr. Fiscusacu. Will you tell this subcommittee, please, what 
proceedings were had before the court on the application of Mr. Ford 
in connection with the stipulation, whether the parties in question 
favored the stipulation, what final award was made, and whether 
counsel went before the court and voluntarily abandoned the benefits 
of the court order which had established their fees? 

Judge Carrer. I think probably a little more background might be 
helpful to the committee here. This stipulation was the result of work 
carried on by all parties trying to implement the Portland formula 
and envisioned a settlement of this whole controversy, and Judge Hall 
thought it best—before I signed the stipulation, Mr. Mc ‘Kenna had 
various conferences with the Board members by telephone keeping in 
touch with the Board—Judge Hall himself ‘insisted upon certain 
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changes in the stipulation. And those changes were communicated 
to the Board and had the approval of the Board. And finally the 
thing was cleared with the Board, and I signed the stipulation. 

Immediately there was a reversal of position by the Board. I 
cannot tell what happened, but we immediately were informed that 
the Board was not satisfied with the stipulation that we signed, and 
that was what led me to ask that somebody come out from the De- 
partment of Justice. After the stipulation was filed, signed, they 
informed us that the Board did not want to go along with the stipula- 
tion. And so I insisted that somebody from Justice come out, and 
Ford came out and supervised the negotiations and had meetings with 
the various parties and finally there was held in Judge Hall’s chambers 
a court hearing; a reporter was present. And, the general gist of the 
order was that one-third of the fees were to be paid forthwith and the 
balance of the fees were to be set up—and the documentary matter 
on that was not accurately done. 

Mr. Fiscupacn. Very well. Now, after the parties voluntarily 
abandoned the court’s awarding of fees and this agreement was made 
with Mr. Ford for the payment of one-third of the fees forthwith, were 
settlement negotiations to continue? 

Judge Carter. They were to continue, because of the stipulations 
already made in it. Then all, of course, had been looking for a settle- 
ment, and as I recall, Mr. Ford reported that the parties were all 
prepared to confer and meet with the directors, with the Board, 
for a settlement. 

Mr. Fiscupacn. Now Judge, it was about that time you were 
elevated to the bench, was it not? 

Judge Carrer. Shortly afterward. 

Mr. Fiscusacu. Did you not, prior to going on the bench, address a 
communication to the Department of Justice with regard to your views 
on this matter? 

Judge Carrer. I did. 

Mr. Fiscusacu. And in that communication did you advise the 
Department of Justice of the views which you had as United States 
attorney, familiar with the litigation, as to what the best interests of 
the Government were and where they lay? 

Judge Carter. I tried to clear up the affairs in the office of cases 
that I was familiar with, and this was one of the major cases in the 
office, and I felt it was only fair to my successor that there be a record 
in the files as to what I thought about this case after I left office. 

Mr. Fiscupacn. When did you see the letter you wrote to the 
Department of Justice? 

Judge Carrer. | think it was about the time I wrote it—it was 
sometime in October. I was appointed on October 20 or 21. It 
might have been October 21. 

Mr. Fiscupacu. Do you have any memorandum from which you 
ean refresh your recollection as to the contents of that communication? 

Judge Carrer. No. 

Mr. Lovre. Why not introduce the communication? 

Mr. Fiscnpacn. For this reason, Mr. Lovre: That the Department 
of Justice has taken the position that the judge's letter is a confiden- 
tial, or a privileged, communication, and a communication which 
comes under executive privilege. I was not permitted access to the 


letter by the Department of Justice, nor was the chairman of the 
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subcommittee granted access to it. We requested Mr. Clapp, who is 
here today, to bring the letter to this executive session today, and 
this morning he informed me that, pursuant to the Department’s 
policy, the letter would not be produced. 

Now, Mr. Clapp is here, if you care to verify my statement. I 
would like to call upon Mr. Clapp to say whether the statement, the 
information that I have given to the committee concerning the posi- 
tion of the Department of Justice is correct. 

Mr. Crapp. That is correct. 

Mr. Harpy. Maybe the judge has a copy in his own files? 

Judge Carrer. | did not keep a copy of the letter. It was a part 
of the records of the Department, so far as the files of the office of the 
United States attorney is concerned. 

Mr. Fiscusacn. Did you endeavor to refresh your recollection as to 
the contents of that letter by calling on the United States attorney 
for a copy of it? 

Judge Carter. I asked them if I might check the files in consulta- 
tion with the Department, and I reread the letter. 

Mr. Fiscupacu. Will you be good enough, please, to tell the sub- 
committee, on the basis of your best recollection as to the contents 
of the letter, what you advised the Department with respect to the 
Department’s position as to jurisdiction in this litigation? 

Judge Carrer. Well, it was a long letter. One of the oppositions 
to settlement had been the question of jurisdiction; that is, did the 
district court have jurisdiction, and while I do not recall all the facts 
about it, representatives of the Department also asked various 
questions concerning jurisdiction, so one of the principal points of the 
letter was devoted to the question of jurisdiction. And I said that I 
thought the Department’s position was not an open-and-shut one; 
that certainly there was a question—at least, it could be an open 
question—for the reason that back in the history of this litigation a 
United States court, a three-judge court, of which Judge Hall was 
one, held the Home Loan Bank Act unconstitutional, from which de- 
cision an appeal was taken to the Supreme Court, and the Supreme 
Court held the act constitutional. 

Then, about that time, there was pending an application for fees, 
not the one we have been talking about, but a previous application for 
fees, In the sum of $50,000, as attorneys’ fees, which were allowed by 
Judge Hall. The Government about that time started an appeal to 
the Supreme Court 

Mr. Fiscupacnu. On a writ of prohibition. 

Judge Carrer. Against the payment of those fees, and the Supreme 
Court denied that writ, and made some remarks about this being an 
$11,000,000 institution. 

Therefore my view was that the Supreme Court had denied—that is, 
having denied that writ of prohibition, or stay of execution—the 
same thing—against the payment of these earlier fees, that would be 
evidence—would be a precedent on the question of jurisdiction. 

Secondly, thereafter the Government took an appeal from the pay- 
ment of those fees to the circuit court, and subsequently dismissed 
that appeal and the fees were paid. Again, a second point which 
indicated abandonment of the Government’s position on jurisdiction. 

Also, the Government had never appealed from the turn-back order 
that Judge Hall made in Phoenix. 
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1 think those were the major points I made on the question of 
jurisdiction, and certainly it was not an open-and-shut question. 

Mr. Fiscusacu. Did you express any views as to the merit of 
the fees that have been fixed by the court and what might be fixed if 
the litigation proceeded? 

Judge Carrer. I did. The Department of Justice objected to 
settlement being made, the position being that these fees were excessive 
and were in some way out of line with public interests. I pointed out 
the vast amount of work which had been done in this case, and I] 
pointed out that the attorneys in a case of this kind, fighting against 
the Government’s position, would in all probability contend that 
they had something to do with turning back, with the turn-back of the 
association, and if I had been the attorney who was defending this 
building and loan, while I was carrying on the fight to turn back, | 
would have said I had something to do with turning back, the turning 
back of the building and loan, sufficient to justify my fees. 

Los Angeles is a metropolitan area where they are used to big fees, 
and there had been no unfavorable publicity since Judge Hall hande d 
down his order. I thought the building and loan probably had a right 
to spend money that was available for that purpose, and I could not 
see it was a violation of public interests, so far as the question of fees 
was concerned. 

Mr. Fiscupacnu. Judge, did vou tender your—— 

Mr. Karsten. That was just before you went on the bench? 

Judge Carrer. Yes. 1 was merely trying to give my successor 
and the Department of Justice the benefit of my conclusions after | 
had left, in trying to clean up the various things that were in the office. 

Mr. Karsten. Did you make any specific recommendations as to 
what they were to do in the light of this formula’? 

Judge Carter. My recommendation was the suggestion made for 
the settlement of this litigation and its termination, and I outlined, 
as I recall now the position I told you about, that the Government's 
case had been seriously jeopardized from the date of the turning back, 
and therefore the case would be out of all proportions to the transac- 
tions involved. 

Mr. Karsren. You just recommended a settlement in line with 
the formula? 

Judge Carrer. A settlement in line with this formula that had 
been worked out so long ago. 

Mr. Karsten. The Portland formula. 

Judge Carrer. The Portland formula. It was a collective prop- 
oOsition. 

Mr. Lovrr. What is the term of the settlement that you recom- 
mended to the Department? 

Judge Carrer. It was in substance the settlement that was ob- 
tained in the Portland formula, and now in this stipulation. 

Mr. Lovre. By the way, is there a proposed written settlement 
that the depositors made? 

Judge Carter. No—— 

Mr. Lovre. Who has suggested the proposed settlement right at 
the present time? 

Judge Carter. I do not know of anyone who has, except there are, 
of course, the stipulations, and there have been numerous written 
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proposals submitted. The Board made proposals, and in fact, as T recall, 
at one time the Board made a proposal of which we received a copy, 
which was very much in line with the final terms that were being 
drawn up. 

Mr. Lovee. Can you give that to us? 

Judge Carter. I can tell you generally what it was. The general 
point of the settlement, which never was consummated, was that the 
Los Angeles bank be restored, the Portland bank be restored, and 
the San Francisco bank be disorganized and dissolved, and that the Los 
Angeles bank, upon being restored, make a loan of $10,000,000 to 
the Long Beach Building and Loan; and now, right at that point, 
may I add that Paul Fussell, one of the attorneys, said that that loan 
was not a litigation question, but that it was good business from the 
standpoint of the Los Angeles bank. 

Mr. Lovre. What was that $10,000,000 supposed to take care of? 

Judge Carter. The purpose of the loan was to be able to let the 
Long Beach Building and Loan recoup money, from which eventually 
it would be in position to pay the attorneys’ fees. 

Mr. Lovre. It was not to pay damages; was it? 

Judge Carrer. No, it was not; there was no talk about damages 
as such. It was a settlement, involving the Long Beach Building 
and Loan, from which they would be able to pay attorneys’ fees. 

Mr. Lovre. How much was that? 

Judge Carrer. Well, it would be these attorneys’ fees that were 
referred to. 

Mr. Lovre. That was the $540,000 the Los Angeles bank would 
have to pay? 

Judge Carrer. No, the Los Angeles bank would not. The loan 
that the Los Angeles bank was going to make to the Long Beach Build- 
ing and Loan, this attorney believed, would help them to make up, and 
assist in paying, the attorneys’ fees. He thought it was a good 
business proposition from the standpoint of the Los Angeles bank to 
make a loan to this Long Beach Building and Loan; that it was good 
business for the Los Angeles bank. I am not a businessman and [ 
was reporting what had been called to my attention. 

Mr. Lovre. There was some give and take? 

Judge Carrer. There was some give and take from the other side, 
and the old Home Loan Bank Board had a charge which was made 
against the Long Beach Loan, for assumption of its business, and 
that would be a matter which would be a charge against the building 
and loan, and that was to be canceled out. 

Mr. Lovre. How much did that involve? 

Judge Carrer. I am not sure I can tell you. I have in mind about 
$90,000. 

Mr. Fiscunacn. $90,000 is in the Portland formula, if you take my 
word for it. 

Judge Carrer. Something under $100,000. 

Mr. Lovee. And what else? 

Mr. Fiscunacnu. Maybe I can refresh your recollection. 

Judge Carter. They desired to turn back—there were so many 
propositions back and forth that I cannot but state them from 
memory. ‘The Board proposed a number of things. 

Mr. Harpy. Maybe counsel knows? 











o2 INVESTIGATION OF HOME LOAN BANK BOARD 


Judge Carrer. Let me see—— 

Mr. Fiscunacu. I can give you a memorandum which might 
refresh vour recollection. 

Mr. Houirietp. We have the information in the files. 

Mr. Harpy. I think you can presume that a part of the loan would 
be for operating activities. 

Judge Carrer. That is essentially what the loan was for, to promote 
the Long Beach operating activities, to obtain additional money, 
which would be received, and therefore they would be in position to 
pay the attorneys’ fees. 

Mr. Houirretp. The $10 million loan, which was to be made from 
the regional bank of Los Angeles to the Long Beach Federal Savings 
and Loan Association, was to be loaned to them on a profitable basis. 
The Long Beach Savings and Loan Association would pay a certain 
amount of interest on the loan which would represent to the Home 
Loan Bank at Los Angeles a profit, but the loan was to be made for a 
10-year period, which would be considered in excess of a normal loan, 
in recognition of the fact that during the conservatorship of the 
association the assets of the association had been run down from $26 
million to approximately $15 million and therefore the credit and 
regular normal operating function of the Long Beach Savings and 
Loan had been impaired. It had been denied expansion possibilities. 
It had been denied the obtaining of a normal expectancy of profits 
during that period of conservatorship, and this loan was to help put 
it back on its feet and to give some recompense, you might say, for 
the impairment which the Government’s action had ¢: aused it. 

That was only one of the factors. 

Also, in the consideration were expenses which had accrued during 
the conservatorship which the Long Beach management was not 
responsible for, but for which the conservator was responsible in his 
capacity as conservator. 

Mr. Lovre. The loan in principle is the question of damages for 
maladministration of the conservator. 

Judge Carrer. I would rather say it was a settlement of a lawsuit 
in which officials were being sued for damages, and so forth. 

Mr. Harpy. That raised in my mind a question as to whether there 
is a possibility that damages because of the conservatorship may have 
to be paid. 

Mr. Lovre. You may have to say this: The American taxpayer has 
to pay the damages for the maladministration of it on the part of 
Federal emplovees. 

Mr. Harpy. It would not be the taxpayers. 

Mr. Lovers. These home-loan banks, if I understand it correctly, 
get their money solely from the Federal Treasury. 

Mr. Houtrreip. No. 

Mr. Lovre. I am talking about banks like the Portland bank. I 
am not talking about a building and loan association. 

Mr. Harpy. You are wrong on that. 

Mr. Lover. I would like to be corrected. 

Mr. Harpy. It is my understanding that they are self-liquidiatng 
operations. They do not operate under Fe: leral appropriations. 
Thev are stock organizations in which the stock is owned by member 
banks. Uncle Sam has some stock inthem. I believe it is a revolving 
fund. It is stock ownership. 
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Mr. Lovre. How much does the Federal Government have in it— 
50 percent or 75 percent? 

Mr. Harpy. I do not know as to that. It is not a losing proposi- 
tion. 

Mr. Houirietp. May I clarify this? If I am wrong, I will ask 
counsel, who has studied this, to correct me. The regional banks 
issue stock certificates upon which they in effect borrow money and 
pay interest on it at a low rate. This money, in turn, is loaned to 
the association banks at an increased rate, which makes up for the 
operation of the home-loan bank, the regional bank. In other words, 
thev make enough profit on the reloaning of the money to the asso- 
ciations. The associations, in turn, take the money obtained at a 
low rate of interest and in the normal operation of their business they 
loan it out to builders and home owners and charge an additional 
amount of interest, and out of that additional amount of interest 
they pay their operating expenses and accumulate their reserves and 
pay interest on their depositors’ savings. Have I stated that clearly? 

Mr. Fiscupacu. Reasonably so. 

Mr. Harpy. So the worst that could happen under this proposed 
$10 million loan, if the loan were not repaid eventually, would be the 
impairment of the Government’s equity in its stock in the regional 
bank. 

Mr. Houirrerp. On that point, the loan was to be made under the 
minimum requirements of the home loan banks to associations, such 
as all loans are made, thereby providing for the repayment of the loan 
by adequate collateral being established. 

Mr. Lover. Mr. Chairman, could you answer this question for 
me? In these various home loan banks does the Federal Govern- 
ment own 50 percent of the stock or 51 percent, or how much? 

Mr. Hourrieitp. My recollection is it is approximately half. Is 
that right, counsel? 

Mr. Fiscupacu. It varies from bank to bank because the Govern- 
ment stock is retired as the banks operate, and how much stock the 
Government owns in a given bank at a given time is a matter before 
us in the Comptroller General’s report, and we have all that to go into 
evidence here. 

Mr. Harpy. The point is that they are self-liquidating propositions. 

Mr. Fiscupacu. That is right. 

Mr. Harpy. And the amount of the Government’s original con- 
tribution is being retired in an orderly process as the bank progresses. 

Mr. Lovee. Finally the Federal Government gets out of it com- 
pletely? 

Mr. Harpy. Yes. You had a similar situation in the Home 
Owners’ Loan Corporation, and actually, when it finally liquidated 
you paid Uncle Sam a profit, which is unusual. 

Mr. Lovre. What is the status of this Los Angeles bank at this 
time? 

Mr. Hourrtevp. Jt is in a dissolved condition. 

Mr. Loven. I recognize that, but they are going to make this 
$10 million loan. How much Government money is in there? 

Mr. Honirietp. Let me say this: The reserves of the Los Angeles 
bank and the Portland bank are now melded together in your San 
Francisco bank, and there are several millions of reserves in there. 
Now, the loan, as I say, which would eventually be made—and this is 
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only one part of the compromise proposal, the so-called Portland 
formula agreed to and later repudiated—was that when once the Los 
Angeles home loan bank was reestablished, its proportionate share of 
the reserves would be returned from the San Francisco bank to the 
Los Angeles bank; the proportionate share of the Portland reserves 
would also be returned and the additional reserves which were 
accumulated as a result of the establishment of the San Francisco 
bank where additional stock was issued would also be reapportioned 
properly. Then, the Los Angeles bank would make this loan to the 
Long Beach association to help get the Long Beach association back 
on its feet. 

Mr. Fiscupacn. May I point out—and probably Judge Carter 
recalls this—one of the aspects of the $10 million loan was the repay- 
ment of $6.3 million of conservator’s obligations. The conservator 
had borrowed $6.3 million during his period of operation, and during 
the period of his tenure, and the $10 million was to be used to pay that. 

Mr. Houirietp. That is right. 

Mr. Lovre. What did he do with all that monev? 

Mr. Fiscusacu. We expect to have him here and inquire about that. 

Mr. Harpy. There is another point I would like to see if I am 
correct about. These loans are being made all the time, and there 
is nothing unusual about that. Is there anything unusual about this 
loan other than the length of time involved? 

Mr. Fiscuspacu. Yes, there is. May I state for your edification 
what it was, as I understand it. 

The $10 millon loan was to be extended the Long Beach Federal 
on a basis which would be one-quarter of 1 percent above the bank’s 
cost of the loan itself. Now, the loan was not to be made out of 
Government funds; it was to be made out of the working capital of 
the bank. As Judge Carter has indicated, Paul Fussell, attorney for 
the bank and the shareholders’ committee of the Los Angeles bank, 
had gone into it in great detail and they were satisfied the bank would 
make money on it. 

One of the principles upon which the loan was to be made was that 
not only was it to be fully collateralized but Government bonds were 
to be deposited so the bank would be sure to get its interest for the 
entire period of the 10-year loan. The Government bonds were 
separately to guarantee the interest which would be payable on the 
loan. Now, the unusual feature about the loan, in addition to what 
Chairman Holifield has pointed out—the period of time—was that 
the loan was to be at the bank’s cost, plus one-quarter of 1 percent. 

Now, as far as the stockholders’ committee of the Los Angeles 
bank is concerned, it was a profitable loan. They were guaranteed 
their profit and it was good business for them. They were satisfied as 
to the collateral. It involved no legal problem. It was purely a 
matter of business judgment and they reached that determination. 

Mr. Harpy. So the loan was a normal loan except that it was for 
a longer period of time than usual and it had a special interest con- 
sideration. A 

Mr. Fiscnspacu. Right. 

Mr. Harpy. And it was amply secured in keeping with normal 
practice? 

Mr. Fiscusacn. To the bank’s complete satisfaction. 
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Mr. Harpy. And the unusual features are the length of time and 
the special interest rate? 

Mr. Fiscupacu. Correct. 

Mr. Hourrretp. And the deposit of Government bonds for the 
full amount of the 10 years’ interest, which is not ordinarily required. 
Only the collateral for the principal of the loan is ordinarily required ; 
is that not right? 

Mr. Fiscupacn. Correct. I was going to say that we have the 
detail of the Portland agreement in documentary form, and we have 
in attendance Mr. Howard Edgerton and others who can speak much 
better for the stockholders’ committee than Judge Carter. His par- 
ticipation in the matter was that of United States attorney, and from 
the Government’s standpoint he recommended it. That is the sig- 
nificance, as I see it, of Judge Carter’s testimony. After it was 
recommended, the board apparently vacillated and changed its 
opinion and sought to set aside the agreement. 

Mr. Harpy. I think it is pretty clear to me. 

Mr. Fiscuspacn. Judge Carter, during the course of your tenure 
in office as United States attorney, and considering your responsibility 
in this case, is it not a fact that the title to considerable real estate was 
involved and that there was a cloud on the title to a good many 
homes which required numerous interventions and deposits in court 
in order to clear the titles involved? 

Judge Carter. In general; ves. This matter of title to the homes 
of people who paid off loans to Long Beach Building & Loan came up. 
Judge Hall insisted that the money be paid in court. -There were 
numerous conferences, petitions, and interventions bringing other 
people into the litigation, and a large sum of money built up in the 
registry of the court. I do not know whether that money is still 
there or not. It probably is. There was the title problem that 
involved a lot of homes. 

Mr. Harpy. That raised another question. Will the repayment 
of the conservator’s loan from the Los Angeles bank serve to clear 
the titles? 

Mr. Fiscunacnu. If implemented by a proper decree of the court 
which will have its effect upon the lis pendens which was filed, the 
answer is ‘Yes.’’ It would undoubtedly clear the title on the propo- 
sition involved in the litigation. 

Judge Carrer. It seems to me that some other title companies 
wrote the titles. Whether they wrote titles or not, there was plenty 
of activity in connection with the title proposition on homes. 

Mr. Fiscupacu. A lis pendens was filed in this action. 

Mr. Lovre. If this compromise settlement was made, that in itself 
would not cure the various clouds on the titles, would it? 

Judge Carrer. I would say that the compromise contemplated 
would certainly clear up all the clouds on the titles. Whether the 
compromise is necessary to clear the clouds on the title is a question 
in my mind in view of the fact that some title company was writing 
titles, but certainly this complete compromise would finally end the 
question about titles. I am confident of that. 

Mr. Lovre. Without any further action of any kind? 

Judge Carrer. The court would make orders as a part of the 
compromise. That would be all that would be required. 








36 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Karsten. Would that be an individual action or perhaps ten 
thousand actions? 

Judge Carrer. The court might have to describe all this property 
in some decree, but it would be a decree of the court that would take 
care of any title. 

Mr. Hourrreip. I might say one of the purposes of this subcom- 
mittee is to see if there is a possible settlement in which all phases of 
the administration of the Home Loan Bank Board in Washington 
can be resolved for the benefit of the public. I may say further that 
I do not think it is the duty of this subcommittee to direct the details 
of the settlement. I do think it is the duty of this subcommittee to 
request of all agencies of Government and all litigants involved that 
they cooperate to find a formula of settlement which will end the 
litigation and which will restore the status quo of the banks for the 
benefit of the industry. 

Mr. Lovre. You stated sometime ago there were a number of $1 
deposits in this Long Beach bank. What is there so significant about 
those $1 deposits? 

Judge Carter. The contention of the Home Loan Bank Board 
was that these deposits had been set up by Mr. Gregory, or some 
of his friends with money of his, and thereby each deposit had a share 
and a right to vote, and it was their contention it was an attempt to 
maintain voting control of the association. Now, whether those 
deposits were kuown at the time of the seizure, or whether they were 
discovered after the seizure, 1 am not sure. 

Mr. Lovre. Is it true that this man Gregory conceived this idea 
of getting a number of $1 deposits for the purpose of controlling the 
association? 

Judge Carter. I do not know. I cannot tell you with certainty 
that Gregory himself did it or whether other directors did it. I know 
generally there was that contention by the small depositors. 

Mr. Houirrevp. I may say for the record that there has never been 
any contention on the part of the depositors in the bank that the 
control of the bank has been illegal or fraudulent, and therefore there 
has never been any controversy. Most of the votes of confidence in 
the management, and so ferth, have been almost 100 percent for the 
management. There has been no conflict about that as there is in 
some building and loan associations. 

Mr. Lovre. Was this man Gregory in charge or president of this 
association at the time of the appointment of the conservator? 

Mr. Hourrievp. Yes. 

Mr. Lovre. And is he now the president again after the turn-back? 

Judge Carter. Yes. 

Mr. Houtrieip. He will be a witness before the subcommittee. 

Judge Carrer. I think that Mr. Holifield is correct. From all I 
ever saw this building and loan association was a pretty homogeneous 
outfit. It was undoubtedly started by Mr. Gregory and his friends 
and they ran the thing. It was not a case of two groups fighting for 
control or anything of that sort. 

Mr. Lovee. In the event that this settlement compromise goes 
through, that would be for the benefit of Mr. Gregory, would it not? 
He would profit thereby? 

Judge Carter. I would say that it would be for the benefit of the 


building and loan association. 
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Mr. Hourrietp. He would profit in proportion to the number of 
shares he holds in the bank, as would all the other shareholders profit 
by it. It is a mutual association. 

“Mr. Karsten. “Profit.” Are you using the right word there? 

Mr. Hourrieip. Certainly, if the association proceeds as a profitable 
and mutual organization and it continues to pay dividends on the 
savings, and if it continues to pay salaries to the management, of 
course it is profitable. 

Mr. Lovre. Apparently he has enough stock under his control so 
that he will keep being manager. 

Mr. Harpy. That is smart business. 

Mr. Houirietp. I do not know the extent of his stock, but that 
could be ascertained from the public records or from his testimony 
when he comes before us. 

Judge Carrer. There is one other thing that I said in the letter. 
I pointed out the public interest in the community to settle this issue, 
which I think is a factor in passing on the question of whether you 
settle the case. Building and loan associations all over the State are 
up in the air over this thing and are parties to this collateral situation, 
Some have sued and some have been sued. It was my view that the 
general good of the community and of the industry demanded an 
end sometime to this gargantua that grew out of one of the minor 
situations to start with. 

Mr. Hourrietp. Judge Carter, this litigation has cost the Govern- 
ment, through the Department of Justice, a tremendous amount of 
money, has it not? 

Judge Carter. I suppose so. I would not be able to give you any 
figure. I know that we had an assistant or two on it ever since I was 
United States attorney. 

Mr. Hourrreip. Unless a settlement is reached in this litigation, 
looking at it from the standpoint of an attoraey, you would say that 
there is a wide field of continued litigation which might extend over 
the years and which might cause additional expenses to the association 
and also additional expenses to the Government? 

Judge Carrer. I am convineed even if the Government wins its 
point on jurisdiction, and I think I told the Department in my letter, 
that is not going to end the litigation. The thing has grown so wide- 
spread that even a decision, an outright holding on the jurisdictional 
question, is not going to end all the collateral litigation. 

Mr. Houirietp. Nor will it clear title on these homes. 

Judge Carrmr. If they have to be cleared. I am in doubt about 
that. As I say, it seems to me that there was another title company 
writing titles. However, under our title system, you can have a title 
suit even though a title company writes a policy. We do not have an 
abstract system; we have a title guaranty system. A company 
guarantees your title and you do not worry about it. 

Mr. Lovrr. Have these various lawsuits impeded business and the 
transfer of real estate? 

Judge Carrer. There is no doubt about that. For instance, I 
went to college with a fellow by the name of Glenn Dody. He is a 
big builder up there. His business enterprises are all snarled up in 
this controversy. He had to hire a lawyer. They entered into 
negotiations and fins lly something was worked out and he got so he 
could go ahead with his business projects. I do not know if it cost 











38 INVESTIGATION OF HOME LOAN BANK BOARD 


him any money, but with the way that material costs vary a delay 
of several weeks on several hundred homes could run into a lot of 
money. That is one case of several that have come up—where 
somebody gets caught in the backwash of this litigation. 

Mr. Hourrretp. There have been hundreds of cases of individuals 
who have had their homes snarled in this litigation and who were 
unable to reconvey title. 

Judge Carter. The file is full of legal descriptions of property, 
interventions involving individual titles, but whether a settlement is 
needed to clear title I do not know. However, a settlement would 
certainly terminate all further title questions. 

Mr. Lovre. But it has not been absolutely necessary so far as 
securing title is concerned? 

‘Judge Carrer. It certainly cannot hurt. 

Mr. Hourrieip. Are there any further questions? 

Mr. Harpy. I wonder if it would be in order to make an inquiry of 
Mr. Clapp. I wonder if it would be in order to ask the Department of 
Justice why they were unwilling to furnish us with a copy of the letter 
from Judge Carter? 

Mr. Houtrievp. I think that is entirelv in order. Mr. Clapp was 
invited to be here as an observer in this executive session because we 
want to give all parties of the Government a complete opportunity 
to work together to solve this problem. 

Mr. Clapp, would vou have any objection to taking the witness 
stand to answer that question? 

Mr. Crapr. [ would be glad to answer it to the best of my ability, 
Mr. Chairman. 

Mr. Harpy. I would think that the Attorney General or Mr. Ford 
would not send someone up here who was not in a position to answer 
a question like that. Lam fairly familiar with the prerogatives of the 
executive branch concerning the giving of documents to the committee. 

Mr. Hourrieip. Let the record show that Mr. Clapp is here at the 
invitation of the subcommittee. He has not been sent here by the 
Attorney General. 

Mr. Harpy. [do not care whether he has been sent at the invitation 
of the subcommittee or by the Attorney General. He is in a position to 
answer the question. Whether he is willing to do so is something else. 

Mr. Hourrieip. | suggest that you propound your question. 

Mr. Harpy. I would just like to make this observation: Each 
member of the committee is familiar with the prerogatives of the 
executive branch with respect to the furnishing of documents. How- 
ever, it has been my experience that most of the agencies have been 
cooperative and desire to be cooperative. I think that it would be 
vell if Mr. Clapp could provide us with the reasons why they were 
unwilling to provide us with the document. I personally cannot see 
why it would place anything in jeopardy. Certainly we have received 
the essential information which it contained. The Attorney General 
and Mr. Ford both must have been aware of the fact that we were 
likely to get that information. 

Will vou tell us why we could not have it? 
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STATEMENT OF NEWELL A. CLAPP, ANTITRUST DIVISION, 
DEPARTMENT OF JUSTICE 


Mr. Cuiapp. As a matter of policy in the Department of Justice, 
with which I am familiar, we have always held under the direction 
of the Attorney General that matters between the United States 
attorney, for instance, and the Department, relating to litigation 
which is in contest, are to be treated as highly confidential. 

One reason for that, it seems to me, is that the letter, which I have 
not seen, Mr. Hardy—it is in the files, I have been told—contains 
observations and suggestions on the part of the United States at- 
torney which could be of benefit, if you wish, to the other side in 
these negotiations which have been long continued, and generally, as 
a matter of policy, the Department does not release those letters. 

Mr. Harpy. As a matter of policy, the Department is cooperative 
with congressional committees in its effort to ascertain facts; is not that 
true? 

Mr. Cuapp. I think that is true. We allowed Judge Carter to look 
at the letter. 

Mr. Lovre. Did you also tell him he could testify as to its contents 
before the subcommittee? 

Mr. Ciapp. Of course, we have no control over that. We let him 
look at it. 

Mr. Harpy. If the release of the letter to this subcommittee might 
jeopardize any court action which the Department might be involved 
in, I can understand the refusal, if that is the position which you 
apparently took in part. 

Mr. Ciapp. That is generally the position that we take. 

Mr. Harpy. Then that leads me to a corollary question. Am I 
to interpret that to mean that the Department of Justice takes a 
position that it has no intention of settling this thing and that it 
is going ahead with the suit? 

Mr. Ctapp. We have stated time and time again, Mr. Hardy, that 
we were interested in the settlement. We have invited counsel on 
the other side to submit proposals. We were ready to sit down and 
negotiate around the table and we have held ourselves in readiness 
for such conferences. We have had numerous such conferences. 
As a net result of those conferences to date we are somewhat hopeful 
that we may get better results in the future. 

Mr. Harpy. We are now getting into something that I think we 
will get into later, and I did not mean to get into it at this time. There 
is merely this one question, that withholding this letter at this time 
would indicate that the Department is determined to press the suit? 

Mr. Craprp. We have no obligation to press the suit. The suit is in 
the court of appeals. That does not preclude a settlement at any stage 
of the litigation. 

Mr. Harpy. Just a moment. You have an obligation to press the 
suit in your effort to vindicate a Federal agency, which is a part of 
your job? 

Mr. Crapp. A part of our job. 

Mr. Harpy. And you have an obligation to the public, as the De- 
partment of Justice, also concerning the matter which I touched on 
with Judge Carter a while ago; is that correct? 

Mr. Ciapp. Very definitely, sir. 
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Mr. Harpy. Have you resolved the conflict between those two obli- 
gations in the Department of Justice? 

Mr. Ciapp. We think so. 

Mr. Harpy. Mr. Chairman, before we get too far into this thing I 
would like to have somebody from the Department of Justice, the 
Attorney General or Mr. Peyton Ford—I do not think Mr. Clapp is 
qualified—to give us the story of the resolution of these conflicts of 
interest and conflicts of responsibility which they have to discharge. 

Mr. Houirievp. I assure you that the hearings will be complete 
and that the witnesses that the members will want to hear will be 
given the opportunity to testify. 


FURTHER TESTIMONY OF HON. JAMES M. CARTER, JUDGE OF THE 
UNITED STATES DISTRICT COURT FOR THE SOUTHERN DIS- 
TRICT OF CALIFORNIA (FORMERLY UNITED STATES ATTORNEY 
FOR THE SOUTHERN DISTRICT OF CALIFORNIA) 


Judge Carrer. May I add something more? I debated about 
whether I should testify about this letter. If, for instance, I had 
written a letter to the Department in which I had set forth certain 
facts about some witness who was a key witness in the case, I would 
think that testifying about that letter and its contents would prejudice 
the Government’s position. 

Mr. Karsten. The question of privilege would not apply here, 
Judge? 

Judge Carrer. I do not think it applies here. I testified for the 
reason that there is nothing new in that letter. It is merely a re- 
argument, a reanalysis of things that were discussed with Chapman 
and Westover and McKenna. It is the type of thing that we have 
argued about year after year, and what I tried to do was to sit down 
and formulate in my mind my conclusions on some of these argu- 
ments. 

Mr. Lovre. And your recommendations, Judge? 

Judge Carrer. And a recommendation. 

Mr. Harpy. So, in your judgment, the release of this letter to this 
subcommittee would not have prejudiced the Government’s case? 

Judge Carter. I do not want to pass on what the Department of 
Justice does, because my relations with them have been swell. 

Mr. Harpy. I understand that; so have mine. And I do not want 
to be misunderstood about that, either, because I get along fine with 
the Department of Justice. But my point is this. You would not 
have testified as to the contents of that letter if you had felt that it 
would have prejudiced the Government’s case or the other side’s 
case, for that matter. 

Judge Carrer. I do not see how it can prejudice the Government's 
case. For instance, it would not be admissible in any trial of the 
case——-my conclusion as to certain actions is not competent evidence 
on the trial of this litigation. It is only competent, it is only useful 
in the trial, to analyze and summarize this course of dealings and 
negotiations. And there is not a new argument in there that has not 
been knocked around a dozen times by al! counsel in the case. We 
acted like all lawyers act. We sat down across a council table and 
talked over the problems. The Government has always taken the 
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position that you do not hold cards up your sleeve and in dealing 
with Chapman and Westover I think they will tell you that we always 
dealt with them across the board and that if we had a legal problem, 
we would lay it on the table. 

Outside of my recommendation that the case be settled, which 
also is public knowledge, the men on the other side of this case have 
known of my position, known of my feeling about the turn-back. 
We discussed what the turn-back did to the case and if they never 
saw the letter, they could come in here and testify what my position 
is in this case. You cannot be United States attorney for 3 years 
without the fellow on the other side knowing what you think about a 
lawsuit. 

Mr. Lovre. Has the Department of Justice refused a copy of that 
particular memorandum written by Judge Carter, to this subcom- 
mittee? 

Mr. Crapp. It has. 

(Discussion off the record.) 

Mr. Hotirieitp. The subcommittee will adjourn until tomorrow 
at 10 o’clock, when we will have a public hearing in room 1304. 

(Whereupon at 1:05 p. m. the subcommittee adjourned to meet on 
Wednesday, November 29, 1950, at 10 a. m.) 
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WEDNESDAY, NOVEMBER 29, 1950 


Hovusr or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 11 a. m., in room 
1304, New House Office Building, Hon. Chet Holifield (chairman of 
the subcommittee) presiding. 

Present: Representatives Holifield, Lanham, Hardy, Karsten, 
Hoffman of Michigan, and Lovre. 

Also present: Representatives Shelley and Riehlman; Hyman I, 
Fischbach, special counsel to the subcommittee; Herbert Roback, 
subcommittee staff director; and Dorothy Morrison, clerk. 

Mr. Houirretp. The subcommittee will be in order. 

Mr. Fiscupacu. Mr. McKenna, will you be sworn, please? 

Mr. Hourrietp. Mr. McKenna, do you swear that the testimony 
you are about to give before this subcommittee will be the truth, 
the whole truth and nothing but the truth, so help you God? 

Mr. McKenna. I do. 


TESTIMONY OF WILLIAM F. McKENNA, ASSISTANT GENERAL 
COUNSEL, HOME LOAN BANK BOARD 


Mr. Fiscusacn. Will you please state your full name and address, 
Mr. McKenna? 

Mr. McKenna. My name is William F. McKenna. My residence 
is the State of Rhode Island, the town of East Greenwich; and Wash- 
ington, D. C., where I maintain an apartment. 

Mr. Fiscusacu. Do you have any official connection with the Home 
Loan Bank Board? 

Mr. McKenna. I do. 

Mr. Fiscuspacu. What is the level of your position? 

Mr. McKenna. I am a GS-14 and the title, I think, is assistant 
general counsel. 

Mr. Fiscusacn. How long have you been a member of the legal 
staff of the Home Loan Bank Board? 

Mr. McKenna. I became a member of the legal staff of the Home 
Loan Bank Board in June 1939. I was with them until October 1941. 
I was then in the war agencies for about 4 months; in the Navy for 
4 years; State Department for a year; I came back to the Home 
Loan Bank Board in 1947 and have been with them ever since. 

Mr. Fiscupacu. During the course of your duties as assistant. 
general counsel for the Board, have you had occasion to do any work 
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in relation to the case of Mallonee v. Fahey and the consolidated actions 
represented by that title? 

Mr. McKenna. I have. 

Mr. Fiscuspacn. Now, Mr. McKenna, during the period while that 
case was under consideration by the court, did there come a time 
when the Home Loan Bank Board, having previously made its order 
No. 388 under the terms of which, in substance, the conservator of 
Long Beach Federal, Mr. Ammann, was directed to terminate his 
conservatorship, file an accounting and return the affairs and assets 
of that association to its representatives; in relation to that did there 
come a time when you were assigned certain specific duties toward 
the implementation of that order? 

Mr. McKenna. Well, without passing upon your description of 
order No. 388, order No. 388 was passed by the Home Loan Bank 
Board on January 17, 1948. 

I was then in Los Angeles working on briefs in connection with an 
appeal, two appeals then pending. 

Judge Dougherty, of South Dakota, who was in charge of the case, 
was then in Washington, and I got the word through the United 
States attorney that order No. 388 had passed. 

Shortly afterward, I was directed to cooperate in the restoration 
of the association after the court order. 

Mr. Fiscuspacu. Do you recall and can you state how intelligence 
of the existence of that order was communicated to you? 

Mr. McKenna. It was communicated to me by the United States 
attorney, or assistant United States attorney, Mr. Walker, I believe, 
on the telephone. That is mv best recollection. 

Mr. Fiscupacn. Did you thereafter have any conversation with 
officials of the Board with respect to that order? 

Mr. McKunna. Well, I believe that communication came to me 
on the Saturday on which that order was passed. I think that was 
January 17. 

The following Monday, Mr. Walker, who was then assistant United 
States attorney in charge of the case, told me there was an effort to 
have the association immediately restored to the previous manager 
of the association, which was contrary to his understanding of the 
Board’s intention; that Judge Hall at that time was in Phoenix, 
Ariz., and that it was his intention to go along with the moving parties 
who were going to Phoenix to get Judge Hall to enter an order for the 
restoration of the previous manager. I took no part in the discus- 
sions during that day. 

Mr. Fiscusacnu. I take it that in ordinary course Mr. Walker com- 
municated to others the fact that a petition had been filed on behalf 
of the shareholders’ committee before Judge Hall? 

Mr. McKenna. That is right. 

Mr. Fiscnpacu. May I have the permission of the chairman and 
members of the subcommittee to, at a later time, insert a copy of the 
petition at this point in the record? 

Mr. Hourrievp. If there is no objection, it is so permitted. 

(The document referred to follows:) 








INVESTIGATION OF HOME LOAN BANK BOARD 45 


PETITION, REQUEST, AND DEMAND OF SHAREHOLDERS THAT 
THE ASSETS OF THE LONG BEACH FEDERAL SAVINGS AND LOAN 
ASSOCIATION BE DELIVERED TO THE SHAREHOLDERS THROUGH 
THEIR AUTHORIZED REPRESENTATIVES 


To: The Honorable United States District Judge Pierson M. Hall, United 
States Judge in the United States Court in and for the Southern District of 
California. 

To: Defendant A. V. Ammann, as purported conservator for Long Beach Federal 
Savings and Loan Association, individually, and in any other capacity he 
may occupy. 


The within petition, request, and demand is respectfully made to you and to 
each of you pursuant to a resolution duly made and adopted January 17, 1948, 
bv the Home Loan Bank Board, a certified copy of which resolution was directed 
by said Board to be “forthwith delivered to the above-named court.’ The said 
resolution is in words and figures as follows: 


Home Loan Bank Boarp 
No. 388 
January 17, 1948 


Be It Hereby Resolved, That the Federal Home Loan Bank Administration 
Order No. 5254 appointing a Conservator for the Long Beach Federal Savings 
and Loan Association be and the same is hereby rescinded, such rescission to 
become effective upon the request of the shareholders of said Association through 
their authorized representative that the assets of said Association of any and 
every nature whatsoever belonging to or pertaining to said Association, together 
with all books, records and accounts of every nature pertaining to said Associa- 
tion be delivered to such shareholders upon demand made through their authorized 
representative. 

Be It Further Resolved, That the Conservator be and he is hereby authorized and 
directed to deliver all of the aforesaid assets, records and books of any and every 
nature to said shareholders through their authorized representative and to make 
a full and complete accounting to said shareholders for all assets and liabilities of 
any and every nature pertaining to said Association, and a copy of such account- 
ing be filed with the District Court of the United States, in and for the Southern 
District of California. 

Be It Further Resolved, That the Conservator be, and he is hereby directed, to 
make available for inspection at the office of the Association all of the records and 
books of said Association to counsel for the Shareholders’ Committee or an agent 
of the shareholders of said Association, or to a representative of the District 
ue of the United States, in and for the Southern District of California, Central 

ivision. 

Be It Further Resolved, That a certified copy of this resolution be forthwith 
delivered to the above-named Court and to counsel for each of the parties of record 
in actions numbered 5254 P. H. and 5678 (WM) P. H.in said Court, except counsel 
for Intervenors in said actions and that a copy be furnished to the Conservator 

By the Home Loan Bank Board: 


[SEAL] J. Francts Moore, Secretary. 
This petition, request, and demand respectfully shows: 


I 


That the undersigned, Paul Mallonee, C. H. Newhouse, and Winnie Bucklin 
are the Shareholders’ Protective Committee of the Long Beach Federal Savings 
and Loan Association, duly licensed as such by the Commissioner of the Division 
> ace peere for the State of California by license No. LA—A-37621, File No 

That they originally commenced the within action in the United States District 
Court on May 27, 1946, for and on behalf of the shareholder members of the Long 
Beach Federal Savings and Loan Association. That they have received the prox- 
les of approximately 56 percent of the shareholders of said Long Beach Federal 
Savings and Loan Association and pursuant to said proxies have brought and 
maintained the above-entitled action, and are the authorized representatives of 
the shareholders referred to in said resolution. 
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That the same officers and board of directors have been duly elected and re- 
elected as such at annual elections and meetings of shareholders of said associa- 
tion for the 12 years since this association was organized and up to the time of its 
seizures on May 20, 1946. That said officers and directors were last elected as 
such at an annual meeting of shareholders, held January 16, 1946, at which meet- 
ing the following were elected as directors for the association: T. A. Gregory, 
J. E. Gregory, J. K. Reeder, M. T. Killingsworth, Arthur A. Allen, 8. I. Bacon. 

That the following officers were elected as such at a meeting of the said board 
of directors, duly elected as aforesaid. That said meeting of said board of directors 
was held on the 16th day of January 1946. 

That the following were elected at such meeting as such officers of the said 
Long Beach Federal Savings and Loan Association: T. A. Gregory, president; 
S. I. Bacon, vice president; M. T. Killingsworth, vice president; Roy Wolfers, 
vice president, assistant secretary; J. E. Gregory, secretary-treasurer; Ethel L. 
Roberts, vice president, assistant secretary. 

The plaintiffs, Shareholder Members’ Protective Committee, as the authorized 
representatives of the shareholders of said association, hereby request that 
delivery of the assets of said association be made to the four following listed 
duly elected officers of the said Long Beach Federal Savings and Loan Association, 
who are hereby specifically designated by the representatives of the shareholders 
of said association to receive the assets of said association and to give their itemized 
receipt for said assets so delivered to them, for and on behalf of said shareholders 
and of said shareholders’ authorized representatives. 

Said designated officers are: T. A. Gregory, president; S. I. Bacon, vice 
president; J. E. Gregory, secretary-treasurer; Ethel L. Roberts, vice president, 
assistant secretary. 

II 


Pursuant to the foregoing resolution of the Home Loan Bank Board, request 
and demand is hereby made for the return to said shareholders through their 
aforesaid authorized representatives of “the assets of said association of any and 
and every nature whatsoever, belonging to or pertaining to said association, to- 
gether with all books, records and accounts of every nature pertaining to said 
association,”’ such delivery to be made by those having possession and control 
of such assets to T. A. Gregory, president; 8. I. Bacon, vice president; J. E. 
Gregory, secretary-treasurer; Ethel L. Roberts, vice president, assistant secretary; 
and to accept the receipt of any two of said named officers therefore. 

Because of the physical volume of said assets there will be many such receipts 
perhaps bearing various dates, as the physical delivery of such volume of assets 
will of necessity consume many hours. 


III 


Said association has already suffered one run of withdrawals to the extent of 
about $10,000,000. Anything which disturbs or alarms publie confidence is 
detrimental to said association. It is therefore respectfully requested that said 
association be not closed to the public during the period of delivery of said assets 
except as it would be normally closed for Saturdays, Sundays, and holidays, ete. 
Pursuant to the terms of said resolution the order appointing conservator is 
rescinded, effective upon the delivery of a copy of this request and demand to the 
said defendant Ammann. The undersigned Shareholders’ Protective Committee, 
as the authorized representatives of the shareholders of said association, respect- 
fully urges and requests all concerned in this matter to permit the designated 
officers herein named, immediate physical possession of the premises, home office 
and records necessary to conduct the daily business of said association as step 
one in the delivery of said assets and business and that the delivery of said assets 
continue until completion with the designated officers of said shareholders oper- 
ating said business and in possession of said home office and premises, and that the 
accounting ordered to be made by said resolution be made after completion of 
the delivery of said assets and the giving of said receipts. That the records, 
accounts, books and other matters of a similar nature will be made at all times 
available to defendant A. V. Ammann or to his agents and representatives assisting 
him in the preparation of said accounting. 


IV 


The undersigned Shareholders’ Protective Committee, on behalf of the share- 
holders whose savings have borne the burden of this litigation and of the run and 
of the other acts detrimental and destructive to said association, respectfully 
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suggest to the above honorable court that the assistance of said court is imperative 
and urgently required for the orderly transition and delivery of the assets of said 
association from the possession of the defendant A. V. Ammann to the possession, 
operation, and control of the officers designated by the shareholders. 

That said resolution adopted by said Home Loan Bank Board, the successors to 
the original Federal Home Loan Bank Commission, of necessity cannot outline and 
delineate every detail of this complex transition involving multimillion-dollar 
amounts. y 


It has been the position of the plaintiffs, Shareholder Members’ Protective Com- 
mittee, throughout this litigation, that none of the parties to the action can without 
the assistance, aid and order of this honorable court, make a complete legal, 
effective disposition of the matters involved in this litigation and that the afore- 
said resolution of the Home Loan Bank Board is all that said Bank Board, as a part 
to this action, could do within its powers to facilitate the removal of the defendant 
Ammann as conservator and the return of the assets of said Long Beach Federal 
Savings and Loan Association to its true owners, the shareholders thereof. It is 
the position of these plaintiffs, the Shareholder Members’ Protective Committee, 
that an order of this honorable court is the necessary requisite of the carrying out 
and enforcement of the resolution of said Home Loan Bank Board, and the 
delivery thereunder of the assets that are the subject of this litigation. Therefore 
this petition, request, and demand is respectfully made to this honorable court as 
well as to said defendant A. V. Ammann as purported conservator prior to the 
delivery of this petition, request, and demand. 

Wherefore, the undersigned Shareholders’ Protective Committee respectfully 
requests the above honorable court to make its order as follows: 

1. Approving and confirming the foregoing resolution of the defendant, Home 
Loan Bank Board. 

2. That immediately upon the delivery of a copy of this, the Shareholder 
Members’ Protective Committee’s petition, request, and demand, together with 
a certified copy of the order of this honorable court to the defendant 
A. V. Ammann, he deliver possession of the premises and business of said asso- 
ciation and all of its assets, documents, securities, notes, and other valuables of 
any and every nature whatsoever to the officers of said association herein desig- 
nated, to wit: T. A. Gregory, president; 8. I. Bacon, vice president; J. . Gregory, 
secretary-treasurer; Ethel L. Roberts, vice president, assistant secretary. Receipt 
of any two of whom may be accepted therefore by him. 

3. That this court make such other further and different orders as seems 
judicial, appropriate or proper to the speedy and safe carrying into effect of said 
resolution and return and delivery of the assets of said Long Beach Federal Savings 
and Loan Association and its books, records and accounts to the officers designated 
herein by the shareholders’ authorized representatives. 

/s/ Paut L. MALLoner. 

/s/ C. H. NEwHouse. 

/s/ WuiInNrE BuckuIn. 
WesroveR & SMITH. 
/s} By Wyekorr WESTOVER. 

The Long Beach Federal Savings and Loan Association joins in the foregoing 
petition and demand. 

/s/ CHartEes K. CHAPMAN, 
Attorney for Said Association. 
State oF CALIFORNIA, 
County of Los Angeles, ss: 

Paul Mallonee, being by me first duly sworn, deposes and says: That he is one 
of the plaintiffs in the foregoing and above-entitled action; that he has read the 
foregoing petition, request, and demand of shareholders that assets of Long Beach 
Federal Savings and Loan Association be delivered to such shareholders through 
their authorized representatives, and knows the contents thereof; and that the 
same is true of his own knowledge, except as to the matters which are therein 
stated upon his information or belief, and as to those matters that he believes it 
to be true. 

/s/ Paut L. MAtuoner. 


Subscribed and sworn to before me this 19th day of January 1948. 


[SEAL] _ .  /s/ Atmrra G, Cassi, 
Notary Public in and for Said County and State. 


[Endorsed:] Filed January 21, 1948, 
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BEFoRE THE DEPARTMENT OF INVESTMENT DIVISION OF CORPORATIONS OF THE 
Strate oF CALIFORNIA 


File No. 80282 LA 
Receipt No. LA A49715 


I, the undersigned, as Commissioner of Corporations of said State, do hereby 
license Paul L. Mallonee, C. H. Newhouse and Miss Winnie Bucklin, Stock- 
holders’ Protective Committee for Shares of Long Beach Federal Savings and 
Loan Association to engage in business as contemplated by chapter 784, Statutes 
1937, and the rules and regulations of the Commissioner established pursuant 
thereto and as such is duly authorized so to act in the State of California and 
generally to carry on said business in said State, under the terms and conditions 
set forth in said act and rules and regulations, for and during the period ending 
the 3lst day of December next after the date of this certificate, unless the license 
shall have been sooner suspended or revoked. 

In witness whereof, I have hereunto set my hand and affixed my official seal 
this 7th day of January 1948. 

Epwin M. DavcuHerty, 
Commissioner of Corporations 

[SEAL] /s/ By J. A. Hany, 

Assistant Commissioner. 

ASM —pp 

Corp. Form C-18 

{Endorsed:] Filed January 21, 1948. 

(The above material is an excerpt from No. 12511, United States Court of 
Appeals for the Ninth Circuit, Transcript of Record, vol. VII (pp. 2959 to 345s), 
Appeal from the United States District Court, Southern District of California 
Central Division, and is taken from pp. 3409 through 3420.) 

Mr. Fiscuracu. In response to that petition and pursuant to 
discussion with Mr. Walker, I take it you proceeded to Phoenix, Ariz. 

Mr. McKenna. No;I did not at that time. At that time I had 
no responsibility in that case except to work on those briefs specifically 
assigned to me. 

The following day, Tuesday, I received a call from Walker that 
Judge Hall on his own motion and without any suggestion by anybody 
else, wanted to appoint Mr. Walker as special master in charge of the 
restoration of the association to its previous manager. 

Mr. Walker said, and again this is hearsay—Judge Hall did not tell 
me that—Judge Hall had said that because of the complexities of the 
case, it would be necessary for someone to be placed in charge familiar 
with the details and that Mr. Walker was obviously the man and so 
he was going to appoint Mr. Walker if there was no objection. 

Mr. Walker accordingly requested that I fly to Phoenix to represent 
the Board during the period the decision would be made as to whether 
or not Mr. Walker would be special master. 

Mr. Fiscupacn. I take it you had complete confidence in the 
integrity of Mr. Walker. 

Mr. McKenna. I had and have. 

Mr. Fiscusacn. Did you consult any member of the Board before 
appearing before Judge Hall? 

Mr. McKenna. Yes; undoubtedly there were telephone calls. 

Mr. Fiscurnacu. Mr. Reporter, will you please read back the 
question? 

(The last question was read by the reporter.) 

Mr. Fiscnracu. With respect to what position you as counsel for 
the Board could take before the court. 

Mr. McKenna. Wail, I must point out that at that time and now, 
I have a subordinate position in the Board so that I do not report 
directly to the Board. 
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I did report to the general counsel of the Board and talked to him 
on the phone more than once asking for instructions. I did not go 
ahead until instructed. 

Mr. Fiscupacu. Well, did you receive instructions to go ahead and 
consent to the appointment of Mr. Walker as special master? 

Mr. McKewna. Those instructions did not come from the Board. 
Those instructions came from the United States attorney, the Depart- 
ment of Justice. 

Mr. Fiscupacu. Was it the authority of the Department of Justice 
that you relied upon when you appeared before the court? 

Mr. McKenna. As an attorney of the Board, Mr. Fischbach, I 
have no right to appear before any court, and while I am an attorney, 
in actual fact I am just a clerk of the Board. The lawyer of the Board 
is the Department of Justice. 

Mr. Fiscurnacu. Mr. McKenna, it appears to be a fact that in the 
proceedings before the court in chambers on the 21st of January 1948, 
appearances were made of record by Westover & Smith as counsel 
for the plaintiff; Charles K. Chapman as counsel for the Long 
Beach Federal; Hon. James Carter as United States attorney; and 
— F. McKenna, principal attorney for the Home Loan Bank 

oard. 

Mr. McKenna. Yes, Mr. Fischbach, and if you will look through a 
few previous pages, you will see where Mr. Carter moved my admis- 
sion for that purpose. 

Mr. Fiscupacu. I take it though there is no question whatever that 
you associated with the United States attorney as a colleague in the 
presentation of this matter before the court. 

Mr. McKenna. My job out there was to help the United States 
attorney to whatever extent I could. 

Mr. Fiscuspacu. And you did so? 

Mr. McKenna. I think I did; yes, sir. 

Mr. Fiscnpacu. It also appears that the court addressed an in- 
quiry to you with respect to the contemplated action of the court in 
connection with appointing Mr. Walker as special master and that you 
answered the court’s inquiry as follows [reading]: 


The Court. Do you have anything to add, Mr. McKenna? 


And the following statement is attributed to you in the record, Mr. 
McKenna [reading]: 

Mr. McKenna. If Your Honor please, I might point out that the only powers 
the Board has to turn back an association—no power is granted expressly by 
statute—are pursuant to its own rules and regulations. The Board can’t act 
except pursuant to its rules and regulations. 


I would like to pause at that point, Mr. McKenna, and inquire as 
to whether in the absence of the regulations, the position you were 
urging upon the court was that the statute under which the Board was 
acting was so poorly drawn that it was your thought that while the 
Board might have the power to appoint a conservator, that it was 
lacking in power except by its regulation, to turn an association back. 

Mr. McKenna. No, I am sorry if those words do convey that 
meaning. It was not the intention. 

I think subsection (d) of section 5 of the Home Loan Act, 12 United 
States Code 1464 (d) is specific in stating that the Board has power of 
restoration of institutions. 
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What I was pointing out was the beginning of that subsection, which 
states pursuant to such rules and regulations as it may adopt or under 
such rules and regulations—in other words, its procedure in turning 
it back should be as it has previously set forth in the rules and regu- 
lations. 

I think it is fair of the Congress to require that of the Board, other- 
wise the Board in specific orders would not be bound by any limitation. 

I think that was the gist of the Supreme Court’s opinion in upholding 
the constitutionality of section 5 (d) in this case. Of course, the Court 
has upheld the power of appoimtment of a conservator. 

Mr. Fiscupacu. It upheld the power of the administration to 
appoint a conservator? 

Mr. McKenna. Based upon the validity of the regulations, too. 

Mr. Horrman. Off the record. 

Mr. Houirieip. Off the record. 

(There was discussion off the record.) 

Mr. Fiscupacu. Well, Mr. McKenna, with further reference to 
the purpose of vour visit to Judge Hall’s chambers at Phoenix and in 
view of the proceedings which took place before the court on that day, 
I take it from the record that you were called upon by the court as 
follows [reading]: 

Mr. McKenna, as a representative of the Board, do you wish to consent to his— 


and I interpolate at ‘tis point—Mr. Walker’s— 


nt? 


appointment 
And you stated: 
We do, sir. 


Mr. McKenna. Yes. I hope there is no misunderstanding on that, 
Mr. Fischbach. It is my recollection that there was nothing to the 
contrary, that everybody agreed to Mr. Walker’s appointment as 
special master. Ih iope ] have > conveyed no other unpression. 

Mr. Fiscusacu. That is fine. Now, Mr. McKenna, would you 
be good enough to tell us what your mission was in relation to the 
telegraph advice which the Board had issued in the interval between 
making order 388 and your appearance in court? 

Mr. McKenna. Well, I will try to give it as best as I recall, and I 
think my memory is fairly clear 

When I was confronted with the necessity of going to Phoenix, of 
course 1 could not go without the consent of my superiors in Wash- 
ington, and I —— believe : called several—but, I do recollect a 


spec yn conversation with Judge Dougherty, who was my superior, 
and Ju Deash erty said that he was going to the —- nt of a 
member of the Board I believe, J. Alston Adams, and talked to 


L¢ 
Mr. Adams and I was told everybody understood that order No. 388 
was not mtended to mean an immediate restoration of the association 
without an election. 

However, I went to Phoenix and it is now mv rec ‘ollection of my 
instructions that we were to resist the restoration of the association, 
as contrarv to wh at was told me to be the understanding of the parties, 
5 is, restoration without having held an election; but once restored 


by Judge Hall, as he told me he would, before issuing the order, that 
my instructions were not to file notice of appeal because that would 
hurt the association, but that once the order was issued, despite the 
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fact that it was contrary to the understanding, then I was to cooperate 
in the extreme in that restoration and smooth over any feelings so that 
the association would not be hurt. 

Mr. Fiscupacu. I take it you did your best to carry out those 
orders. 

Mr. McKenna. I did my best. 

Mr. Fiscurnacu. Well, Mr. McKenna, the court did make an order 
on a subsequent occasion restoring the association to its previous 
management? 

Mr. McKenna. It did. 

Mr. Fiscnpacn. Didn’t the court by that order require the fur- 
nishing of a surety bond of $1,000,000 by Mr. T. A. Gregory—do 
you recall that? 

Mr. McKenna. Yes, I do recall that. I think Mr. Gregory’s 
counsel in court suggested a bond be filed. That is my recollection of 
that. There were, I recall, some informal proceedings not reported— 
no reporter was present—so I do not know whether it is in the 
transcript or not. 

It was entirely voluntary on the part of the association. I think 
they first suggested it. 

Mr. Fiscupacn. And then the desires of the Board in respect to 
election were carried out? 

Mr. McKenna. Those were not the desires of the Board, as I 
understood it. I understand the Board wanted to hold an election, 
that is right. 

Mr. Fiscurnacn. But there was such election? 

Mr. McKenna. I understand there was. I was not present. 

Mr. Fiscuracn. Mr. Walker, as special master, having taken a 
leave of absence from the United States attorney’s office, supervised 
that election, did he not? 

Mr. McKenna. I cannot testify of my own knowledge. 

Mr. Fiscuspacn. Would it refresh your recollection if we made 
available to you a certificate of Mr. Walker’s report? 

Mr. McKenna. I think I have seen such report, Mr. Fischbach. 
What I am trying to say is that I have no first-hand knowledge. It 
is my recollection there was such election. 

Mr. Fiscurnacu. Pardon me, off the record. 

(There was discussion off the record.) 

Mr. Fiscunacu. Mr. McKenna, did you subsequently act as counsel 
in the formulation of any defenses and pleadings filed in this litigation? 

Mr. McKenna. I did assist the Department of Justice in such 
endeavors. 

Mr. Fiscuracu. Did you participate in the formulation of an 
allegation on behalf of the Federal Savings and Loan Insurance 
Corporation which in substance asserted that the conservator although 
discharged by order No. 388 was still in fact acting as conservator, or 
that his discharge pursuant to order No. 388 as implemented by Judge 
Hall’s order militated against the performance of his duties? 

Mr. McKenna. I recall a section of the Federal Savings and Loan 
Insurance Corporation pleadings; while it may not have done that, it 
went along the general lines of stating that he was prevented or had 
been prevented from exercising his functions. 

Mr. Fiscuracn. What was the underlying substance in support of 
that allegation? 
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Mr. McKewna. I suppose it was that order No. 388 was not in- 
tended to restore the association until after the Board has complied 
with the provisions of its own regulations. 

As stated before, there was an interpretation of subsection (d) of 
section 5 that the Board could restore an association only in accord- 
ance with its own regulations; and they had not complied; and the 
order of the court after order No. 388 had terminated the appointment 
of the conservator. 

Mr. Fiscuracn. I thought, Mr. McKenna, we had reached the point 
of a proper understanding as to what your position as to the powers 
of the Board to discharge conservators was, but your statement now 
leads me to believe that possibly I have not fully appreciated your 
understanding of it. So, if you will permit me, I would like to go over 
the subject briefly. 

Mr. McKenna. Surely. 

Mr. Fiscurnacu. You took the position before the court that be- 
cause there was no express provision in the statute authorizing a 
restoration once a conservator has been appointed, that the Board 
necessarily had to rely upon its own regulations—— 

Mr. McKenna. No; I am sorry, Mr. Fischbach, I don’t think you 
have stated that clearly. 

The statute does provide that the Board, in its own regulations, may 
provide for the turning back of the association. What the statute does 
require is that the Board act according to its own regulations, that it 
not act in each case by an order but that its turning back would be 
done under procedure previously prescribed by its own regulations. 

Mr. Fiscurnacn. Would you be good enough to look at page 10321 
of the record which I hand you and you will find that your remarks 
to the court on that subject have been underscored with a pencil. 

Mr. McKenna. Yes, sir. 

Mr. Fiscuracu. Will you read that, please, read it into the record 
and then give us your explanation of that statement? 

Mr. McKenna. Surely. [Reading:] 

Mr. McKenna. If vour honor please, I might point out that the only powers 
the Board has to turn back an association—no power is granted expressly by 
statute—are pursuant to its own rules and regulations. The Board can’t act 
except pursuant to its rules and regulations. Those actions have to be done ac- 
cording to those two regulations which it has adopted. The first one, which was 
quoted, starts off this way, ‘‘When a conservator is removed and the association 
is returned to the management’’—so it doesn’t help us here. That assumes that 
both of those factors are present. The other regulation relates to the manner of 
turning it over, the conducting of an election, or anything of that procedure; 
and I submit that in that light it is possible to see in the regulation a contempla- 
tion that there would be further proceedings by the Board itself before the actual 
turning over of the association. 

That is the end of the quote. 

Mr. Fiscusacu. Now, would you be good enough, please, to briefly 
state your explanation of that position? 

Mr. McKenna. Well, I have been trying to do that, Mr. Fischbach. 
Do you have a copy of section 5 (d), by the way, that might make it 
easier for me. 

Mr. Fiscupacu. Yes; we will get it for you. 

Mr. McKenna. I might try to do it by illustration. First, I will 
read the language of the section as it begins: 


The Board shall have full power to provide in the rules and regulations herein 
authorized— 
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‘and then it goes on to say— 
to release any such association from such control— 
meaning the appointment of a conservator— 
and permit its further operation. 


Now, the point I was emphasizing is that the Board has full power 
to provide in the rules and regulations for this. The Board does not 
have the power to make an arbitrary decision in each instance, but 
the decision in a specific case must be within what has been pre- 
scribed by itself in its own regulations. 

That is, you take the regulation as a prescribing statute and your 
order must be fitted to the regulation. It cannot be just following an 
idea which happens to come to the Board at the moment. 

Mr. Lanuam. Off the record. 

Mr. Hourrrevp. Off the record. 

(There was discussion off the record.) 

Mr. Fiscusacnu. I take it, Mr. McKenna, that this is a fair state- 
ment: That the Board which existed in January of 1948 and which 
was brought into being pursuant to Reorganization Plan No. 3 of 1947, 
had not. promulgated regulations of its own but was using regulations 
that had been previously promulgated under Mr. Fahey’s adminis- 
tration. 

Mr. McKenna. If you wish, I would like to give you the history 
of the conservator regulations. I will give them to you as best as I 
remember. You see, I was with the Board in 1941 and after that J 
had left the Board, but I had worked with others on regulations 
before, in the old five-man Board. Those regulations were promul- 
gated by that old five-man Board in January 1942. 

Now, public hearings were held, widely represented—I am going 
off the record here, because in the meantime I was in the United 
States Navy, but in 1942 public hearings were held at which the 
industry was widely represented and at which these particular regula- 
tions were adopted and were put into effect. They were proposed by 
the five-man Board and they went into effect by the Administrator 
and they continued to be in effect. 

Mr. Fiscupacu. So, as of January 1948, the present three-man 
Board had not either given notice and opportunity for hearing in 
connection with the reexamination of any regulation pertaining to the 
conservator operation of the Board? 

Mr. McKenna. I would say that is correct but I might be wrong 
there. There may be some technical changes that I do not recall, but 
substantially I think your statement is correct, I would say. 

Mr. Fiscupacn. I think, Mr. McKenna, the regulations under 
which the Board had the duty of acting at the time it made order No. 
388 contained what function or orbit of duty was mandatory upon 
the Board with respect to the turning back of the association for which 
a conservator had been appointed. 

_Mr. McKenna. You must recall I have not refreshed my recollec- 
tion upon these particular points, so my opinion without refreshing my 
recollection would not be very good. 

Mr. Fiscupacu. Would you be good enough to state what your 
understanding is of the normal procedure followed by the Board at 
that time? : 
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Mr. McKenna. My understanding was if the Board decided there 
was adequate cause which existed so that it had to appoint a conserva- 
tor or some action had to be taken, the conservator would be appointed 
and there would be a hearing afterward when it would be determined 
whether the conservator should be removed. 

If the Board then decided the conservator should be removed and 
that it would have to pass an order restoring the association, then that 
order would have to be within the orbit of the rules and regulations 
which provide that the Board may conduct an election and may restore 
it to certain persons—there is a procedure but I do not like to give it 
without refreshing my recollection. 

Mr. Lanuam. Could a copy of those regulations be introduced at 
this point in the record? Could that be supplied? 

Mr. Fiscupacnu. Yes, it will be. As a matter of fact, I have a work- 
ing copy of such regulations that I would be glad to furnish each mem- 
ber of the subcommittee. 

Mr. Houirie tp. My understanding ts that you would like to have 
the regulations go into the record. 

Mr. Lanuam. Yes. 

Mr. Houirieip. Without objection, that may be done. 

(The regulations referred to, relating to conservatorships, are as 
follows: ) 


RULES AND REGULATIONS FOR THE FEDERAL SAVINGS AND 
LOAN SYSTEM 


CHAPTER I (C), Tire 24, or THE CopE oF FEDERAL REGULATIONS 


* ~ ~ * * »” * 


PART 148—APPOINTMENT OF CONSERVATOR OR RECEIVER 
Sec. 
148.1 Receiver or conservator; appointment. 
148.2 Hearing on appointment. 
148.3 Costs of hearings. 
148.4 Discharge of conservator or receiver 
148.5 Effect of amendments to regulations. 

AUTHORITY: §§ 148.1 to 148.5 issued under sec. 5, 48 Stat. 132, as amended; 12 U. 8. C. and Sup., 1464; 
Reorg. Plan No. 3 of 1947, 12 F. R. 4981, 3 CFR, 1947 Supp. 

$ 148.1 Receiver or conservator; appointment. Whenever, in the opinion of the 
Home Loan Bank Board, any Federal savings and loan association: 

(1) Is conducting its business in an unlawful, unauthorized, or unsafe 

manner; 

(2) Is in an unsound or unsafe condition, or has a management which is 
unsafe or unfit to manage a Federal savings and loan association; 

3) Cannot with safety continue in business; 

(4) Is impaired in that its assets do not have an aggregate value -(in the 
judgment of the Home Loan Bank Board) at least equal to the aggregate 
amount of its liabilities to its creditors, members, and all other persons; 

(5) Is in imminent danger of becoming impaired; 

(6) Is pursuing a course that is jeopardizing or injurious to the interests of 
its members, creditors, or the public; 

(7) Has suspended payment of its obligations; 

(8) Has refused to submit its books, papers, records, or affairs for inspection 
to any examiner or lawful agent appointed by the Home Loan Bank 
Board: 

(9) Has refused by the refusal of any of its officers, directors, or emplovees 
to be examined upon oath by the Home Loan Bank Board or its representa- 
tive concerning its affairs; or 

(10) Has refused or failed to observe a lawful order of the Home Loan 
Bank Board 

the Home Loan Bank Board may appoint the Federal Savings and Loan Insurance 
Corporation receiver for such Federal association, which appointment shall be for 
the purpose of liquidation, or the Home Loan Bank Board may appoint a conser- 
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vator for such Federal association to conserve the assets of the association 
pending further disposition of its affairs. rhe appointment shall be by order, 
which order shall state on which of the above causes the appointment is based. 
Any conservator so appointed shall furnish bond for himself and his employees 

in form and amount and with surety acceptable to the Governor of the Fed- 
eral Home Loan Bank System, or any Deputy or Assistant Governor, but no 
bond shall be required of the Federal Savings and Loan Insurance Corpora- 
tion as receiver, The conservator or receiver shall forthwith upon appointment 
take possession of the association and, at the time such conservator or receiver 
shall demand possession, such conservator or receiver shall notify the officer or 
employee of the association, if any, who shall be in the home office of the associa- 
tion and appear to be in charge of such office, of the action of the Home Loan 
Bank Board. The Secretary of the Home Loan Bank Board shall, forthwith 
upon adoption thereof, mail a certified copy of the order of appointment to the 
address of the association as it shall appear on the records of the Home Loan: 
Bank Board and to each director of the association, known by the Secretary to 
be such. at the last address of each as the same shall appear on the records of 
the Home Loan Bank Board. If such certified copy of the order appointing the 
conservator or receiver is received at the offices of the association after the taking 
of possession by the conservator or receiver, such conservator or receiver shal 
hand the same to any officer or director of the association who may make demand 
therefor. 

$148.2 Hearing on appointment. Within fourteen days (Sundays and holi- 
days included) after the appointment of a conservator or receiver for a Federal 
association not at the time of such appointment in the hands of a conservator, 
such Federal association, which has not, by its board of directors, consented te 
or requested the appointment of a conservator or receiver, may file an answer 
and serve a written demand for a hearing, authorized by its board of directors, 
which demand shall state the address to which notice of hearing shall be sent. 
Upon receipt of such answer and written demand for a hearing the Home Loan 
Bank Board shall issue and serve a notice of hearing upon the institution by mail- 
ing a copy of the order of hearing to the address stated in the demand therefor 
and shall conduct a hearing, at which time and place the Federal association may 
appear and show cause why the conservator or receiver should not have been 
appointed and why an order should be entered by the Home Loan Bank Board 
discharging the conservator or receiver. Such hearing shall be held either im 
the district of the Federal Home Loan Bank of which such Federal association is 
a member or in Washington, D. C., as the Home Loan Bank Board shall deter— 
mine, unless the association otherwise consents in writing. Such hearing may 
be held before the Home Loan Bank Board Chairman or before a trial examiner 
or hearing officer, as the Home Loan Bank Board shail determine. Such Federal 
association, which has not, by its board of directors, consented to or requested 
the appointment of a conservator or receiver, may, within seven days (Sundays 
and holidays included) of such appointment, serve a written or telegraphic 
demand, authorized by its board of directors, upon the Home Loan Bank Board 
for a more definite statement of the cause or causes for the action. The time of 
service upon the Home Loan Bank Board for the purposes of this section shall 
be the time of receipt by the Secretary of the Home Loan Bank Board. 

§ 148.3 Costs of hearings. Costs, as determined by the Home Loan Bank 
Board of hearings held pursuant to § 148.2 may be assessed against the association 
demanding the same upon the order of the Home Loan Bank Board unless the 
Home Loan Bank Board finds upon such hearing that there is no cause for the 
appointment of a conservator or receiver. 

$148.4 Discharge of conservator or receiver. An order of the Home Loan 
Bank Board discharging a conservator and returning the association to its man- 
agement shail restore to such Federal association all its rights, powers and privi- 
leges and shall restore the rights, powers and privileges of its officers and directors, 
all as of the time specified in such order, exeept as such order may otherwise pro- 
vide. An order of the Home Loan Bank Board discharging a reeciver and 
returning the association to its management shall by operation of law and without 
any conveyance or other instrument, act or deed, restore to such Federal associa- 
tion all its rights, powers and privileges, revest in such Federal association the 
title to all its property, and restore the rights, powers and privileges of its offieers 
and directors, all aS of the time specified in such order, except as such order may 
otherwise provide. ; 

§ 148.5 Effect of amendments to regulations. Amendments to the rules and 
regulations in this chapter shall not affect the validity of any appointment here- 
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tofore made by the Board, or the conduct of any receivership or conservatorship 
existing at the time of such amendment, or the procedure to be followed under 
any such appointment, unless the amendment expressly so states, except that, 
to the extent not otherwise specified in any statute, rule, regulation, order or 
plan governing such appointment and actions thereunder, the titles, rights, 
powers, privileges and immunities specified in the rules and regulations in this 
chapter, as from time to time amended, shall be deemed interpretative of the 
statutes, rules, regulations, orders, and plans governing such appointments and 
actions thereunder. Any temporary conservator in possession of any Federal 
savings and loan association shall continue as such temporary conservator pur- 
suant to the order of appointment and rules and regulations in effect at the time 
of such appointment, and shall be succeeded by a receiver or conservator or the 
affairs of the association shall be otherwise disposed of as provided in such order 
and rules and regulations: Provided, however, That any receiver or conservator 
who shall replace or succeed such temporary conservator, except another tem- 
porary conservator, shall, upon appointment, have and — all the rights, 
powers, privileges, and immunities, and shall be subject to the duties and liabilities 
vested and imposed on a receiver or conservator by the rules and regulations in 
this chapter as amended, but the causes for the appointment of a receiver or 
conservator in place of such temporary conservator shall be those specified by 
the rules and regulations in effect at the time of the appointment of such tem- 
porary conservator. 


PART 149--POWERS OF CONSERVATOR AND CONDUCT OF CONSERVATORSHIPS 


Sec. 
149.1 Take possession; when ; 

149.2. Procedure upon taking possession. 

149.3. Succession. 

149.4 Disposition. 

149.5 Powers and duties of conservator. 

149.6 Creditors. 

149.7 Share interests. 

149.8 Examinations, inventories, reports, costs, and expenses. 
149.9 Final discharge and release of conservator. 

149.10 Inspection of reports. 

149.11 Authority of officers. 

149.12 Delegation by conservator. 

AUTHORITY: §§ 149.1 to 149.12 issued under sec. 5, 48 Stat. 132, as amended; 12 U. S. C. and Sup., 1464; 
Reorg. Plan No. 3 of 1947, 12 F. R. 4981, 3 CFR, i947 Supp. 

§ 149.1 Take possession, when. Upon appointment, the conservator for a 
Federal association shall forthwith take possession of the books, records and 
assets of every description of such association. 

§ 149.2 Procedure upon taking possession. Upon taking possession, pursuant 
to § 149.1, of such Federal association, the conservator shall forthwith: 

(a) Notify, by written notice served personally or by registered mail or 
telegraph, all banks, trust companies and all other individuals, partnerships, 
corporations, and associations known to such conservator to be holding or 
in possession of any assets of such association, 

. (b) File with the Secretary of the Home Loan Bank Board a statement (1) 
that he has taken possession, pursuant to § 149.1, of such Federal association 
and (2) of the time of such taking of possession; and such statement shall be 
conclusive evidence of such taking of possession and of the time of such 
taking of possession, and 

(c) If the ground, or one of the grounds, of his appointment is the ground 
set forth in § 148.1 (4), of this subchapter, post a notice in substantially the 
following form on the door of the home office of such association: 


Federal Savings and Loan Association 


is in the possession and charge of the unde rsigned as Conserv ator 
under appointment by the Home Loan Bank Board. 


Date Conservator 


§ 149.3 Succession. Immediately upon taking possession, pursuant to 
§ 149.1, of such Federal association, the conservator shall succeed to all the rights, 
powers and privileges of the Federal association, its officers and directors, or 
any of them. Such officers and directors, or any of them, shall not thereafter 
have, exercise, or act in connection with, any such rights, powers or privileges, 
or any asset or property of any nature of the association: Provided, however, That 
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nothing in this section shall deny to such officers and directors the right from time 
to time to address such petitions, authorized by the board of directors, as they 
may have to the Home Loan Bank Board or its representatives designated to 
receive such petitions concerning such association, or to represent the associa- 
tion at hearings provided for in the rules and regulations of this subchapter. 

§ 149.4 Disposition. The Home Loan Bank Board may, at any time, order 
the association returned to its management and may, before returning the associa- 
tion to its management regardless of whether such association is subsequently 
returned to its management, order a meeting of the shareholders for any pur- 
pose, including, without any limitation on the generality of the foregoing, elec- 
tion of new directors, or of the board of directors for any purpose, including, 
without any limitation on the generality of the foregoing, the filling of vacancies 
on the board of directors or the election of new officers, or may order meetings 
of both members and directors. Each such election shall be supervised by a 
represenjative of the Home Loan Bank Board. The Home Loan Bank Board 
may at any time, without further hearing as provided in § 148.2 of this sub- 
chapter, replace the conservator by appointing the Federal Savings and Loan 
Insurance Corporation as receiver for the purpose of liquidation. 

§ 149.5 Powers and duties of conservator, The conservator, subject to the 
direction and supervision of the Governor of the Federal Home Loan Bank 
System, shall, after taking possession, pursuant to § 149.1, take such action as 
may be necessary to conserve the assets of the association pending further 
disposition of its affairs. The conservator shall forthwith in his name, in the 
name of the association, in the name of both, or otherwise, collect all obligations 
and money due the association, and in his name, in the name of the association, 
in the name of both, or otherwise 

(a) May do all things desirable or expedient in his discretion to carry on 
the business of the association to an extent consistent with his appointment 
and to preserve and conserve the assets and property of every nature of such 
association; 

(b) May exercise all the rights and powers of such association, including, 
without any limitation on the generality of the foregoing, any rights and 
powers under any mortgage, deed of trust, chose in action, option, collateral 
note, contract, judgment or decree, share or certificate of share of stock, or 
instrument of any nature; 

(c) May, with the approval of the Home Loan Bank Board or of said 
Governor, pay off and discharge any taxes, assessments, liens, claims, or 
charges of any nature against the association or the conservator or any asset 
or property of any nature of such association; 

(d) May pay out and expend such sums as he shall deem necessary or 
advisable 

(1) For or in connection with the preservation, maintenance, conser- 
vation or protection, or 

(2) With the approval of the Home Loan Bank Board or of said 
Governor for or in connection with the remodeling, repair, rehabilitation 
or improvement not necessary for such preservation, maintenance, 
conservation or protection 

of any asset or property of such association; 

(e) May, with the approval of the Home Loan Bank Board or of said 
Governor, 

(1) Pay out and expend such sums as he shall deem necessary or 
advisable for or in connection with the preservation, maintenance, 
conservation or protection of, or 

(2) Pay off and discharge any taxes, assessments, liens, claims or 
charges of any nature against, 


any asset or property of any nature on which the association or con- 
servator has a lien by way of mortgage, deed of trust, pledge or other- 
wise, or in which the association or conservator has an interest of value 
of any nature; 

(f) May, under the direction and supervision of the General Counsel of 
the Home Loan Bank Board, institute, prosecute, maintain, defend, inter- 
vene, and otherwise participate in any and all actions, suits or other legal 
proceedings by and against the conservator or association or in which the 
conservator, the association, or its creditors or members, or any of them, 
shall have an interest, and in every way to represent such association, its 
members and creditors; 
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(g) (1) May, with the approval of said Governor, employ such assistants 
and employees as he may deem necessary for the proper administration of 
the conservatorship, and shall by bond cover all such assistants and employees 
in form satisfactory to such conservator and to the said Governor, the cost 
of the same and the cost of the conservator’s bond to be paid out of the assets 
of the association in the possession of the conservator; and (2) shall employ 
any attorney or attorneys designated by the General Counsel of the Home 
Loan Bank Board, in connection with litigation or otherwise to give legal 
advice and assistance, for the conservatorship generally or in particular 
instances, and pay retainers and compensation of such attorney or attorneys, 
together with all expenses, including, but not limited to, the costs and 
expenses of any litigation, as approved by said General Counsel, out of the 
assets of the association; 

(h) May execute, acknowledge, and deliver any and all deeds, contracts, 
leases, assignments, bills of sale, releases, extensions, satisfactions, apd other 
instruments necessary or proper for any purposes, including, without any 
limitation on the generality of the foregoing, the effectuation or termination 
of any sale, lease or transfer of real, personal or mixed property. Any 
deed or other instrument executed pursuant to the authority hereby given 
shall be as valid and effectual for all purposes as if the same had been executed, 
as the act and deed of the asociation or otherwise, by the officers of such 
association by authority of its board of directors; 

(i) Shall immediately transfer the depository bank balances of the asso- 
ciation to Account “R” provided for in this section, or to the account with 
the Federal Home Loan Bank, of which the association is a member, herein- 
after provided for, and, unless otherwise direeted by the Home Loan Bank 
Board or said Governor, shall open two accounts in banks insured by the 
Federal Deposit Insurance Corporation, as follows: 

(1) One of these accounts shall be known as Account “R’’ and the 
other shall be known as Aecount ‘D”’. 

(2) All funds of the association coming into the possession of the 
conservator shall be forthwith deposited in Account “R”’. 

(3) Disbursements shall be made from Account “R”’ only by transfer 
to an account with the kederal Home Loan Bank of which the association 
is a member, which transfer may be made by the conservator. 

(4) Deposits shall be made in Aecount ‘“D” only by order of or with 
the approval of the Home Loan Bank Board or the Governor. 

(5) The conservator may make disbursements in connection with his 
duties as conservator from Account “D”’, 

() All depository bank accounts of the conservator shall be carried 
as follows: 

...., Conservator 
(Name of conservator 
for ; ant bes wot 
(Name of association) 

j) (1) May, with the approval of the Home Loan Bank Board or said 
Governor, sell for cash any mortgage, deed of trust, chose in action, bond, 
note, contract, judgment or decree, or share or certificate of share of stock or 
debt, owing to such association, at not less than the actual amount owing the 
association thereon or the face or par value thereof. and 

(2) May, with the approval of the Home Loan Bank Board, or on terms 
and conditions approved by the Home Loan Bank Board, sell for cash or on 
terms, or exchange or otherwise dispose of, at less than the amount owing the 
association thereon or the face or par value thereof, in whole or in part, any 
mortgage, deed of trust, chose in action, bond, note, contract, judgment or 
decree, share or certificate of share of stock or debt. owing to such association 

(k) (1) Alay lease on a month to month basis, or for a term of not to exceed 
one vear, and (2) may, with the approval of the Home Loan Bank Board, or 
on terms and conditions approved by the Home Loan Bank Board, sell for 
cash or on terms, lease for a period of more than one vear, exchange or other- 
wise dispose of, in whole or in part, any or all of the assets and property of the 
association, real, personal, and mixed. tangible and intangible, of any nature; 

1) May, with the approval of the Home Loan Bank Board or of said Gov- 
ernor, or on terms and conditions approved by the Home Loan Bank Board or 
said Governor, surrender, abandon, and release any choses in action, or other 
assets or property of any nature, whether the subject of pending litigation or 
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not, and reject or repudiate any lease or contract which he considers burden- 
some ; 

(m) May, with the approval of the Home Loan Bank Board, or on terms 
and conditions approved by the Home Loan Bank Board, settle, compromise 
or obtain the lease of, for cash or other considerations, claims and demands 
against such association or the conservator; 

(n). May, with the approval of the Home Loan Bank Board, or on terms and 
conditions approved by the Home Loan Bank Board, settle, compromise, or 
release, for cash or other considerations, claims and demands in favor of the 
association or the conservator; 

(o) May, with the approval of the Home Loan Bank Board, and on terms 
and conditions approved by the Home Loan Bank board, borrow money in 
any amount and from any source and in any manner, and execute, ac knowl- 
edge and deliver notes, certificates, and other evidence of indebtedness there- 
for and secure the repayment thereof by the mortgage, pledge, assignment in 
trust or hypothecation of any or all of the property, whether real, personal, or 
mixed, of such association, and such borrowing may be for any purpose, 
including, without any limitation on the generality of the foregoing, protect - 
ing or preserving the assets in his possession, declaring and paying dividends 
to members and creditors, providing for ihe expense of administration, or 
aidiog in the reopening or reorganization of such association 

(p) May pay out of the assets of the conservatorship all costs and expenses 
of the conservatorship and all costs of carrying out or exercising his rights, 
powers, privileges and duties as conservator, all as determined by him, ex- 
cept as Otherwise provided herein; and 

(q) May do such things, and have such rights, powers, privileges, immuni- 
ties, and duties, whether or not otherwise granted in these rules and regula- 
tions, as shall be authorized, directed, conferred, or imposed from time to 
time in specific cases by order of the Home Loan Bank Board, or by amend- 
ment of these rules and regulations. 

For the purposes of this section, (1) asset and property including any mort- 
gage, deed of trust, chose in action, bond, note, contract, judgment or decree, 
share, or certificate of share of stock, or debt of the association, and right and 
power of the association, shall include any such asset or property, right or power 
of the conservator, and (2), the terms ‘‘Governor of the Federal Home Loan 
3ank System’’ and “‘said Governor” shall include any deputy or assistant governor 
of the Federal Home Loan Bank System. 

§ 149.6 Creditors. The conservator may, after certification by the conserva- 
tor to the Home Loan Bank Board that the assets of the association will be suffi- 
cient to meet all creditor obligations and that the condition of the association jus- 
tifies, out of the assets in his possession, 

(a) With the approval of the Governor of the Federal Home Loan Bank 
System, or any deputy or assistant governor, make disbursements which the 
association was obligated to make on loan’ commitments and other valid 
contracts, 

(b) With the approval of said Governor, pay salaries due officers or em- 
ployvees of the association, permit the payment of outstanding checks given 
in connection with valid creditor obligations, and pay valid creditor obliga- 
tions, 

or, in the absence of such certification or approvel, may, out of the assets of the 
association in his possession, pay creditor obligations and make disbursements 
which the association was obligated to make on loan commitments, to che extent 
devermined by said Governor to be compatible with the condition of the associa- 
tion and the proper conduct of its affairs. 

§$ 149.7 Share interests. The comservator shall not accept any payments on 
or purchases, or make any repurchases, of share accounts, unless the Home Loan 
Bank Board shall otherwise direct by order, which order, or orders, shall be posted 
in a conspicuous place in the principal office of the conservaior foreonducting 
the affairs of the associacion, and such payments or purchases shall be accepted, 
or such repurchases made, ouly to the extent and “ the manner, and with segre- 
gation to the extent, that the same, if any, may be directed in such order or 
orders. : : 

§ 149.8 Examinations, inventories, reports, costs and exrpenses—(a) Inventory. 
\s soon as practicable after taking possession, the conservator shall make an 
inventory of the assets of such association as of the date of such taking possession, 
showing the value as carried on the books of the assoc a ion, and the security 
therefor, if any, in whatever form the same shall exist, with a brief description of 
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each such asset and such security. Such assets may be listed in such groups or 
classes as shall, to the satisfaction of the Governor of the Federal Home Loan 
Bank System, or any deputy or assistant governor, afford full information as to 
their character and book value, and the conservator shall include a record of the 
creditor and share liabilities of the association. One copy of such inventory 
shall promptly be filed with the Secretary to the Home Loan Bank Board, one 
copy with the Office of the Governor of the Federal Home Loan Bank System, 
and one copy shall be retained in the principal office of the association, so long as 
such office is maintained by the conservator. 

(b) Eraminations and audits. Each Federal association for which a conserva- 
tor has been appointed may be examined and/or audited (with appraisals when 
deemed advisable by the Home Loan Bank Board) by the Examining Division 
of the Home Loan Bank Board as directed by the Home Loan Bank Board. 
The cost, as determined by the Home Loan Bank Board, of examinations in- 
cluding office analysis thereof, audits, and any appraisals made in connection 
therewith, shall be paid from the assets of the association unless otherwise ordered 
by the Home Loan Bank Board. 

(ce) Forms and reports. The conservator shall follow such accounting practices 
as may, from time to time, be prescribed by the Governor. The conservator 
shall make such reports as may be required by the Home Loan Bank Board or 
the Governor. 

§ 149.9 Final discharge and release of conservator—(a) Final report. At such 
time as the conservator be relieved of his duties, the conservator shall file with 
the Home Loan Bank Board a detailed report in form satisfactory to the Home 
Loan Bank Board. 

(b) Final discharge. Unless otherwise directed by the Home Loan Bank 
Board, upon the completion of the duties of the conservator or at such time as 
the conservator shall be otherwise relieved of his duties, an examination and 
audit may be directed by the Home Loan Bank Board in connection with the 
report of the conservator hereinbefore required. The accounts of the conserva- 
tor shall be approved or disapproved, and, if approved, the conservator shall 
thereupon be given a complete and final discharge and release. ; 

§ 149.10 Inspection of reports. All inventories, statements and reports of the 
conservator shall be in at least four copies unless otherwise directed by the Home 
Loan Bank Board or the Governor. One copy shall be filed with the Home 
Loan Bank Board, the other copies with the Office of the Governor of the Fed- 
eral Home Loan Bank System, and each of the inventories, statements, and re- 
ports shall constitute permanent records of each conservatorship open for inspec- 
tion at such times and on such conditions as may be from time to time directed 
by the Home Loan Bank Board or, in the absence of such directions, whenever 
the office of the Secretary of the Home Loan Bank Board shall be open for business. 

§ 149.11 Authority of officers. Any authority or requirement under §§ 149.5 
through 149.10 for action, by order or otherwise, by the Home Loan Bank Board, 
or by the Governor, a Deputy Governor, or an Assistant Governor, may be per- 
formed by the Governor, a Deputy Governor, or an Assistant Governor. With- 
out any limitation on the applicability of this section to other conservatorships, 
this section shall apply to any conservatorship existing at the time of the amend- 
ment effected by the adoption of this section, and to the conduct of and procedure 
under any conservatorship so existing. 

§ 149.12 Delegation by conservator. The conservator may delegate to such 
persons as he may designate any or all of the powers and authorities vested in 
the conservator by or under §§ 149.3, 149.5, 149.6, and 149.7. Without any 
limitation on the applicability of this section to other conservatorships, this sec- 
tion shall apply to any conservatorship existing at the time of the amendment 
effected by the adoption of this section, and to the conduct of and procedure 
under any conservatorship so existing. 

* * * * * ok * 


Mr. Harpy. I have one question here. Do you intend for us to 
understand that your position representing the Board as attorney was 
that order No. 388 was contrary to its own regulations? 

Mr. McKenna. No, Mr. Hardy; our position was that order 388 
was not intended to be self-executing and that there were further 
steps to be taken by the Board before it actually went into effect. 
That is what I was told was the understanding between all parties 
as to order No. 388. 
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Mr. Harpy. And that was arrived at after the order and before the 
action to turn back? 

Mr. McKenna. Well, of course, I was not there at the discussions 
but I was told directly by the member of the Board and by instructions 
and it was understood by all parties that order No. 388 was not to be 
self-executing and there was to be a further order. 

Mr. Harpy. As far as you know the Board did not actually change 
its mind between the time it issued the order and the time it became 
effective? 

Mr. McKenna. I was told that was not the intention, so it could 
not have changed its mind, unless it did so within an hour or two of 
executing order 388. 

Mr. Harpy. Does the Board have any records which would throw 
any light on that particular point? 

Mr. McKenna. Again, Mr. Hardy, I was not present then and 
I cannot answer directly. 

I would say there is an exchange of correspondence with the Depart- 
ment of Justice about the order, but that I would not be qualified to 
say whether or not it bears out that interpretation. But I would say 
nothing I have seen is inconsistent with it. 

Mr. Harpy. If, however, that exchange of correspondence took 
place after the change of heart took place, it would not have any 
particular significance, would it? 

Mr. McKenna. The correspondence is both before and after order 
388, sir. 

Mr. Fiscuspacn. Mr. McKenna, had you heard while you were 
acting as a colleague of Judge Carter in his capacity of United States 
attorney that in relation to the particular Board’s order No. 388, the 
Board had under consideration vacating the order if the court did 
undertake to implement the order? 

Mr. McKenna. I do not quite follow your question, Mr. Fisch- 
bach; I am sorry. 

Mr. Fiscusacu. All right, it might be clearer to you if it was reread 

Mr. McKenna. Surely. 

Mr. Fiscupacu. Would you read that question, Mr. Reporter, 
please? 

(The last question was read by the reporter.) 

Mr. McKenna. My answer would have to be “No,” Mr. Fisch- 
bach, for the simple reason that all I knew about was that Judge 
Dougherty had been called back to Washington to participate in a 
general discussion of any possible change of policy of the Home Loan 
Bank Board from that of the Administration. In other words, I was 
far enough down the line that I did not take part in the discussion, 
and the order as it finally came out was a surprise to me. 

I do have some sort of a recollection that previously there was a call 
between Mr. Walker and someone in the Department of Justice and 
that there was discussion about elections, before and after—but 
probably there were other people present in the room and—— 

Mr. Fiscupacu. Was the controversy as to whether there should be 
an election under the aegis of the Board or under the aegis of 
the court? 

Mr. McKenna. I suppose that fundamentally the reluctance 
was—I do not know, but I suppose that there was a reluctance on 
the part of the Board to turn back an association without trial, I 
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suppose it was reasonable to have an election before restoring them— 
but again I am just talking in general surmising. 

Mr. Fiscusacn. Well, this general surmising and understanding 
of yours comes from being counsel for the Board. I take it, you did not 
get that somewhere at a luncheon or a cocktail party, but you got it 
in the atmosphere of the Board or in the atmosphere of your 
official duties. 

Mr. McKenna. I got it in the atmosphere of my official duties, 
surely. 

Mr. Fiscuspacu. Well, Mr. McKenna, let us see if this is a fair 
statement: The Board never disavowed prior to order No. 388, Mr. 
Ammann’s appointment as conservator? 

Mr. McKenna. Certainly there is nothing which would indicate to 
me they had, but again— 

Mr. Fiscuspacn. But no such action was ever called to your 
attention? 

Mr. McKewna. No such official action has ever been taken. 

Mr. Fiscuspacu. Very good. Now, let us see if this is a fair state- 
ment: That at no time while the conservator was in office over a 
period of 20 months was there an absence of authority in the Board 
or in its predecessor administration to order an election to be held, 
was there? 

Mr. McKenna. I could not answer that directly, Mr. Fischbach. 
You see, there was an injunction of the three-judge district court which 
was finally overturned by the Supreme Court of the United States 
on June 27, | believe, of 1947; that the mandate of that decision was 
not entered, I believe, and again I am talking entirely from memory; 
I believe there was some formal lifting of an injunction by Judge Hall 
in November of 1947. So, we are getting pretty close in the time 
element to order 388. 

Now, if you are asking me without reflecting and without studying, 
whether there was anything to stop them, I do not know. There 
may be something in the orders that could have stopped the Board 
from acting. 

Mr. Fiscupacu. I think that possibly you have misconceived my 
question, Mr. McKenna. 

Mr. McKenna. I am sorry. 

Mr. Fiscunacn. My question was directed to the fact that through- 
out the existence of the conservator, which ran for a period of 20 
months, under the position that you urged upon the court and the 
interpretation of the law that you urged, the basic authority to 
require an election did repose in the Administrator of the Federal 
Home Loan Bank System, as well as in the three-man Board that 
now exists. 

Mr. McKenna. Again, I would have to qualify it even as you 
have explained it, Mr. Fischbach, in the same way. My answer is 
“Yes,” subject to the qualification there may be something, like the 
injunction overturned by the Supreme Court. 

Mr. Fiscuspacn. I will come to that. Apart from the fact there 
may have been some judicial restraint upon the Board’s exercise of 
the basic power which reposed in it to order the election, they did 
have the power? 


Mr. McKenna. My answer to that would be ‘Yes.” 
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Mr. Fiscuspacn. Now, there did come a time when following the 
Supreme Court’s decision on the constitutionality of section 5 (d) 
there was a dissolution of whatever injunctive restraint or judicial 
restraint might have been previously imposed upon the Board? 

Mr. McKenna. That is correct. 

Mr. Fiscysacu. Following the time when the Board became 
perfectly free to order an election, to the time when it ordered the 
conservator out under order No. 388, there was a period of time 
when an election could have been ordered without any judicial re- 
straint pursuant to the authority of any regulation of the Board; and 
the Board did not order an election, isn’t that so? 

Mr. McKenna. By “period of time’ I think you mean a month 
or two. 

Mr. Fiscupacn. There was a period of time, was there not. 

Mr. McKenna. Yes. 

Mr. Fiscunacn. During that period of time the Board did not 
require an election, did it? 

Mr. McKenna. No election was required; no. 

Mr. Fiscunacnu. So that the only requirement for an election that 
you have heard about as counsel for the Board was something that 
the Board had in contemplation after they made order No. 388? 

Mr. McKenna. While you are taiking there, Mr. Fischbach, I 
do recall some conversations within the Board back about the time 
of the Supreme Court opinion, discussing whether or not they should 
order the election; again, now, that is something that may have 
drifted down toward me—I think that is even before the three-man 
Board established something about holding elections to get rid of a 
conservator——— 

Mr. Fiscupacn. Well, but let it appear clearly in our record, and 
I ask you if this is a fact, that notwithstanding there was some 
period during 1948 when they could have required an election, they 
made no such order? 

Mr. McKenna. During that limited time; ves, sir. 

Mr. Frscupacw. And it made no such requirement after order 
No. 388? 

Mr. McKenna. After 388 it assumed that the restoration had been 
entered, 

Mr. Fiscunacu. May we assume, Mr. McKenna, from your knowl- 
edge of the facts as well as your testimony, that when Judge Hall 
made the order implementing order No. 388 and required, among 
other things, the filing of a bond for $1,000,000 and directed that Mr. 
Walker as special master supervise an election of the association, 
that the Board finally accepted that election as an ample substitute 
for the election it had previously failed to order? 

Mr. McKenna. I believe, Mr. Fischbach, that the limit of the 
Board’s acquiescence was this, that if it took any contrary steps to 
upset what the court did, then it was believed that even though it 
was successful it would do so much harm to the association that it 
was better not to take those steps. 

Mr. Frscupacn. So that the Board did actually acquiesce in the 
court’s order and accept the result of the election that was held 
under the aegis of the court under the supervision of Mr. Walker, 
appointed as special master? 
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Mr. McKenna. Well, again, I want to put it in the negative. The 
Board was never called upon to accept. But my instructions were 
not to appeal from the order of the court. 

Mr. Fiscusacu. I take it then we would not be wrong if we assume 
from your testimony and your intimate knowledge of the facts, if 
we reach the conclusion that the Home Loan Bank Board acquiesced 
in at least that phase, we would be on the right track? 

Mr. McKenna. Subject to those limitations I have expressed; yes. 

Mr. Fiscuspacu. Thank you. Now, Mr. McKenna, we have one 
other subject, or at least I have one ‘other subject I ‘would like to 
explore with you. 

Mr. Horrman. May I interrupt, Mr. Chairman? 

Mr. Houtrrevp. Yes. 

Mr. Horrman. When you say “acquiesced,” do you mean they 
approved it or they just accepted the situation? 

Mr. McKenna. Well, they did not want to harm the association, 
Mr. Hoffman, and in short they acquiesced because any other step 
would hurt the association and they did not feel that, as public 
officials, they had that right. 

Mr. Fiscusacu. I should like to explore this aspect of your func- 
tions and possible participation in this matter, Mr. McKenna. How 
far, if at all, were you called upon to guide Mr. Ammann in his func- 
tion as conservator over the 20-month period that he served as such? 

Mr. McKenna. My offhand answer would be absolutely none at 
all. Now, there may have been a case or two, but I cannot recall 
any case. 

Mr. Fiscupacu. That is all I have of this witness at this time. 

Mr. Harpy. Along that same line, did you not try to advise the 
— States attorney of the position of the Board with respect to 
this? 

Mr. McKenna. Yes, Mr. Hardy. There were constant consulta- 
tions. I was in the United States attorney’s office and of course [ 
tried to make myself as useful as possible, and also I imagine that the 
Department of Justice after consulting with the Board was given 
instructions. 

Mr. Harpy. You have pointed out in your testimony that actually 
the Board was represented by the Department of Justice. 

Mr. McKenna. That is true, sir. 

Mr. Harpy. You were associated with Mr. Walker and with Mr. 
Carter at that time, in his capacity as United States attorney in the 
handling of the litigation? 

Mr. McKenna. That i is true, sir. 

Mr. Harpy. Now, is it not true that thee nominally the 
Department of Justice represented the Board actually a good bit 
of the relationship between the Department and its client, the Board, 
was transmitted through the Department to you? 

Mr. McKenna. That would be correct, entirely; yes, sir. 

Mr. Harpy. So that we get back now to this apparent change 
of heart which the Board had. I say ‘‘apparent change of heart,” 
but maybe that is not the correct way to put it. But, the order 
No. 388 in itself contains nothing to indicate that another election 
was required. Is that correct? 

Mr. McKenna. That would be a matter of interpretation of it, 
Mr. Hardy. I have never been able to arrive at any sound inter- 





; 
4 








INVESTIGATION’ OF HOME LOAN BANK BOARD 65 


pretation to that effect. As you will see from the transcript of the 
hearings in Phoenix, they considered it open to question as to how 
you could interpret that. 

Mr. Harpy. Well, the order itself did not require any election? 

Mr. McKewna. It did not, Mr. Hardy; no. 

Mr. Harpy. The order specified, I believe, that the association 
should be turned back to the representatives of the shareholders. Is 
that correct? 

Mr. McKenna. That is correct, Mr. Hardy. 

Mr. Harpy. So, whether or not the order meant the then repre- 
sentatives or the new set of representatives is not specified in the 
order? 

Mr. McKenna. Not specified. 

Mr. Harpy. So, that seems to be the main point of contention 
when the matter was discussed with Judge Hall in Phoenix, is that 
right? 

Mr. McKenna. Well, I would qualify it this way: There was 
never any serious discussion except in the courtroom of that. We 
were reconciled, from the instructions of the Board, to go along. 
And, before that, Judge Hall had already told me how he was going 
to rule, and so it was just to protect the record as to the Board’s 
position. 

For instance, as soon as the court had ordered the restoration I was 
instructed to cooperate to the utmost and not to file notice of appeal, 
but rather to cooperate to the utmost so that there would be no fric- 
tion between the Board and any of its employees and the association. 

There never was any real controversy except before the court 
made its decision. There were expressions by people, possibly in bad 
faith, but that was all washed out as soon as the order was entered. 

Mr. Harpy. I am trying to clear my thinking on one point and 
maybe I am taking a long time doing it. I believe you testified that 
Mr. Walker advised you that for the order to be implemented by the 
court was not in keeping with the Board’s intention that it should be 
immediately turned over. 

Mr. McKenna. Mr. Hardy, I believe that any instruction to that 
effect came from Judge Dougherty and Mr. Adams. 

ae Harpy. I wanted to inquire if you did not advise Mr. Walker 
ol that. 

Mr. McKenna. No. At that time I would not have so advised 
Mr. Walker because my active participation as sort of an independent 
individual in this case came after that. At that time I was very 
much receiving instructions from Mr. Walker and Mr. Dougherty 
as to the limited scope of drafting briefs. 

Mr. Harpy. Well, Judge Carter actively handled this, is that not 
correct? 

Mr. McKenna. The first time I recall Judge Carter appeared in 
the courtroom was in Phoenix. 

Mr. Harpy. And is it not true that he was in the chamber of Judge 
Hall in the morning and that Judge Carter arrived to go into this 
pease and that hearing was continued pending the arrival of a tele- 
gram? 

_Mr. McKenna. That is not my recollection but it could be correct. 
That is not my recollection of the facts. 
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My recollection of the facts is that the telegram was received by Mr, 
Walker previous to that. I could be wrong on it. 

I might point out too that there was a letter which I believe was 
contemporaneous with order No. 388 which went from the chairman 
of the Board to Mr. Ammann himself and told him to hold on until 
further discussions. I think that was contemporaneous with order 
No. 388. 

Mr. Harpy. That is all. 

Mr. Hourrretp. Mr. Lanham? 

Mr. Lannam. Do you mean to say that contemporaneous with 
order No. 388 that there went out a letter to Mr. Ammann contra- 
dicting order No. 388? 

Mr. McKenna. No. 

Mr. Langan. Or limiting the effect of order No. 388; vou think the 
Board did that? 

Mr. McKenna. I think the letter to Mr. Ammann was intended 
to clarify in his mind the meaning of order No. 388. 

Mr. Lannam. Well, why did they not write that in the order instead 
of doing it in a private letter? 

Mr. McKenna. I have asked that question, why the order was 
not more explicit and I believe that the order was agreed upon in 
consultation with the other side and it was drafted by them and sub- 
mitted to the Board or it was the result of joint agreement from 
extended discussions—but again I am talking from hearsay, because 
I was not there. 

Mr. Lanuam. May I ask counsel if we have both the letter and 
telegram? 

Mr. Fiscupacn. We do. May I pursue this line of inquiry? 

Mr. Hourrrevp. Yes. 

Mr. Fiscunacu. Mr. McKenna, have you not ever heard as counsel 
for the Board that officials of the Department of Justice participated 
in the drawing of order No. 388? 

Mr. MeKrnna. I have heard so many things about order No. 388 
I would have to say “Yes” to anything that vou asked me. 

Mr. Frsenracnu. Did you ever pin it down, though? 

Mr. McKenna. I do not know the facts regarding the execution 
of order No. 388. I would have to say that any testimony I could 
give on that would be a compilation of worthless hearsay. 

Mr. Fiscunacu. Mav I be permitted to call to the attention of the 
chairman and members of this subcommittee that there is present in 
the room a witness who can give us some direct testimony on that 
subject, and | wonder if | may be permitted to withdraw this witness 
at this time temporarily unless other members of the subcommittee 
wish to inquire further? 

Mr. Hourrretp. We can hold him for inquiry. Are there any 
questions now? 

Mr. Horrman. Mr. Chairman, I wonder if we may have the letter 
and the wire introduced in the record. 

Mr. Houtrreitp. Without objection the wire and the letter referred 
to will be inserted at this point in the record. 

The telegram and letter referred to follow:) 
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[Telegram] 


Official business—Government rates. 

January 20, 1948. 
RonaLtp WALKER, Fsq., 

Assistant United States Attorney, Phoenix, Ariz.: 


Not our intention to restore assets to Shareholders Protective Committee or 
old management but to representative to be selected by shareholders after a new 
vote by all shareholders entitled to vote. Construction of order in proposed 
finding included in plaintiff’s petition is not in accord with our intention. 


Wiruiam K. Divers, Chairman, 
J. Auston Apams, Member, 
Home Loan Bank Board. 


JANUARY 17, 1948. 
Mr. ALBERT V. AMMANN, 
Conservator, Long Beach Federal Savings and Loan Association, 
Long Beach 12, Calif. 

Dear Mr. AMMANN: The Home Loan Bank Board has carefully considered the 
problems relating to the Long Beach Federal Savings and Loan Association and 
the litigation in connection therewith and has decided that it is in the publie 
interest to return the association to the shareholders as expeditiously as this may 
be done. In order that steps may promptly be taken in this direction the attached 
Resolution No, 388, dated January 17, 1948, has been promulgated by the Board. 

You will be further advised as to the procedure to be followed in carrying out 
this order. In the meantime please continue to conduct the convervatorship. 

Very truly yours, 
Witiram K. Divers, Chairman. 

Mr. Houirretp. Are there any further questions at this point of 
Mr. McKenna? 

Mr. Lovre. Mr. McKenna, are you familiar with what is known as 
the Smith committee report? 

Mr. McKenna. I have read it. I have not studied it in detail. 

Mr. Lovre. That report was made in 1946; is that correct? 

Mr. McKenna. It was made in the middle of 1946; yes. 

Mr. Lovre. Now, subsequent to the rendition of the Smith report 
was any investigation made of the charges that led up to the appoint- 
ment of the conservator of the Long Beach Federal Association? 

Mr. McKenna. Extensive investigation was made, Mr. Lovre. 

Mr. Lover. And that investigation was made by whom? 

Mr. McKenna. It was made under the direction of Mr. R. 
Strecker, who is now district examiner for the Home Loan Bank, 
assisted, I think, by Mr. Zarrilli, who is now examiner in the New York 
Federal district. Many, many examiners participated in it. I had 
no direct part in it. 

Mr. Lovrr. And these investigations you have testified to were 
subsequent to the rendition of the Smith report? 

Mr. McKenna. I believe they had commenced before, but the 
reports all came in later, to my recollection. 

Mr. Lovrn. Are you familiar with the results of these various 
investigations? 

Mr. McKenna. I am more or less familiar with them. 

Mr. Lover. Are you in a position to state what the results were? 

Mr. McKenna. Well, I would say this, that the Home Loan Bank 
Board has tried, and I believe that is their official position, not to pass 
on the truth of the charges made as the result of the investigations, 
as to the conclusions of the investigations. That is my understanding 
as an attorney for the Board, that we would not like to say whether to 
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believe or disbelieve the conclusions of the investigators. I think 
they may be prejudicial to the people who have to come before 
administrative hearings. I could state some of the material in those 
reports. 

Mr. Lovre. Well, will you tell the committee—— 

Mr. McKenna. Well, after refreshing my recollection on that— 
but I am willing to make an effort. 

Mr. Houirtevp. I wonder if you will hold that question until after 
the witness comes back? 

Mr. McKenna. In the meantime I can refresh my recollection and 
probably do better on it. 

Mr. Lovre. Yes. 

Mr. Fiscupacn. Mr. McKenna, this subject of what investigations 
were made subsequent to the Smith committee report came up before 
the committee in executive session yesterday. I would like to inquire 
whether or not it is a fact that the Strecker report to which you have 
just now alluded in answer to Mr. Lovre’s question was embodied and 
documented in this litigation as exhibit C. 

Mr. McKenna. I would say specifically that exhibit C in the 
present—in the hearing before the preliminary injunction which is 
now on appeal embodied the reports of examinations commenced on 
May 18, 1946, and I believe there was another one about the end of 
October 1946. It does not reflect all the information which the 
Home Loan Bank has as the result of the investigation. That is my 
recollection. 

Mr. Fiscupacn. Well, it was my understanding from a reading 
of the transcript of the proceedings before Judge Hall in the present 
appeal that is pending in the circuit court of appeals, that Mr. Siegel 
presented to the court a compendium of documents and reports, which 
was presented as exhibit C and was referred to as exhibit C. 

Mr. McKenna. Exhibit C is specifically only those two reports of 
examination. 

Mr. Harpy. May I raise just one question about this.? I will try 
to make it very brief. 

I believe you said, Mr. McKenna, that you would not pass on the 
validity or the accuracy of these reports until after administrative 
hearings had been held. 

Mr. McKenna. I think it would be unfair, Mr. Hardy, for any- 
body—and I do not think I have any fixed opinion as to whether these 
charges are true. Some extremely serious charges have been made, 
and the administrative body should not pass on their truth at this 
time. 

Mr. Harpy. The point that I principally wanted to raise was this: 
Is it a customary practice to hold administrative hearings on those 
reports? 

Mr. McKenna. If a conservator is appointed, the regulations re- 
quire that a hearing be offered to the other people. Now, I would 
say any story of this nature, any report of examination of this nature, 
is unique. 

I have never seen any charges of this type in all of my study of all 
operations of Federal savings and loan associations. I have never 
seen anything so bad as the conclusions of these examiners. 

Mr. Harpy. Just a minute. I am just trying to get at one thing. 
These reports were made quite some time ago, were they not? 
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Mr. McKenna. Most of them were made quite some time ago. 

Mr. Harpy. Were administrative hearings held? 

Mr. McKenna. No administrative hearing has ever been held on 
these charges. 

Mr. Harpy. That is what I wanted to find out. 

Mr. Horrman. What charges do you mean? 

Mr. Harpy. As I understand the picture—and I would like to be 
corrected if this is not accurate—Mr. Lovre has been inquiring as to 
whether there were any investigations made of the charges, and so 
forth, subsequent to the issuance of the Smith committee report. 

Mr. Horrman. Charges made by whom? 

Mr. Fiscupacu. Made by the administrator. 

Mr. Harpy. Made by the administrator, which resulted in the 
appointment of the conservator. Then we get the answer that these 
two investigations of the charges were made, and Mr. McKenna says 
that it would not be right to pass on the validity of these reports 
until after administrative hearings were held, and I raised a question 
as to whether administrative hearings had ever been held, and he 
testified that they have not, and then I would like to know why, and 
what was the purpose of holding the investigations if there were no 
hearings held to determine whether they were 

Mr. McKenna. Well, I will start, Mr. Hardy, with my recollection 
of what happened under Mr. Fahey. Of course, I was not there. 

Mr. Harpy. Let us try to confine it to that question. 

Mr. McKenna. I would like to, but I would like to go chronologi- 
cally, if I may. I will put it any way you ask, but I think that will 
be a little more easily understood. 

I think Mr. Fahey had some charges that were presented to him on 
the first day the examiners moved in in 1946. I think it was May 18 
or May 19. 

On the basis of those facts he decided he had to appoint a conservator 
immediately. That began the first examination into the inquiry of 
the matters of the association, and that as the result of that appoint- 
ment, an administrative hearing was ordered to be held on July 3, 
1946. 

That hearing was enjoined by the district court on the petition of 
the association. They asked that they themselves be enjoined from 
participating in an administrative hearing of the charges against them. 

Mr. Lovre. What association do you have reference to? 

Mr. McKenna. The Long Beach Association in court asked that 
the court enjoin them and the Administration from holding this 
administrative hearing which was designed to give them an oppor- 
tunity to show that these charges were not correct, and that injunction 
continued, I believe, for a year and a half until ‘the mandate of the 
Supreme Court threw it out, and that brings us very close to order No. 
388. 

Mr. Harpy. Were there not some other investigations held in the 
interim? 

Mr. McKenna. I believe that that was just the start of the inves- 
tigating, and I think there is even investigating now going on. 

Mr. Harpy. Well, there were other investigators’ reports issued, 
were there not? 

Mr. McKenna. But you see, Mr. Hardy, these reports are only 
the charges. They are just the. charges which give rise to the neces- 
sity for administrative hearing. 
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Mr. Harpy. Ordinarily a conservator would be removed after the 


validity of the charges had been determined; is that not correct? 

Mr. McKenna. That is correct, sir. 

Mr. Harpy. So the Board comes along and says, ‘‘We made all 
these investigations. We have got the reports. We do not know 
whether there is any truth in the charges, or not. We do not know 
whether the reports are factual, or not. We will not hold any admin- 
istrative hearing, although the injunction has recently been lifted. 
We will just go ahead and turn the thing back.” Is that what 
happened? 

Mr. McKenna. Now, of course, there all I know is the adminis- 
trative hearing was again ordered. It was postponed. That the 
Board entered into Order 388 which I understood, as they tell me, 
and I believe them, would not restore them to the original manage- 
ment, and all these charges reflect only on the management, you see. 

They have nothing to do with the financial condition of the associa- 
tion. They have to do only with what the manager himself has done 
with the association’s assets. 

That hearing was again ordered after the Supreme Court mandate 
was lifted in November of 1948. Then the district court interpreted 
388 contrary to the intentions of the Board, at least as they tell me 
was their intention, and I believe them, and ordered the association 
back. 

That meant that the Board was faced with the alternative of open- 
ing up this whole thing again and really ruining the association. I do 
not think there can be any doubt that if the Board then proceeded 
with these administrative charges, that the association would never 
get out of the mess, because one of the steps was to take an appeal 
certainly in that procedure. 

Mr. Harpy. You refer again to Order 388 as having been carried 
out contrary to the Board’s intention. Do I understand from your 
testimony here that you understand now that the Board’s intention 
was that these administrative hearings would be held before the 
conservator was removed? 

Mr. McKenna. I have no opinion on that at all. On that part of 
it, I had no opinion, because, you see, it would be consistent with 
returning the association to other management, to hold the adminis- 
trative hearings later, Mr. Hardy, and the Board has, of course, 
scheduled those administrative hearings again. They would be hold- 
ing them now, except that they are again under injunction of the 
district court. 

We have the matter before the court of appeals in San Francisco. 
We are writing the brief now. I have been working on the brief for 
the last few weeks. 

We are about ready to file the brief, and the court of appeals will 
in the next few months tell us whether we may proceed with a hearing 
on those administrative charges. It is the injunction of the district 
court that is now stopping us. 

Mr. Lansam. What would be the point of holding those after you 
have turned the assets back? 

Mr. McKenna. Again, Mr. Lanham, the Board is faced with this 
situation: The association refuses to submit its monthly reports, they 
refuse to pay for their insurance premiums, they refuse to submit to 
the ordinary supervision of a Federal savings and loan association. 
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The Board does not know what is going on there now, and it has got 
to look into these things to be able to hand!e this subject intelligently. 

It does not mean that the Board is going to take any drastic action 
afterward, but it has to, as an administrative body responsible under 
the statute—and if you will read the statute you will see the Home 
Loan Bank Board is responsible for providing for the operation of this 
association. 

It is a Federal association, and that Board cannot intelligently look 
look into this situation without knowing the facts, and that is all it is 
going to do under the present administrative hearing that was en- 
joined by the court, which is now on appeal. 

Mr. Lovre. Then the only reason why no administrative hearings 
have been held is due to the fact that every time one has been at- 
tempted, they have been enjoined by the court upon a motion of the 
Long Beach Association? 

Mr. McKenna. That is the reason no administrative hearing was 
held in 1946-47. It is the reason that none was held last year, and the 
reason that none was held this year. That is the situation, as best I 
can express it. 

Mr. Lover. Mr. Chairman, as I understand it, we can pursue this 
line of questioning at a later hour. 

Mr. Hourrte.p. This subcommittee will conduct a full and fair 
hearing, and witnesses desired by the subcommittee will have the 
opportunity to come before them. 

Mr. Lovre. This witness will be recalled so we can go ahead into 
these various charges that have been made? 

Mr. Hourrietp. That is right. 

Mr. Fiscupacn. I would like an opportunity to have clearly 
reflected in the record something | believe from my investigation to 
be the fact. 

Mr. McKenna, is it not a fact that the administrative hearing was 
not enjoined at the behest of Long Beach Federal, but was really 
enjoined at the behest of a shareholders’ committee, and after the 
Long Beach Federal through its management had requested an 
administrative hearing? 

Mr. McKenna. The answer is “‘No,”’ but I had better explain it so 
the facts will be understood. The injunction against the administra- 
tive hearing was requested by the Long Beach Federal Savings and 
Loan Association. It was requested after they had asked for the 
hearing. They asked for the hearing. Then they went to court and 
they asked that it be enjoined. 

Mr. Fiscuspacu. Now, if the record should show that the Long 
Beach Federal did request an administrative hearing right after the 
appointment of a conservator and if the record should also show that 
the injunction was issued on the petition of the shareholders’ commit- 
tee of Long Beach Federal, you would want your testimony to stand? 

Mr. McKenna. I will say that I will stand by my testimony, that 
I know the record and that the association orally asked for that injunc- 
tion against the administrative hearing they had themselves asked for. 
I am stating that as my testimony. 

Mr. Horrman: Will you read that answer please? 

(The record was read by the reporter.) 

Mr. Lanuam. Was that the first administrative hearing? 

Mr. McKenna. That was, sir. 
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Mr. Lanuam. All right. Now, who asked for the injunction against 
the other 

Mr. McKenna. The association, sir. 

Mr. Lanuam. The same association? 

Mr. McKenna. The same association, sir. 

Mr. Lanuam. And not a shareholders’ committee? 

Mr. McKenna. The shareholder in both instances asked for it, sir. 
In the first case—I had better go into the chronology of that so there 
will not be a misunderstanding—it was made by the shareholders’ 
committee, and it was also made by certain other parties, but it was 
orally joined in by the association itself at the time it came up for 
hearing, both for the restraining order and for the temporary injunc- 
tion. 

Mr. Lanuam. Does that apply to all of the injunctions? 

Mr. McKenna. It applies to both injunctions that I have in mind 
against administrative hearings; yes, sir. 

Mr. Horrman. Right there, does not the application for the injunc- 
tion show on its face who asked for it? 

Mr. McKenna. As I say, Mr. Hoffman, the written request was 
originally made by the shareholders’ committee, that the association 
orally joined in asking the judge—— 

Mr. Horrman. Orally joined? 

Mr. McKenna. Orally joined in asking the judge for the temporary 
restraining order and for the injunction. 

Mr. Horrman. Where will we find proof of that oral request? 

Mr. McKenna. That will be in the minutes of the court, sir. I 
believe we can produce it for you. 

Mr. Horrman. Cited where? Where can we get it in the record 
right here? 

Mr. McKenna. You will find it in the proceedings before the court 
on or about the 6th of June 1946. I believe I can produce it after a 
little looking through our files. 

Mr. Horrman. Mr. Chairman, may we have that at this point in 
the record so as to settle that as to who did and who did not ask for 
the injunction. 

Mr. Hourrretp. Without objection, those who agreed to ask for the 
injunction and who participated in the injunction, their names will be 
inserted in the record at this point. 

(The information supplied by Mr. McKenna follows:) 








{Extract from reporter’s transcript of proceedings, p. 977, reprinted p. 557, transcript of record, Supreme 
Court of the United States, October term, 1946, No. 687] 


Los ANGELES, CALIF., 
July 1, 1946—4:15 p. m. 
(In chambers.) 
Mr. Warxpr. I am wondering what the position of the Long Beach Federal 
Savings and Loan Association is. They are represented by counsel. 
Mr. CHapMan. We asked for the hearing and we ask that this be continued 
until the three judges can pass unon the other matters. 
The Court. You do not now desire to have a temporary restraining order? 
Mr. Cuapman. We do very emphatically desire to have a temporary restraining 
order. 


Mr. Lovrr. May we also have for the record the second time the 
injunction was requested? 
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Mr. McKenna. Yes, sir. (At p. 8198 of the printed record before 
the Ninth Circuit Court of Appeals it appears that a preliminary 
injunction was filed on October 17, 1949, in civil action No. 5421.) 

Mr. Hourriretp. Any further questions? 

Mr. Fiscupacn. Just one. Is there any question at all, so that we 
may understand the chronology of events, that at the time the Board 
made order No. 388, it had before it exhibit C, a compendium of the 
result of the investigation of the charges? 

Mr. McKenna. I have been told that the Board made no inquiry 
into the charges before issuing order No. 388. That is the extent of my 
knowledge. 

Mr. Fiscunacn. But that is not what I inquired about, Mr. 
McKenna. Is it a fact that at the time 388 was made, that the 
Board had before it and had in its possession the complete documenta- 
tion of the investigation of the charges that were made against Mr. 
Gregory or other members of the management of Long Beach Federal? 

Mr. McKenna. No; I would say that there has been additional 
information since, that exhibit C was in the files of the Board, and that 
the Board could have gone through exhibit C had it cared to. 

Mr. Fiscupacu. That is the point I wanted to clarify. At the 
time that 388 was made, exhibit C, the compendium of the result of 
the investigation of the charges which was lodged before the court 
by Mr. Siegel in 1950, was actually in the possession of the Board in 
1948, and prior to the time that it made order No. 388. 

Mr. McKenna. Of the Board’s staff. You do not mean physically 
seen by the Board members. You mean in the Board’s files. 

Mr. Fiscnpacnu. It was in the Board’s files and available to the 
Board’s members? 

Mr. McKenna. I assume so; yes. 

Mr. Lannam. May I ask this about order No. 388. Was that in 
the nature of a compromise settlement or an attempted settlement of 
the dispute between all of the parties? 

Mr. McKenna. I believe that was an effort by the Board to ac- 
complish two things. First, to go along with the Smith committee 
report which objected to the conservatorship, and secondly, it arose 
because of the very difficult technical situation in which a large per- 
centage of the conservator’s assets were tied up in court, such that 
the Board was faced with a decision of what to do with the financial 
situation. Presumably, the conservatorship technically could not 
continue. 

Mr. Houtrtevp. Is that all? 

Mr. Fiscusacu. That is all of the witness at this point. I want to 
thank Mr. McKenna for his appearance and testimony, and I would 
appreciate it if you could keep yourself at the disposal of the com- 
mittee and subject to call. 

Mr. McKenna. I will Mr. Fischbach, and I want to thank you for 
your courteous treatment. 

Mr. Houirretp. You are excused at this time. 

Mr. McKenna. Thank you, sir. 

Mr. Houirietp. Next witness. 

Mr. Fiscnpacn: Mr. Gregory, will you step forward. Will you be 
sworn, please. 
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Mr. Ho.irre.p. Do you swear that the testimony you are about to 
give to this subcommittee will be the truth, the whole truth, and 
nothing but the truth, so help you God? 

Mr. Grecory. I do. 

Mr. Houirretp. Thank you. Be seated. 


TESTIMONY OF THOMAS A, GREGORY, PRESIDENT, LONG BEACH 
FEDERAL SAVINGS AND LOAN ASSOCIATION, LONG BEACH, CALIF, 


Mr. Fiscusacn. With the permission of the chai man and the 
members of the subcommittee, I would like to address inquiries to 
this witness at this time with respect to the origination of order No. 
388, so as to give the subcommittee full understanding of that phase of 
the matter. , : 

I want it distinctly understood, and I want the record to reflect 
the fact, that Mr. Gregory, being the president of Long Beach Fed- 
eral, is the hub around which this entire controversy has raged for 
a good many years, and as there are many and divers subjects with 
which we will be called upon to deal in connection with this witness, 
I do not intend that his interrogation at this point shall in anywise 
be deemed to be either conclusive or exhaustive except with respect to 
the special subject before the subcommittee at this time. 

(Discussion off the record.) 

Mr. Houirretp. You may proceed, Mr. Fischbach. 

Mr. Fiscusacu. Mr. Gregory, you were one of the founders of 
Long Beach Federal? 

Mr. Grecory. Yes, sir, I was. 

Mr. Fiscuspacu. That is a federally chartered savings and loan 
association? 

Mr. Grecory. It is. 

Mr. Fiscppacn. When was it so chartered? 

Mr. Gregory. In 1934. 

Mr. Fiscupacn. Have you been an officer of that association for 
the entire period of time of its existence? 

Mr. Grecory. That is right. 

Mr. Fiscupacn. As an officer of the association, did you participate 
in any conference with members of the three-man Board, the Federal 
Home Loan Bank Board, in or about the month of January 1948? 

Mr. Grecory. Mr. Diver and Mr. Adams. There was one place 
vacant at that time. There were two members. 

Mr. Frscusacu. In the course of your contact with those gentlemen 
at that time, did you discuss the return of the association and the 
elimination of Mr. Ammann as conservator? 

Mr. Grecory. I did. 

Mr. Fiscupacnu. Is it true that up to that time the association 
had for some 20 months been under the management of the Govern- 
ment through Mr. Ammann? 

Mr. Grecory. That is right. 

Mr. Fiscuracn. Is it true also that at that time you and your 
colleagues on the board of directors, or your associates in the manage- 
ment of Long Beach Federal, had been excluded from the management 
of the affairs of that association? 

Mr. Grecory. That is correct. 
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Mr. Fiscuspacu. Mr. Gregory, in the course of your meetings with 
the gentlemen who represented the Board, did you discuss the making 
of order No. 388? 

Mr. Grecory. I did. 

Mr. Fiscuspacu. Were representatives of the Department of Justice 
also present on one or more occasions? 

Mr. Grecory. One particular occasion, yes, at the time it was 
drawn. 

Mr. Fiscusacn. Who was the gentleman representing the Depart- 
ment of Justice at the time order No. 388 was drawn? 

Mr. Grecory. Mr. Bergson and Mr. Davis. 

Mr. Fiscurnacu. Who is Mr. Bergson? Is he the gentleman who 
headed the Antitrust Division? 

Mr. Greaory. He was not the head at that time. Later trans- 
ferred there, as I understand it. 

Mr. Fiscusacn. What was his position at that time? 

Mr. Greaory. I understood he was assistant to the Attorney 
General. 

Mr. Fiscupacu. Who was Mr. Davis? 

Mr. Greaory. He was the deputy who argued the case before the 
Supreme Court, at which we were there. 1 do not know what his 
official capacity was. 

Mr. Fiscpnacn. Mr. MacGuineas, would you be good enough, 
please, to identify Mr. Davis for us? 

Mr. MacGurneas (Department of Justice). Mr. Osear Davis is at 
the present time an attorney on the staff of the Solicitor General in 
the Department of Justice. Prior to his taking that position, he was 
an attorney in the Claims Division of the Department of Justice, 
which division had the responsibility for the conduct of this litigation. 

As of the precise time about which you inquire, I am not sure 
whether he was then in the Claims Division or in the Solicitor General’s 
Office, but if it is important I could easily find out and inform you 
later. 

Mr. Fiscnsaca. Thank you very much, Mr. MacGuineas. 

Mr. Gregory, you say there were two representatives of the Depart- 
ment of Justice whom. you have identified, and two gentlemen who 
represented the entire membership of the Board who ‘conferred with 
you in the drafting and the formulation of order No. 388? 

Mr. Greaory. Yes, sir. There were others present, but they were 
also present. 

Mr. Lanna. He might state who else was present. We might 
want these witnesses later. 

Mr. Grecory. Mr. Heisler, general counsel for the Home Loan 
Bank Board, Mr. Wallace, counsel for the Title Service Co., Congress- 
man King, and his assistant Keith Linden. 

Mr. Fiscupacu. Was there any discussion as to what the meaning 
of order No. 388 was or what its intent was to be, and if so, tell us 
who said what and by whom. 

Mr. Grecory. There was a lengthy discussion prior to the drawing 
of order No. 388, as to the mechanics that might be used for the 
restoration of the Long Beach Federal. The “question arising in 
referring to the wording, “representative of the shareholders’? was 
included in the resolution, because the Board or the Attorney General’s 
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Office objected to the words “return to the officers of the associa- 
tion,’”’ since the shareholders had a suit pending, so they thought it 
would be better wording to say “to the representative of the share- 
holders.” 

We were perfectly willing for that to be inserted that way because 
we were the elected representatives of the shareholders. 

Mr. Fiscuspacu. Was there any controversy amongst you gentle- 
men or the gentlemen whom you described as being present at the 
meeting, as to whether {the association should go back to the manage- 
ment as represented by yourself, or whether an election should be 
held before the order was to be effective? 

Mr. Grecory. This conference we are talking about was sub- 
sequent to other conferences or meetings, one of which Mr. Divers 
set up and Mr. Adams was present part of the time, for the purpose 
of interrogating me as to the various charges that had been made 
against the association and my management, and for several hours 
he did interrogate me. 

Mr. Fiscupacu. When you say “he’ 
you mean? 

Mr. Gregory. Mr. Divers; at the conclusion he stated that so far 
as he could see there was no basis of the association having been 
seized, and he saw no reason why it should not be returned. 

Mr. Fiscupacu. Please identify the gentleman to whom you 
attribute those words. 

Mr. Grecory. Mr. Divers. He made that remark in the presence 
of Mr. Linden. He reiterated it in my presence to you, and to 
Congressman King. 

Mr. Fiscusacu. Did there come a time when, after the preparation 
of order No. 388, it was physically delivered to a person? 

Mr. Gregory. Yes, sir. 

Mr. Fiscupacn. Will you tell this committee when and where that 
took place and what happened, and who was present? 

Mr. Grecory. The order was drawn in the Attorney General’s 
office—at the conference I mentioned in Mr. Bergson’s office—the 
night of the 16th of January. The next day the Board called and 
said that they had adopted the resolution, and would I come over 
and get it. 

There was present at that time, at the time I got to the office, Mr. 
Divers and Mr. Adams, Congressman King and his assistant, Mr. 
Linden, and Mr. Wallace from the Title Service Co., and myself. 

Mr. Fisvupacu. You have twice mentioned Mr. Wallace’s name, 
and I want the record to show if Mr. Wallace is available to the sub- 
committee. Is he dead or alive? 

Mr. Grecory. He passed away in one of the conferences here in 
Washington subsequent to that. 

Mr. Fiscupacu. But every other person whom you have men- 
tioned is available to the committee? 

Mr. Grecory. That is right. 

Mr. Fiscupacu. All right; proceed, please. 

Mr. Grecory. Mr. Wallace reached for the resolution from Mr. 
Divers, and he drew it back. 

Mr. Houirrevp. Please identify who “he” is. 

Mr. Grecory. Mr. Divers drew it back and said, “No. We took 
the association away from Mr. Gregory and we want to return it to 


’ interrogated you, whom do 


Se reek ee eg ar er cee 














FSS Re 


RESO 











it 


a 
& 
# 
a 
x 
2 





ARN MEAL ON a aS ae a 


INVESTIGATION; OF HOME LOAN BANK BOARD 77 


him,” so he walked around the desk and brought it to me and handed 
it to me. : ; 3 

Mr. Fiscusacu. No further questions at this point. 

Mr. Houirietp. Any questions at this point? 

Mr. Horrman. Only one. Where he said January—what year? 

Mr. Grecory. January 1948. 

Mr. Fiscupacu. That took place in the Board office in Washington? 

Mr. Grecory. That is right. 

Mr. Houirretp. Any further questions? 

Mr. LANHAM. Was anything said at that time about holding another 
election, determining who the representatives of the shareholders 
were? 

Mr. Gregory. At that particular time he handed me the resolution, 
no. It had been in discussion prior to the drawing of the resolution. 

Mr. Lanaum,. There had been none prior? 

Mr. Grecory. There had been a discussion prior to drawing the 
resolution in the same conference in which the resolution was drawn. 

Mr. LanauM. What was the conclusion? That there would not 
be required another election, or that there would be? 

Mr. Gregory. I certainly took it there would not be another 
election required because of the fact that we put in there “the repre- 
sentatives of the shareholders.” 

The representatives of the shareholders, according to the charter 
and the rules and regulations, are the elected officers, or elected directors 
of the Association who elect the officers. 

Mr. Lanuam. That would not necessarily mean there would not be 
another election. 

Mr. Grecory. Certainly there would be an election in the course 
of events, because we had not had an election since the seizure. We 
were perfectly willing that there be an election held, and there was 
subsequently an election held. 

Mr. LanHaAm. But did you come to any definite conclusion at those 
conferences, that the assets would be returned to the present-at-that- 
time representatives? 

Mr. Grecory. There certainly was no question in my mind but 
that that was the intention of it. 

Mr. Horrman. Not your conclusion but what was said about it 
and by whom. 

Mr. Lanuam. Yes. Did anybody representing the Board or the 
Department of Justice say that there would be no election required, 
prior to the return of the assets to the association? 

Mr. Grecory. As to labeling that to the specific party, there was 
a general discussion as to what the mechanics would be to hold an 
election, and one of the questions that came up was how the thing 
could be held, because there was the charge that the association had 
been seized illegally, and the question arose whether or not Mr. 
Ammann or the Board could legally hold an election if that were 
true, so that would cast a reflection as to whether or not an election 
could be legally held. 

The consensus of opinion at the time, I understood it, was that 
that would raise,another legal question, and the only appropriate 
way to return the association was as we have described, to the repre- 
sentatives of the shareholders, who were their legally elected directors 
at the last election held. 
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Mr. Harpy. If the order was to be effective as of the time it was 
issued, the only representatives that it could be turned over to were 
the then representatives of the shareholders? 

Mr. Grecory. That is correct. 

Mr. Horrman. What was this talk? Was there any talk there at 
that conference about an election? 

Mr. Greacory. Yes, there was. 

Mr. Horrman. Or, as Mr. Hardy suggested, if the only people 
who could get it were the then-present officers, what is the use of 
holding an election? They are in. 

Mr. Grecory. No. Congressman, there was the intention on the 
part of the Board and the agreement on the management of the 
association 

Mr. Horrman. This is your opinion now. 

Mr. Grecory. No. That was a part of the discussion. 

Mr. Horrman. You are not telling what was said. You are 
telling what you understood. 

Mr. Grecory. Well, it is difficult to name names as to who said 
what. It was in a discussion, with everybody speaking, over a 
period of several hours in an evening, and this resolution is the 
conclusion or the culmination of those ideas. 

Mr. Horrman. As I understand you, you express your inability 
to tell what was said and by whom, so necessarily it follows that 
what you are telling us now is your understanding of what happened 
there. 

Mr. Grecory. My understanding of what was said there? 

Mr. Horrman. Yes. If the agreement was to turn it back to the 
then-present officers of the association, how would the question of 
election be involved at all? 

Mr. Grecory. Because there had not been an election since the 
association had been seized, and according to the charter there is 
supposed to be one held each January. There not having been any, 
the discussion was that it should be held as soon as practical after 
the return of the association, which is what we did. 

Mr. Horrman. At that election did they elect a different board? 

Mr. Grecory. No, sir. 

Mr. Horrman. Different representatives? 

Mr. Gregory. The court directed the election, appointed a special 
master who supervised the mailing of notices to all of the share- 
holders, and in addition published the notices in the paper. Each 
shareholder was mailed a notice of the election. The result was a 
unanimous vote reelecting all the representatives. There was no 
dissenting vote. 

Mr. Horrman. So they were the same directors who were repre- 
sented at this conference? 

Mr. Gregory. That is right. 

Mr. Ho.trrrevp. How long a period of time after the return of the 
association was this election held? 

Mr. Gregory. In July. 

Mr. Houtrieip. When was the association returned? 

Mr. Grecory. In January. ‘The delay there was involved by the 
tremendous difficulty in making receipts and returning of the books 
and documents to the association. It was up until May or June before 
the representatives of the Home Loan Bank Administration left. 
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Mr. Horrman. If the same individuals were elected to represent 
the association as were present or represented at this conference, how 
does this question of whether there was or was not an election, or 
who directed it or held it, become important? 

Mr. Gregory. I do not know. 

Mr. Horrman. I do not, either. 

Mr. Fiscupacnu. | might be able to state for the edification of the 
members of the subcommittee, that the whole importance of this 
aspect of an election stems not from order No. 388 but stems from a 
telegram which urged upon the court something which apparently 
was in conflict with order No. 388. 

Mr. Horrman. You mean an election? 

Mr. Fiscupacu. Correct. 

Mr. Horrman. What is the difference if Mr. Gregory was present 
at this conference where 388 was decided upon and represented the 
association, and later he was again elected? What difference does it 
make? 

Mr. Lanuam. It just shows vacillation on the part of the Board in 
changing its mind, to me. 

When did you first hear that they had changed their minds and 
wanted an election before it was turned back? 

Mr. Gregory. Counsel called me from Arizona and told me that 
that was a proposition submitted there and asked me for my explana- 
tion of what happened at the time Resolution 388 was drawn. 

Mr. Lannam. When was that? 

Mr. Greogory. That was in the week following January 17. I 
think it was a day or two prior to January 23. 

Mr. Lannam. Was it during the discussion of the whole problem 
with Judge Hali in Phoenix? 

Mr. Gregory. That is correct. 

Mr. Fiscupacu. Judge Lanham, will you propound this question 
to the witness? 

Mr. LANHAM. You propound it, please, sir. 

Mr. Fiscupacu. Thank you. Was there present in Washington 
on the 17th of January 1948, the day order No. 388 was made, or on 
the 16th of January 1948, at the conference you have testified about, 
any representative of the shareholders of Long Beach Federal or of 
the management of Long Beach Federal, other than yourself, and if 
so, who was he? 

Mr. Gregory. There was none. 

Mr. Fiscnpacu. So that in the conference with Mr. Divers and 
Mr. Adams and with Mr. Davis and Mr. Bergson, you were recog- 
nized as having some connection with Long Beach Federal? 

Mr. Gre@ory. As president and manager. 

Mr. Fiscupacu. You testified that Mr. Divers physically handed 
the order to you after Mr. Wallace, counsel for one of the litigants, 
had reached for it? 

Mr. Gregory. That is correct. 

Mr. Fiscupacn. You also said Mr. Divers made a statement. Will 
you repeat it, please? 

Mr. Gregory, He said, “No. I want to hand the resolution to 
Mr. Gregory. It was Mr. Gregory from whom we seized the associa- 
tion, and I want to give it back to him personally.”’ 
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Mr. Horrman. Well, now, right there, did he get it back or did 
he not? 

Mr. Grecory. I got the resolution. 

Mr. Horrman. Did you get the business? 

Mr. Gregory. After the court implemented the resolution, by the 
court order. 

Mr. Horrman. Have you got it now? 

Mr. Greaory. Yes, sir. 

Mr. Horrman. What is the trouble now? You see, I am ignorant 
of this whole previous proceeding. 

Mr. Hourrretp. Will you please state for the record the status of 
the institution at this time as far as management is concerned, and 
the status as far as the impounded assets are concerned. 

Mr. Horrman. What do you mean, he got back the bag with 
nothing in it? 

Mr. Gruaory. Very substantially, Congressman, that is true. 

Mr. Ho.utrrevp. Please state it briefly. 

Mr. Greaory. We got the order for the return of the association, 
which order provided for an accounting by Mr. Ammann. The 
order also provided that a copy of it, that is, a resolution, be filed 
with the United States district court. 

The accounting ordered in the resolution and by the court order, 
has not yet been made to the satisfaction of the court, and we do not 
yet have much of the assets back that was provided to be returned 

y the resolution. 

Mr. Houirietp. Approximately how much of the assets are in the 
registry of the court and withheld from your association? 

Mr. Grecory. About $7,000,000, roughly that. 

Mr. Horrman. What I understand, then, Mr. Chairman, if I am 
right about this, is that they got the technical or legal part of the 
thing back, but they did not get the substance. Is that it? 

Mr. Grecory. That is substantially it, yes, sir. We found that 
Mr. Ammann, while he had been there, had executed notes to one of 
the banks in controversy, the San Francisco bank, for an amount of 
$7,300,000, and had paid off a million of it, leaving at the time they 
got the association back $6,300,000, which he claimed was an obliga- 
tion of the association, for which he had pledged 13 or 14 million of 
the association’s assets. 

In order to function at all, it became necessary to go to the court 
and ask that those assets be delivered to the court because of the con- 
troversy, and finally after a hearing—and it was hotly contested by the 
representatives of the Board—the judge issued a judgment directing 
that the assets be delivered to the court. 

After that time, we made an application to the court for the amount 
of assets in excess of the normal amount that would be required to 
secure a note, to be released to the Association to give it something 
to function on. The remaining assets are still there in controversy. 

Mr. Horrman. Perhaps I should not have asked that question at 
this time. That phase of this thing will be developed later? 

Mr. Hourrrevp. It will be developed later. 

Mr. Lovre. In your testimony you made reference to the illegality 
of the appointment of a conservator. Is it true that that question has 
been adjudicated by a court of competent jurisdiction? 
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Mr. Grecory. Yes, sir; there was a confession of judgment by 
the Board in formulating Resolution 388. 

Mr. Lovre. Is it not true that the Supreme Court of California 
determined that question, or the Federal court, the Supreme Court 
of the United States, adjudicated the legality of the appointment of a 
conservator? 

Mr. Gregory. No, sir. It adjudicated the legality of the statute 
upon its face. It did not adjudicate the justness or unjustness of the 
appointment of a conservator. Neither did it interpret the i 
promulgated by the Board, which are still elements before the court. 

Mr. Lovee. You were here this morning when Mr. McKenna 
testified? 

Mr. Gregory. Yes, sir. 

Mr. Lovre. Did you hear him so testify that that question was 
adjudicated by the Supreme Court of the United States? 

Mr. Grecory. Yes, sir. I believe Mr. McKenna to be in error. 

Mr. Lovre. One other question. If Mr. McKenna is correct, 
then we can proceed under the assumption that the appointment of 
the conservator was legal? 

Mr. Grecory. No, sir; for this reason: There was never before the 
Supreme Court the conditions under which the conservator 

Mr. Lovre. I said if Mr. McKenna was correct, then we can pro- 
ceed under the assumption that the appointment was in accordance 
with the statutes? 

Mr. Gregory. No, sir. 

Mr. Lovre. Not even if he is correct? 

Mr. Greaory. No, sir; because he left out one element that is a 
very important one, and that is whether the conservator was appointed 
arbitrarily or for the purposes stated, which we contend he was not. 
We contend it was fraudulently stated and not for the purposes 
stated in the resolution. 

Mr. Lovre. The Supreme Court made an element? 

Mr. Grecory. No, sir; that element has not been before the 
Supreme Court at all. 

Mr. Lanuam. That is a question of fact, is it not, instead of law? 
It just has not been determined. 

Mr. Gregory. Except by the confession of judgment by the Board. 

Mr. Karsten. You said fraudulently appointed? 

Mr. Grecory. That is correct. 

Mr. Karsten. Would you elaborate on that? 

Mr. Grecory. The controversy arose out of the seizure of the Los 
Angeles bank on March 29. 

‘Mr. Fiscnsacu. Your controversy with whom? 

Mr. Grecory. With Mr. Fahey, Commissioner of the Home Loan 
Bank Board, arose prior to that date over the appointment of officers 
to the Los Angeles bank. I was on the board of directors and on a 
committee which came back to confer with Mr. Fahey. 

We made a complaint to the Smith committee of the arbitrary 
action of Mr. Fahey. The answer to that complaint was the seizure 
of the Los Angeles bank and the merger with the Portland bank, 
renaming it the San Francisco bank, or Federal Home Loan Bank of 
San Francisco, to be exact. 
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We amended the complaint before the Smith committee to include 
that. The answer to that was a seizure of the Long Beach Federal 
Savings in an attempt to stop the hearing before the Smith committee. 

Mr. Karsten. Was that fraud? 

Mr. Grecory. We believe it to be. They stated that they seized 
it because of elements involved in their more definite statement. 
Their first statement was very general. We asked for specific charges. 
They got out the more definite statement. 

We do not believe the association was seized for that purpose at 
all, because there is nothing in the more definite statement. 

Mr. Lanuam. You mean that they were not acting in good faith? 

Mr. Grecory. That is correct. We think it was fraudulent to 
seize the association——- 

Mr. Fiscuspacn. Did not Mr. Fahey also take a position before the 
Smith committee that since he dissolved the Los Angeles bank, they 
could no longer complain? 

Mr. Grecory. That is correct. He made an answer in writing 
that the Los Angeles bank had been liquidated, and because it had 
been, it was not in a position to complain. 

Mr. Fiscupacu. Mr. Gregory, I wanted to call one other thing to 
the attention of the subcommittee, since your testimony went beyond 
the scope for which I called you to the witness stand. 

What was the size of your institution on the day that it was seized 
under Mr. Fahey’s order? 

Mr. Greeory. Approximately $26,000,000, with savings accounts 
of $22,600,000. 

Mr. Fiscunacu. Did you owe any money to the Government? 

Mr. Gregory. None at all. 

Mr. Fiscupacn. To any agency of the Government? 

Mr. Greeory. None at all. 

Mr. Fiscupacs. Did you have any free liquid assets? 

Mr Grecory. We had $8,300,000 of United States Government 
bonds on deposit with the Federal Home Loan Bank of Los Angeles 
for safekeeping, at the time it was seized, and we were unable ever to 
recover them from the San Francisco bank after the seizure of the 
Los Angeles bank. We had in addition to that, about $3,000,000 in 
Government bonds, and perhaps a million or a million and a half 
dollars in cash. 

Mr. Fiscusacu. You had about a million or a half million in cash? 

Mr. Grecory. A million or a million and a half. I have forgotten 
the figures now. 

Mr. Fiscupacu. Mr. Gregory, when you got the association back, 
what was the size of the association? 

Mr. Grecory. The savings accounts were less than $13,000,000. 
It owed $6,300,000 of Ammann’s notes. The cash position was less 
than—or was $346,000 I think, to be exact. The loan commitments 
on the books were equal to that or more. 

The commitments, written commitments made to customers in 
the community not on the books, not reflected in the general ledger, 
amounted to another $100,000 or more, and then there are other 
trustee liabilities, leaving the association short of a cash position of 
about a half million dollars. 
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Mr. Fiscupacn. Were the $8,300,000 in Government bonds avail- 
able to the association? 

Mr. Gregory. We have never gotten them back yet. 

Mr. Lanna. Where are they now? 

Mr. Gregory. $5,300,000 are in the registry of the court. Mr. 
Ammann is to account for the balance of them, which he claims went 
into the assets of the association, but a sufficient accounting has not 
been filed to either be acceptable to the court or to the association. 

Mr. Lanuam. Has he accounted for this money that he borrowed? 

Mr. Grecory. No. sir. He filed an accounting for example in three 
or four figures added together, amounts to some nine hundred and 
some odd thousand dollars interest collected, with no detail from 
whom it was collected, the rates paid or anything about it or what 
dates it paid the interest. Just a lump-sum figure. 

The same is true of the accounting for the expenditures of the 
conservator while he was there, which amounted to $70,000 some 
odd which were paid, and additional claim of ninety-odd-thousand 
dollars. 

There are other elements. For example, the association had 
$4,000,000 or approximately that of collections for other people 
where we collected as a courtesy for them. There has been no account- 
ing as to what he did with the documents seized or any accounting 
as to what he did with the assets or collection. 

Mr. Lanuam. Was he under bond personally? 

Mr. Grecory. Under $100,000, bond, I am told. 

Mr. Houtrretp. What type of bond? 

Mr. Grecory. Fidelity bond. It is now under registry of the 
court, and suit has been brought to recover on the bond. 

Mr. Horrman. Is not this issue as to what you are entitled to have 
back, now before the court? 

Mr. Grecory. That is correct. 

Mr. Horrman. Why isn’t the court permitted to decide that? 

Mr. Grecory. We would be perfectly willing to, Congressman. 
The particular issue before the group here is that they have failed to 
restore the Los Angeles Bank which was seized as a part of the series 
of seizures at that time. 

Mr. Lovee. Mr. Greogory, in your opinion, was Mr. Ammann 
considered the arm of the court or the arm of the Board? 

Mr. Grecory. An arm of the Board. At no time was he ever con- 
sidered an arm of the court. 

Mr. Fiscupacnu. When Mr. Ammann took the association from 
you pursuant to Mr. Fahey’s order, did he give you a receipt for any 
of the assets? 

Mr. Gregory. No, sir, he refused to give us a receipt for any of the 
assets. 

Mr. Fiscusacu. Did he give you a receipt for any of the cash? 

Mr. Gregory. No, sir. 

Mr. Fiscupacu. Did he allow you to count it? 

Mr. Grecory. His examiners counted it, but he refused to let 
the eee of the association participate. Some of the employ- 
ees did. 

There was present at that time certified public accountants in 
the office, two of them, whom we requested him to let count the 
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cash with him and count the bonds and make a disposition or an 
accounting for what was there, and he refused to let them do that too. 

Mr. Fiscusacu. Since the return of the association have you been 
and are you now under bond of $1,000,000? 

Mr. Grecory. That is correct, and I was under a bond prior to the 
seizure. 

Mr. Fiscuspacn. How much? 

Mr. Grecory. $200,000. 

Mr. Fiscupacu. And now it is $1,000,000? 

Mr. Gregory. That is right. 

Mr. Fiscupacu. And that is in full force and effect? 

Mr. Grecory. That is right. 

Mr. Fiscuspacu. One other thing. It is my impression that Mr. 
McKenna stated that the Board does not know what is going on out 
in your association, and in connection with that I woke like to ask 
whether since you have gone back under order No. 388 and the court’s 
order implementing it, the Home Loan Bank Board, through its 
supervisory agents in the field, has made an examination of your 
association. 

Mr. Grecory. There were several of them spent nearly a month 
there last year, at the conclusion of which the examiner under oath 
stated there was nothing he could find was wrong with the association. 
They made a complete and thorough examination. 

On last November 2 the representative of the Board, the super- 
visory agent, Mr. Frank Noon, came to the association and spent con- 
siderable time there and took figures off the books and they have access 
to them whenever they want to. 

Mr. Lanuam. Have you ever refused to answer any inquiry made 
by the Board or its representatives? 

Mr. Grecory. We have not refused at any time to answer any 
inquiry asked by them. We did refuse to sign some reports, the terms 
of which were held by the court in its judgment that if we had done so 
we would have waived our liabilities or our claims against the Board. 
They attempted to force us to sign those, and we refused. 

Mr. Lanuam. Who did that? 

Mr. Gregory. The regular monthly report. 

Mr. Lannam. Who attempted to make you sign them? 

Mr. Gregory. The Home Loan Bank Board by its resolution 2015 
attempted to reseize the association because we did not sign such state- 
ments. 

Mr. Lanuam. I am trying to get at who asked you to sign these 
statements. 

Mr. Gregory. I do not believe—I may be wrong, I would have to 
refresh my memory—lI do not think we have had a specific request to 
sign a monthly report from the Board. It has been discussed. We 
take the position that we do not know what the assets are until Mr. 
Ammann makes his accounting. 

Mr. Lannam. But you say they tried to reseize? 

Mr. Gregory. That is correct. 

Mr. Lanuam. Because you did not sign these reports? 

Mr. Gregory. That is right. 

Mr. Lanna. Who asked you for these reports that you say you 
refused to sign? I can understand how they can attempt to seize it 
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again for the reason that you had not signed certain reports, and yet 
you cannot tell me who asked you to sign them. 

Mr. Gregory. It was discussed with members of the Board, the 
supervisory agent in the field, and the examiners in the association. 

Mr. Lovre. Can you name them? 

Mr. Greaory. Yes, I have talked to Mr. Adams about it, I have 
talked to Mr. Divers about it, to Mr. Noon about it. 

Mr. Fiscupacu. Who is Mr. Noon? 

Mr. Grecory. He is the supervisory agent in charge of that area 
for the Home Loan Bank Board. 

Mr. Lanuam. Did he present any definite report that you were 
to sign? 

Mr. Grecory. There is in existence what we call a monthly report. 
That is a regular form to be signed, and that is the form discussed. 
We are all familiar with it in the business because it is normally 
signed, and that is the one that contains the clause I am talking about. 

Mr. Hourrretp. For further clarification, the regulations and rules 
of the Home Loan Bank Board require each association to make a 
monthly report, do they not? 

Mr. Grecory. That is correct. 

Mr. Harpy. You have not made that report? 

Mr. Grecory. That is right, and the judge, after a hearing, has 
held that had we made the report on the form that they required, we 
would have waived the rights of the shareholders without their consent, 
and the officers were in no position to do it. If you would like, I will 
read you the finding of the court on that. 

Mr. Lovers. It is not necessary for them to notify you to sign that 
report, is it? 

Mr. Gregory. No. That is customary and normal. We have 
another association too, Congressman, at Bellflower which was not 
seized, the First Federal Savings and Loan Association of Bellflower. 
We make our reports there regularly. 

Mr. Houtrrevp. The basic reason for you not making the monthly 
report is that the accounting of Mr. Ammann, the conservator, did 
not give you and did not give to the court a fair basis on which to 
start your financial report. 

Mr. Grecory. We do not know the basis. 

Mr. Houir1etp. You do not know the basis? 

Mr. Greaory. That is right. 

Mr. Houtrre.p. Therefore, you cannot file a full and complete 
report on your association until you do have a basis to build your 
financial statement? 

Mr. Gregory. If I signed the reports, I would be signing something 
that I do not know to be true. 

Mr. Lanuam. Mr. Chairman, I would like at this point to have the 
order of the court introduced in the record, which he said he can quote. 
If it is written, I think it should be introduced into the record at this 
point. 

Mr. Fiscupacu. May it be considered introduced at this point? 

Mr. Hourrrevp. If there is no objection, appropriate excerpts from 
the specific order referred to will be inserted in the record. 

(Relevant excerpts from the order of the District Court of the 
United States for the southern district of California follow:) 
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65. That it presently appears that defendant A. V. Ammann, as purported 
conservator of said Association, was in possession of its books, records, accounts, 
assets and business, for approximately twenty months, from May 20, 1946, to 
January 24, 1948, during which period of time, all entries made in the books, 
records, and accounts of said Association, were so made by, or under the direc- 
tion of, the said defendant A. V. Ammann. 

That it is alleged that he made substantial changes in multi-million dollar 
amounts in various items of the assets and expenses, and capital liability and 
income columns of said Associations’ balance sheets, and books. That among 
such alleged changes were: 

(a) That some, but not all of such alleged changes and asserted claims of 
liability in connection therewith are referred to hereinbefore in paragraph 34 (h) 
hereof. (Also see footnote No. 9.) 

(b) That it is impossible at this time to state all [12070] of the various con- 
tentions and claims of all of the various parties to this litigation, and it would 
be an abuse of judicial discretion to attempt in this order to do so, in view of the 

nding accounting of said Ammann, the pending discovery proceedings, includ- 
ing the deposition of Fahey, and the fact that the present posture of the case is 
not such as to permit a pretrial conference and clarification of the issues under 
Federal Rules of Civil Procedure. 

66. That each and all of the foregoing, as well as the contentions of the parties, 
create contingencies, variations and changes in all totals of the columns of assets, 
liabilities, expenses, income, reserves, surplus, undivided profits and other totals 
and subtotals in said books, balance sheets and the reports, mentioned in said order 
2015, causing binding statements of the same, (prior to decision by the Court of 
the said accounting), to be inappropriate, impractical, and impossible. 

67. That the forms of monthly report required by defendants Home Loan Bank 
Board and their subordinates; supervisors and examiners, contain the following 
certification: 

“IT hereby certify that the above report was taken from the books and 
records of said Association as of the date indicated and to the best of my 
knowledge is true and correct.’’ 

That said defendants require such certification to be signed by a responsible 
officer of the Association, such as its President, Vice-President, Secretary or 
Assistant-Secretary, and also require the affixing of the seal of said Association, 
thereby binding and obligating said Association by the statements therein con- 
tained. That the giving of the required monthly report, in the form required by 
said Board, under the circumstances in dispute in this litigation, including the 
said form of certification, would or might, require said Association to prejudice, 
waive, or abandon the litigation of the Association’s shareholders in the class action 
herein brought on behalf of said shareholders, without the consent, [12071] 
agreement, or knowledge of said shareholders, the plaintiffs in this action, suing 
on behalf of the class of approximately 16,000 of such shareholders, and particular- 
ly so because it presently appears that upon the seizure of said Association on 
May 20, 1946, by said Ammann, all the books and records of said Association 
were taken possession of by Ammann, without giving any receipts therefore, or 
any kind of a list or inventory thereof, of any kind or nature whatsoever. 

68. That said Association was examined by approximately seven examiners of 
defendants Home Loan Bank Board, in charge of Examiner Clifford F. Turner, for 
approximately 30 days, from July 18th, 1949, to August 17th 1949, the number of 
such examiners varying from time to time during said period. That at the con- 
clusion of such examination, an affidavit as to the correctness of said books, and 
records, of said Association, was required of the officers of said Association. That 
said Affidavit included verification as to correctness of entries made as to the said 
disputed items by the defendant A. V. Ammann as purported conservator. 

69. That the President of said Association did make an affidavit as to the cor- 
rectness of all entries and matters in said books and records of said Association, 
made or entered by said Association’s officers and directors, but said affidavit 
contained provisos that all such entries were subject to the outcome of the within 
litigation and said affiant declined to verify the accuracy of the entries in dispute 
in this litigation, and made by the defendant Ammann as purported conservator. 

That notwithstanding the giving of such qualified affidavit, ground No. 2 of 
said Order No, 2015, threatens appointment of a receiver for said Association by 
said defendants. 

(Findings of the United States District Court, Southern District of California, 
pp. 8277-8280 of the printed record before the Ninth Circuit Court of Appeals in 
Civil Action Number 5421.) 
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(h) That the making of said Order No. 2015 constitutes a threat on the part of 
said Home Loan Bank Board, that said Board will appoint a receiver for the 
purpose of liquidation of said solvent Association. That now to co mety or to have 
complied with the requirements as set forth in arabic numerals 1, 2, 3, and 4, of 
said order 2015, it would be and would have been necessary for said “Association to 
abandon some, or ali, of the various contentions made by it, or in its behalf, in 
the various pleadings on file herein, some of which contentions concern: (1) the 
question as to whether or not the Association is, or is not, indebted at all, on the 
$6,300,000.00 in notes, now on deposit in this Court; (2) the question of whether 
or not, if it is indebted, to whom it is indebted, and the sum of such indebtedness; 
(3) the question of the validit y of all the acts performed by said Conservator during 
the period of his possession of said Association, not only with reference to the things 
specifically alleged in the pleadings, but also with particular relation to the 
accounting of said conservator ordered by the Board and by this Court, and which 
accounting has not yet been completed; (4) the question of the alleged conversion 
of approximately $11,000,000.00, in face value, of United States Government 
bonds, together with any damages that may or may not have resulted from such 
alleged conversion, by certain defendants, among which are the San Francisco 
Bank, the Home Loan Bank Board, said Fahey, Ammann, Federal Savings and 
Loan Insurance Corporation; (5) the question as to the purchase during [12064] 
the period of said conservatorship of approximately 6,000 shares of stock in the 
San Francisco Bank, at a cost of approximately $600,000.00 of said Association’s 
funds; (6) the question of the validity of the proposed $90,000.00 charge against 
the Long Beach Association, proposed to be made for the cost and expense of 
said conservatorship, and in addition thereto, the approximately $73,000.00 
already paid on account, by defendant conservator, of such charges and expenses; 
(7) the question of the liability, if any, for making what is alleged by said Associa- 
tion to be loans in the sum of approximately $4,000,000.00, by said Conservator, 
and any losses in connection with said loans by virtue of their extension thereof, 
or reduction of interest rates, or other changes in the terms of payment; (8) ) the 
question of the validity of the endorsement by said Ammann as conservator, of 
approximately $12,000,000.00 in deeds of trust and notes to the San Francisco 
Bank; (9) the question of the ownership of approximately $5,300,000.00 of bonds 
on deposit in this Court, with accrued coupons, and the sum in excess of 
$1,000,000.00 now on deposit in the Registry of this Court; (10) the question of the 
ownership of the $50,000.00 check deposite din Court by ss hid defendant and cross- 
claimant in interpleader Robert H. Wallis; (11) the question of the amount of 
insurance premiums due the Federal Savings and Loan Insurance Corporation, 
and the insurance premiums heretofore paid by said conservator; and (12) the 
question of liability among defendants and cross-defendants Home Loan Bank 
Board, Federal Savings and Loan Insurance Corporation, and the other de- 
fendants, including the trustees of said insurance corporation, and the members 
of said Home Loan Bank Board, for the damage claims, of approximately 
$20,000,000.00 alleged against said defendants and cross-defendants, by said 
Long Beach Association. 

That the foregoing statements are not inclusive of all of the matters and things 
and properties involved, and which are or may be in issue in this litigation, and 
are not intended to be a [12055] conclusive statement of all of the things which 
said Association will or might be compelled to concede by the threats of said 
Order. 

(Findings of the United States District Court, Southern: District of California, 
pp. 8253-8255 of the printed record before the Ninth Circuit Court of Appeals in 
Civil Action Number 5421.) 


Mr. Fiscuspacu. One other matter, Mr. Gregory. Mr. Mce- 
Kenna, I believe, stated to the subcommittee that you had refused 
to pay the insurance premiums during the period of time that has 
intervened since order No. 388, and I believe his reference to insurance 
premiums meant the insurance premiums due to the Federal Savings 
and Loan Insurance Corporation. 

Now is it a fact, Mr. Gregory, that those insurance premiums have 
been paid into court pursuant to court order? 

Mr. Grecory. That is right. They were paid into court by order 
of the court. The court now holds the funds. 
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FURTHER TESTIMONY OF WILLIAM F. McKENNA, ASSISTANT 
GENERAL COUNSEL, HOME LOAN BANK BOARD 


Mr. Harpy. Right at that point, I think it might be appropriate 
to inquire of Mr. McKenna whether he knew they had been paid in 
court by order of the court. Mr. McKenna, can you answer that? 

Mr. McKenna. I did know, sir, that money had been paid into 
court as insurance premiums. 

Mr. Harpy. Would you not like your testimony amended to show 
that, because it certainly is not full and complete. 

Mr. McKenna. If it misleads, it certainly was unintentional. If 
you feel it does mislead, I would like to say money has been paid into 
the court 

Mr. Harpy. You gave me the impression they have refused to pay 
them. 

Mr. McKenna. They have refused to pay them. We have to 
continue insuring the accounts of that association. We get no money 
from them for insuring those accounts. We do not even know what 
our liabilities are. 

We do not even know whether we are insuring $40,000,000 or 
$5,000,000 worth of accounts there, and unless we do, we do not know 
how much our potential liability throughout the United States is. 

Mr. Harpy. Just a minute; let me get back to the one point. I 
understand that while you testified that they had refused to pay the 
insurance to the Home Loan Bank Board, or whatever the outfit is 
it is supposed to be paid to, while that has not been paid direct, it 
has been paid into the court by order of the court. 

Mr. McKenna. That is true, sir; but 1 might qualify it with this: 
That that payment into court is not recognized by the Government 
as having any effect whatsoever. It is not a payment to us, and we 
do not know whether the whole amount or what proportion of it is 
paid in court. 

Mr. Lanuam. You could determine by going to the court records 
certainly. 

Mr. Gregory. Congressman, a copy of the pleadings were served 
upon them at the time we proposed to pay it into court, and the 
judgment of the court in connection with it was served upon them too. 

Mr. McKenna. The amount of insurance premiums in each case 
is determined by the share capital, and the credit liabilities of the 
association. 

I might add, sir, that we cannot tell how much is due until we have 
the monthly reports which set forth those amounts. 

Mr. Lanuam. Are not those monthly reports made to the court, 
and can’t you go to the court? 

Mr. McKenna. They are not, sir. We do not know how much is 
due. They are not made to the court. They are not made to us, 
and there is just no excuse for it because they could put any qualifica- 
tion they want to on it. Any qualification they want, reserving any 
rights whatsoever, can be stated on it. All they have to do is tell us 
what they feel they are sure is the case, and they can say anything 
else is in doubt. 

Mr. Harpy. I just want to be sure of one thing. You are not 
taking issue with the order of the court which permits them to apply 
those payments there. 

Mr. McKunna. Weare, sir. We say the court has no jurisdiction. 
That matter will shortly be decided, we hope, by the court of appeals 
in San Francisco. The whole matter is now on appeal. 
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Mr. Harpy. That is another pending suit? 

Mr. McKenna. It is involved, we believe, in the entire appeal 
now pending. There are three appeals pending, and we hope the 
circuit court will determine all those subsidiary questions, and there 
are many, many of them. 

Mr. Harpy. You do not as a lawyer hold this association liable for 
not paying those funds into the Home Loan Bank Board until after 
an adjudication has been made by the court, do you? 

Mr. McKenna. We do, sir, because we feel 

Mr. Harpy. Notwithstanding an order of the court? 

Mr. McKenna. There has been no final order, sir. This is just a 
preliminary interpleader. Anybody can interplead funds with a pre- 
liminary order of the court, and I do not think we opposed the 
order 

Mr. Lanuam. Do you mean that you think you are above the order 
of the court or your Board is superior to the court? 

Mr. McKenna. On the contrary, when the court issues a final 
order, we are bound by it of course. 

Mr. Lanuam. In the meantime aren’t you bound by an interim 
order? As I understand legal proceedings, you are. 

Mr. McKenna. Sir, the whole matter is now on appeal. The 
matter of a justification for our position on these insurance premiums 
is now on appeal. We are now testing it through the court pro- 
cedure. We are obeving the court processes. 

Mr. Lanuam. Until the court order is reversed, certainly the order 
is binding upon you. 

Mr. McKenna. It certainly is, sir. We recognize it as such. We 
have done it consistently, and the matter which is referred to as 
another attempt to take over the association is merely an inquiry 
into these matters. 

We have been prevented from making any inquiry by the order of 
the court which is referred to. 

The order that is now on appeal, it is about to be resolved by the 
circuit court. You do not need my assurance that the Government 
is going to respect the order of the court. 

Mr. Harpy. Until that is settled, are you not leaving an erroneous 
implication when you say they have refused to pay it to you, if it is 
tied up under court order? 

Mr. McKenna. That of course is our position. It may have been 
erroneous to the committee. If it is, I am sure it was entirely acci- 
dental. I am sorry if it misled anybody. Those are the facts. 

Mr. Horrman. I might say on the record, he does not leave that 
impression with me at all. While he can go to the court and find out 
how much in dollars has been paid in, as I understand it he cannot find 
out what is the sufficient amount until they know the basis on which 
the insurance is made. 

Mr. Harpy. I can appreciate that also. 

Mr. Horrman. And the lower court’s order as I understand it, when 
it is appealed from, you do not have to comply with it while the appeal 
is pending, until it has been decided. 

Mr. McKenna. That is correct. In the meantime we are not doing 
anything contrary to the order of any court. 

Mr. Fiscupacu. On the same subject, Mr. McKenna, is it not fair 
for the subcommittee to know at this time that one of the grounds 
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asserted by the Board in Order No. 2015, which has been referred 
to here as the second attempted seizure, specifies particularly the 
failure of Long Beach Federal to pay these insurance premiums as one 
of the grounds for the hearing they propose, in spite of the fact that 


the money has been paid into court? 
Mr. McKenna. I do not know who has referred to this as a 


second attempted seizure. There is no attempt in order No. 2015 to 
seize. We are looking into the facts. 

We think it is our duty to know what is going on in the association. 
That is all we are doing, and one of the things we are going to look into 
is why they are not paying us the premiums for the insurance we give 
them. We did not issue an order terminating the insurance, because 


that would hurt the association. 
Instead we told them to come in and tell us to resolve it. Instead 


they went into court and now they are trying to get away from the 
court processes by coming to this committee. 

We went into court voluntarily. We have it on appeal. We are 
going to abide by the decision of the court, and now they reverse and 
come back here. We are trying to get this thing settled as quickly 


as we can. 
Mr. Hourrrevp. At this time, if there is no objection, we will have 


order No. 2015 entered into the record at this point, in order that 
the committee itself may be aware of the phraseology within that 


particular document. 
(The document above referred to is as follows:) 


Home Loan Bank Boarp 
No, 2015 
September 9, 1949 


bei ia it appears to the Home Loan Bank Board that— 

The Long Beach Federal Savings and Loan Association, Long Beach, 
C ne has failed to file the monthly and annual reports required by the 
Rules and R egulations for the Federal Savings and Loan System; 

2. Said Association has failed and refused to furnish an affidavit of its 
president or secretary or other officer that, to the best of his knowledge and 
belief, the books of.said Association correctly reflect the financial condition 
thereof, as required of all Federal savings and loan associations; 

3. Said Association has failed to pay the premiums for insurance of its 
accounts and the installments thereon due and payable on or about June 5 
1948, December 5, 1948, and June 5, 1949, in the total amount of $36,487.25, in 
violation and disregard of the statutes of the United States, the Rules and 
Regulations for Insurance of Accounts, and its contract with the Federal 
Savings and Loan Insurance Corporation; 

4. Said Association and its officers have committed and are committing 
other violations of law and regulations, including violations set out in the 
More Definite Statement submitted to said Association on May 29, 1946, 
and have pursued and are pursuing a course that is jeopardizing and injurious 
to the interests of its members, creditors, and the public; 

It is hereby ordered, pursuant to the authority vested by law in the Home 
Loan Bank Board and pursuant to the Rules and Regulations of the Federal 
Savings and Loan System, that the Long Beach Federal Savings and Loan Asso- 
ciation, Long Beach, California, appear at a hearing, as hereinafter provided, and 
show cause, if any it have, why the Home Loan Bank Board should not, for the 
reasons hereinbefore stated, enter its order or orders for such action as it deems 
necessary or appropriate, including the appointment of the Federal Savings and 
Loan Insurance Corporation as receiver for said Association. 

And it is further ordered that said hearing be held before the Home Loan Bank 
Board or a member thereof or before a Hearing Officer of this Board, as shall be 
determined by the Board, and be convened at 10:00 o’clock A. M. on October 25, 
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1949, in Room 831, Federal Home Loan Bank Board Building, 101 Indiana 
Avenue N. W., Washington, D.C. The Board or member thereof, or the Hearing 
Officer who presides at said hearing is hereinafter referred to as Presiding Officer; 

And it is further ordered that the Presiding Officer shall have complete charge 
of the hearing and shall have authority to: administer oaths or affirmations; 
receive, admit, allow, exclude, and deny petitions, motions, and evidence; limit 
the time within which briefs and reply briefs may be filed and require the furnish- 
ing of copies thereof to other parties; make rulings and note objections; hear argu- 
ments; adjourn the hearing from time to time and from place to place; and do alt 
such things and exercise all such powers as are necessary or proper to the orderly 
conduct of the hearings; 

And it is further ordered that any person, partnership, association, or corpo- 
ration claiming to have an interest in the subject matter involved may, at any 
time before the closing of the hearings, file with the Presiding Officer a petition 
for leave to intervene at said hearing. 

And it is further ordered that the Long Beach Federal Savings and Loan Asso- 
ciation, the Home Loan Bank Board, and any party whose petition for interven- 
tion has been allowed, shall have the right, by counsel or otherwise, to appear and 
be heard at the hearing, to produce, examine, and cross-examine witnesses, to intro- 
duce documentary or other evidence, and to file briefs and reply briefs; 

And it is further ordered that if the Presiding Officer is a member of the Board 
or a Hearing Officer of the Board he shall, after the close of the hearing, make 
Proposed Findings of Fact which he shall file as promptly as possible with the 
Secretary to the Home Loan Bank Board together with (1) the complete tran- 
scriptof,testimony. taken, and any exhibits, briefs, or other material incorporated 
in the record of said hearing, and (2) the certificate of the Presiding Officer that 
he has mailed, by registered mail, a copy of the said Proposed Findings of Fact 
to the Long Beach Federal Savings and Loan Association, pe Beach, California; 

And it is further ordered that the Secretary or an Assistant Secretary to the 
Home Loan Bank Board, promptly upon the filing of said Proposed Findings of 
Fact andj said transcript, advise all parties, by registered mail, return receipt 
requested, of the filing thereof, and make such Proposed Findings of Fact and 
such transcript available for inspection by any party at a price which will cover 
the reasonable cost of preparation, as determined by the Secretary; 

And it is further ordered that the Secretary to the Home Loan Bank Board 
shall receive for the consideration of the Home Loan Bank Board objections of 
parties to the said Proposed Findings of Fact, provided that said objections are 
received within forty-five days from the date on which the said Proposed Findings 
of Fact are filed by the Presiding Officer with the Secretary to the Home Loan 
Bank Board as hereinbefore provided; 

And it is further ordered that within a reasonable time after the expiration of 
the time for filing objections to the Proposed Findings of Facts, or, if the hearing 
is held before the Board, within a reasonable time after the close of the hearing, 
the Board will make a final determination and enter its order or orders thereon; 

And it is further ordered that notice of said hearing be served by the Secretary 
to the Home Loan Bank Board by mailing a copy of this Order, by registered mail, 
to the Long Beach Federal Savings and Loan Association, 328 American Avenue, 
Long Beach, California, to Thomas A. Gregory, c/o Long Beach Federal Savings 
and Loan Association, 328 American Avenue, Long Beach, California, to J. E. 
Gregory, c/o Long Beach Federal Savings and Ioan Association, 328 American 
Avenue, Long Beach, California, and to Ethel L. Roberts, c/o Long Beach Federal 
Savings and Loan Association, 828 American Avenue, Long Beach, California. 


By the Home Loan Bank Board: 

J. Francis Moore, Secretary. 

Mr. Gregory. Congressman, may I take issue with Mr. McKenna? 

Mr. Lanuam. Let me ask one question. Was a supersedeas order 
issued by the court? I think that would determine whether or not 
you have a right to disregard the order in the meantime. 

Mr. McKenna. No; there was no attempt to get a supersedeas. 
Of course, there is some question of how a supersedeas is issued. 
When the Government appeals, no bond is required. 

We have asked for no formal supersedeas because we are allowing 
the situation to remain in the status quo until the court’s final decision, 
before we go forward with our administrative inquiry. We are waiting 

79631528 
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for the decision of the court before we proceed with our administrative 
inquiry. 

ven after the decision of the court, there is not going to be any 
taking over of the association. There is going to be an inquiry into 
this whole thing to see what is going on. If the courts first tell us that 
it is our duty to make the inquiry, or if the courts say it is their duty to 
make the inquiry, we will abide by the court’s decision. If they say 
it is ours, we will abide by that and look into it ourselves, but we are 
not going to arbitrarily go in and create this mess all over again. 

Mr. Harpy. How would anybody ever know that? 

Mr. McKenna. Simply by abiding by the court’s decision as we are 
willing to do and as we will do it. 

Mr. Lanuam. I understood you to say, notwithstanding the court 
order and the fact that you have not a supersedeas, that you are 
demanding that this association make their reports to you, though the 
court had said they should make the report and deposit the money in 
the court. That seems to me in utter disregard of the order of the 
court which you have not sought to supersede. 

Mr. McKenna. I might point out the sequence again. I do not 
think that is correct. I think this is what has happened. We were 
faced with this situation. 

The association does not tell us what its business is, how much we 
are insuring. We do not know how much we are insuring. It does 
not pay us its insurance premiums. It does not submit its other 
reports. We have all these unresolved 

Mr. Lanna. Doesn’t it do that to the court? 

Mr. McKenna. It has not, sir. It has paid certain amounts into 
court which it says are what is due on insurance premiums. We do 
not know; so we have asked them to come in and talk it over with us 
in administrative hearing, but still it is a talking over to resolve these 
things in an administrative tribunal. 

They go to court and say we have no right to resolve them. It 
belongs to the court. We say all right; we will abide by the court 
decision. We take the matter on appeal. We hold the administrative 
matters in the status quo until the appellate court resolves it. The 
—" court is just about ready to resolve it, and then they take 
it here. 

We go from one place to the other and never get a decision. This 
thing is going to be resolved in a very short time, without hurting 
anybody more than they have to be hurt, if it is left with the court 
where it belongs. 

Mr. Horrman. You mean this whole thing is before the court now? 

Mr. McKenna. The whole matter. 

Mr. Horrman. How did we get into it then? 

Mr. McKenna. That is what I do not understand, respectfully. 
I do not understand how it happened at this stage to get before a 
congressional committee. I do not know. 

Mr. Fiscunacn. There is another question I would like to ask, Mr. 
MeKenna. Do you know or don’t you know, that the Home Loan 
Bank Board had made a complete examination on at least one occa- 
sion, and not too far back? 

Mr. McKenna. The examiners tell me that they have not made 
an adequate examination of the Long Beach Association. I am no 
expert in examinations. What they tell me is this. 
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They have looked only into the books and records of the association. 
They have not audited and they tell me that in this case the really 
important books are not kept in the association’s offices. They tell 
me they are kept in a private corporation, and they did not look into 
those books. Now I am reporting only what the examiners tell me. 

Mr. Fiscuspacu. Mr. McKenna, in light of the fact that Mr. Dolan 
in Los Angeles, who is the chief examiner, told me and Mr. Roback, 
and in light of the fact that Mr. Roback and I in turn reported to the 
members of the committee, that the examination made by his ex- 
aminers revealed absolutely nothing that was discreditable with re- 
gard to the management of Mr. Gregory and the management of Long 
Beach Federal, would you be good enough please to communicate 
with Mr. Dolan and obtain vertification of his statement to Mr. 
Roback and to me so that we may have it entered in the record? 

Mr. McKenna. I think I pointed out you may accept Mr. Dolan’s 
statement as you put it at its face value, but I still say the only exam- 
ination as the examiners tell me of this institution has been of the books 
and records actually in its offices, and they tell me the important books 
and records of this association are not kept in its office, and an exam- 
ination of the books and records of this association’s offices is not an 
examination of the association. I am not an examiner. That is what 
the technical people tell me. 

Mr. Fiscupacu. Will you obtain verification of Mr. Dolan’s state- 
ment? 

Mr. McKenna. [ will. I will accept it at its face value. I will 
accept it as true. 

Mr. Houirrep. At this time the Chair wishes to make a statement. 
As these hearings unfold, there will be adequate justification, I believe, 
as shown by the witnesses and the record that will be involved, for the 
scrutiny of this subcommittee into this matter at this time. I might 
say that the pending litigation, even if decided for or against the 
plaintiff, will not be an end to the litigation which may subsequently 
occur in regard to this case. 

In fact this case has become an open season for lawyers to play 
chess with, and the chessmen that they are using are the moneys of the 
taxpayers of the United States. 

There is good reason to believe that litigation may occur for many 
years, that clouds on titles may exist for many years, that the industry 
in California may be in a state of apprehension, and in some cases in a 
state of jeopardy for many years, unless a settlement of some type can 
be arranged whereby the industry can return to normal. 

We believe that in addition to the taxpayers’ money which has 
already been expended and which runs into hundreds of thousands of 
dollars for litigation, other hundreds of thousands of dollars are in- 
volved in reserves which are accumulated by the home loan banks in 
the communities of the districts which are involved in this litigation. 
Therefore there is a continued spending of reserves which have been 
accumulated in the institutions in this litigation. There is a con- 
tinued spending of Federal tax moneys in this litigation. 

As the record unfolds, I believe that the justification for this 
scrutiny at this time will be evident to all who come and listen. 

Mr. Lannam. This case promises to be as extended and celebrated 
as Dickens’ famous case of Jarndyce versus Jarndyce. 
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Mr. Horrman. If the chairman’s statement is accurate—and I 
have no criticism with his statement—apparently this is a contro- 
versy between certain New Deal agencies which threatens to waste 
and expend hundreds of thousands or perhaps millions of dollars and 
continue on indefinitely. 

Mr. Harpy. Mr. Chairman, I object to that. 

Mr. Horrman. That seems to be the situation. I am sorry I did 
not get it in before election day. 

Mr. Houirietp. My friend as always makes a very pertinent 
observation. 

Mr. Horrman. Very accurate too, 

Mr. Hourrrevp. I might point out that the expenditure of the 
funds at the direction of the Home Loan Bank Board is concurred 
in by members of both parties who happen to be serving on the 
Board of Directors. 

I might point out that the funds which are being spent by the 
associations, the building and loan associations, are for the most 
part possibly accumulated from Republican deposits. 

Mr. Horrman. I have no objection to your washing your own 
dirty linen in public. 

Mr. Grecory. Congressman, might I make a statement before I 
leave? 

Mr. Houirteip. The 10 minutes originally allotted to you has now 
gone into 45 minutes. 

Mr. Greaory. Just one little statement. Mr. McKenna I think 
has made some statements that might leave an erroneous impression, 
with the statements he made, and I would like the opportunity to 
answer them. 

Mr. HoutrreLp. You will have the opportunity later on. At this 
time I wish to make this statement. That other witnesses were on 
the list to be called, but due to the fact that the main committee 
kept this subcommittee in session longer than we expected, we have 
been unable to get to the other witnesses. 

This hearing will convene tomorrow morning at 10 o’clock in this 
room. The witnesses that will be before us tomorrow will be noti- 
fied of the desire of the committee to have their presence here, in the 
interim. 

The meeting is adjourned. 

(Whereupon, at 1:05 p. m., the hearing was adjourned to reconvene 
on Thursday, November 30, 1950, at 10 a. m.) 
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THURSDAY, NOVEMBER 30, 1950 


House or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DeparTMENTs, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:05 a. m., in room 
1304, New House Office Building, Hon. Chet Holifield (chairman of 
the subcommittee) presiding. 

Present: Representatives Holifield, Lanham, Hardy, Karsten, 
Hoffman of Michigan, and Lovre. 

Also present: Representatives Riehlman and Doyle; Hyman I. 
Fischbach, special counsel to the subcommittee; Herbert Roback, sub- 
committee staff director; and Dorothy Morrison, clerk. 

Mr. Houtrietp. The subcommittee will please be in order. 

Mr. Fiscuspacn. Mr. Edgerton. 

Mr. Hourrrevp. Will you swear that the testimony you are about to 
give before this subcommittee will be the truth, the whole truth, and 
nothing but the truth,so help you God? 

Mr. Epeerton. I do. 

Mr. Houirievp. Be seated. 

Before the interrogation of Mr. Edgerton, I would like to state that 
on Tuesday afternoon of this week this subcommittee heard in execu- 
tive session a judge of the Federal district court of southern California, 
Hon. James M. Carter, who was formerly United States attorney for 
the southern district of California, during the pendency of this suit 
for a 2 or 3 year period. 

Some of the testimony which was given in the executive session 
had to do with the order known as 388, and raised certain questions 
in the minds of our subcommittee which made it necessary to ask 
Mr. McKenna to take the stand yesterday. Some of the testimony 
that Mr. McKenna gave, gave rise to questions which needed to be 
clarified on the record, and Mr. Gregory was called out of our ordinary 
order of witnesses for that purpose. 

This morning we are starting with the witness whom we had 
originally planned to start these hearings with, Mr. Edgerton, who is 
vice chairman of the stockholders’ committee of the California associa- 
tions. 

Mr. Counsel, you may take the witness. 

Mr. Fiscupacu. Thank you, Mr. Chairman. 
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TESTIMONY OF J. HOWARD EDGERTON, PRESIDENT, CALIFORNIA 
FEDERAL SAVINGS AND LOAN ASSOCIATION, LOS ANGELES, 
CALIF, 


Mr. Fiscusacnu. Mr. Edgerton, will you state for the record what 
your address and business connections are, please? 

Mr. Epcerron. Howard Edgerton, president of the California 
Federal Savings and Loan Association, 5680 Wilshire Boulevard, 
Los Angeles. Home address, 328 North Rockingham Avenue, the 
same city. 

Mr. Fiscuspacu. Will you state for the record the capacity in which 
you appear here today? 

Mr. Epvgerton. There is a committee and has been a committee of 
stockholders of the Federal Home Loan Bank of Los Angeles which has 
existed by appointment of the industry since early in April of 1946. 
Approximately a week or 10 days following the seizure of the Federal 
Home Loan Bank of Los p Fim there was a meeting of the stock- 
holders of that bank called. The stockholders, of course, are the 
savings and loan associations in California, Nevada, Arizona, and the 
Hawaiian Islands. 

At that meeting an 11-man committee was appointed, consisting of 
Mr. Barnett of Santa Rosa, who is present also, as chairman, and 
myself and nine other men—one from the State of Arizona—geo- 
graphically located throughout California, to represent the industry 
in endeavoring to obtain the reestablishment of our regional bank. 

We have continued to serve ever since that date, and have annually, 
at the convention of the California Savings and Loan Associations, 
been reaffirmed. 

The corporation commissioner of the State of California also 
recognized our appointment and authorized the solicitation of funds 
with which to finance our efforts to obtain the reestablishment of the 
twelfth district bank. 

Mr. Fiscuspacn. Mr. Edgerton, this subcommittee which you speak 
of is the committee of the stockholders of the Federal Home Loan Bank 
of Los Angeles? . 

Mr. EpGerton. That is correct. 

Mr. Fiscusacu. Would you please state to this subcommittee what 
trade associations or industry organizations there are, with relation 
to the Federal savings and loan industry? 

Mr. EpnGerton. There is the California Savings and Loan League, 
which is the trade association representing practically all of the 
savings and loan associations in the State of California. 

Mr. Houtrretp. Will you give the number of associations, please, 
to the members of the committee? 

Mr. Epcerton. Yes. There are 181 associations in the State of 
California, and I would say approximately 175 to 176 of the 181 
belong to our California trade association, and we have associate 
memberships of the three associations in the State of Arizona. 

Mr. Ho uirretp. Would you also state how many associations have 
functioned in the appointing or electing of the stockholders committee 
of which you are vice chairman? 

Mr. Epcerron. I can’t give you the exact figure of the original 
appointment at our original meeting, except that it was a substantial 
majority of the industry. Subsequent to that time, on our reaffirma- 
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tion annually, I would say approximately 80 percent of the associations 
have joined in the reaffirmation. 

Mr. Fiscuspacu. Mr. Edgerton, in addition to the California State 
league, are there national organizations formed by this industry? 

Mr. Epvererton. There are two trade associations who represent 
the industry nationally. One is the United States Savings and Loan 
League, and the other is the National Savings and Loan League. 

Mr. Fiscnpacu. Was your Federal savings and loan association a 
stockholder of the Federal Home Loan Bank of Los Angeles? 

Mr. Epaerton. It was, and still is, as far as we are concerned. 

Mr. Fiscusacu. In point of actual fact, you actually had certificates 
of stock for which your association had made a substantiai investment? 

Mr. Epcerton. That is correct. 

Mr. Fiscuspacn. What is the relationship between your purchase 
of stock and the share assets of either your or any other given Federal 
savings and loan association with respect to the Federal home loan 
bank? 

Mr. Epcerton. Our borrowing capacity, or our right to borrow 
money from our regional banks has a direct ratio to the amount of 
stock we own. As our borrowing capacity is increased, and as we 
borrow more money, we are required to buy an additional amount of 
stock, so that your stock holdings will fluctuate in accordance with 
the line of credit that you have with your regional bank. 

Mr. Fiscnsacu. So that you, of necessity, must purchase additional 
stock from time to time, as your share accounts go up? 

Mr. Eperrton. That is correct. If you make an application to the 
bank for an additional loan, the bank will automatically deduct from 
the amount of your loan the amount of stock that you have to buy to 
qualify for that line of credit. 

Mr. Fiscusacn. I take it that the territory to which you alluded 
was the territory formerly embraced in a particular regional district of 
the Federal Home Loan Bank System? 

Mr. Epamrton. Yes. The States of Nevada, Arizona, California, 
and the Territory of the Hawaiian Islands were included in the former 
twelfth home loan bank district. 

Mr. Fiscuspacu. Pursuant to Mr. Fahey’s order, to which we have 
previously referred, was that district abolished? 

Mr. Epeerron. It certainly was. 

Mr. Fiscuspacn. What kind of a district was created? 

Mr. Epneerron. A district running from Mexico to the Canadian 
border, and taking in about a third of the western part of the United 
States. I can’t tell you exactly geographically what portion of the 
country. It isn’t a third, but it is close to a fourth of the entire 
Nation. 

Mr. Ho.tFinitp. How many States? 

Mr. Epcerron. We now have nine States. I might miss one. I 
believe it is nine States. There is Wyoming, Idaho, Montana, Wash- 
ington, Oregon, Utah, Nevada, Arizona, California and the Hawaiian 
Islands. Nine States and a Territory, unless I missed one. 

Mr. Fiscupacu. The district which was created by Mr. Fahey’s 
order embraced the territory formerly included in the clawenth district 
and in the twelfth district? 

Mr. Epeerton. That is correct. 
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Mr. Fiscupacu. Mr. Edgerton, were you, or was any other member 
of the industry ever given notice of any proceedings before any agency 
of the Federal Government with respect to the liquidation, dissolu- 
tion, merger, or consolidation of the Federal Home Loan Bank of 
Los Angeles, the Federal Home Loan Bank of Portland, or the creation 
of the Federal Home Loan Bank of San Francisco? 

Mr. Epgerron. To my knowledge, nobody in our entire industry, 
nor the Federal Home Loan Bank of Los Angeles, had any knowledge 
of the taking over until 11 men walked into the office and changed the 
locks, ene stopped the telephones, and changed the combination of 
the safe. 

Mr. Hourrietp. Mr. Counsel, let the record show at this time that 
Congressman Doyle, of the Eighteenth District of California, is present 
and sitting with the committee by courtesy and invitation of the com- 
mittee. It is in his district that a great many of the homes are lo- 
cated that are affected; and one of the institutions, the Long Beach 
Federal Savings and Loan Association, which was seized, is also in his 
Eighteenth District. We are glad to have you with us, Mr. Doyle. 

Mr. Fiscuspacn. Mr. Edgerton, was there ever any suggestion that 
the Federal Home Loan Bank of Los Angeles was not being properly 
managtd, that was ever called to your attention? 

Mr. Epngrertron. Not to my knowledge. 

Mr. Fiscupacn. Was any such thing ever discussed with you by 
any officer of the Federal Government? 

Mr. Epcerton. Not to my knowledge. Not with me. 

Mr. Fiscupacu. Was the service of the Federal Home Loan Bank 
of Los Angeles satisfactory, so far as the Federal savings and loan 
associations which were it stockholders were concerned? 

Mr. Epaerron. It was completely satisfactory to all savings and 
loans which were members of the bank, as far as I know. 

Mr. Fiscupacu. Do you know Mr. Berry? 

Mr. Epcerton. Yes; I do. 

Mr. Fiscupacu. Is he a person of good repute? 

Mr. Evaerron. He was. 

Mr. Fiscunacu. What was his connection with the Federal Home 
Loan Bank of Los Angeles? 

Mr. Epvarrron. He had been vice president of the bank for ap- 
proximately 8 years at the time the controversy arose over his ap- 
pointment as president. 

Mr. Fiscnpacu. What circumstances prompted his election as 
president of that bank? 

Mr. Epaerton. I was not on the board of directors of the bank 
that elected him president, but three successive boards of directors 
during the course of the row with Mr. Fahey—three successive boards 
of directors elected by the industry also elected Mr. Berry president 
of the bank. I did not serve on those boards. 

Mr. Fiscupacn. Was his election as president of that bank occa- 
sioned by the death of the previous incumbent? 

Mr. Eveertron. That is correct. Mr. Hurford, our former presi- 
dent, died. 

Mr. Fiscupacnu. Was there ever a time when any official of the 
Federal Government, or any agency of the Federal Government 
communicated to you or to other stockholders of the Federal Home 
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Loan Bank of Los Angeles, any statement of reasons supporting the 
refusal to approve Mr. Berry? 

Mr. Epgerron. It was strictly hearsay with me, Mr. Fischbach, 
but the representatives of our industry who came to Washington on 
several occasions to discuss the matter with Mr. Fahey, returned and 
reported to us that they could not obtain any reason why Mr. Berry 
was not a proper person for the bank presidency. 

Mr. Fiscupacn. Now, upon the seizure of the Federal Home Loan 
Bank of Los Angeles, this committee, which you spoke of previously, 
was created? 

Mr. Epvgerton. That is correct. 

Mr. Fiscupacu. What was the purpose of the committee? 

Mr. Epveerton. The committee was created for the purpose of 
taking any action felt to be appropriate by the committee to obtain 
the reestablishment of the twelfth Federal home loan bank district. 

Mr. Fiscupacu. In connection with that matter I take it you must 
have conferred with officials of the Federal Government from time to 
time? 

Mr. Eparrtron. Innumerably over the past 4% years. 

Mr. Fiscupacnu. Have there been occasions when both publicly 
and privately officials of the Federal Government have stated that the 
Federal Home Loan Bank of Los Angeles and the Federal Home Loan 
Bank of Portland should, for the best interests of the Government and 
for the best interests of the industry, be reestablished? 

Mr. Eneerton. I have been told that not only by every member 
of the Home Loan Bank Board, but by representatives of the Attorney 
General’s office. 

Mr. Fiscusacu. I wish you would elaborate on that, Mr. Edgerton, 
and state to this committee just exactly what those statements were. 

Mr. Epeerton. From the time that the present bank board, con- 
sisting of Messrs. Divers, Adams, and LaRoque, were appointed to 
succeed Mr. Fahey, on innumerable occasions in discussions with the 
board in California, as well as at Washington, the members of the 
bank board have stated they felt it would be for the best interests of 
our business and the best interests of the Government if the eleventh 
and twelfth districts were reestablished on their former geographical 
and asset basis, and that they would endeavor to accomplish that 
end just as soon as possible. 

As a matter of fact, we look back somewhat with amusement to a 
statement made by the chairman of the board in California in July 
of 1948, when he said he would be back in Los Angeles to sit down at a 
banquet with us to celebrate the reestablishment of our twelfth dis- 
trict bank before the year was up. The other bank board members 
have on various occasions definitely stated they felt that the twelfth 
district should be reestablished. 

Mr. Fiscuspacnu. Was that statement made during the occasion of a 
meeting of the California Savings and Loan League? 

Mr. Eperrton. The one that I attributed to Mr. Divers was made 
at a convention in San Diego of the California Savings and Loan 
League in 1948. 

r. Fiscupacu. I hand you, Mr. Edgerton, what purports to be a 
clipping from the July 1948 edition of the Savings and Loan Journal, 
the official publication of the California Savings and Loan League, 
and ask you if you can identify that as a publication of the league? 
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(The document referred to was handed to the witness.) 

Mr. Epeerton. Yes. This is our official league publication. 

Mr. Fiscusacu. Does that contain the statement of Mr. Divers to 
which you alluded? To that end I call your attention to the column 
on the right-hand side of the first page. 

Mr. Epaerton. Yes; it does. 

Mr. Fiscusacu. I would like to offer that for the record at this 
time, Mr. Chairman. 

Mr. Houirrevp. If there is no objection, it will be accepted for the 
record and marked appropriately. 

(The document referred to marked ‘‘Divers Exhibit No. 1” follows:) 


Divers Exuisit No. 1 
{From the Savings and Loan Journal (official ig of the California Savings and Loan League) 
uly 


HLBB POLICIES AND OBJECTIVES REVIEWED 


(By William K. Divers, Chairman, Home Loan Bank Board, Washington, D. C.) 


{Delivered before the Fifty-eighth annual convention of the California Savings 
and Loan League on Saturday, June 19, 1948.] 


I have only been Chairman of the Board for a short time, as you know. I think 
no matter how long I may be there, will I ever forget what happened the day after 
my appointment. A friend of mine called me and he said, “Bill, your appoint- 
ment as Chairman reminds, me of an old legend.” According to this legend 
whenever a baby is born there is an angel that stands by the crib, and if the 
angel kisses the baby on the forehead it is endowed with great wisdom; if the 
angel kisses the baby on the lips the baby is endowed with great eloquence; if 
the angel kisses the baby on the heart the baby becomes a great humanitarian. 
He said, “Bill, I don’t know where that angel kissed you, but I am sure you will 
make a wonderful Chairman.” 

I appreciate the hospitality of the California Savings and Loan League. I 
regret that it does not extend to Lower California where the players in the jai alai 
games seem to have very little respect for the judgment of the Chairman of the 
Board when it comes to wagering. 

Now, I have a nice 30-minute speech here. Fortunately the president put no 
time limit on me, but I am not going to follow the paper. If Roy Hegg thinks 
it is worth while, he can reproduce it and send it around to you, or put it in your 
magazine or something of that kind. I thought it would be much better to 
speak briefly on several subjects that I think there is general interest in, and to 
speak “off the cuff.” 

Ever since I arrived here—well, I think that they did permit me to get from 
the plane over to the hotel and get registered before the subject came up, but 
there is a little matter of the Federal Home Loan Bank of Los Angeles that we 
have been discussing. And, at the end of one of these 3-hour sessions Howard 
Edgerton remarked, ‘‘It is too bad that we have to spend so much time on this 
subject when there are so many other things that we should be discussing and 
so many other constructive moves that we could undertake together.’”’ I share 
with Howard that regret, and I hope that it will not be long before we can direct 
our attention to other constructive things. 


EXPLAINS HLBB ATTITUDE 


I might say that I think you people know pretty weil what the attitude of the 
members of the present Home Loan Bank Board is. I think that it was pretty 
well demonstrated when we resolved to turn back the Long Beach Federal Savings 
and Loan Association to its shareholders. Now, we would not have done that 
if we did not have confidence in the shareholders and the directors and in the 
officers of the savings and loan associations throughout the country. We do have 
that confidence, and all of the actions that we take will be based on it. Certainly 
there is no remote possibility that savings and loan associations could ever be 
run from Washington if anybody there had the desire to do it. The strength of 
the savings and loan industry is in the local board of directors and in the local 
officers, and the improvement, the constructive growth, and the attitude of the 
publie are all going to depend upon the soundness of that local management. 
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1 had hoped that this meeting of the California Savings and Loan League 
might be the occasion when we could celebrate the reestablishment of the Federal 
Home Loan Bank of Los Angeles. I am sorry that we cannot do it at this time. 
I shall promise to come back for the reopening of the bank, and I do not mind how 
soon I come back. I do want to tell you this. The members of the board are 
strongly in favor of reestablishing the two banks on the west coast. We believe 
that it is in the interest of the public, in the interest of the institutions, and that 
those institutions will be better represented and more broadly represented by 
having two banks rather than one. It is not a simple matter to handle, however. 
Thre are a lot of complicating factors. We have worked hard trying to find some 
basis upon which we could settle the outstanding litigation and get the banks off 
to a clean new start. I do not think the time has been wasted at all. We cer- 
tainly understand everyone’s position better, and I think that is true of all the 
parties that had interest—that each of them understand the position of the other 
as well as their own position. We have had the utmost in cooperation from the 
Los Angeles Bank Committee of which “Barney” Barnett is the chairman. I 
am sure that we all feel the same way, that we are sorry that ‘‘Barney” cannot be 
with us at this meeting. 

I do not think that any one of the parties affected by this litigation will be sel- 
fish and think only of their own interest. I look for an early settlement on a rea- 
sonable basis that will be acceptable to at least 90 percent of the industry. I 
want to also say that I think that the members of the board of the San Francisco 
bank will accept any reasonable settlement, and the same thing goes for Tom 
Gregory and Mr. Mallonee, the chairman of the Shareholders Committee of the 
Long Beach Federal. We are going to find an answer, and we are going to find it 
soon. When we do find one, I think that after all we are represented by the 
Attorney General of the United States. This matter is pending in a Federal 
court, and if the settiement is acceptable to the Bank Board, the Board of the 
San Francisco Bank, the shareholders at Long Beach, the committee here of the 
Los Angeles Bank, and the Federal court, I think that people who criticize after 
that will certainly be in the great minority, and that we need not concern ourselves 
with any criticism of any settlement that has run such a gantlet of views. 

I am sorry that Mr. LaRoche, the third member of the board could not join 
with you in your convention out here. I am also sorry that ‘‘Buck’’? Adams had 
to run away this morning, but he ran to another fight at Philadelphia starting on 
Monday. 

UNANIMITY ON BOARD 


I do want to tell you, in case you do not know it, that there is complete unani- 
mity on this board. No move has been made until we have discussed the matter 
sufficiently to arrive at position which all of us could support. ‘‘Buck’’ Adams 
brings with him many years of experience under a Federal charter and under a 
State charter operating an association. O. K. LaRoche was president of the 
Federal Home Loan Bank of Winston-Salem for a long time, and before that was 
a state supervisor. I think that the experience they bring to the board can assure 
you that the board will be aware of the operating problems and will consider them 
from that standpoint: 

I should like to mention legislation very briefly. There is only one bill that I 
know of, of the batch that we would like to have seen adopted by Congress, that 
has run the gauntlet and should be signed shortly, but that is one in which there 
may be some interest. It is the so-called conversion bill. Yesterday the 
Senate and the House met and agreed on a bill, and I assume that the reports of 
that conference committee will be adopted today. It is a conversion bill which 
will permit an automatic conversion from Federal to State charter under certain 
circumstances, if any of you people wish to have a State charter rather than a 
Federal charter. We members of the board do not want to hold you under 
Federal supervision through force. We want you to have a free choice of the type 
of charter under which you wish to operate. 

I should also like to say that the conversion bill was discussed with the National 
Association of State Supervisors, and it is completely acceptable to them. 

I hope to have an opportunity to visit with Mr. Mortimer this afternoon. The 
National Association of State Supervisors has been very cooperative, and I want 
to publicly acknowledge its assistance. 


OMNIBUS BILL 


There is one other very important piece of legislation that is pending at the 
present time, and that is House Resolution 2799 which we call the ‘omnibus bill.” 
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The most important provisions of that bill would provide for retirement or would 
accelerate the retirement of the Government-owned stock in the bank system and 
in the insurance corporation, and would provide for Treasury support of the bank 
system to the extent of $1,000,000,000 and to the insurance corporation to the extent of 
$750,000,000 in the event of an emergency. We had hoped that would be law by 
now. Itis not. It is pending in the Senate Banking and Currency Committee. 
There have been some differences of opinion. Whether Congress comes back for a 
later session this year or not, we hope to get the record straightened out, because 
we have the assurance of the members of the Senate Banking and Currency Com- 
mittee that that legislation will be given early opportunity for passage immediately 
after the first of the year in the event there is not a later session this year. 

I shall not try to make a full report on the Wolcott bill because any report I 
might make might be out of date by an hour from now. As you all know, it is 
touch and go as to whether there will be any housing legislation, and if so what it 
will contain is unknown. Certainly I should be the last person in the world to 
attempt to make any guess at thistime. We shall all know by tomorrow night. 

I think that it is only fair for you to know that we do have a few other things to 
do besides considering the restoration of the Los Angeles bank. The board is 
also responsible, of course, for the administration of the Federal Savings and Loan 
Insurance Corporation and the HOLC, and although the HOLC is 87 percent 
liquidated in terms of the dollar amount of the loans that were made, we still have 
300,000 accounts, and I guess you people from your own associations would appre- 
ciate the size of an operation of servicing 300,000 mortgages. We also have 
to arrange for the financing for the bank system. I think that the first problem 
that I had presented after I became chairman was to fix the interest rate on a 
$97,000,000 issue, and although we have the benefits of advice from the Federal 
Reserve Board and from the Treasury, the final ‘responsibility for fixing that 
interest rate is on the board, and is not a matter on which you can use snap 
judgment. 


STATES BOARD’S OBJECTIVES 


After all, the objectives of our board may be stated very briefly when I say that 
it is our desire to make the Home Loan Bank Board an outstanding example of 
cooperation between government and industry in the public interest. That is 
our objective. We have many plans to carry out that objective. One of them 
is that I should like to see the board meet each year for perhaps a week or 10 
days out on the west coast and bring the government to the people so that all you 
managers and directors would have an opportunity to sit down and meet with us 
and discuss your problems with us. 

Many, many thanks for an opportunity to meet with you. I am sorry that I 
have not had a chance to participate more in your sessions. There are a number 
of things that I should like to have your views on: How is the new money coming 
in? What is the percentage of withdrawals? What is the trend in interest rates? 
There are another 15 or 20 questions that I should like to go around the room and 
ask all of you. We do not have the time here now, but perhaps we shall again 
sometime soon. It is fine to be with you, and I hope that, as I said, the Los 
Angeles Bank will be reestablished very soon, and at that time I shall see many 
of you when we celebrate the reopening of it. Many thanks. 


Mr. Fiscnpacn. Can you tell this subcommittee, Mr. Edgerton, 
how much in assets is represented by the committee in whose behalf 
you speak here today? 

Mr. Epcerton. The total assets of the associations in the State of 
California are $1,400,000,000 as of September 30; and, three or four 
of those associations are not members of the Home Loan Bank, but 
most of them are not large associations. So, there is approximately 
$1,400,000,000 in assets in California, plus another $25,000,000 in the 
State of Arizona, and one association in Reno, Nev. 

Mr. Fiscuspace. Mr. Edgerton, I take it that because of the rela- 
tionship between the share accounts of a Federal Savings and Loan 
Association and its membership in a Federal Home Loan Bank, 
that after the dissolution of the Los Angeles bank you and others of 
the industry were necessarily obliged to acquire shares of stock in the 
San Francisco bank? 
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Mr. Epcerton. Yes. Most of us accepted our stock in the San 
Francisco bank under protest. We had to take the stock in order to 
have a line of credit. We accepted the stock under protest, saying 
that the San Francisco Bank had been illegally created. 

Mr. Fiscupacu. I take it the bank’s records show written protests? 

Mr. Engertron. By a large number of associations. 

Mr. Horrman. May I ask what, if anything, you paid for that 
stock? 

Mr. Epeerton. We paid par, Congressman. 

Mr. Horrman. Cash? 

Mr. Evaertron. Yes. Cash. When we asked for a line of credit, 
if we borrowed $100,000 from the bank, they might deduct $1,000 
worth of stock in money to buy more stock. 

Mr. Horrman. Have you received your money from the Los 
Angeles bank? 

Mr. Eparerron. We had, of course, some money borrowed at the 
time the take-over took place. Then just as soon as the Portland 
bank took over the Los Angeles bank, then we had to apply to the new 
Federal Home Loan Bank of San Francisco for all further lines of 
credit, and they insisted on giving us stock in the San Francisco bank. 

Mr. Horrman. I understood that you paid for your stock in the 
Los Angeles bank prior to that? 

Mr. Epvcrerron. That is correct. 

Mr. Horrman. When that bank was liquidated, did you get the 
money that you had paid for your stock back? 

Mr. Epcertron. No. We retained our old certificates, and they 
gave us credit on the books of the San Francisco bank for our prior 
investment in the Los Angeles bank. 

Mr. Horrman. You didn’t really pay out any new money? 

Mr. Encerton. Not for our own stock. 

Mr. Lovre. You won’t suffer any damages on account of that 
transfer, will you? 

Mr. Evcerton. Not as far as any loss on that original stock 
investment is concerned. 

Mr. Fiscupacn. The San Francisco bank recognized the previously 
issued stock of the Los Angeles bank as stock of its own, did it not? 

Mr. Epncerton. That is correct. 

Mr. Fiscuzacu. And that is the posture of the subject so far as the 
industry was ever advised? 

Mr. Epcerron. That is correct. 

Mr. Fiscupacn. Mr. Edgerton, are you able to tell this committee 
what the sentiment of the industry is with respect to the reestablish- 
ment of the Los Angeles bank? 

Mr. Epvgrertron. Yes. Within the last month, at the request of 
this subcommittee, we sent out a questionnaire to the industry in the 
States of California and Arizona, requesting them to mark a ballot 
and to sign the association’s name by an officer, indicating whether 
they still desired the reestablishment of the Twelfth Federal Home 
Loan Bank District. We sent that out to 194 associations. I have 
an affidavit, if I may look at it. I don’t want to misquote these 
figures. 

Mr. Fiscupacu. I hand you papers which comprise a letter of 
transmittal to the chairman of the subcommittee, and an affidavit of 
Mr. Edgerton, and original documents appended thereto. I would 
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like to offer that for the record after a brief statement by the witness 
as to where those documents come from, and what they purport to 
show, and what their origination was. Will you please state that, 
Mr. Edgerton? 

(The documents referred to were handed to the witness.) 

Mr. Epaertron. We sent ballots to 183 California associations, 5 
Arizona, 2 Nevada, and 7 Hawaiian Islands associations, which was a 
total of 197 questionnaires sent out. We received back 166 question- 
naires from California, 3 from Arizona, 2 from Nevada, and 3 from 
the Hawaiian Islands, for a total of 174 questionnaires returned. Out 
of that 174 we have 160 of the 174 replies which were in favor of re- 
establishing a twelfth home loan bank district. Eleven associa- 
tions voted for leaving the San Francisco, bank as it now is, and three 
did not indicate a preference. 

Mr. Fiscupacn. I take it that statement is supported by the papers 
which you have there? 

Mr. Epacerton. And I have the signed ballots concerning my mail- 
ing and receipt here. 

ae Fiscnopacu. May they be entered in the record, Mr. Chairman? 

Mr. Lovre. When were those questionnaires sent out? 

Mr. Epacrrton. On the 4th of October 1950. 

Mr. HouirreLp. They were sent out as a result of a request on the 
part of myself, acting as chairman of the subcommittee. 

Mr. Epcerton. That is correct. You requested me on behalf of the 
stockholders committee. 

Mr. Houtrrevp. And they are signed questionnaires, so there is no 
doubt as to their authenticity. 

Mr. Epcrrton. They are all signed by an officer of the bank 
member. 

Mr. Houtrretp. They will be received and marked appropriately 
as the proper exhibit, but they will not be printed in the record, due 
to the additional expense which will be involved. They will be in the 
files of the subcommittee. 

Mr. Fiscupacn. May the affidavit be received and printed in the 
record? 

Mr. Houirrevp. The affidavit may be received and printed in the 
record. 

(The documents referred to were marked “‘Los Angeles Stockholders 
Committee Exhibit No. 1.’’) 

(The affidavit is as follows:) 


Los ANGELES STocKHOLDERS CoMMITTZE Exuisit No. 1 
AFFIDAVIT OF J. Howarp EpGEeRTON 


J. Howard Edgerton, being first duly sworn herein deposes and says that he is 
a citizen of the State of California, over the age of 21 years; that he is president 
of the California Federal Savings and Loan Association, with offices at 5680 
Wilshire Boulevard, Los Angeles; that he is vice chairman of a committee of 
stockholders of the Federal Home Loan Bank of Los Angeles. 

That at the request of Hyman I. Fischbach, counsel for a special subcommittee 
of the House Committee on Expenditures in the Executive Departments, under 
the chairmanship of Congressman Chet Holifield, affiant caused a questionnaire 
to be mailed to all members of the Federal Home Lean Bank of Los Angeles, 
requesting information as to whether such bank members desire the Twelfth 
Federal Home Loan Bank District to be reestablished. 

That in accordance with said request affiant caused to be mailed on the 4th of 
October 1950. a memorandum and questionnaire to 197 savings and loan associa- 
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tions. in the States of California, Arizona, Nevada, and the Territory of the 
Hawaiian Islands, and received the following replies: 


Ballots sent to: 


California associations (members and nonmembers of bank)-_-------- 183 
Arizona associations (members and nonmembers of bank) -__-..-_------ 5 
Nevada associations (members and nonmembers of bank)-_--._---.---- 2 
Island associations (members and nonmembers of bank)_--_-_-------- 7 

Nh iN aa i can cached sled eel Lita cela dha od wns ales averages aed wo 0s: 197 

Received ballots from: 

California associations (includes 3 nonmembers of bank)__....-------- 166 
a RID oes ot els Ue Beek eek 3 
Nevada associations (includes 1 nonmember)------------------------ 2 
SRE RTE oe gS ek hd eng SA an an eile oe 3 


Total (including 4 nonmembers of bank)-_-....----.---------- 174 


No ballots received from: 
California associations (includes 7 nonmembers of bank)_....--------- yg 
Arizona associations (includes 2 nonmembers of bank)_......_---_---- a 
Island associations (includes 2 nonmembers of bank)_..-_....-------- 4 


2 SERRE SEES SPA a, ae LOSS AS I ae | ORE Ree 23 


That the signed ballots received in response to said questionnaire are attached 
to this affidavit and made a part hereof; that a recapitulation of said ballots 
indicates that 160 associations voted in favor of the reestablishment of the 
Twelfth Federal Home Loan Bank District, 11 associations voted against said 
reestablishment, and 3 did not indicate a preference. 

Further affiant sayeth not. 

J. Howarp Epcrerron. 


Subscribed and sworn to before me this 8th day of November 1950. 


[SEAL] Louise PHILLIPS, 
Notary Public, in and for the County of Los Angeles, State of California. 


Mr. Harpy. Just as a matter of interest, may I inquire as to the 
geographical location of the 11 that voted to continue consolidation? 

Mr. Epaerton. I haven’t made any effort to determine that, 
Mr. Hardy. I honestly don’t know where the majority of the 11 are, 
and whether they would be in northern California or southern Cali- 
fornia. My guess would be northern California, but I haven’t any 
way of knowing. 

Mr. Harpy. That is rather unusual, it would seem to me. That 
would be one of the first things that would be of interest in scrutinizing 
the returns. 

I think, Mr. Fischbach, if they are incorporated in the record here 
now, I would like it if somebody would analyze those so that the com- 
mittee may be aware as to just where these 11 were located. If it is 
a geographical proposition, it might be understandable, but I think 
we ought to know. 

Mr. Fiscusacu. If I may make this suggestion, Mr. Hardy and 
Mr. Chairman and members of the subcommittee: I note the presence 
of Mr. Barnett, who is chairman of the committee for which Mr. 
Edgerton is speaking, and I know of his wide familiarity with the 
industry. If we could now turn over to Mr. Barnett the ballots 
themselves, we could get that information probably in the next 5 
minutes. 

Mr. Harpy. It shouldn’t take very long. 

Mr. Houtrtetp. Mr. Barnett, will you cooperate with the request? 

Mr. Barnett. Yes, sir. 
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(The documents referred to were handed to Mr. Barnett.) 

Mr. Harpy. Mr. Fischbach, I do not know whether we should wait 
for that or not, because I have a thought that I think might also be 
something to find out about. If the ballots should disclose that the 
11 came from northern California or the San Francisco area, it would 
also be interesting to know whether from that same area came some 
ballots included in the 160; and, if so, in what amount? 

Mr. Fiscupacn. Very well. Mr. Edgerton, has the Los Angeles 
Federal Home Loan Bank Stockholders Committee engaged counsel in 
its efforts to bring about a reestablishment of that bank? 

Mr. Epgerron. We did. 

Mr. Fiscuspacnu. What counsel have you engaged? 

Mr. Epcerton. We retained the law firm of O’Melveny & Myers, 
in Los Angeles, and Richard Fitzpatrick, of Los Angeles. 

Mr. Fiscusacn. Did the committee, as such,: intervene in this 
litigation? 

Mr. Epcrerron. Yes. We intervened in some of the litigation and 
filed a separate action for the reestablishment of the bank. 

Mr. Fiscupacu. Where is that action pending? 

Mr. Epcerron. In the Federal Court for the Southern District of 
California. 

Mr. Fiscupacn. Was that action consolidated with the action 
which we have referred to as Mallonee against Fahey? 

Mr. Eveerton. It is my understanding it was. 

Mr. Fiscupacu. That action was before Judge Hall? 

Mr. Epvcerton. That is correct. 

Mr. Fiscnspacu. Can you tell this subcommittee what the status of 
that action is at the present time? 

Mr. Epgerron. I am not sure anyone knows, Mr. Fischbach, but 
I have made diligent efforts to find out, and that is one of the reasons 
why we asked this committee to take jurisdiction in this matter. I 
am advised that we are at least 2 years from a trial of this action on 
the merits. We have been 4% years in litigation up to this point, 
and if we take 6 months to a year to try it, which is a reasonable esti- 
mate on everyone’s part, and 2 more years on that, we have 5 more 
years of litigation ahead of us, which will be 9% years of litigation, 
and millions of dollars spent—a lot of which is taxpayers’ money; 
and that is why we are here. 

Mr. Houirretp. Mr. Hoffman wishes to ask you a question. 

Mr. Horrman. Am I correct then in assuming that this litigation 
which you say may extend for 9 years, is between executive depart- 
ments and subordinate departments of the Government, or of the 
administration? 

Mr. Epcrerron. The Home Loan Bank Board and the Federal 
Home Loan Bank of San Francisco, and the Federal Home Loan 
Bank of Los Angeles, are all parties litigant to this litigation. 

Mr. Horrman. I must plead ignorance, but who is plaintiff and 
who is defendant? 

Mr. Epcerton. Sir, we have so many plaintiffs and defendants. 
The Federal Home Loan Bank of Los Angeles, whom my committee 
represents, are plaintiffs in an action to obtain the reestablishment of 
the twelfth district. The defendants in that case are the Federal 
Home Loan Bank of San Francisco, and the Home Loan Bank Board, 
and official individual defendants. 
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Mr. Horrman. Maybe Mr. Fischbach could explain that more 
quickly in fewer words. 

Mr. Fiscupacu. As I understand the action brought by the stock- 
holders committee of the Federal Home Loan Bank of Los Angeles, 
Mr. Hoffman, they are the parties plaintiff, and they are seeking by 
way of declaratory judgment to have Mr. Fahey’s order eliminating 
that bank from the system, and eliminating the district which it was 
intended to serve from the system, as well as the consolidation of the 
Portland bank and the Los Angeles bank, and the creation of the 
San Francisco bank, all set aside and declared judicially a nullity. 

Mr. Horrman. Are the Long Beach outfit and the Los Angeles 
bank creatures of the Administration, to a certain extent? 

Mr. Fiscuspacu. Well, the Los Angeles bank was a creature of the 
Congress, in a truer sense, in this respect: That the enabling legisla- 
tion which created the Federal home-loan bank system authorized the 
creation of banks throughout the United States on the capital sub- 
scription by the industry and the capital subscription of the Govern- 
ment. Now, the only reiationship of Long Beach Federal to the Los 
Angeles bank, as such, is that it, like Mr. Edgerton’s association, was 
a stockholder, and as a result of these orders found itself to be a 
stockholder in some other bank. 

Mr. Horrman. Is the Los Angeles bank under the jurisdiction of 
the Home Loan Bank Board? 

Mr. Fiscnpacn. The Los Angeles bank was one of the 12 banks of 
the system, and it is under the supervisory jurisdiction of the Home 
Loan Bank Board today. It was under the jurisdiction of the Federal 
Home Loan Bank Board until Executive Order 9070 eliminated that 
Board, and transferred to Mr. Fahey, as one-man-commissioner, all 
of the functions of the statutory five-man Board. 

Mr. Horrman. Is that power now back in the new Board of three? 

Mr. Fiscupacn. That power is now back in the new Board, pur- 
suant to Reorganization Plan No. 3 of 1947. 

Mr. Horrman. So the controversy, at least in part, is between the 
Los Angeles bank, which you might say is a child of this Federal 
organiza tion—— 

Mr. Fiscuspacu. And the supervisory authority. 

Mr. Horrman. It is a family quarrel then, isn’t it? 

Mr. Fiscusacu. In a sense; but it is also an industry quarrel, and 
it is a citizens’ quarrel, because the substantial interest of the stock 
in the Los Angeles bank as of today reposes not in the Government, 
but reposes in the industry. 

Mr. Lovers. Mr. Fischbach, isn’t it true that this is more or less 
a dog fight among the various agencies set up by the New Deal? 

Mr. Fiscusacu. There is no question about that, Mr. Lovre. 
There is no question about it at all. 

Mr. Lovre. Will you read that question and answer back, please. 

(Whereupon the last question by Mr. Lovre and the answer by Mr. 
Fischbach were read back by the reporter.) 

Mr. Fiscusacu. You alluded, Mr. Edgerton, to the fact that it was 
your committee, and you acting in behalf of that committee, which 
requested an investigation of this matter. 

Mr. Eparrton. That is correct. 

Mr. Fiscupacu. | hand you a letter dated March 3, 1950, and ask 
you to identify it, please. 


79631—52—-9 
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(The document referred to was handed to the witness.) 

Mr. Epcerron. This is the letter which I directed to Mr. Holifield. 

Mr. Fiscuracu. With the permission of the chairman, I would 
like to offer that letter and have it incorporated in the record. 

I would also like to read it into the record, if I may. 

(The letter dated March 3, 1950, referred to above, was marked for 
identification as “Los Angeles Stockholders Committee Exhibit 
No. 2’’) 

Mr. Hourrretp. You may read the letter. 

Mr. Fiscusacn. It reads as follows: 


Los ANGELES STOCKHOLDERS COMMITTEE EXHIBIT No, 2 


Marcu 3, 1950. 
In re Investigation of Home Loan Bank Board by Expenditure Committee. 


Hon. Cuet Houirie.p, 
House of Representatives, Washington, D. C. 

Dear Mr. Howirireitp: On behalf of the savings and loan industry in the State 
of California, I respectfully urge you to conduct an investigation through the 
Expenditure Committee of Congress of the Home Loan Bank Board in Wash- 
ington and the Federal Home Loan Bank of San Francisco. 

This request is made upon the ground that the two above-named governmental 
agencies have wasted hundreds of thousands of dollars and contemplate a similar 
waste of hundreds of thousands of dollars on needless litigation involving the 
reestablishment of the Twelfth Federal Home Loan Bank District. I will not 
try to detail all the facts in this letter, but you will recall that in March 1946 the 
Federal Home Loan Bank of Los Angeles was arbitrarily seized by Commissioner 
Fahey and merged with the Federal Home Loan Bank of Portland. In July of 
the same year a select committee of Congress, under the chairmanship of Renre- 
sentative Howard Smith of Virginia, investigated the entire matter and made a 
unanimous, bipartisan finding to the effect that seizure of the bank was unjustified, 
unwarranted, and an outrageous abuse of bureaucratic discretion. This com- 
mittee made further forceful recommendations in connection with the reestablish- 
ment of the twelfth district. 

Suits were filed by an industry committee representing the stoekholders of the 
Federal Home Loan Bank of Los Angeles for the reestablishment of the twelfth 
district and subsequent to that time everyone involved in the extensive litigation, 
including the present Home Loan Bank Board, have conceded privately and 

ubliely that the litigation should be settled and the twelfth district reestablished. 

‘he Home Loan Bank Board have stated many times that they intend to re- 
establish the Los Angeles bank but do not do so because of legal complications 
involving the Long Beach Federal Savings & Loan claims against several of the 
governmental agencies. 

The net result has been the expenditure of more than a million dollars to date 
in this needless litigation with an equal amount or more to be spent within the 
next year or two if the matter is not settled. It is strictly withint the power of 
the Home Loan Bank Board te terminate the matter at once. 

Under the circumstances we feel justified in requesting you, as the California 
representative on the Expenditures Committee of Congress, to take official cog- 
nizance of this waste by governmental agencies and to conduct an investigation 
under that portion of your duties requiring you to study the operation of govern- 
mental activities at all levels with a view to determining its economy and effi- 
ciency. We feel that with your background and knowledge of the case that an 
investigation of these expenditures under your chairmanship would result in 
great benefit to the citizens of California and to the taxpayers of the Nation. 

Yours very truly, 
J. Howarp EpcErRTON, 
Vice Chairman, Federal Home Loan Bank of Los Angeles Stockholders’ Com- 
mittee. 


Mr. Hourrretp. Mr. Edgerton, was that letter directed to me as a 
result of official action of the stockholders’ committee? 
Mr. Epcerron. It was. 
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Mr. Houirietp. What was the vote of your 11-man board upon 
that occasion? 

Mr. Ev@errron. The record, as I remember it, shows a unanimous 
vote, with the exception of Mr. Joe Crail, one of the members of the 
committee, voted “No.” 

Mr. Houiriep. It was then a very large section of your board— 
ten-elevenths of it—representing the industry in California, that 
deemed that it would be necessary for a congressional committee to 
look into this matter in view of the long-extended litigation which 
had occurred, and the expense of that litigation, and also in view of 
the fact that the Home Loan Bank Board had not complied with the 
other recommendations of the Smith committee? 

Mr. Epcrrton. That is correct. 

Mr. Horrman. And also because of the waste of very large sums. 

Mr. Hourirretp. And because of a waste of a large sum of money, 
both on the part of the Government in litigation, and upon the part 
of the associations from their reserves. 

Mr. Epcertron. That is correct, sir. The waste in the future will 
be even larger that it was in the past. 

Mr. Houirretp. What is your estimate of the amount of money 
that has been spent to date in this case? 

Mr. Epcerton. I would say that all expenses—and obviously we 
have to estimate some of the governmental agency expenditures— 
will run in the neighborhood of $1,500,000 to date. 

Mr. Hourrievp. If this litigation is carried over the next few years, 
as we have been assured by many attorneys on both sides of the fence 
that it can be, it will involve the expenditure of many other hundreds. 
of thousands of dollars. 

Mr. Epeerton. It can’t help but, with five more years of litigation, 
run into another $1,500,000, or $2,000,000, or more. 

Mr. Houirievp. If the present pending case of the Department of 
Justice were concluded in favor of the Government, would that stop 
the litigation? 

Mr. Epeerton. No, because the questions which are now up on 
appeal, that the Government feels are so important to their case—the 
jurisdictional questions will not end the litigation. They might 
possibly win certain jurisdictional points, but the merits of the case 
are still going to be litigated if no settlement is obtained in some court. 

Mr. Houirievp. If the decision to which I refer is rendered in favor 
of the plaintiffs, will that stop the litigation? 

Mr. Epcerrton. If rendered in favor of the plaintiffs, and the banks 
are reestablished, and the appeal is reaffirmed, yes, it will stop the 
litigation. 

Mr. Houirretp. And all of the other suits that are related to it will 
be settled, in your opinion? 

Mr. Epeerton. Not necessarily. Actually, unless there is an 
over-all settlement of the case there is going to be litigation for years. 

Mr. Houtrievp. In other words, the only way that additional 
expense can be prevented on the part of the Government and the 
industry is through a cooperative desire on the part of all elements to 
reach some type of ¢ompromise settlement which will be arrived at 
through a give-and-take negotiating procedure, in order to clear this 
matter up? 
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Mr. Epncerton. I do not think there is any question but what that 
is a true statement. 

Mr. Houirretp. Then I find, and I believe my colleagues will 
agree with me, that the congressional committee is certainly justified, 
in the public interest, in trying to see that this matter is settled. 

Mr. Epcerton. Well, you will be doing the public of the great State 
of California a tremendous service if you can see that it is settled. 

Mr. Houirretp. And also the industry throughout the Nation. 

Mr. Epesrron. And the industry, and the taxpayers at large. 

Mr. Lovre. Mr. Chairman, may I ask a question? 

Mr. Ho.uirietp. Yes. 

Mr. Lovre. Did I understand you correctly to say, Mr. Edgerton, 
that this fight among the New Deal agencies has already cost the 
American taxpayers approximately $1,500,000? 

Mr. Epvcerton. I made a remark, Mr. Lovre, that the expenses to 
date, on the part of all parties to the litigation, must run approxi- 
mately $1,500,000, or more. 

Mr. Lovrz. And what portion of that will be borne by the American 
taxpayers? 

Mr. Epeerrron. I can’t tell definitely. One of the issues is who is 
going to pay all of these bills. 

Mr. Lovee. Could you say that half of it, or three-fourths of it 
would be borne by them? 

Mr. Epcerton. All of it ought to be, but we know that like “Little 
Lucky Looie”’ the Los Angeles Bank is right in the middle of it, and 
we probably will have to pay a portion of the bill before we get 
through, but even there is a quasi-governmental agency that is paying 
the bill; but I would say at least a half is going to be paid by govern- 
mental agencies. 

Mr. Lovre. And that means the American taxpayer? 

Mr. Eperrton. And that means all of the damage was caused by 
the Washington agencies. 

Mr. Harpy. That seems to be one of the matters that is in dis- 
pute—as to whether the damage was caused by capricious action. 

Mr. Epcrrton. There isn’t any dispute about who caused the 
damage. It is a question of who should pay for the damage, as to 
where the dispute comes in. They all agree who caused it, but it is 
a question of who should pay for it. 

Mr. Harpy. That might be a matter of incorrect management in 
one of the banks which had something to do with it. That is a matter 
that hasn’t been settled vet, it seems to me. 

Mr. Epcrrron. No one has ever laid a fact down in front of 
anyone, showing that the Los Angeles Bank management had any- 
thing to do with it. 

Mr. Lanuam. Mr. Smith was supposed to settle that. 

Mr. Harpy. Apparently it was not settled to the satisfaction of 
the Home Loan Bank Board, to say the least. It seems to me that is 
one of the matters that is still under contention. The court hasn’t 
determined, at least, who is responsible. 

Mr. Epcerron. The court has not ruled on it. 

Mr. Fiscunacn. The Supreme Court made a statement that there 
is more to this situation than meets the eye. 

Mr. Harpy. That does not shed very much light on whose respon- 
sibility it is. 
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Mr. Fiscupacn. The point is that the court sent that back to the 
district court in California for disposition and trial. 

Mr. Harpy. That supports my contention. 

Mr. Eparrtron. Congressman, if we could get an early trial on the 
mérits, we might have an answer, but the question has so many col- 
lateral aspects pending, none of which goes to the merits of the case, 
that it is not possible to supply an answer. 

Mr. Harpy. Sometimes lawyers do get things awfully confused. 

Mr. Epaerton. I am an attorney, and I agree with your statement. 
As the chairman of the committee said, this is a tremendous lawyers’ 
paradise, and I mean no insult to my own profession when I say that. 

Mr. Horrman. The lawyers don’t ordinarily work very long or 
very hard unless somebody hires them and pays them. So, the fault 
does not lie with the lawyers, but the people who employ them. 

Mr. Epcerton. In this case a lot of lawyers are being hired with 
our money to fight us. 

Mr. Horrman. And that is always the case when the Government 
fights a case in court. 

Mr. Epvcerron. Regarding the attorney generals, every time they 
get up to a settlement they will change the attorney general handling 
the case. 

Mr. Horrman. Yes. Perhaps you had better revise your statistics 
on Notre Dame, too. [Laughter.] 

Mr. Horrman. Now, in your opinion, is this apprehension as to 
waste of public funds and years of litigation due to a breakdown of our 
judicial system, or to the stubbornness of the litigants? 

Mr. Epvcerton, | don’t think it would be fair to say it was wholly 
one or the other, Congressman, but in my own poor judgment, after 
4% years of negotiating on this case, I would say it goes to stubborn- 
ness on the part of the Attorney General’s office more than it does to 
the courts. 

Mr. Horrman. The courts have acted with reasonable promptness 
in all this litigation; have they not? 

Mr. Epcerton. Yes. The courts ruled on all the motions before 
them, but then the attorney general will take up a new line and away 
they go on another matter. We have been before the Supreme Court 
once, and now we have three appeals pending. 

Mr. Horrman. Has any effort been made to consolidate the issues, 
and have the courts pass on the merits of the three? 

Mr. Epeerrron. It has been impossible to do so because of the 
necessity of waiting for the decision on the appeals. 

Mr. Horrman. You were speaking about a settlement, and I just 
wondered if the issues couldn’t be consolidated and the court asked to 
determine the merits of the controversy, regardless of the techni- 
calities. 

Mr. Epeertron. That apparently cannot be done, in the opinion of 
all the lawyers. The Government apparently insists on jurisdictional 
questions being ruled on before allowing a trial on the merits. 

Mr. Horrman. Have you or any of your associates, in handling 
this matter, given any thought as to whether the recommendations 
of this committee, if made, will be accepted by Government agencies? 

Mr. Epgerton. Well, part of the recommendations of the Smith 
committee were accepted, and we are hopeful that perhaps this time, 
if the recommendation applied to the reestablishment of the Twelfth 
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District again, that we might get our bank back. They gave the 
Long Beach Federal back after the Smith committee suggested it be 
done in very positive terms. They also suggested returning the Los 
Angeles Bank, but they have held us as a hostage until the claims of 
the Long Beach matter can be settled. 

Mr. Horrman. Then in your opinion a congressional committee 
did, on one occasion, at least, prove to be of some benefit? 

Mr. Epgerton. Yes; and I think the congressional committee 
was quite instrumental in removing the Administrator of the Home 
Loan Bank System, which was a tremendous service to the industry 
throughout the Nation, and the appointment of the present Board. 

Mr. Houtrreip. I would like for the record to show at this time 
that the composition of the Smith committee was as follows: Howard 
W. Smith, John J. Delaney, Hugh Peterson, Albert Gore, Fred A. 
Hartley,-Jr., John Jennings, Jr., and our esteemed colleague on this 
committee, Mr. Clare Hoffman. 

Mr. Horrman. You should have made that statement before 
November 7. 

Mr. Ho.utrretp. My friend’s presence here is evidence that he 
needed no help in his district. We were very glad, incidentally, to 
have him back on the committee, and value his presence and continued 
interest in the business of the committee, and his continued interest 
in the recommendations which he signed back in 1946. 

Off the record. 

(Discussion off the record.) 

Mr. HoutrreLtp. We will proceed. 

Mr. Friscupacnu. I believe Mr. Barnett is now in a position to answer 
Mr. Hardy’s questions. 

Mr. Harpy. Fine. 

Mr. Fiscusacn. Will you state your name and business connection, 
Mr. Barnett? Would you be sworn, first? 

Mr. Houtrrevtp. Will you swear that the evidence you are about to 
give before this committee will be the truth, the whole truth, and 
nothing but the truth, so help you God? 

Mr. Barnett. I do. 


TESTIMONY OF E. L. BARNETT, PRESIDENT, SANTA ROSA SAV- 
INGS AND LOAN ASSOCIATION, SANTA ROSA, CALIF. 


Iam E. L. Barnett, president of the Santa Rosa Savings and Loan 
Association, which is in Santa Rosa, Calif. 

Mr. Fiscuspacu. And also your official position on the stockholders’ 
committee. 

Mr. Barnerr. I am chairman of the stockholders’ committee, 
although in the past year and a half Mr. Edgerton has been the 
working chairman, because I have been in a somewhat decrepit 
condition and haven’t been able to perform in that capacity. 

An audit of the books indicates that out of the 11 negative votes, they 
were all from northern California, and 10 of them were from the immedi- 
ate bay area around San Francisco Bay. The eleventh was from up 
in Auburn, which is a small association clear up in the mountains. 
From the same areas in northern California there were 41 associations 
that voted for the return of the bank, including another one from tie 
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little mountain town of Auburn, and there were 15 in the bay area 
who voted. 

Mr. Harpy. That is 15 out of the 41? 

Mr. Bennett. Yes; 10 out of the 11 were from the bay area. 

Mr. Houirietp. The bay area, for the record, is the San Francisco- 
Oakland area around San Francisco Bay. 

Mr. Harpy. Thank you very much. I think that solves part of 
the geographical location of the dissenting vote. 

Now, Mr. Chairman, I have before me these 11 ballots, and I think 
it might be pertinent for the record to show that some of these nega- 
tive ballots are conditional. For mstance, I will read a comment 
from one that voted “no.” [Reading:] 

We have no objection to reestablishment of the Federal Home Loan Bank of 
Los Angeles if a judicial decision on the pending lawsuit is first obtained. 

I note that there are several that are almost identical to that, that 
apparently voted “no” because of the existence of the litigation. Is 
that consistent with your observations, Mr. Barnett? 

Mr. Barnerr. Yes, Mr. Hardy. That is right. However, in this 
pile there are also some of the same conditions established. 

Mr. Harpy. I wanted to raise that question next. There is 
another comment that I think is pertinent to this manner of securing 
areaction. Here is another comment of one who votes ‘‘No”’ [read- 
ing]: 

If you want an unbiased vote on this question, your ballots should be returned 
to a neutral person or organization for tabulation. Naturally, in the form this 
ballot would take, some would vote “Yes,” knowing that the league favors that 
vote, and others will refrain from voting. A secret ballot is an old American 
institution. 

That, Mr. Chairman, raises in my mind a question as to the real 
validity of this whole balloting procedure. There wouldn’t be any 
way to determine how many of the 160 favorable votes may have 
been so voted because of the official position of the stockholders com- 
mittee, or the savings and loan league. 

Mr. Houirtevp. Well, I would say that if my colleague has any 
suggestion to make as to how we might check on the validity of those 
ballots, other than obtaining.a signed ballot from the individual 
association, that the committee will be glad to carry out any method of 
procedure he suggests. 

Mr. Harpy. I would like to ask Mr. Edgerton whether he has any 
feeling as to whether this observation is right. 


FURTHER TESTIMONY OF J. HOWARD EDGERTON, PRESIDENT, 
CALIFORNIA FEDERAL SAVINGS AND LOAN ASSOCIATION, 
LOS ANGELES, CALIF. 


Mr. Epaerrton. I have a very definite feeling, because I know who 
made it; and, I also know—although not having seen the signature— 
but the gentleman from San Francisco who made that was the same 
gentleman at our convention in Santa Barbara last year who got up 
and made a motion, which was defeated, and then voted ‘‘No” on a 
motion giving our committee a vote of confidence. There were two 
votes in the entire convention against our committee, and this gentle- 
men’s was one of the two votes. 
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How we could possibly take a ballot more fairly than to ask them to 
sign their names, and ask them to put the name of the imstitution 
down and send it to the league office rather than our committee, | 
don’t know 

Mr. Horrman. I can tell you, if you want to know. You might 
have sent out ballots to those people and asked them to return them 
unsigned, and keep the number limited to the people who were mei 
bers, just like we do in the Australian ballot system. 

Mr. Houtereco. | differ on that 1 would not accept as evidence 
any unsigned ballot before this committee 

Mr. Horrman. I do not know why not if you control the number 
issued 

Mii bic IFPI LD Bex atime the ballots eaii be duplicated aid seit i 
by people with no responsibility at all, unless their signature is on the 
ballot 

Mir. Horrman. Hf you were going to poll this committee here you 
would hare each clic of us a@ ballot aid we would pul it ili @ hax 
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Mr. Howutpreco. That is a different proposition, | submit, from 
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Mr. Harpy. | have not been alletipting to start a controversy 
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Mr. Fiseusacn. | think it might be helpful, Mr. Hardy, and th 
other members of the subcommittee, in evaluating the dissenting votes, 
if | may be permitted to state at this pot that during the course of the 
field invesligalion ihere was evidence uncovered of the fact that there 
had come a time when, in pursuance of an agreement, a settlement was 
about to be reached, which apparently had the complete concurrence 
of the entire industry, and the Board, and the yarious officials of the 
Government concerned; and then a group of associations, 10 in uli 
ber, in Sau Vrancisco—very probably the very same 10 who dissented 
in this ballot brought suit on the eve of the settlement of this entire 
COULPOVETs That suit had as its sole objective, so the ringleader of 
the group stated, the prevention of confirmation of the settlement by 
the directors of the San Francisco bank. That is a factor which will 
be unfolded before the cominitlee with proper evidence, but I call yous 
attention to it now solely to assist Mr. Hardy and the other members 
of the committee in evaluating the 10 dissenting yotes 

Mr. Hiovrman. Do you not think your siatement as to the ring 
leader Ought to be changed to the “spokesimun’’ or ‘leader’ of that 
group? 

Mr. Fischbach. Yes | accept that with gratilude, Mr. Hoffman 

Mr. Howipienp. | think counsel should also state that the com- 
jaint itself brought forth the purpose, which was to enjoin the San 
se a bank from taking part in the settlement 

Mr. Fiscnpacn, That is correct. 

Mir. Howtipiecy. It is not your Opibion, but it is part of the om 
plait 

Mr. PiscHpacn. ‘That is Correct; and it is a matter which will be 
unfolded with proper evidences before the subcommittee, as we proceed 
1 merely call your atleiition to il 50 us Lo enable the subcotmittee to 
evaluate these 10 dissenting yoles 

Mr. KnaGurvon, Me, Chairman, liiny | inake one observation to 
Mi Hardy and | want to be understood on this that | think ther 
is substantial unanimity on the question of reestablishing the twelfth 
district | do not mean to infer there will be the same unaninity on 
all the terms of settlement, or how much the Los Angeles bank mught 


have to pay to get out from under the hostage arrangement which we 
2 | os z 


aie tow ili | mean, the industry is not nearly in Unaninity on that 
Mr. Harpy. J hope we do not get caught in a feud between Los 


Angeles and San Prancises. 

Mr. knGrrvon. You aren't 

Mr. Hotivietp. Mr. Counsel 

Mr. Fiscnpacn. Does there exist in this Federal Home Loan bank 
System an agency created by the Government, called the Federal 
savings and Loan Insurance Corporation? 

Mr KM pGERTON, There is. 

Mr. Fisenpacn, What is the purpose of that, from the industry’s 
standpomt? 

Mr. KE pGRRTON, It iisures the individual SaViNgsS accounts of oul 
members to the same extent that the FDIC insures bank accounts 

Mr. Fisenpacn, Does that proceed upon the assessment of 
premiunis? 

Mr, KpGerton, Yes. 


Mr. Fiscupacn. A few moments ago, Mr, Edgerton, you called 
attention to the hypothesis that in your opinion the cost of this 


litigation would run into extensive sums of money 
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How we could possibly take a ballot more fairly than to ask them to 
sign their names, and ask them to put the name of the institution 
down and send it to the league office rather than our committee, I 
don’t know. 

Mr. Horrman. I can tell you, if you want to know. You might 
have sent out ballots to those people and asked them to return them 
unsigned, and keep the number limited to the people who were mem- 
bers, just like we do in the Australian ballot system. 

Mr. Houtrrecp. I differ on that. I would not accept as evidence 
any unsigned ballot before this committee. 

Mr. Horrman. I do not know why not. If you control the number 
issued. 

Mr. Hourrrecp. Because the ballots can be duplicated and sent in 
by people with no responsibility at all, unless their signature is on the 
ballot. 

Mr. Horrman. If you were going to poll this committee here you 
would hand each one of us a ballot and we would put it in a box 
and that is how it is done. Nobody signs the ballot. 

Mr. Houirretp. That is a different proposition, I submit, from 
sending it out through the mails to the industry and opening up the 
possibility of outside interference. 

Mr. Harpy. I have not been attempting to start a controversy 
on this question. I merely wanted to raise a question, after having 
heard that comment, as to the actual validity of holding the balloting. 

Mr. Hourrieip. If the gentleman so desires, I will instruct the 
committee’s staff to send a letter from the committee to every member 
of the association, asking them if they in anywise were coerced or 
under any pressure at all to sign the ballot which they sent in. 

Mr. Harpy. I have read the letter containing the ballot, and I 
certainly see no coercion in that.. It seems to me it correctly and 
fairly presented the question. I am not too sure, though, as to the 
value of this ballot. The fact that the stockholders have elected a 
committee in the interests of representing the Los Angeles bank is in 
itself a pretty good evidence of the general feeling about the matter. 

Mr. Houtrre.p. And the fact that they have reaffirmed that selec- 
tion four times, I believe, Mr. Edgerton. Is that right? 

Mr. Epeerron. That’s right. 

Mr. Hourrretp. In convention assembled. As per your report, 
in the last vote of confidence, there were only two votes that dissented 
against the committee. 1s that a correct report of the action of the 
convention? 

Mr. Epcerron. That is correct. 

Mr. Houirietp. Then | think the subcommittee may accept this 
as authentic. 

Mr. Harpy. My whole point is, I do not know whether this is par- 
ticularly valuable in getting the attitude of the majority of the banks 
represented. I don’t know ehther this is too pertinent, but I do think 
the question has been raised here as to whether the ballot itself actu- 
ally reflects the attitude of all the people who voted. 

Mr. Horrman. May I suggest, Mr. Hardy, the action in this par- 
ticular case might be likened to that of the Democratic caucus and 
the Republican conference, as expressing the sentiment of the indi- 
vidual members. 

Mr. Harpy. Of course, I don’t know how you people operate. 
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Mr. Fiscusacn. I think it might be helpful, Mr. Hardy, and the 
other members of the subcommittee, in evaluating the dissenting votes, 
if I may be permitted to state at this point that during the course of the 
field investigation there was evidence uncovered of the fact that there 
had come a time when, in pursuance of an agreement, a settlement was 
about to be reached, which apparently had the complete concurrence 
of the entire industry, and the Board, and the various officials of the 
Government concerned; and then a group of associations, 10 in num- 
ber, in San Francisco—very probably the very same 10 who dissented 
in this ballot—brought suit on the eve of the settlement of this entire 
controversy. That suit had as its sole objective, so the ringleader of 
the group stated, the prevention of confirmation of the settlement by 
the directors of the San Francisco bank. That is a factor which will 
be unfolded before the committee with proper evidence, but I call your 
attention to it now solely to assist Mr. Hardy and the other members 
of the committee in evaluating the 10 dissenting votes. 

Mr. Horrman. Do you not think your statement as to the ring- 
leader ought to be changed to the “spokesman”’ or “leader” of that 
group? 

Mr. Fiscupacu. Yes. I accept that with gratitude, Mr. Hoffman. 

Mr. Houtrretp. I think counsel should also state that the com- 
plaint itself brought forth the purpose, which was to enjoin the San 
Francisco bank from taking part in the settlement. 

Mr. Fiscupacn. That is correct. 

Mr. Houirrevp. It is not your opinion, but it is part of the com- 
plaint. 

Mr. Fiscupacn. That is correct; and it is a matter which will be 
unfolded with proper evidence before the subcommittee, as we proceed. 
I merely call your attention to it so as to enable the subcommittee to 
evaluate these 10 dissenting votes. 

Mr. Epveserton. Mr. Chairman, may I make one observation to 
Mr. Hardy—and I want to be understood on this—that I think there 
is substantial unanimity on the question of reestablishing the twelfth 
district. I do not mean to infer there will be the same unanimity on 
all the terms of settlement, or how much the Los Angeles bank might 
have to pay to get out from under the hostage arrangement which we 
are now in. I mean, the industry is not nearly in unanimity on that. 

Mr. Harpy. I hope we do not get caught in a feud between Los 
Angeles and San Francisco. 

Mr. Epamrron. You aren’t. 

Mr. Hourrretp. Mr. Counsel. 

_ Mr. Fiscupacu. Does there exist in this Federal Home Loan Bank 
System an agency created by the Government, called the Federal 
Savings and Loan Insurance Corporation? 

Mr. Epeerron. There is. 

Mr. Fiscusacu. What is the purpose of that, from the industry’s 
standpoint? 

Mr. Epaerton. It insures the individual savings accounts of our 
members to the same extent that the FDIC insures bank accounts. 

Mr. Fiscupacu. Does that proceed upon the assessment of 
premiums? 

Mr. Epamrron. Yes. 

Mr. Fiscupacu. A few moments ago, Mr. Edgerton, you called 
attention to the hypothesis that in your opinion the cost of this 
litigation would run into extensive sums of money. 
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Mr. Epaerton. Yes; I did. 
Mr. Fiscupacn. Was it your desire to present the committee’s 
view as to where that cost might properly be assessed? 

Mr. Epcerron. Well, repeating myself, the damage having been 
caused by the Washington bureau, the damages should be paid by 
the Washington bureau. Of course, they have their problems in 
getting funds. The Home Loan Bank Board is limited to its appro- 
priation for its own operation, and the entire Federal Home Loan 
Bank System is limited to its obtainence of funds, but the Federal 
Savings and Loan Insurance Corporation, to which the entire in- 
dustry pays premiums, has substantial funds for the purpose of 
paying losses in associations. I cannot tell you whether it is illegal 
and impossible for the Federal Savings and Loan Insurance Cor- 
poration to pay the damages in this case, so that a settlement could 
be arrived at. 

Until we are told that it is not legally possible, I would say that a 
very substantial portion of the damages in this case should be paid 
by the Federal Savings and Loan Insurance Corporation because of 
the fact that the damage was caused by its administrative agency. 

Mr. Harpy. I want to go back right there. I just cannot see how 
the witness can arrive at a finding of fact and a conclusion on a 
matter which is still pending before the courts and has not yet been 
determined. That is one thing that bothers me about that, as to 
who should pay this bill. It is a conclusion arrived at on the part 
of the witness that the whole damage has been caused by, shall we 
say, capricious action on the part of some Federal employee. 

That may be so, or it may not. I do not know; but it certainly 
has not been settled vet. 

Mr. Epcerton. The Smith committee certainly made positive 
findings of fact on that issue, and they heard lots of evidence by 
everybody involved—as much as a court could hear. 

Mr. Harpy. I do not think that would be conclusive with respect 
to all that transpired in this intervening period of time. 

Mr. Ho.uirretp. You would state that as your opinion, Mr. 
Edgerton, would you not? 

Mr. Epcerton. I would have to, of course. I also state it as the 
Smith committee’s opinion. 

Mr. Fiscnspacn. Mr. Edgerton, perhaps it might be enlightening to 
the subcommittee if you would tell the subcommittee what the effect 
would be if the recommendations of the Smith committee had been 
carried out in 1946? What would the effect have been on the system 
in California, and the institutions affected, and the public affected? 

Mr. Epaerton. We would have had all of the litigation settled 
at that time for a cost probably not to exceed a quarter of a million 
dollars, and we would have had all of the turmoil and conflict within 
our business completely eliminated, and we could have gone about 
our business of lending money to finance homes and opening savings 
accounts without being in some very serious and expensive litigation 
for the remaining 4 vears. That is what would have happened, and 
the taxpayers would have been saved a substantial amount of money. 

Mr. Fiscnpacn. Isn’t it a point of actual fact that the expense 
that you alluded to earlier in your testimony was all incurred, or 
certainly the overwhelming and major part of it, since July of 1946, 
when the Smith committee report was filed? 
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Mr. Epcerton. Yes. Practically all of the expense has been 
incurred since that time. 

Mr. Fiscupacn. In point of fact, did not the Los Angeles stock- 
holders’ committee await the filing of the Smith committee report and 
further contact with the Government agencies involved before ever 
bringing a lawsuit to bring about the restoration of the bank? 

Mr. Epcerton. We did. 

Mr. Fiscupacu. What efforts did you make to exhaust all 
possibilities with the Government of bringing about the restoration 
of the Los Angeles bank before you ever brought the lawsuit? 

Mr. Epaerton. We negotiated with all the representatives of the 
Home Loan Bank Board and the Home Loan Bank of San Francisco 
that we could negotiate with, in an effort to find a basis for com- 
promise. 

Mr. Fiscupacu. Did you not, in fact, exhaust all efforts in that 
direction before you brought the lawsuit? 

Mr. Epaerton. Yes. 

Mr. Fiscuspacn. So that it was the refusal of the administrative 
agency concerned—Mr. Fahey’s administration—that brought about 
the necessity for instituting the lawsuit that you described? 

Mr. Eveerton. That is correct. 

Mr. Fiscupacn. Now, Mr. Edgerton, I would like you to tell this 
committee what the impact of this controversy has been upon home 
owners in the area, and whether any home owners are affected; and, 
if so, how many, and in what way? 

Mr. Epcerton. Well, the home owners in the area have been 
obtaining their financing, Mr. Fischbach, I would say substantially 
in the same manner as they would have obtained it had the bank 
been reestablished. I don’t wish to infer to this committee that we 
have not had or that we have any less funds with which to finance 
homes in the former twelfth-district area, but the turmoil and conflict 
within our industry, and the money that our home-loan bank is 
wasting from our reserves and our surplus to carry on the litigation, 
and the amount of time and effort being used by the industry in this 
litigation, could so much better be used to serve the public, because 
it has taken a tremendous amount of time on the part of a tremendous 
number of people to conduct this negotiation and the litigation. 

But, I don’t wish to say we haven’t financed as many homes merely 
because the twelfth district wasn’t reestablished. 

Mr. Fiscupacnu. It has been suggested to this subcommittee pre- 
viously that there was a very complicated and involved question of 
title in this litigation of Mallonee against Fahey with which your stock- 
holders’ suit has been consolidated, which adversely affects many 
thousands of home owners. 

Mr. Epcerton. That is definitely true with respect to the Long 
Beach Savings and Loan. There are serious title problems. You 
see, in California, we have all titles insured by a title company. 
Therefore, unless you can get a policy of title insurance, the sale 
escrow cannot be closed. 

As a result, in the opinion of most of the counsel in the case, unless 
there is a court order approving the title to those Long Beach loans 
that are the subject of this litigation, there would be a serious question 
as to whether there would not be thousands of home owners unable 
to ever transfer title and get a policy of title insurance on it. 
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Mr. Karsten. Is that because the releases and conveyances were 
executed by the conservator? 

Mr. Epcerton. Yes. That is one of the major reasons, plus the 
fact that there have been so many title actions under the supervision 
of the court, and all the loans made by the conservator are subject to 
question. 

Mr. Karsten. Did the conservator request any of the former 
officers to execute these releases or conveyances? 

Mr. Encerron. I can’t answer that. I am told he did not, but 
I am not connected with the Long Beach Association. 

Mr. Karsten. Because they could certainly have executed the 
necessary conveyances and releases at the time. 

Mr. Epcerron. It is my understanding the conservator and the 
officers of the association had no contact or relationship whatsoever 
during the entire conservatorship. 

Mr. Horrman. If the court should hold that the conservator was 
illegally appointed or had no authority, that would make the situation 
worse; would it not? 

Mr. Epcerton. It could order they had title in this case as to all 
issues involved, and then the title company would act on that court 
order. 

Mr. Horrman. You mean, the court might hold the conservator 
had no authority—that is, if illegally appointed—and yet, at the 
same time, order that the titles conveyed to him were good? 

Mr. Epacerton. Because of the innocent borrower, you see. 

Mr. Fiscuspacnu. In that connection, I would like to offer for the 
record a communication addressed to the chairman, dated November 
28, 1950, by Lyman B. Sutter, which deals quite extensively with 
the title company in the litigation. 

Mr. Hourrretp. Will you please identify here the source of the 
letter? 

Mr. Fiscunacn. I did. It is Lyman B. Sutter, attorney at law, 
Long Beach, Calif. 

Mr. Hourrrevp. It is just one attorney’s opinion, or does he 
represent some organization? : 

Mr. Fiscupacn. The gentleman is the attorney for the Title 
Service Co., which is the trustee of some several thousand of the 
deeds of trust on homes in this area which are directly involved in 
this litigation. 

Mr. Houirretp. We will accept the letter, if there is no objection. 
Do you wish to have the letter marked as an exhibit? 

Mr. Fiscupacu. Yes. 

Mr. Houiriep. Please identify it, then. 

Mr. Fiscupacn. Let it be marked ‘Title Service Co. Exhibit 
ee.” 

(The letter by Lyman B. Sutter, addressed to Mr. Holifield, was 
marked “Title Service Co. Exhibit No. 1” for identification, and is 
as follows:) 
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TirtLe Service Co. Exuisit No. 1 


Lone Beacu, Cauir., November 28, 1950. 
In re investigation of Home Loan Bank Board. 


Congressman CuHet HOoLiFiELp, 
Chairman of the Subcommittee on Expenditures, 
Washington, D. C. 

HonNoRABLE Sir: A statement has been asked as to the title situation during 
and after the 20 months that Ammann, as purported conservator, was in posses- 
sion of the Long Beach Association. Mr. Clapp of the Attorney General’s office, 
in November of 1950, said: ‘It is our opinion that there is no bona fide question 
as to the marketability of such titles.” 

The court in March of 1948 held that the titles of the borrowers were neither 
merchantable nor insurable. In its order requiring deposit by the San Francisco 
bank of approximately $14,000,000 of notes, deeds of trust, bonds, etc., the court 
said— 

‘x * * That among the injuries which would flow to said home owners and 
borrowers and purchasers by failing to require such deposit pending the final 
judgment in the within action, are (1) the inability of said thousands of bor- 
rowers and home owners to secure &@ merchantable, or insurable title to the par- 
ticular real property involved, which in turn would prevent either a sale thereof, 
or a loan or refinancing thereon, or a payment and termination of the interest. 
and obligations of the present loans and deeds of trust thereon, and (2) a multi- 
plicity of suits which might involve all of the issues raised, or which can be raised, 
in the instant litigation, and all of the parties to the present litigation; which 
injuries and damage are found to be grave, irreparable and continuing as to the 
thousands of borrowers and home owners who have given their notes and deeds 
of trust to said Long Beach Federal Savings and Loan Association and conveyed 
the titles to their homes as security for said loans. 

‘* * * That by custom and usage in the county of Los Angeles, State of 
California, policies of title insurance are required for marketable and merchantable 
title to real property to be sold, encumbered, or conveyed in said county and 
State. 

“That if such payment by said Long Beach Federal Savings and Loan Associ- 
ation of said sum to be made to one of said conflicting claimants to the exclusion 
of the other, and the other claimant thereafter would be held to have been entitled 
to such payment, then the owners of the various properties under trust deeds 
may each be subjected to claims upon their notes and property for a portion of 
such total liability, whith possible liability exists as a cloud upon the title to 
each of the thousands of properties involved and prevents each of them from 
securing a merchantable and insurable title, unless the within order is made. 
That the making of the within order thus avoids the complex, multiple, and con- 
flicting claims and demands which may be made upon the approximately 8,000 
individual borrowers of said association.” 

No appeal was ever taken from these findings by Mr. Clapp’s office or his 
clients, and they have long since become final. 

Much more was involved in the insuring of titles than the question of the 
conservator’s authority. The conservator seized possession of approximately 
$12,000,000 of notes and first deeds of trust, representing loans made by the 
association. He assigned and transferred by an undated rubber-stamp assign- 
ment to the San Francisco bank most if not all of the $12,000,000 of notes that 
he had thus seized. He received as consideration for such assignment a $7,300,000 
loan from the San Francisco bank. 

The San Francisco bank had been created only 53 days previously by the 
summary seizure, purported liquidation, merger, and consolidation of the Los 
Angeles bank and its $46,000,000 in assets into the Portland bank and its approx- 
imately $9,000,000 in assets. Therefore, of the $7,300,000 loaned by the San 
Francisco Bank to Ammann, more than 80 percent or nearly $6,000,000 were 
seized Los Angeles bank assets. The Los Angeles bank and its stockholders 
commenced class litigation, questioning the validity of the confiscation of their 
bank. Conservator Ammann’s acceptance of the $7,300,000 (80 percent of 
which was Los Angeles bank assets) gave the Los Angeles bank and its stock- 
holders a claim upor each of the Long Beach Association’s notes and trust deeds, 
assigned to the San Francisco bank by Ammann. 

When a borrowers paid off his loan to the Long Beach Federal, the conservator 
and the San Francisco bank attempted to remove the claim of both the San 








120 INVESTIGATION OF HOME LOAN BANK BOARD 


Francisco bank and the Los Angeles bank by rubber-stamp cancellation on the 
back of the Long Beach borrower’s notes, of the previous assignment by Ammann 
to the San Francisco bank. This rubber-stamp cancellation was undated, un- 
signed, and completely unauthenticated. 

Title Service Co. learned of these matters as the original Long Beach borrowers’ 
notes were presented to it with the request by Ammann that the Title Service 
Co. reconvey of record the trust deed upon which it was trustee. Title Service 
Co. made inquiry as to the authority of Ammann to sell the association’s notes 
and trust deeds, authority which by law could be exercised only under restrictions 
and formalities of approval of such assignment by governing authorities, courts, 
or otherwise. 

Long Beach Federal had notified the trustee, Title Service Co., that it would 
be held individually liable if it made any reconveyances which resulted in loss 
to any of the depositors of the Long Beach Association. The plaintiffs, share- 
holder members protective committee, upon learning that the assets of Long 
Beach Federal, representing their savings, were thus being dealt with, served 
Title Service Co. as a defendant in the litigation. 

Title Service Co. was confronted with its duty as trustee to determine the 
true ownership among the conflicting litigants, which early included plaintiffs, 
Mallonee, et al., the shareholder members protective committee for the 16,000 
Long Beach depositors; Long Beach Federal Savings and Loan Association; 
Ammann as purported conservator; and later the Los Angeles Bank and its 
stockholders committee, suing for the class of all stockholders; and also the San 
Francisco bank, claiming to be continuing the existence of the Portland bank. 
Thus sued as a defendant and subjected to the conflicting claims of a constantly 
increasing number of litigants, Title Service Co. applied to the court for direction 
as to its duties as trustee, and deposited into the court’s registry, by delivering 
to the clerk of the court, (1) the physical possession of all notes and trust deeds 
then in the trustee’s possession (amounting to approximately $800,000), and (2) 
the title which it held as trustee to the balance of the $12,000,000 of Long Beach 
Federal’s notes and trust deeds. It caused to be recorded in the county recorder’s 
office of Los Angeles County, wherein most of the real property is situated, a 
notice of lis pendens, giving notice of such transfer and deposit of titles into 
the registry of the United States court. 

The court, upon application of the borrowers, required deposit into the registry 
of the court of the notes and deeds of trust by either Ammann, the San Francisco 
bank, or whoever possessed the same, and permitted the borrowers, paying off 
their loans, to pay the eben into court and thereby obtain a clear title. 

In cases where the borrower had previously paid the balance in full to the 
conservator, the court required the conservator to deposit such payments in 
court, so that the borrower might obtain a clear title. The conservator complied 
with these orders and made such deposit into court. 

At one stage of the litigation the conservator appealed from a few of the approxi- 
mately 50 orders of the court requiring such deposit of money, notes, trust deeds, 
ete., by the conservator. However, the conservator, by direction of Divers, 
Adams, et al., dismissed these appeals before they could be decided by the United 
States Court of Appeals. 

Page 2 of Mr. Clapp’s letter states that Land Title Insurance Co., one of the 
defendants in the litigation, was willing to insure the titles, notwithstanding the 
recordation of the lis pendens, the delivery of the titles into court, and notwith- 
standing the fact that the court, into whose custody the trustee had interplead 
title to the real estate, had taken no action to reconvey the titles thus to be insured. 
Land Title Insurance Co. by issuing such insurance, was thus stating to the 
innocent borrower, or purchaser of the real property, that the title was clear of 
all liens or encumbrances while, in truth and fact, there was a lis pendens of 
record referring to the litigation. Likewise, the deeds of trust were unreconveyed 
of record, and legal titles were yet in the registry of the court by pleadings which 
had asked the court for instruction as to disposition of such legal titles. 

These statements that the property was clear were obviously false and untrue 
and were known so to be by Land Title Insurance Co., when issuing its insurance. 
Mr. Clapp states: ‘““* * * arrangements were made by which * * ¥* Land 
Title Insurance Co. * * * agreed to insure such title without obtaining 
reconveyances by the Title Service Co. This arrangement would have protected 
the borrowers * * *.” 

Mr. Clapp thus confirms the allegation his clients conspired with Land Title 
Insurance Co. to insure titles as clear which actually were subject to the unrecon- 
veyed deeds of trust. Mr. Clapp in essence complains that his clients’ “arrange- 
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ments” with Land Title Insurance Co. to defraud the borrowers by false title 
insurance were unsuccessful because the plaintiffs brought the matter to the 
attention of the Federal court. sr 

Land Title Insurance Co. was made a defendant in the litigation by the share- 
holders members protective committee, protecting the savings of 16,000 Long 
Beach depositors and by the Long Beach Association itself, as well as by the 
trustee. This was done in order to bring to the court’s attention the defiance 
of the court’s jurisdiction by fraudulent assertion as to the conditions of titles 
interplead into the registry of the court. Prior to being served as a defendant, 
Land Title Insurance Co. had insured only four parcels of property, and upon 
those four the sums paid to the conservator were deposited into court and the 
court’s order clearing such titles obtained. This was done some weeks after 
Land Title Insurance Co. had insured the title as clear. The pleadings of the 
nlaintiffs and the cross-claimants alleged a conspiracy between the conservator, 
Land Title Insurance Co., and various other defendants, to defraud the innocent 
borrowers and purchasers by issuance of title insurance, showing the property is 
clear of the litigation, when in truth and fact the titles to the land were in the 
Federal court. Land Title Insurance Co. issued no more such title insurance 
after being made a defendant in the litigation. 

To insure the ownership of the Long Beach loans assigned by Ammann to 
San Francisco bank in consideration of the transfer to Ammann by San Francisco 
bank of seized Los Angeles bank assets is bad enough, but to insure that payment 
to one of the parties to the litigation as clearing the title, when the title itself was 
interplead into the registry of the Federal court, was not only a false statement, 
it was a defiance of the court’s jurisdiction. 

Mr. Clapp’s letter would lead you to believe that Title Insurance and Trust 
Co. was the only company refusing to insure. There are many title companies 
in Los Angeles County, none of whom were willing, except Land Title Insurance 
Co., to insure the titles obtained by paying one of the litigants in defiance of the 
jurisdiction of the court into whose registry the titles had been interplead. 

Mr. Clapp’s letter also fails to mention that in California there have been pre- 
vious and other title difficulties arising from the seizure of savings and loan insti- 
tutions, and that in no instance have the title insurance companies insured the 
titles conveyed by the seizing authorities, except upon appropriate court pro- 
ceedings, or upon the waiver and release of all parties to the litigation who were 
claimants to ownership in such titles, 

The findings of the court differ from Mr. Clapp’s statement, as to the market- 
ability of such titles. We respectfully submit that the court which has heard 
this litigation for more than 4% years is better informed concerning the borrowers’ 
title troubles than Mr. Clapp who has never appeared in California on this case. 

Respectfully yours, 
LyMAN B. Sut Ter, 
Attorney for Title Service Co. 

Mr. Fiscupacn. Mr. Edgerton, I take it we can infer from your 
testimony that if this litigation were resolved the benefits of it would 
flow to the question of clarifying the title to several thousand home 
owners affected by the litigation at the present time? 

Mr. Epgerron. I believe it would. 

Mr. Fiscusacu. Is there anything further you would like to add 
to your statement this morning, Mr. Edgerton? 

Mr. Epcerton. Nothing other than my own observation, based on 
negotiating for 4% years. That is the fact that I think the Home 
Loan Bank Board would like to settle this litigation, and we could 
settle with them, but it is the Office of the Attorney General that is at 
the moment preventing the settlement, and has for a considerable 
period of time. That is strictly my own opinion, based on negotiation 
with all of them. 

Mr. Harpy. Let me see if I understand that. Is there a sincere 
willingness on the part of all the savings-and-loan people involved to 
arrive at a settlement with the home-loan bank? 

Mr. Epagerron. I think there is a sincere willingness on the part of 
the savings-and-loan people. Of course, no one in the case questions 
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the sincerity of the stockholders’ committee or our willingness to go 
more than half way to arrange a settlement. No one in the case 

uestions that. There is an impasse between the Office of the Attorney 
Saaael and the Long Beach Federal, which has made it very difficult 
to get all of the litigation settled, but I wish to point out that they 
poet reestablish the Los Angeles regional bank without settling the 
Long Beach claims, and at least get rid of half the litigation in that 
manner. 

Everybody says they are willing to do that, but they will not do 
it until they can get the Long Beach claim settled. 

Mr. Harpy. Your feeling also is that the Home Loan Bank Board 
itself has a sincere and genuine willingness to try to work out a 
settlement 

Mr. Epcerron. I honestly believe that. I think they feel it is for 
the best interests of business. 

Mr. Harpy. Then your observation with respect to the Department 
of Justice is that they are impeding the settlement? 

Mr. Epncerrton. | feel the bottleneck in the settlement as far as the 
governmental agencies are concerned, is in the Department of Justice. 

Mr. Harpy. Now, the Department of Justice is supposedly the 
attorney representing the Heme Loan Bank Board. You take the 
position that it is not the Home Loan Bank Board itself, but that the 
Department of Justice is not really appropriately representing its 
client? 

Mr. Epegerton. I do not think they are properly representing their 
client, and so told them. I asked several members of the Home 
Loan Bank Board to sit down with us and the Department of Justice. 
I wanted the Home Loan Bank Board and the Department of Justice 
to sit down with us, and the United States attorney’s office would not 
let them come and sit down with us. They keep throwing it back and 
forth and saying if the Home Loan Bank Board doesn’t want it, they 
will not go for it. 

Mr. Harpy. The Department of Justice then tells you that the 
Home Loan Bank Board itself wants something different from what 
they tell you? 

Mr. Epvcrrton. That’s right. We have been told a great deal, 
believe me. 

Mr. Lovre. Mr. Chairman, may I ask Mr. Edgerton one question? 

Mr. HouiFrevp. Yes. 

Mr. Lovre. Do you know why the Department of Justice is drag- 
ging its feet in this particular case at this time? 

Mr. Eparrron. Would you repeat that, please? 

Mr. Lovrr. Would you read the question? 

(Whereupon the question by Mr. Lovre was read by the reporter.) 

Mr. Epcerron. | do not, sir. I feel if we knew that, we might 
get closer to a settlement. 

Mr. Lovre. The Attorney General’s office has given you no in- 
dication of the reason why they are refusing to try to settle? 

Mr. Epcerton. I believe they do not wish to establish precedents. 

Mr. Lovee. That is all. 

Mr. Horrman. The Department of Justice sets forth its claim in 
the briefs it files, does it not? 

Mr. EpGerton. It does in court; yes. 
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Mr. Houtrre.p. Are there any further questions of the witness at 
this time? 

(No response.) 

Mr. Hourrretp. Mr. Edgerton, will you hold yourself in readiness 
for return to the witness stand at some time this week? 

Mr. Epaerron. Yes, sir. 

Mr. Houirretp. Thank you. You are excused at this time. 

(Whereupon the witness was temporarily excused.) 

Mr. Hourrre.p. I wish to make an announcement. At 15 minutes 
to 12 the bells ring for the House to be assembled. I have an agree- 
ment with the members ef the subcommittee that we will adjourn 
3 at that time. We will reassemble again at 2 o’clock then, in this 


room. 
: Mr. Fiscunacu. Mr. Endicott, will you be sworn, please? 
: Mr. Houirte_p. Do you swear that the testimony you are about 
to give before this subcommittee will be the truth, the whole truth, 
and nothing but the truth, so help you God? 
Mr. Enpicort. I do. 
Mr. Houtrretp. Thank you. Be seated. 
TESTIMONY OF PAUL ENDICOTT, PRESIDENT, HOME BUILDERS 
a SAVINGS AND LOAN ASSOCIATION, POMONA, CALIF. 
Mr. Fiscnracu. Will you state your full name? 
Mr. Enpicorr. Paul Endicott. 
Mr. Fiscnuracn. And your residence? 
Mr. Enpicorr. Pomona, Calif. It really is Claremont, Calif. 
; Mr. Fiscupacu. Are you an officer of the Home Builders Savings 
4 and Loan? 
q Mr. Enpicorr. I am president of the Home Builders Savings and 
Loan in Pomona, Calif. 
Mr. Fiscnpacu. That is a State-chartered organization? 
Mr. Enpicort. Yes, sir. 
Mr. Fiscusacn. Is that association a member of the Federal Home 
Loan Bank System? 
Mr. Enpicorr. Yes, sir. 
Mr. Fiscupacnu. I understand, Mr. Endicott, that you have been 
president of the Savings and Loan League of the State of California? 
Mr. Enpicorr. Some years ago; yes. 
; Mr. Fiscuspacu. You were also president of the United States 
3 Savings and Loan League? 
Mr. Enpicorr. Yes, sir. 
Mr. Fiscupacu. I take it you have heard the testimony of Mr. 
Edgerton? 
Mr. Enpicorr. I didn’t get the question. 
Mr. Fiscupsacu. I take it you have heard the testimony of Mr. 
5 Udgerton? 
Mr. Enpicorr. I came in after you had started. I heard most of 
4 it, I think. 
ed Mr. Fiscupacn. Are you familiar with what the sentiment of the 





industry is with respect to the reestablishment of the Federal Home 
Loan Bank of Los Angeles? 

: Mr. Enpicorr. Well, I think I am, in the same manner in which 
a | Mr. Edgerton reported. I have been present at conventions and 
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conferences from time to time where the matter has been discussed. 
I don’t think I could add to or detract from anything he has said. 

Mr. Fiscupacu. Do you adopt the position that Mr. Edgerton has 
urged upon this subcommittee? 

Mr. Enpicorr. Do I adopt it? 

Mr. Fiscupacu. Yes. 

Mr. Enpicorr. Yes. 

Mr. Fiscupacu. Do you urge the same contentions with respect 
to the reestablishment of the Los Angeles bank that he urged upon 
the committee? 

Mr. Enpicorr. Yes, sir. That, of course, is, and has been from 
the beginning, my interest in this entire matter. It is just one thing. 
The reestablishment of the Los Angeles bank. 

Mr. Fiscusacu. Are you of the same opinion that Mr. Edgerton 
expressed with respect to the Smith committee recommendations and 
what would have flowed from it had the Government agencies con- 
cerned adopted its recommendations? 

Mr. Enpicorr. I would certainly not differ. I must say I was not 
present at the hearings of the Smith committee. It has been a long 
time since I read the transcript of the record of those hearings, and 
it would be hard for me to testify with the same degree of knowledge 
of the whole situation as Mr. Edgerton is able to do. But, in general, 
certainly I would agree with what he has said. Yes. 

Mr. Fiscupacnw. Do you have any opinion as to whether or not 
the Government would have been saved a lot of money and the 
industry would have been saved a lot of money and turmoil had the 
Smith committee recommendations been acted upon? 

Mr. Enpicorr. I think that is perfectly obvious, because so far as 
the committee of which I am a party is concerned, that would have 
ended the matter when that bank was reestablished. That was the 
reason for our creation and the reason for its continuing existence. 

Mr. Fiscuspacs. I take it you would urge the reestablishment of 
the Los Angeles and Portland banks, and the reestablishment of the 
twelfth district today, regardless of what the outcome of the litigation 
was? 

Mr. Enpicorr. Most assuredly. 

Mr. Fiscupacn. I have no further questions. 

Mr. Houirie.tp. Are there any further questions from any member? 

(No response.) 

Mr. Houirieitp. Thank you, Mr. Endicott. 

(Whereupon the witness was excused.) 

Mr. Fiscusacn. Mr. Crail. Will you be sworn, please? 

Mr. Houtrie.p. Do you swear that the testimony you are about to 
give before this subcommittee will be the truth, the whole truth, 
and nothing but the truth, so help you God? 

Mr. Crain. I do. 

Mr. Hourrretp. Thank you. Be seated. 


TESTIMONY OF JOE CRAIL, PRESIDENT, COAST FEDERAL 
SAVINGS AND LOAN ASSOCIATION, LOS ANGELES, CALIF. 


Mr. Fiscusacu. Will you state your full name and your business 
connection? 

Mr. Craix. Joe Crail, president of Coast Federal Savings and Loan 
Association of Los Angeles. 
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Mr. Houtrievp. Mr. Crail, you circulated several letters among the 
industry during the time that we were conducting a field investigation 
in the California area. You made certain references to this sub- 
committee which I wish to call to your attention at this time. 

In a letter directed to the industry on November 3, 1950, signed 
by yourself, and set out in duplicate form, you made the following 
statement [reading]: 

I believe a committee should be organized to assist in a fair hearing before the 
congressional committee, and that Harold Starkey should be chairman. I offer 
my services as committee member and hope that all those managers that want a 
fair hearing and are afraid the hearing might not be fair as now set up will offer 
their names as committee members. 

I would like to ask you, Mr. Crail, if you have any doubt at all 
that this congressional subcommittee will give the industry a fair 
hearing? 

Mr. Cratt. I have no question in my mind about the congressional 
members of the subcommittee. I have had a discussion with Mr. 
Fischbach in which he gave me the impression that he was going to 
try to get a big settlement for Tom Gregory, which we don’t think 
the industry wants. Since then he has proposed a considerably 
increased 

Mr. Hourtrrevp. Will you please be responsive to the question? 
We will have testimony on that point later on. The question I asked 
you was, do you have any doubt that this subcommittee will give 
the industry a fair hearing. 

Mr. Craiu. There is absolutely no question in my mind, or doubt, 
but what the congressional members of the subcommittee will give a 
fair hearing. 

Mr. Hourrre.p. Then why did you send out a letter to the industry 
in which you intimated that the industry would not be treated fairly 
by this subcommittee? 

Mr. Craru. Because of my discussion with Mr. Fischbach in which 
I learned that he is trying to get more money for Tom Gregory, and 
which I think he has stopped by sending out his proposed method of 
settlement. 

Mr. Hourrtevp. I advise you that Mr. Fischbach will be responsible 
to this subcommittee, and that any conversations which he may or 
may not have had with you, without the consent or approval of this 
subcommittee, does not enter into these hearings. 

Mr. Crart. Thank you very much, Mr. Chairman. 

Mr. Houtrtevp. I would like to call your attention at this time also 
to another letter of yours, dated November 15, 1950. On page 2 of 
your letter you accused the stockholders’ committee as follows [read- 
ing]: 

It seems to me that in effect the stockholders’ committee said to the congres- 
sional committee: ‘‘Go ahead and force the Federal Home Loan Bank Board to 
accept the proposal and we can then go along.”’ 

The stockholders’ committee is still fighting the Federal Home Loan Bank Board 
on three points which the industry is overwhelmingly against: 

Your third point, skipping the first two, is— 


Continuance of ,the congressional investigating committee campaign to dis- 
grace the Board and the industry and make it easy prey for Federal Reserve 
Board or Treasury control and income-tax liability as well as loss of confidence by 
its customers. 
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You say there: 


Continuance of the congressional investigating committee campaign to dis- 
grace the Board and the industry and make it easy prey— 

What did you mean by that? 

Mr. Crait. The stockholders’ committee has got a campaign, it 
seems to me, to try to get the congressional committee, through Mr. 
Fischbach, to embarrass the Home Loan Bank Board and the industry 
and to force a larger settlement for Tom Gregory than he asked for, 
or wants. 

Mr. Houirietp. You are a member of this stockholders’ committee. 

Mr. Crart. That is correct. 

Mr. Houirretp. You are a member of the stockholders’ committee, 
and what you are telling us at this time is that the other 10 members of 
the stockholders’ committee are trying to disgrace the Board and the 
industry? 

Mr. Craru. I think that is correct. 

Mr. Hourrietp. And you say that advisedly? 

Mr. Craiu. I don’t know what the word advisedly means. I have 
thought about it, and I think that is correct. I don’t know what 
advisedly means. 

Mr. Hourrievp. Is it not true that you took part with the other 
members of the Board in filing certain litigation for the restoration of 
the home loan bank to Los Angeles? 

Mr. Crait. That is correct, in 1946. Of course, the result of that 
has all been accomplished, in my opinion. 

Mr. Houtrietp. The home loan bank has been restored to Los 
Angeles? 

Mr. Cratu. No; it has not. 

Mr. Hourrrevp. But you did take part, as a plaintiff, in that action? 

Mr. Craru. That is correct. 

Mr. Houirrecp. Do you take that position today? 

Mr. Craru. Yes. 

Mr. Houirietp. You take the position that the bank should be 
reestablished in Los Angeles? 

Mr. Cram. That it was illegally taken over, and that it should be 
restored. Yes. That is correct. 

Mr. HouirieLtp. Then you are in harmony with the other 10 mem- 
bers of the Board on that point? 

Mr. Crai. We are in harmony on all except these three points, the 
third of which you have mentioned. The other two we are not in 
harmony on either. 

Mr. Houirietp. You are not in harmony with the congressional 
committee on the third point of holding this investigation to try to 
get this settlement? 

Mr. Crart. I am in harmony with the congressional committee to 
hold an investigation and give a fair report; and I am sure the subcom- 
mittee will do that if all the facts are presented. I am very anxious 
to have all the facts presented to the subcommittee. 

Mr. Houirretp. You will have an opportunity to have those facts 
presented to the committee. Any facts which you wish to bring, or 
any other individual in the industry who is a representative of an 
equity in the industry, will be given that opportunity, Mr. Crail. 

Now, you are not in favor, though, of this congressional committee 
investigation? 
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Mr. Crait. No. I am in favor of the investigation and to get all 
the facts before it and to give a proper 

Mr. Houirretp. You know this subcommittee has not sanctioned 
any compromise proposal and it does not intend to sanction any com- 
promise proposal which isn’t satisfactory to all the elements, or com- 
paratively satisfactory to all the elements in the industry? 

Mr. Crain. I didn’t know that. I thought Mr. Fischbach’s 
proposal 

Mr. Hourrrevp. Mr. Fischbach has held numerous conferences with 
numerous people in the industry and in the Government with an idea 
of determining where the differences lie. Many different proposals 
have been made back and forth, but I assure you that Mr. Fischbach’s 
negotiations, or his conferences in trying to bring about a determina- 
tion of the area of disagreement has been in his capacity as a counsel 
and as an attorney, trying to arrive at a satisfactory solution, and 
there has been no approval or disapproval of this subcommittee, as 
far as any details are concerned. 

Mr. Cra. Thank you very much. Iam glad to be assured of that. 

Mr. Hourrretp. Then you do have confidence in this subcommittee 
that we will give you a fair deal? 

Mr. Cra, That is correct. 

Mr. Horrman. How can he answer otherwise? 

Mr. Houirtetp. I asked that question in view of the letters which 
have been sent out. 

Mr. Crain. In my opinion the whole question is one of price, 
Mr. Chairman. How much is to be given to Mr. Gregory? That is 
where we have always broken down, in my opinion. 

Mr. Ho.irietp. We are not considering the price that is to be 
given to Mr. Gregory, or the method by which the bank is to be 
restored, or the form of the decree by which it is to be restored. We 
are interested in certain principles, Mr. Crail, as the principles of 
equity, and we expect all the people who are interested in this contro- 
versy, both as litigants and as responsible members of the industry, 
and as responsible Bureaus and Departments of the Government, to 
cooperate for the good of the public interest. I assure you that this 
committee will make any decision and will make any investigation 
that it deems necessary in the public interest. 

Mr, Crarz. Thank you very much. 

Mr. Lanuam. When you refer to Tom Gregory, you refer to the 
Long Beach Federal? 

Mr. Crarit. The Long Beach Federal, of which he is president, and 
he negotiates for them. 

Mr. Lanuam. You agree, do you not, that the seizure of that bank 
did damage the bank considerably? 

Mr. Crain. Yes. 

Mr. Lanuam. You are just afraid that somebody is going to get 
more than the actual damages. Is that right? 

Mr. Cram, We have to pay it in the industry. We are willing to 
pay what is a reasonable amount. He asked for a million and a 
quarter when we first started. It was $250,000 in cash or waivers, and 
then a million dollars at the rate of $100,000 a year. 

Mr. Lanuam. Well, you could answer my question. I asked you if 
you were concerned or were afraid that he or his bank might get more 
than they were entitled to. 
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Mr. Crart. Yes. I don’t want to pay him more than what is a 
fair amount. It is up to $5,000,000, or so, now. 

Mr. Lanuam. It will not be, if we have anything to do with it. 

Mr. Houirtetp. May I advise you at this time that no terms of 
settlement are before this subcommittee? Therefore, a discussion of 
terms of settlement as to the amounts involved is a matter that is not 
of concern to this subcommittee at the moment. So you will please 
make your answers responsive to the members of the subcommittee’s 
questions. 

Mr. Crar. I am trying to. 

Mr. Harpy. I do not think, Mr. Chairman, that this subcommittee 
is going to undertake to set itself up as an authority to go over all of 
the details of the settlement. We are going to be concerned primarily 
with the principles involved in the settlement, rather than the actual 
amounts that are going to be determined as assessable against any 
individual, or association, or branch. 

Mr. Houirietp. That is certainly the position of the chairman of 
this subcommittee, and I hope it will be the position of every member 
of the subcommittee, that we are interested in equity and in the 
principles that are involved. 

Mr. Harpy. There is one other thing that I think maybe I per- 
sonally would like to be enlightened on. Reference has been made to 
three points, as I recall the testimony, which were the objective of the 
Stockholders’ Committee, if that is what it is, and which the industry 
was against. 

Mr. Crat. I can read those. They are right here. 

Mr. Harpy. I think I would like to have the benefit of knowing 
what those three points are. 

Mr. Cratu. The first is [reading]: 

Whatever Tom Gregory wants in constantly increasing demands regardless of 
the cost to the industry instead of working out a fair amount with the Federal 
Home Loan Bank Board. 

That is the first one. The second is, the stockholders’ committee 
is in favor of the 

Return of the Los Angeles Bank to the directors in office when the bank was 
taken over— 
in 1946— 
instead of to newly elected directors. 


I have taken a secret poli, in the way Mr. Hardy and Mr. Hoffman 
suggested, and it runs about 2 to 1 on the positions that I am taking. 
In Mr. Edgerton’s poll I have voted, as Mr. Barnett pointed out, in 
favor of reestablishing the Los Angeles Bank, but that is not the whole 
question. There are a lot of other questions, and I would certainly 
appreciate the suggestion—-I believe it was of Mr. Hardy—that the 
committee itself take a poll of the industry and have it come back in 
secret ballots, and they would see actually what the industry believes. 

Mr. Harpy. On these three points that are here and that have 
just been mentioned, those represent your concept of what the stock- 
holders’ committee is fighting for? 

Mr. Cram. No. They are the three things that the industry does 
not agree with the stockholders’ committee on. Otherwise we are 
in complete agreement. 
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Mr. Harpy. Let me put it this way: I do not want to get into 
a discussion of the points. Your letter says [reading]: 


The stockholders committee is still fighting the Federal Home Loan Bank 
Board on three points which the industry is overwhelmingly against. 


Now, are these three points which you have enumerated here a part 
of the official and stipulated objectives of the stockholders’ committee? 

Mr. Cratu. Not official. 

Mr. Harpy. That is, it is your understanding of it? 

Mr. Crain. It is my understanding of it. That is correct; and I 
believe the industry understands it that way. 

Mr. Harpy. But there is nothing of record that indicates that these 
are three specific objectives of that committee? 

Mr. Cratt. No. That is correct. You are correct. 

Mr. Harpy. And no member of the subcommittee has ever stated 
these objectives to you? 

Mr. Crain. Yes. I believe that this has been common talk. 

Mr. Harpy. That might be common talk, but I cannot conceive 
of an individual who might be working for three objectives like this, 
getting together and talking about it. 

Mr. Crain. I didn’t get that, please. 

Mr. Harpy. It is a little difficult for me to believe. In other 
words, if a fellow was actually trying to do these things, I do not 
believe he would advertise it. 

Mr. Cratt. On No. 1 the actions speak louder than words. 

Mr. Harpy. I am getting right back to this one thing, and that is 
as to whether there is concrete, tangible evidence that the stock- 
holders’ Committee is seeking these three objectives, or whether these 
three objectives are merely your conception of what the stockholders’ 
committee is trying to do. 

Mr. Cra. They are primarily my conception, although No. 2 is 
a part of the proposals, I believe, which is a return to the old directors 
of 1946. The other is just talk in the committees, I guess—my con- 
ception of it. 

Mr. Harpy. That is all. Thank you, Mr. Chairman. I presume 
at some time later on we will get into the basis for that conception. 

Mr. Horrman. J think I and probably some other members of this 
committee came into this situation here cold. At least, I have no 
knowledge whatever of what has happened in California insofar as 
the committee hearings that have been held by Mr. Holifield and Mr. 
Fischbach are concerned, although I am sure that I and other mem- 
bers of the committee will look over that record. 

As I understand you here today, you are in accord with the stock- 
holders’ committee in that you desire the reestablishment of the Los 
Angeles bank? 

Mr. Craiu. That is correct. 

Mr. Horrman. But what you are objecting to, if I get your state- 
ment in answer to Mr. Holifield’s questions, is some sort of a settle- 
ment which has been proposed by Mr. Fischbach. Is that right? 

Mr. Cratt. That is correct. 

Mr. Horrman. I understand too, from the statement of Mr. 
Holifield—am I correct in this—that you are not cognizant of what 
is carried in that proposed settlement. Am I right about that? 

_Mr. Houtrretp. I know of conferences which have been held in 
different parts of the industry, and different proposals that have been 
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made, to try to find out where the area of disagreement was in general 
framework proposals. However, I do not take responsibility, as 
chairman of this committee, for being the sponsor of any proposal or 
any attempt to negotiate beyond the attempt to set up principles on 
which these people who are interested in the industry can get together 
and so arrange a settlement which will be possibly satisfactory to at 
least the great majority of those who are interested in it. 

Mr. Horrman. But so far as you know, no member of the com- 
mittee—and that includes yourself, of course—has made or spon- 
spored a definite proposal, giving figures? 

Mr. Houtrrextp. That is right. 

Mr. Horrman. Now, Mr. Witness, has there been a proposed offer 
of settlement from Mr. Fischbach as to the amount which should be 
paid by anyone? 

Mr. Crarit. Yes. That is correct. 

Mr. Horrman. And it is that proposed settlement with which you 
individually do not agree? 

Mr. Crar. Well, 1 wouldn’t—there are other proposals along the 
line. I believe a settlement should be made. I think Mr. Fischbach 
is way out of line and runs up to 53s or so million, of which I say 2% of 
that would have to be paid by us in the industry as members of the 
San Francisco bank. There are other proposals, some of which I 
think are good, and some of which I think are too high. There is a 
lot of negotiation that has been going on. I think that the Home Loan 
Bank Board and the stockholders’ committee should get together and 
decide how much Gregory is entitled to, and a reasonable amount, 
and then ask Gregory to take it; whereas the position has been that 
the stockholders’ committee confers with Gregory, or Mr. Fischbach, 
and in constantly increasing amounts tries to get the Board to accept 
it. That is my opinion. 

Mr. Fiscupacn. That is his opinion. 

Mr. Horrman. I might say tliis for the record too: Since I came 
here, which was only yesterday, in connection with this matter before 
the committee, various individuals have spoken to me and asked that 
they be given a full hearing. 

Mr. Houtrretp. They will be. 

Mr. Horrman. It is my understanding that the committee will 
hear anybody and everybody, as long as they want to be heard, 
within reason, of course. 

Mr. Hourrreip. That is right. 

Mr. Horrman. On any phase of this matter. 

Mr. Houirievp. That is right. 

Mr. Horrman. I can appreciate the apprehension ‘on the part of 
individuals that they might not be given a hearing, having in mind, 
as they may have, other hearings of congressional and senatorial 
committees. 

Mr. Houtrretp. That is right. 

Mr. Horrman. Because I have a very distinct and vivid recollec- 
tion of the action of a particular committee—and I do not mean the 
Holifield committee—but a committee when the unification bill was 
written, at which time the hearings were closed by a vote of 23 to 22 
in spite of my most strenuous objections as chairman. The committee 
refused to hear admirals, and captains, and other officers who were 
with the fleet in the Pacific, and they pushed through that bill. 
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That was in the Eightheth Congress, Mr. Holifield, for which you 
have no responsibility. 

Mr. Houirietp. I want to thank my colleague for his usual fair 
statement. 

Mr. Lanuam. I thought he was half Republican. 

Mr. HorrMan. Well, he was not then. Since that time he has 
secured the recognition of the Republicans and Democrats. 

Mr. Ho.utrrevtp. That is the bell for the convening of the session 
of the House. At this time I will say that when we reconvene Mr. 
Crail will be available, I hope, and I will ask Mr. Fischbach to take 
the stand when we reconvene to comment upon what Mr. Crail 
has said. 

Mr. Lovre. Mr. Chairman, before we adjourn, could I bave the 
privilege of asking a question? 

Mr. Crar. I have two mistakes I made that I think might mis- 
lead someone. 

Mr. Hourrrevp. In your testimony, or in sending out letters? 

Mr. Cratv. In my testimony. 

Mr. Houirretp. You may correct them. 

Mr. Crary. One is that I am in favor of this investigating com- 
mittee now that is going on and hearing all the facts. Originally I 
was opposed to starting an investigating committee, because I thought 
the court would be giving an adequate decision, and it could be worked 
out to a settlement. That is one point. 

The other is, I am in favor of the restoration of the Los Angeles 
bank. However, in a settlement I would be willing and happy, and 
I would prefer the San Francisco bank with six directors from Cali- 
fornia, because it would be a bigger bank, and I think it would be 
better handled. I don’t want to mislead you in things I have said. 

Mr. Hourrretp. You will be given ample opportunity to clarify 
your statement. 

Mr. Lanuam. Are you an attorney? 

Mr. Craiu. That is correct. I have not practiced for 15 years, 
but I have been before that. 

Mr. Lovre. Whom was Mr. Fischbach representing at the time he 
submitted this proposed settlement that you have testified to? 

Mr. Crain. I received it through the mail. I don’t know who. 

Mr. Lovre. Whom was Mr. Fischbach representing at that time? 

Mr. Cram. He was the attorney for this committee, and after my 
discussion with him in the office in the Federal Building in Los Angeles, 
this proposal came out. I think it will be before the committee, al- 
though I have copies here if you want it, and you can see exactly the 
way it came. 

Mr. Lovre. Were -you led to believe this proposed settlement was 
offered by Mr. Fischbach? 

Mr. Cratn. No. 

Mr. Lovre. Through this congressional committee? 

Mr. Cram. No. It just came through the mail. 

Mr. Lovers. And if so, by whom? 

Mr. Crat. I received it at the stockholders’ committee. 

Mr. Lovre. Then personally you don’t know whom Mr. Fischbach 
was representing at that particular time? 

Mr. Crain. No. 
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Mr. Harpy. Do you know whether that was a proposal made by 
Mr. Fischbach? 

Mr. Cra. All I know is, Mr. Edgerton said it was in the com- 
mittee, and I think whoever spoke about it spoke of it as the Fisch- 
bach proposal, although I see that his name is not on it, as I am looking 
at it. It is always spoken of as the Fischbach proposal. 

Mr. Horrman. May the committee have the one you received 
through the mail? 

Mr. Cram. Yes. You can have this. It is part of the report to 
the members of the home loan bank by the stockholders’ committee, 
which includes this. _ It is called the Fischbach proposal in here too. 

Mr. Hourrretp. The subcommittee is adjourned until 2 o’clock. 

(Whereupon, at 11:50 a. m. the subcommittee adjourned until 2 
p. m. of the same day.) 


AFTERNOON SESSION 


Present: Representatives Dawson (chairman of the full commit- 
tee), Holifield (chairman of the subcommittee), Lanham, Hardy, 
Huber, Hoffman, and Lovre. 

Also present: Representative Clyde Doyle. 

Mr. Houirretp. The subcommittee will please come to order. Mr. 
Crail, will you please take the witness stand? 

Mr. Crail, while we do not have a transcribed record yet of testi- 
mony which was taken just previous to the conclusion of our morning 
meeting, my understanding was that you made a statement that Mr. 
Fischbach had offered a compromise proposal which would pay to 
Mr. Gregory between four and six million dollars. Is that sub- 
stantially correct? 


FURTHER TESTIMONY OF JOE CRAIL, PRESIDENT, COAST FED- 
ERAL SAVINGS AND LOAN ASSOCIATION, LOS ANGELES, CALIF. 


Mr. Crait. I worked it out on a piece of paper here. As I see it, 
it would be—— 

Mr. Houtrretp. I am not asking now for your reasoning as to mak- 
ing the statement. I am asking you if I am reporting correctly what 
you said. 

Mr. Crarz. I think I said about $5,000,000. It is $5,290,000 as | 
figured it. 

Mr. Houtrretp. All right, we will accept your statement. My 
memory was that you said between four and six million. 

Now when you made that statement, Mr. Crail, I was so astounded 
at the amount that was involved that I made the statement that no 
such proposal had been made. As a matter of fact, in my best judg- 
ment no such proposal has been made, and I want to know, when you 
referred to a proposal containing that amount that you just stated, 
did you refer to the proposal which Mr. Fischbach submitted to the 
Home Loan Bank Board and which is a part of this record? 

Mr. Crart. That is the one; yes. 

Mr. Houtrieip. That is the one. Then it was your interpretation 
that that proposal- 





Mr. Cratt. That is correct. 
Mr. Houirrevp (continuing). —-included within its framework such 
an amount? 
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Mr. Crain. Yes. I have explained that in my letter, which I think 
you have a copy of. 

Mr. Hourrieitp. Yes. I say that is your interpretation? 

Mr. Crain. Yes. 

Mr. HoutrieLp. That that is what it means? 

Mr. Harpy. May I raise just one question. Your whole reference 
to a proposal made by Mr. Fischbach is in this document that Mr. 
Holifield has? 

Mr. Crait. That is correct. 

Mr. Harpy. To the extent that this does not constitute a proposal 
from Mr. Fischbach or from this subcommittee or from Mr. Fisch- 
bach as counsel for this subcommittee, then your statement should be 
amended? 

Mr. Cratu. I did not follow you on that. 

Mr. Harpy. The question seems to hinge around whether or not 
this is a proposal of settlement instituted by Mr. Fischbach, by this 
subcommittee or by the chairman of the subcommittee. 

Mr. Cratu. As I understand it, it was a proposal by Mr. Fischbach. 

Mr. Harpy. That is what yon understand this document to be? 

Mr. Crativ. That is correct. 

Mr. Houtrrretp. I wish to make a statement for the benefit of the 
subcommittee. I would like to clarify my own position. At the time 
that this subcommittee was set up, Mr. Fischbach was retained as 
counsel for this subcommittee. Mr. Dawson, the chairman of the 
full committee and myselr both asked Mr. Fischback to in every way 
try to get together the discordant elements in this controversy and 
to try in every way possible to obtain agreement among the contend- 
ing elements so that the recommendations of the Smith committee 
could be effectuated, ones which had not been put into practice yet. 

In that authorization to Mr. Fischbach was the authorization to 
explore and to find out where the elements of agreement and disagree- 
ment were, because it was such a complicated case that we had not 
as yet been able to find out what each contending participant actually 
wanted or what they would actually sign their name to, so we figured 
that the duty of the subcommittee in obtaining a settlement of this 
long-standing controversy for the public imterest, involved finding 
where the areas of agreement and disagreement were. 

Mr. Fischbach was fully within his authority to explore those areas 
of disagreement and agreement to try to find out which one of the 
participants felt willing to agree to certain terms. 

Some of the factors of difference were contained in the original 
Portland agreement which was almost consummated but which fell 
through at the last minute, so that he explored among the industry, 
among the Home Loan Bank Board and members of the Department 
of Justice, the possibility of reaching some type of an agreement. 

So this proposal which Mr. Fischbach extended to the litigants and 
the Home Loan Bank Board, and which is not a secret by any means— 
it is a matter of public record and distributed among the industry— 
is strictly a framework of principles, the details of which must of neces- 
sity be worked out by the contending factions in this controversy, and 
the final form of which will undoubtedly be different from the frame- 
work of the proposal. 

It is at the present time under consideration by many different 
people in the industry. It is in fluid condition. There is no rigidity 
to it. 
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There is no sponsorship by this subcommittee of this particular 
compromise proposal, because it involves many areas which have to 
be settled by joint action of the litigants and the Government depart- 
ments. 

I have tried to make myself as clear as possible on the proposal 
which Mr. Fischbach made to the Home Loan Bank Board board, and 
other factions in this controversy. Is that plain to you, Mr. Crail? 

Mr. Cra. I think so. You remember Monday night when we 
had our discussion, Mr. Fischbach said that this proposal will be 
accepted this week or the members of the Board would lose their jobs. 

Mr. Horrman. Will you read that answer? 

Mr. Fiscupacu. Will you answer that, Mr. Chairman? 

Mr. Horrman. Let me have his answer first. 

Mr. Houirietp. The conversation took place in my presence. 

Mr. Cratu. In your presence, Mr. Roback and my wife. 

Mr. Hourrietp. Mr. Crail, I want to say this: That I have no 
knowledge of that particular statement that they would lose their jobs. 

Mr. Crarit. Do you remember that you said there would be quite 
a question as to whether or not they would be confirmed when they 
came up before the Senate next time? 

Mr. Houtrrevp. I said this: If this controversy continued, that 
there was doubt in my mind that these gentlemen when they came up 
for confirmation would be confirmed, because in my opinion a matter 
which has taken over 4 years of litigation and administrative actions 
and lack of administrative actions certainly would cast a reflection 
upon any administrative board that had not been able to settle such 
problem. 

Now if you want to put it in the particular words you put it in, that 
is all right. 

Mr. Horrman. You said these men would not be confirmed. To 
whom do you refer? 

Mr. Houtrrevp. I said in my opinion the members of the Home 
Loan Bank Board, Mr. Divers, Mr. La Roque, and Mr. Adams, would 
have trouble getting confirmed for renewal of their terms unless this 
matter was settled, and that is my opinion. 

Mr. Horrman. Of course, the House has nothing to do with that. 

Mr. Houtrreip. Nothing to do with it. It is purely a personal 
opinion of mine. 

Mr. Fiscusacn. Yet that statement was attributed by Mr. Crail 
to me, and | would appreciate it, Mr. Chairman, if you would make 
an observation appropriate to Mr. Crail’s comment so that the record 
will be clear. 

Mr. Lovre. Mr. Chairman, I would like to have the reporter read 
Mr. Crail’s answer because I did not get the full significance of it. 

(The reporter read back Mr. Crail’s answer.) 

Mr. Hourrrevp. I have made my answer to that. 

Mr. Harpy. Were you present? 

Mr. Ho.trrevp. I was present. I made the statement as I stated, 
which Mr. Crail may or may not have agreed with. 

Mr. Cratz. I may have been confused on that. 

Mr. Fiscupacnu. May I have the permission of the chairman to 
insert my complete refutation of the statement attributed to me by 
the witness? I am perfectly willing to take the stand and give him 
the lie in his teeth. 
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Mr. Horrman. As long as he has used that term, let’s see. Be 
sworn, go down and tell who said what. 

Mr. Ho.uiFieLtp. You will be excused from the chair, Mr. Crail. 

Do you solemnly swear that the evidence you are about to give 
before this subcommittee shall be the truth, the whole truth, and 
nothing but the truth, so help you God? 

Mr. Fiscupacn. | do. 

Mr. Hourrretp. Thank you. Be seated. 


TESTIMONY OF HYMAN I. FISCHBACH, COUNSEL, SPECIAL SUB- 
COMMITTEE INVESTIGATING THE HOME LOAN BANK BOARD 


Mr. Fiscupacu. My name is Hyman I. Fischbach, my address is 
52 Wall Street, New York City. 

Mr. Houirietp. Do you care to make a statement, Mr. Fischbach? 

Mr. Fiscupacn. I do, sir. The statement made by Mr. Crail 
attributing to me the statement which he did, is absolutely untrue. 
I never made any such statement to him either Monday night in your 
office, Mr. Chairman, nor did Mr. Roback, and we were all together. 

Mr. Horrman. All right, are there questions? As long as they have 
raised that issue, let us have it. Find out what was said and what 
was not said. 

Go ahead, Mr. Fischbach, if you will, and tell us where this meeting 
was, what the date of it was, who was present and what was said by 
each individual there. That is the best way to get at it. Don’t you 
think so yourself? 

Mr. Fiscupacu. Yes, sir. 

On the occasion referred to by Mr. Crail, Mr. Roback, Mr. Holifield, 
Mr. Crail and I met. 

Mr. Horrman. Mrs. Crail? 

Mr. Fiscupacu. Mr. Crail and Mrs. Crail met at Mr. Holifield’s 
office. 

Mr. Hourrtetp. May the record show that that meeting was at the 
request of Mr. Crail for an interview with me, and that I granted him 
the courtesy of an interview. 

Mr. Fiscusacu. May the record also show that I was present at 
the request of Mr. Holifield, and so was Mr. Roback. My recollec- 
tion is that the first thing that was discussed was an assertion con- 
tained in a letter addressed generally to the members of the industry 
on October 26, 1950. I ask that the letter be received as an exhibit. 

Mr. Houtrievp. This letter is a letter from the Coast Federal 
Savings and Loan Association dated October the 26th, 1950, addressed 
to “Dear Association Manager,” signed by Mr. Joe Crail. It will be 
received in evidence and appropriately marked as Crail Exhibit No. 1. 

(The letter above referred to was marked “Crail Exhibit No. 1” 
in evidence.) 

Mr. Horrman. Do you want to read it into the record. 

Mr. Fiscupacu. It will be reproduced in the record, if the subcom- 
mittee pleases. 

Mr. Houtrievp. If any member wishes to hear the letter, it can be 
read into the record at this time. 

Mr. Harpy. Let us have it read. 
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Mr. Houirietp. Mr. Fischbach, please read the letter into the 
record. 
Mr. Fiscuspacn (reading): 


OcroBeER 26, 1950 
Crait Exuisir No, 1 


Dear AssociaTION MANAGER: Mr. Fischbach, attorney for the committee on 
expenditures, investigating why the Federal Home Loan Bank Board has not 
reestablished the Los Angeles Federal Home Loan bank, has asked me to appear 
at the hearing in Washington approximately December 1, 1950. Since I am not 
in sympathy with the method by which this investigation is being conducted, 
Fischbach has asked me to present ‘“‘the opposition.’? He has also asked for an 
advance copy of a statement of my position for his information. I have pre- 
pared a tentative draft and enclose it herein for your information. 

Mr. Fischbach has also asked how many associations’ managers feel as I do and 
also to what degree are the managers concerned over the bank situation. To 
obtain this information I am enclosing a questionnaire which is self-explanatory. 
I would appreciate it if you would fill out the questionnaire and return it to me in 
the enclosed envelope. No identification is necessary. I will compile the statis- 
tics and present the questionnaires as filled out. No association will be named and 
in fact I will not know how any association answered unless the manager writes 
me a separate letter telling me. 

Please fill out the questionnaire and return it at your earliest convenience. 

Sincerely yours, 
Jor Cran. 

Now Mr. Chairman and members of the subcommittee, my recollec- 
tion is that the very first thing that was discussed was whether Mr. 
Crail was telling the truth in this letter of October 26 when he repre- 
sented to the industry that I had asked him to represent the opposition. 

Mr. Hourrretp. The opposition being in quotes? 

Mr. Fiscupacu. Right. A discussion of that subject ensued. 
What was said by me to Mr. Crail in substance was this: That he ob- 
viously was in error in that I could not designate him as “‘the opposi- 
tion” for the industry. I told him that I had heard opposition from 
many quarters, and that he had presented himself in a false guise to 
the industry by this letter, as presuming to represent to them that he 
had received a mandate from me to speak for the opposition in this 
matter. 

Mr. Crail’s position in this situation will be shown as soon as I have 
an opportunity to cross examine him, that he is totally disqualified 
to speak for the opposition in this matter because he is a plaintiff in 
the case, and he comes as he has, presents himself to the industry as 
the voice of the opposition. 

Well, after a short discussion of that, Mr. Crail admitted that he 
was in error and that he had misinterpreted, he took the position he 
had misinterpreted what he had heard from me. 

Mr. Holifield pressed him on that subject and he admitted that the 
statement in the letter of October 26 as well as some of his statements 
that were called to your attention by the chairman’s examination of 
Mr. Crail, were completely without foundation. 

As far as the subject that was discussed with relation to the mem- 
bers of the Board, I said certainly this matter, this proposal, is before 
the Board. It is also before the Department ef Justice. That was 
discussed, and Mr. Holifield did say that in his opinion the members 
of the Board had showed extreme vacillation in this matter, that they 
had been unable to make their minds up. 

Mr. Holifield made mention of the fact that, as Mr. Crail knew, 
the members of the Board had declared themselves publicly on the 
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proposition of the restoration of the Los Angeles and Portland banks, 
and that they showed a disposition because of the provisions of an 
Executive order which you will hear about later, to place the responsi- 
bility for that in the hands of some of the attorneys in the Depart- 
ment of Justice who were handling the case. 

Mr. Holifield also, my recollection is, expressed the opinion that 
unless the Board did take a position in the matter, that there would 
be difficulty, and they probably would not be confirmed when that 
matter was lodged béfore the Senate in due course at the next Con- 
gress. 
~ Mr. Horrman. Right there what if anything did you say about 
that? 

Mr. Fiscupacnu. I made no observation or comment in connection 
with that because the political orbit of this matter is no concern of 
mine, Mr. Hoffman. 

Mr. Horrman. Then evidently as you view it, he has you in place 
of Mr. Holifield. 

Mr. Fiscupacn. Mr. Crail, if he has any contact with you, Mr. 
Hoffman—-I was about to vouchsafe or make a prediction. Permit 
me to strike that from the record. 

Mr. Hourrretp. I would like to ask at this point that the counsel 
confine himself to the facts and make no predictions or assumptions. 

Mr. Fiscupacnu. Yes. I want to strike that from the record, Mr. 
Chairman, with the permission of the members of the committee. 

Mr. Horrman. Strike what? 

Mr. Fiscuspacnu. The unfinished statement I was going to make. 

Mr. Horrman. That being after election, I do not think there is 
any objection to it now. 

Mr. Fiscuspacu. Well, Mr. Crail’s statement that he attributed to 
me just a few minutes ago in this room is absolutely untrue. 

Mr. Horrman. You mean about the confirmation business? 

Mr. Fiscupacnu. Yes, sir. 

Mr. Horrman. Mr. Holifield says he is the one that talked about 
confirmation. 

Mr. Hourrievtp. That is right. 

Mr. Fiscupacu. Mr. Holifield’s statement was true. Mr. Crail’s 
was not. 

Mr. Horrman. As I get it, all that Mr. Crail was wrong in is as to 
the individual who made it? 

Mr. Fiscuspacn. That is correct. 

Mr. Horrman. He says you made it, and Holifield says he made it? 

Mr. Fiscupacu. That is correct. 

Mr. Harpy. The language was a little different from that given by 
the chairman. 

Mr. Horrman. That is right, meaning about the same. 

Mr. Houirietp. At this point unless there are further questions, I 
will ask that the witness be excused and return to his position at 
the counsel table, and I will make a further statement on this matter, 
backed up by a letter. 

At this time we will insert in the record a letter signed by myself 
and dated November 3, in answer to the letter of Mr. Crail and di- 
rected to the Federal home-loan bank stockholders committee, atten- 
tion Mr. E. L. Barnett, chairman, and Mr. J. Howard Edgerton. 
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Mr. Fiscupacnu. May that be inserted in the record? 

Mr. Houirievp. It will be inserted in the record at this point. 
Mark it as “ Holifield Exhibit No. 1.” 

(The document above referred to was marked ‘Holifield Exhibit 
No. 1” in evidence and is as follows:) 


HouiFrietp Exuipit No. 1 


CONGRESS OF THE UNITED STATEs, 
House or REPRESENTATIVES, 
Washington, D. C., November 3, 1950. 
FrepERAL Home Loan Bank STOCKHOLDERS COMMITTEE, 
Los Angeles, Calif. 
(Attention: Mr. E. L. Barnett, chairman; Mr. J. Howard Edgerton, vice 
chairman) 

GENTLEMEN: Thank you for transmitting to me the questionnaires which I 
requested your organization to circulate among the industry. I note the unanim- 
ity of opinion shown by an affirmative vote of 160 to a negative vote of 11 on the 
question of the restoration of the Home Loan Bank of Los Angeles. 

A recent letter, accompanying statement, and questionnaire under date of 
October 26, signed by Mr. Joe Crail, have been brought to my attention. For 
your information neither myself, as chairman of the subcommittee, nor Mr. 
Fischbach, as counsel for the subcommittee, has asked Mr. Crail to present ‘“‘the 
opposition.”” Neither have we requested him to circulate a questionnaire. 

Sincerely yours, 
Cuer Houtrietp, M. C. 

Mr. Houirreip. Proceed, Mr. Counsel. 

Mr. Horrman. Mr. Chairman, I think there should be another 
statement on the record. As I recall Mr. Crail’s testimony, there was 
something said about this proposed settlement to which you have just 
referred, and which everybody seems to have had at one time or 
another, was a proposal by Mr. Fischbach. 

Then I understood from your testimony that you are the one who 
directed Mr. Fischbach to go ahead and see what could be done by 
way of settlement, and the other members of the committee had no 
part in it. 

Mr. Hourrietp. No; of course the gentlemen from Michigan as 
usual puts his own interpretation on it. 

Mr. Horrman. You fix it. 

Mr. Houirieip. At the beginning of this field investigation, Mr. 
Fischbach was under instructions from Mr. Dawson and from myself 
to explore all honorable and legitimate methods toward a determina- 
tion of the issues which are involved in this case, and to act in every 
way possible to determine the areas of agreement and disagreement, 
and pursuant to those instructions he on his own responsibility con- 
ferred with members of the industry and factions that are involved 
in this controversy. 

Mr. Fiscuspacu. I might also say, Mr. Chairman, that here is a 
partial compendium of the documents thet I perused in the formu- 
lation of the concepts which I suggested, and that is only a partial 
compendium of the documents. [Indicating eontents of four-drawer 
filing cabinet.] 

Mr. Houtrietp. I consider that Mr. Fischbach’s action was fully 
authorized to pursue any exploratory method which was honorable and 
legitimate, to find out where the issues are in this case, and then to 
bring to the attention of the committee any fields of agreement and 
disagreement. 
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If it involved conversations, conferences, or letters, I feel that he 
was fully within his authorization, and I still say that the committee 
reserves its judgment to approve any information which he finally 
submits to us. 

Mr. Horrman. How is that different from what I said? 

Mr. Houtrtevp. I will let the record speak for itself. 

Mr. Huser. Mr. Chairman, you offered the good offices of the 
committee in order to achieve a fair and equitable settlement any- 
where along the line? 

Mr. Houirietp. Exactly. I feel, as the judge of the Federal court 
in Los Angeles has in a conversation with me said, that if the good 
offices of the Federal court could be offered to settle this controversy, 
that he would be glad to do so. 

The Attorney General of the Department of Justice has likewise 
signified the same interest in settling the case, and the members, all 
the members of the Home Loan Bank Board, have also signified to 
me their agreement on that principle of trying to get this settled in an 
equitable way. 

Mr. Lovre. Do I understand then, Mr. Chairman, that we are 
supposed to go into the terms of this proposed settlement? 

Mr. HouirreLtp. We are not supposed to go into the terms of the 
settlement nor to sit in judgment on the terms of the settlement, 
because at this time there is no firm proposal by Mr. Fischbach, by 
any part of the industry or any of the Government agencies for us to 
consider. 

The conferences are in a fluid state, and we hope that out of those 
conferences this tremendously complicated matter can be brought to a 
conclusion, a conclusion of which I know this committee will want to 
know the nature, and will want to sit and consider it and lend its 
good offices insofar as we are officially allowed to lend our offices for the 
settlement of this problem in the interest of the public. 

Mr. Lannam. Mr. Chairman, then this document is merely a sug- 
gestion of settlement and was not intended to bind this subcommittee 
in any way. 

Mr. Hourrre.p. It does not bind this subcommittee nor does it bind 
any individual to specific terms or details. Some of the litigants and 
some of the individuals involved have already signed it as a significa- 
tion on their part that they are willing to sit down around the con- 
ference table and explore the principles which are outlined in the com- 
promise proposal. Some have not. Some have refused. 

Mr. Horrman. What does the Department of Justice say about 
that? Has that been submitted to them? 

Mr. Houirrevp. It has been submitted to them, and as yet I have 
not heard from them. 

Mr. Horrman. Do you know, Mr. Fischbach, what the Depart- 
ment of Justice said about it? 

Mr. Fiscupacu. | know what Mr. MacGuineas said about it. 

Mr. Horrman. What does he say about it? Is he a fellow that 
has a right to speak? 

_ Mr. Fiscusaca. I do not know about that. He is the gentleman 
in the Claims Section of the Department of Justice who in the first 
instance receives 

Mr. Houtrreip. Will the counsel desist at this time? 

Mr. Fiscuracn. Surely. 

79631—52——11 








140 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Houirretp. With the agreement of the subcommittee, I would 
like to reserve the statement of the Department of Justice’s position 
or of any of the members of the Department of Justice, for the time 
being, hold it in abeyance until I have had official notice of a position 
on their part, and as soon as I am notified, I will bring to the attention 
of this committee immediately any official position of the Department 
of Justice. 

At this time I do not believe that it is wise to bring into discussion in 
public hearing conversations which may or may not have the officisi 
approval of the Department of Justice, and I hope the subcommittee 
will sustain me in that position at this time. 

Mr. Horrman. I do not want to throw any monkey wrenches, but I 
suppose this thing is ali open and aboveboard. If it is not, it is all 
right with me. Follow your own course. 

Mr. Houirreip. Our proceedings are open and aboveboard. Many 
parts of this controversy are in a fluid state of consideration, and I do 
not think it would be fair at this time to present the Department of 
Justice’s views until they are ready to take an official position. 

Mr. Horrman. As I understand that proposed settlement, it was 
submitted to the Department of Justice. You say some folks have 
signed it, and all I asked was what the Department of Justice at that 
time said about it. 

Mr. Houirievp. I have said that I have not received any official 
notice from the Attorney General in regard to this matter. 

Mr. Horrman. But the man who had charge of it, Mr. Fischbach 
said it was presented to Mr. MacGuineas. Mr. MacGuineas gave 
him some answer. 

Mr. Harpy. Is Mr. MacGuineas present? 

Mr. Houtrietp. Mr. MacGuineas is in the room. 

Mr. Horrman. He was here this morning. 

Mr. Hourriretp. I will insist upon my previous request that the 
order of witnesses as prepared by the chairman of the subcommittee 
be sustained, and I will promise that the Department of Justice, a 
representative designated by Mr. McGrath, will be brought before 
the committee for questioning. 

Mr. Horrman. But is Mr. McGrath going to “horseshed’”’ him 
first as to what he is to say? 

Mr. Houtrrevp. I, of course, cannot answer any such question as 
that. 

Mr. Horrman. Go ahead in your own way. 

Mr. Houtrie_tp. Any subordinate in the Department of Justice 
must act under the instructions of the Attorney General. 

Mr. Horrman. My understanding was—and I just get that from 
some of these men who are here, and I could not call them by name- 
that the President himself was in back of the Department of Justice 
on this thing, and that there is a letter from Mr. Truman to that 
effect. If 1 am in error, I do not know, and I do not care. 

Mr. Houtririp. I have no knowledge of any letter from Mr. 
Truman on this subject. 

Mr. Horrman. Do you know, Mr. Dawson? 

The Cuar man. I have no knowledge of any letter. We can sit 


up here and say things that can’t “et checked upon, for public con- 
sumption, if we will, but we enter into this matter as we go into all 
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and to try to remedy a situation that we thought we ought to look 
into, and if at this time in the judgment of the chairman of this sub- 
committee it is his belief that we ought not to call a witness, I think 
that we will all agree, and I think you would, too. 

Mr. Horrman. I am not going to vote against the chairman’s 
desires; of course not. 

The CuarrmMan. Then why make remarks that could be interpreted 
as throwing some color upon a hearing that is entered into with all 
seriousness? 

Mr. Horrman. As I said, it does not make any difference to me 
how you present your case. 

Mr. Houirireip. Thank you. 

Mr. HorrmMan. Go ahead in your own way. You have got a 
partial statement here and the other side is not there. 

Mr. Houirre.tp. The hearings are not concluded. 

Mr. Crail, will you please take the chair? 

Mr. Fiscupacu. May I question the witness? 

Mr. Houtrrexp. All right. 


FURTHER TESTIMONY OF JOE CRAIL, PRESIDENT, COAST FEDERAL 
SAVINGS AND LOAN ASSOCIATION, LOS ANGELES, CALIF. 


Mr. Crain. Please, Mr. Chairman, I would like to speak a minute 
about Crail exhibit No. 1, and point out that your reference to the 
quotation marks was the objection which both you and Mr. Fischbach 
made to my statement, and I apologize for putting in quotation 
marks, if that was an erroneous statement, I mean if that was an 
erroneous inference. , 

I did not mean that opposition, as I put it, in parentheses, meant 
all opposition, whoever might be called, but only myself and people 
who believed as I do. That is what I meant by putting it in paren- 
theses. 

Now the statement was completely true, depending upon whether 
or not the parentheses was in or not in, and that depended on the 
interpretation—not parentheses but quotation marks. 

Mr. Fiscupacn. In point of fact, Mr. Crail, when I called that to 
your attention the other night in Mr. Holifield’s office, did you not 
offer to write a letter to the industry when the apparent misleading 
concept that you placed upon those words was called to your attention? 

Mr. Crain. That is correct, and I asked you to write one, too. 
Isn’t that correct, to explain it? 

Mr. Fiscunacu. Did not Mr. Holifield say: “No, Mr. Crail, you 
have written enough letters’’? 

Mr. Cratu. That is correct. 

Mr. Fiscunacu. And he said it would be gone into in public 
hearing? 

Mr. Crain. That is right. 

Mr. Fiscupacu. You were never denied an opportunity to come 
before this subcommittee or any member of the subcommittee, were 
you? 

Mr. Crain, Quite the contrary, you asked me to be here to repre- 
sent the opposition. 

Mr. Fiscupacu. We have heard your version of that. 

Mr. Craw. And subpenaed me. 
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Mr. Fiscunacn. Were you invited to come in Los Angeles? 

Mr. Cra. That is correct. 

Mr. Fiscusacn. And you were subpenaed the night that you came 
to Mr. Holifield’s office, were you not? 

Mr. Cratu. That is correct. 

Mr. Fiscuspacu. Now Mr. Crail, I would like the members of this 
subcommittee to understand the various hats you have worn in this 
situation. 

Mr. Horrman. Read that question, please. 

(The reporter read back the question.) 

Mr. Horrman. I have no objection. 

Mr. Fiscusacu. To begin with, Mr. Crail, you were, and you still 
are, through the Coast Federal Savings and Loan Association, a 
plaintiff in a lawsuit in the Federal court, trying to get the Los Angeles 
bank reestablished? 

Mr. Craiu. That is correct. 

Mr. Fiscupacn. You have expressed yourself on innumerable occa- 
sions, publicly and privately, that in your opinion Mr. Fahey’s seizure 
of the institution and its merger with the Portland bank and the 
creation of the San Francisco bank was a disservice to the industry 
and to the public? ‘ 

Mr. Craiu. That is correct. 

Mr. Fiscupacn. Have you ever abandoned that position? 

Mr. Crat. No. 

Mr. Fiscupacu. Is that your position today? 

Mr. Crain. That is correct. 

Mr. Fiscupacu. Allright. You have alleged, have you not, under 
oath in the Federal court in Los Angeles, that amongst other things 
the creation of the San Francisco bank was an unlawful thing, was 
wrong legally and morally, have you not? 

Mr. Cratt. I do not know about that. That may or may not be 
true. I think it was illegal when it was—the method of dissolving 
it, the Los Angeles bank, was illegal. 

Mr. Fiscuspacu. How about the creation of the San Francisco 
bank? Did you give that the grace of legality in your allegations? 

Mr. Crain. I don’t recall that. I signed along with all the others. 
We got those six companies together. I think whoever did it—I 
don’t remember now. It is 444 years ago, and we all signed the same 
type of complaint, in order to get the matter before the court as a 
representative suit for the shareholders or stockholders of the Los 
Angeles bank. 

Now I do not recall what was in the complaint, but I do know, I 
do believe that the dissolution of the Los Angeles bank was illegal, 
and I have never thought of the San Francisco bank, whether it was 
legal or illegal. 

Mr. Fiscnpacu. Did you give it any consideration when you placed 
your name in nomination as a director of the San Francisco bank? 

Mr. Crain. That is correct, this issue. 

Mr. Fiscnsacnu. Just a moment. Did you? 

Mr. Craiu. Yes. 

Mr. Fiscupacu. And did you come to any conclusion on that 
proposition? 

Mr. Cratu. Yes. 
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Mr. Fiscupacn. You came to the conclusion, I take it, that you 
were Willing to be a director of the San Francisco bank? 

Mr. Craiv. Can I explain, or do you insist on a yes-or-no? 

Mr. Fiscusacu. Just follow me in my questioning. 

Mr. Horrman. I think the witness is entitled to explain, and should 
not be confined to a yes-or-no answer, especially by a counsel so 
skilled as my friend, Mr. Fischbach. 

Mr. Fiscupacn. I probably never will be as skilled as Mr. Hoffman, 
whose career at the bar has always been a subject of tremendous 
admiration to me. 

Mr. Horrman. Now we are even. ([Laughter.] 

Mr. Huser. As a layman, I have heard courts on many occasions 
call the witness to answer “Yes” or “No.” 

Mr. Houtrreip. This is not a court, and I will ask the witness to 
answer the counsel’s question, and then he may make a brief ex- 
planation. 

Mr. Cratt. Thank you. Now I forget the question. Will you 
read the question, please? 

(The reporter read the question.) 

Mr. Crary. The answer is “Yes.” 

Mr. Fiscnpacn. The answer is “Yes.” Now don’t you recall 
ever taking a position as to whether the San Francisco bank was 
lawful or unlawful? 

Mr. Cram. Can I make my explanation? 

Mr. Fiscupacn. Just a moment. I asked you a simple question, 
and as a brother lawyer, I am sure you can answer it. 

Mr. Houirrevp. I gave the witness permission to make an explana- 
tion to the former question. Is it the former question? 

Mr. Crain. Yes; that is right. 

Mr. Houirieitp. You did not avail yourself of it. You may now 
explain. 

Mr. Crain. Excuse me, I thought you were going to ask me. When 
this matter first came up with the San Francisco bank, the problem 
was immediately presented as to what would be the effect of us dealing 
ie oe San Francisco bank when all of us were claiming that it was 
illegal. 

Mr. Fiscupacu. I can’t follow your answer, and I am trying to 
really, Mr. Crail. You talk about “us’’ and so forth, and I am sure 
that the members of the committee cannot follow you. 

Mr. Gratt. The Savings and Loan Associations in California 
were presented with the problem of dealing with the San Francisco 
bank, although they believed it was illegal and they should be 
dealing with the Los Angeles bank. 

Mr. Fiscupacn. The industry believed that it was illegal? 

Mr. Cratu. I think a large proportion of them did. 

Mr. Fiscuspacn. And did you? 

Mr. Crain. Yes;I believe so. I think so. That is a problem that 
don’t recall the legality of it. 

Mr. Fiscusacn. Well, proceed with your explanation. 

Mr. Crain. We had to borrow money from them, and we had to 
own stock in some bank, the Los Angeles bank or the San Francisco, 
and we had Paul Fussell from the O’Melveny & Myers firm, which 
are the attorneys for the stockholders committee, tell us what he 
thought we ought to do. 
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His statement was that we were so mixed up in it that there was 
nothing else for us to do but to go ahead and treat the San Francisco 
bank as a de facto bank and proceed just as though it were the Los 
Angeles bank and a legal bank, and we would preserve our position 
anyway, and in all ways we would treat it as though it were de facto 
bank, and all of us have treated it that way as far as I know. 

Mr. Fiscupacu. You do not recall any position as to whether the 
bank was legal or illegal? 

Mr. Crait. Thinking back on it now—I have not thought of it 
for many years, but thinking back on it now—I believe it was illegal 
at that time. The transaction was certainly illegal, dissolving the 
Los Angeles bank, in my opinion. 

Mr. Fiscupacn. Have you changed your position in that respect? 
Mr. Crait. No. I think I will still—whatever the position was, I am 
still there. 

Mr. Fiscuspacn. You are still there? 

Mr. Cratu. Yes. 

Mr. Fiscusacu. Do you think the bank is illegal today? 

Mr. Crari. Well, offhand I would say “Yes.” 

Mr. Fiscunacu. Yet you were willing to become a director of an 
illegal institution? 

Mr. Crat. It is a de facto institution in operation, and everybody 
in California votes on stock and everything else in it. 

Mr. Fiscusacn. Mr. Crail. You exhibit some difficulty in re- 
calling to your mind things that took place in connection with the 
position you took, so I am going to show you a paper which purports 
to bear your signature and which purports to be sworn to under date 
of September 5, 1947, and ask you is this your signature? 

Mr. Cratt. That is right. 

Mr. Fiscunacn. Now above your signature—did you swear to 
this affidavit? 

Mr. Crart. I do not recall the affidavit. What is it? 

Mr. Fiscuracn. You do not recall the affidavit? 

Mr. Cratt. You have not shown it to me yet. 

Mr. Fiscuracn. Does this refresh your recollection? [Reading:] 

Whereas it appears to the stockholders of the Federal Home Loan Bank of 
Los Angeles and to the stockholders of the Federal Home Loan Bank of Portland, 
here assembled in San Francisco, on this 28th day of July 1947, at a meeting of 
stockholders of the purported Federal Home Loan Bank of San Francisco, that 
the existence of the Federal Home Loan Bank of San Francisco is wholly un- 
lawful 

Mr. Cratu. I think that is the resolution that I proposed at the 
stockholders’ meeting probably that time. Can I see what it is? 

Mr. Fiscupacn. Yes; surely. 

Mr. Cratu. Is that what it is? 

Mr. Fiscupacn (reading): 

Now, therefore, be it 

Resolved, That this assembly does hereby protest the holding of this meeting 
as a meeting of stockholders of the purported Federal Home Loan Bank of San 
Francisco and does hereby declare this meeting to be a joint meeting of the 


stockholders of the Federal Home Loan Bank of Los Angeles and of the stock- 
holders of the Federal Home Loan Bank of Portland. 








And that is your signature after those words; is it not? 
Mr. Cratt. That is correct. I remember making that up in 
San Francisco. 
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Mr. Fiscnpacu. Now here is your affidavit. Yousay you remember 
making that up in San Francisco? This affidavit appears to be sworn 


to at Los Angeles. ee 
Mr. Crai. I made the motion in San Francisco at the meeting of the 


stockholders. 
Mr. Fiscupacu. You presented this affidavit sworn to in Los 


Angeles, to the Federal court in Los Angeles; did you not? 
Mr. Cratu. I did not know it. 
Mr. Fiscupacu. Well, have a look at it and see if it refreshes your 


recollection. 

Mr. Crait. Thank you. That is what I have been trying todo. I 
do not like to take the committee’s time with this. I think it is 
probably all right. I don’t either recall it or not recall it. 

Mr. Fiscupacn. I suggest you read it to the subcommittee. 

Mr. Cratu (reading): 

Joe Crail being first duly sworn deposes and says: 

That he is and at all times herein mentioned has been the president of Coast 
Federal Savings and Loan Association, a corporation organized under and existing 
by virtue of the laws of the United States, with its principal place of business in 
the city and county of Los Angeles, State of California; that Coast Federal Savings 
and Loan Association is now and at all times herein mentioned has been a member 
and stockholder of the Federal Home Loan Bank of Los Angeles, a corporation 
duly established by the Federal Home Loan Bank Board under the authority and 
within the meaning of chapter 11 of title 12 of the United States Code; that a 
meeting of representatives of the members and stockholders of the Federal Home 
Loan Bank of Los Angeles and of the Federal Home Loan Bank of Portland was 
held at the Fairmont Hotel in the citv and county of San Francisco, State of 
California, on the 28th dav of July 1947, which meeting was called by the board of 
directors of the purported Federal Home Loan Bank of San Francisco as a meeting 
of members and stockholders of said purported Federal Home Loan Bank of San 
Francisco; that affiant was present at said meeting as the representative of Coast 
Federal Savings and Loan Association; that at said meeting the following set forth 
resolution was read by E. L. Barnett, the executive vice president and the repre- 
sentative of Santa Rosa Savings and Loan Association (which association is a 
member and stockholder of the Federal Home Loan Bank of Los Angeles) who 
moved that it be adopted; that said motion was duly seconded and after discussion 
thereof was carried, and said resolution adopted, by the majority vote of the 
representatives of the members and stockholders of the Federal Home Loan Bank 
of Los Angeles and of the Federal Home Loan Bank of Portland present at said 
meeting and the chairman of said meeting so announced: 

“Whereas it appears to the stockholders of the Federal Home Loan Bank of 
Los Angeles and to the stockholders of the Federal Home Loan Bank of Portland 
here assembled in San Francisco, on this 28th day of July 1947, at a meeting of 
stockholders of the purported Federal Home Loan Bank of San Francisco, that 
the existence of the Federal Home Loan Bank of San Francisco is wholly unlawful; 
Now, therefore, be it 

“Resolved, That this assembly does hereby protest the holding of this meeting 
as a meeting of stockholders of the purported Federal Home Loan Bank of San 
Francisco and does hereby declare this meeting to be a joint meeting of the 
stockholders of the Federal Home Loan Bank of Los Angeles and of the stock- 
holders of the Federal Home Loan Bank of Portland.” 


I guess I have been elected to the purported Federal Home Loan 
Bank of San Francisco as a director. 

Mr. Fiscnsacn. Since you made that affidavit, you accepted a 
nomination and the candidacy for the office of director of the San 
Francisco Bank; did you not? 

Mr. Cratu. That is correct, on this issue that we are involved in. 
_ Mr. Fiscupacn. So now as a director of the San Francisco bank, 
it is your duty to participate in the management of the San Francisco 
bank; is it not? 
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Mr. Crain. That is correct. 

Mr. Fiscupacn. Yet you are still a plaintiff seeking dian dissolution 
of that bank? 

Mr. Crain. That is correct. 

Mr. Fiscupacu. As a lawyer, hasn’t it occurred to you that as a 
director of the bank you might possibly have one line of duty, and as 
a stockholder seeking the dissolution of that bank, your line of attack 
might come in conflict with what your obligations as a director 
would be? 

Mr. Cra. As a lawyer I think I can keep myself separated in the 
various capacities, wherever I am acting, and do a good job in what- 
ever capacity I am acting. 

Mr. Ho.uirietp. At this point, Mr. Crail, the chairman of the 
subcommittee would like to ask you if a question arises which is in 
conflict between the plaintiffs who are pleading to dissolve this bank 
and your duty as a director to maintain this bank in its status quo, 
what position would you take? 

Mr. Crain. That is one I would have to take some time to think 
about. 

Mr. Houirievp. I think you would. The chairman thinks that 
you would have a hard time discharging your duty to both positions. 

Mr. Horrman. Does it follow because he is a director of the San 
Francisco bank that he must oppose its dissolution and the reestab- 
lishment of the Los Angeles bank? 

Mr. Houirieitp. There may be many points of conflict between the 
plaintiffs and the San Francisco bank, as is evidenced by several suits 
in court. 

Mr. Horrman. It does not follow, though, as a director that he has 
to do everything that somebody else says he ought to do as a director. 

Mr. Houirievp. Mr. Crail will have to answer that question when 
he is installed as a director. 

Mr. Fiscuspacu. Have you been installed as a director? 

Mr. Cratu. No; it is in January or some such time. 

Mr. Fiscnupacu. Who represents you in the lawsuit you now have 
pending? 

Mr. Cratt. O'Melveny & Myers. Paul Fussell, I believe. Does 
it say on here? I do not see it. It is O'Melveny & Myers or Paul 
Fussell. 

Mr. Fiscupacu. Have you instructed your counsel, whether it is 
O'Melveny & Myers or Mr. Fussell representing that firm individu- 
ally or as a member of that firm or any other counsel, to disassociate 
your company from that case? 

Mr. Crain. No, I have not. I offered to do that to Chet, if he 
wanted me to—thought that was the thing to do. 

Mr. Fiscupacn. Did you think you were going to submit a question 
like that tothe chairman? You area lawyer and he is not. 

Mr. Houirievp. I have no jurisdiction over such a decision, Mr. 
Crail. That is absolutely up to your own judgment, your own 
integrity. 

Mr. Craiu. I will have to talk to Paul Fussell about it because it is 
something that had not occurred to me. 

Mr. Fiscupacu. You had never even discussed it with your lawyer 
before you decided to become a director of the bank? 

Mr. Crat. No. 
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Mr. Fiscusacn. Did you make it generally known to the industry 
that that would be a question you would consider after your election? 

Mr. Cratu. I did not think of it and nobody ever mentioned it to 
me. 

Mr. Fiscunacn. Did you get anybody to vote for you on the 
theory that you might want to take one line of action as a director 
of the bank and another line of action as a plaintiff? 

Mr. Crart. No one ever mentioned it tome. I never mentioned it 
toanybody. Ido not think anybody ever thought of it. 

Mr. Fiscunacn. What have your relations been with the Home 
Loan Bank Board? 

Mr. Lanuam. I can’t see the materiality of this line of questioning 
at all. How is it going to throw any light on the problem we are 
trying to solve? 

Mr. Hourr1e_p. Counsel will please answer that. 

Mr. Lanuam. I wish you would get down to something that is 
material. 

Mr. Fiscusacn. I think, Judge Lanham, that if in the evaluation 
of the position urged upon the subcommittee by the gentleman in the 
witness chair, the committee had before it the various positions that 
he has taken in this controversy, the alleged answers that he has had, 
you would have a fair yardstick by which to evaluate whatever 
position he urges. 

Mr. Lovre. Discredit his testimony, that is the purpose? 

Mr. Fiscuracn. No, it is to enable the subcommittee to evaluate his 
testimony properly. If you gentlemen feel that you have enough 
in that respect, why, I will abandon this line of interrogation. 

Mr. Houtrrerp. Counsel will proceed. The subcommittee will be 
able to evaluate the testimony as it is put before us, and any attempt to 
discredit or to ennoble the witness will receive our own evaluation. 
Proceed. 

Mr. Fiscupacu. I merely inquire whether the subcommittee at this 
point feels that it has enough with which to evaluate this witness’ 
testimony. 

Mr. Lanunam. I have. 

Mr. Horrman. I have no opinion at all. Go ahead. As far as I 
am concerned you can do it whatever way you want to. 

Mr. Fiscusacn. All right. 

Mr. Crail, what have your relations been with the Home Loan 
Bank Board since your name was put in as a candidate for the office 
of director of the San Francisco bank? 

Mr. Cratu. I have no relationship, relations either way. What 
do you mean? Tell me what you mean. 

Mr. Fiscupacu. Well, have you discussed your candidacy with 
any member of the board or any member of its staff? 

Mr. Cratu. I have not discussed it with any member of the board. 
I called Ken Heisler one time, told him that I was very dissatisfied 
with the stockholders’ committee backing George Eason, that I had 
been able to come to a settlement which I thought was satisfactory 
with Ken Heisler, and it seemed to me that somebody ought to run 
against George Eason, and did he have any suggestions as to what 
I ought to do. 

Mr. Fiscupacn. What did Mr. Heisler say to you? 





148 INVESTIGATION OF HOME LOAN BANK BOARD 





Mr. Craiu. He said he didn’t know. He did not have any sug- 
gestions. 

Mr. Fiscupacn. How is it that you as a member of the industry 
called the general counsel for the Home Loan Board as to an industry 
problem, and the representation of the industry on the board of 
directors of the San Francisco bank? 

Mr. Crait. I had been talking to him and getting complete coop- 
eration. I am trying to get a settlement for Tom Gregory which 
would be satisfactory to the Home Loan Bank Board and the industry 
of California and the stockholders’ committee. Right along I have 
done that. Not right along. I have done it beginning in May of 
this year, 1950. 

Mr. Fiscupacn. Did Mr. Gregory give you any such mandate? 

Mr. Crartt. No, and we went to Biloxi —— 

Mr. Ho.irretp. Will the counsel please desist for a moment. 
Will the reporter please read the previous question and answer. 
I did not understand it. 

(The reporter read back the last two questions and answers.) 

Mr. Fiscupacn. What other cooperation had you been getting 
from Mr. Heisler, if any? 

Mr. Crarit. The only relations that I recall ever having with 
Heisler is in regard to trying to get this settlement which, as far as 
Heisler and I agreed, as far as I could see and the stockholders’ 
committee agreed, but we could not get Gregory to accept the settle- 
ment, and I have talked to him a lot about that subject. 

Gregory is holding up the settlement, so I talked to him. That is 
the only subject I have ever discussed with him, as far as I know. 

Mr. Fiscupacnu. Did you ever discuss with him his placing at your 
disposal or at the disposal of your company the legal assistance of the 
staff of the general counsel of the Home Loan Bank Board? 

Mr. Cratu. No; I did not. I discussed that with Bill McKenna. 

Mr. Fiscusacnu. And did you get cooperation in that respect? 

Mr. Crain. Well, I will tell you what the cooperation was. I did 
not ask Bill McKenna for any cooperation. What happened was that 
when the superintendent of banks sued the Coast Federal for acting 
like a Savings and Loan Association without his permission, we had 
the matter transferred to the Federal court. 

At*one time Bill McKenna was out here in regard to something on 
this Fahey case. He came down to the office and said that he had had 
similar cases just like this all over the country, and had the cases 
pretty well worked out, and that he would be glad to give them to 
my attorney. 

I took him in to Harry McMahan who was acting as attorney for 
me, and he reeled out of his head these cases, which was quite a trick 
I thought, of different parts of the country in which other super- 
intendents of banks or other people had brought actions of a similar 
nature, and the decisions, all of which supported our position that 
we were entitled to act as a Savings and Loan Association under a 
permit from the Home Loan Bank Board. 

Mr. Fiscusacn. Did not the superintendent of banks of the State 
of California question the form of your advertising? 

Mr. Cratu. Yes. 

Mr. Fiscnspacn. Did not Mr. McKenna appear in court for you? 

Mr. Craru. No, not that I know of. 
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Mr. Fiscuspacu. Did he not appear with your counsel? 

Mr. Cram. Not that I know of. 

Mr. Horrman. May I ask a question, Mr. Chairman? 

Mr. Houirietp. Surely. 

Mr. Horrman. What does this advertisement business have to do 
with this issue? 

Mr. Fiscupacu. Ii is merely a question of whether you gentlemen 
want it or do not want it, for the purpose of evaluating this man’s 
testimony. 

Mr. Horrman. It bears on the credibility of the witness? 

Mr. Fiscupacu. Entirely. 

Mr. Horrman. It’s all right with me. 

Mr. Craiu. I think I know what you are referring to. Judge 
Carter as I understand it—I have never been in court in this case, 
so all that I get is hearsay, but as I understand it, Judge Carter— 
the first time it came up, said that this was a matter which involved 
the whole industry, and he would like to have a representative of the 
Federal Home Loan Bank appear. 

I understand that Bill McKenna was the man who represented the 
Federal Home Loan Bank at that time, before Judge Carter. 

Mr. Fiscupacu. As a point of fact, wasn’t the very nature of the 
representations contained in your advertisements challenged in that 
litigation? 

Mr. Cram. Yes. We should not use the word “savings.” 

Mr. Fiscupacn. Did you change your advertising as a result of 
that suit? | 

Mr. Crain. No. 

Mr. Fiscupacu. It is still going on? 

Mr. Crain. We are still doing exactly the same thing we did before. 

Mr. Fiscupacu. Mr. Crail, just to summarize your position in this 
controversy, I understand—I would like to fairly state what your 
position is, so if I do not state it fairly, correct me—in the first place 
you started out urging the invalidity of the seizure of the Federal 
Home Loan Bank of Los Angeles. You still adhere to that? 

Mr. Cratu. Yes. 

Mr. Fiscupacu. When you shake your head the reporter can’t 
get it in the record. 

Mr. Crain. Yes. Thank you. 

Mr. Fiscupacu. You also took the position that the seizure of the 
Long Beach Federal was illegal and unjustified? 

Mr. Crain. That is correct. 

Mr. Fiscupacu. And you also took the position that the activities 
of Mr. Gregory in his relations with Mr. Fahey on behalf of the Los 
Angeles bank, precipitated his associations being seized? 

Mr. Crain. Yes; I believe so. 

Mr. Fiscupacu. You still adhere to that position? 

Mr. Cratn. Yes. 

_ Mr. Fiscupacu. Now is it your position that the elimination of this 
litigation would be in the broadest sense, a service to the public, a 
service to the industry and a service to the Government? 

Mr. Crain. Yes. 

Mr. Fiscupacu. Would it be in the best interest of the Govern- 
ment and in the best interest of the industry and the best interest of the 
people of California, to your knowledge? 
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Mr. Cra. Yes. 

Mr. Fiscurnacn. And that is your belief today? 

Mr. Crain. Yes. 

Mr. Fiscunacn. You are today an elected director of the San 
Francisco Bank, is that right? 

Mr. Cratru. That is correct. 

Mr. Fiscuracn. And you have not yet determined what you would 
do in the event as a director you ward be called upon to take action 
on behalf of the bank that would be hostile of those of your own 
asserted positions in the litigation before the Federal court on behalf 
of Coast Federal, is that correct? 

Mr. CrarL. Say that again. It was a little involved, wasn’t it? 

Mr. Fiscuracu. Well, let us see if I can state it simply. As of this 
moment you have not vet determined in your own mind what you 
would do in the event that as a director of the San Francisco Bank 
to which you have just now been elected, you were called upon to 
take action in behalf of that bank to resist the litigation you are main- 
taining as a plaintiff. You have not vet decided what you would do 
about that? 

Mr. Crart. No. I do not think that is a problem that will ever 
come up. It never occurred to me. 

Mr. Fiscurnacn. It never occurred to you. And as of now there 
has not been any direction by you or your association, the Coast 
Federal, to the counsel which represents it in the litigation in the 
Federal court, to drop out as a plaintiff? 

Mr. Cram. I haven’t thought of it until I was discussing it with 
Mr. Holifield Monday night. I am only in the class action of one of 
six associations that go in there to bring the class into court. I 
don’t consider myself any different from any other association. We 
are all together on it. 

Mr. Fiscunacn. To further paraphrase your position today, you 
urge upon this committee all such action as it can properly take to 
resolve this controversy? 

Mr. Crarv. I think so, with emphasis on the word “properly.” 

Mr. Fiscuracn. Properly and promptly, and that would be in the 
interest of everybody, that this matter come to as rapid a conclusion 
as possible? 

Mr. Crart. That is correct. 

Mr. Fiscuracu. Mr. Crail, as a lawyer and as a member of the 
industry, can you say whether the pendency of that litigation raises 
any questions of title that are vexatious and difficult? 

Mr. Cratt. In my opinion no, although a lot of people are con- 
trary, but they are the attorneys for that title company of Tom 
Gregory’s, as far as I know. The title insurance company which 
writes title insurance is asking for a certain amount of clearance, but 
I think that Judge Hall gives them with absolutely no trouble at all. 
I don’t see any problem. 

Mr. Fiscupacu. You haven’t ever had occasion to deal with any- 
body who is in a position where they had to intervene in the action in 
order to get their title cleared through the court? 

Mr. Cram. No. 

Mr. Fiscusacn. I have no further questions. 

Mr. Hotirreip. Mr. Crail, you have not yet considered it would 
be a violation of your fiduciary obligation which is owed by a director 
to the corporation, to be a plaintiff against that particular corporation? 
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Mr. Cratv. I haven’t considered it, no. I think it is worth going 
into. Nobody has suggested it to me until today. 

Mr. Hourrievp. No further questions. 

Mr. Lovee. Is this Mr. Gregory interested in the various title 
companies in California? 

Mr. Cram. I understand that that is his title company that is in- 
volved in this litigation. It is a company that holds title only. It 
is not a title insurance company, and it is that company that is in- 
volved in transferring title. 

As I understand it, that company will not transfer title without a 
court order. That is Tom Gregory’s company, and the purpose of 
that is in order to keep it in court. 

As Tom said, that is the only way he gets into court, and he is to 
make it as difficult as possible so he can stay in court. 

Mr. Fiscupacu. Doesn’t the Bank of America, Mr. Crail, hold a 
lot of these titles? 

Mr. Cratu. I didn’t know it. 

Mr. Fiscupacn. Well, let us refer to the record and see. 

Mr. Harpy. I don’t think that involves his association. 

Mr. Fiscupacnu. No; it does not. 

Mr. Harpy. Let us leave that. 

Mr. Housrretp. You can show it later. Any further questions, 
Mr. Lovre? 

Mr. Lovre. You testified as to a letter that you had written to 
Mr. Holifield and Mr. Fischbach to explain what the cost would be 
in connection with this proposed settlement? 

Mr. Craiu. I wrote a letter to the industry. I would like to in- 
troduce those letters as ‘“‘Crail Exhibit No. 2.” 

Mr. Fiscusacn. I will be glad to have them. 

Mr. Houirietp. We will be glad to have those letters, Mr. Crail. 
It has been our intention to put all three of your letters and your 
questionnaire into the record. They will be received if there is no 
objection, and appropriately marked. 

(The documents above referred to were marked “‘Crail Exhibit No. 
2” in evidence, and are as follows:) 


Crait Exutisir No. 2 


Coast FEDERAL SAvINGs AND LOAN ASSOCIATION, 
Los Angeles, October 26, 1950. 

Dear AssociaTION MaNaGer: Mr. Fischbach, attorney for the committee on 
expenditures, investigating why the FHLB Board has not reestablished the Los 
Angeles FHL bank, has asked me to appear at the hearing in Washington ap- 
proximately December 1, 1950. Since I am not in sympathy with the method 
by which this investigation is being conducted, Fischbach has asked me to present 
“the opposition.” He has also asked for an advance copy of a statement of my 
position for his information. I have prepared a tentative draft and enclose it 
herein for your information. 

Mr. Fischbach has also asked how many associations’ managers feel as I do 
and also to what degree are the managers concerned over the bank situation. 
To obtain this information I am enclosing a questionnaire which is self-explana- 
tory. I would appreciate it if you would fill out the questionnaire and return 
it to me in the enclosed envelope. No identification is necessary. I will compile 
the statistics and present the questionnaires as filled out. No association will 
be named and in fact I will not know how any association answered unless the 
manager writes me a separate letter telling me. 

Please fill out the questionnaire and return it at your earliest convenience. 

Sincerely yours, 
Joe CralL, 
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[Sample] 


1. Mark only one or, if more, in the order of preference: 

a. Do you want the 12 Dist. Bank restored to its former directors? 
(Bowman, Carden, Driggs, Gregory, Palmer, Tilton, Webb 
eee Fe ee 

b. Do you want the 12 Dist. Bank restored to its former directors 
for six months during which new directors will be elected?_.. ~____- 

c. Do you want new directors elected and then the 12 Dist. Bank 
DEGRORRE AD S000 GOW AON is is since sete em Seon am 

d. Do you want the 11 & 12 Dist. Bank retained with 6 directors 


e. Do you w want the 11 & 12 dist. Bank retained as is?__________ ____.. 
2. Do you want the head office of the Bank in— 
at PS SEER SRE TIS 5 a EE IIE eS 2 TR Repco SRR aL 
Sonn GET oa ee ee ee 
Would you refuse settlement if the Head Office is not where you 
WG AE ei ie SB a eds a kee. 


3. Do you want the Stockholders committee to settle with Gregory and 
try to make the FHLB Board accept the settlement?___.._.-_.--. -..._- 

OR, settle with the FHLB Board on what Gregory should receive 
and try G6 wet Serer bo meee SEP ce 2 ee ee 

4. a. Do you want the Stockholders Committee (Composed of: Barnett, 


Bowman, Carden, Crail, Driggs, Eason, Edgerton, Endicott, 
Gregory, Hegg, «& Tilton) 1) OTN a oe tee Se asee edt ack~= 
OR be discharge RR se ee ee ee ek ee ae a 
6. Do you want any particular members of the Stockholders Commit- 
BOG Te Vs 2 SGM h Se hee SSS ES oN wie ae eee chs. Setumeee 
e Bao wittttts: << 265 cue Who Would SOU RAC. yc. octets. 
d. If you want the Stockholders Committee discharged, what names 
do you suggest for a new committee? Name GUE tats ee ak is et 
5. Do you want any Committee at all to negotiate? Reh. Sie See ee ee ee le 
6. Do you believe that the FHLB Board is sincere ly attempting a settle- 
ment in order to restore the Los Angeles Bank?___.-.....-.-.---- -----. 
. Do you believe that the present. Congressional Committee should con- 
tinue to inv ae eS the FHLB Board because the Board has not 


“J 


Mr. Fiscupacn. This is the statement you requested, setting out my position 
on the FHL Bank of Los Angeles situation and the facts as I see them. 

In March of 1946 the then FHLB Commissioner, John Fahey, through his 
s epre sentatives forcefully seized the FHLB of Los Angeles, dissolved it and trans- 

rred its assets and liabilities to the FHL Bank of Portland, Oreg. I believe 
‘hie act was illegal and successful only because of physical force used. The act 
was committed in order to retaliate against California associations that were 
objecting to the arbitrary and dictatorial demands Mr. Fahey was making in his 
attempt to enforce his belief that all FHL banks and savings and loan associations 
were in effect branch offices of his Washington office, and therefore subject to his 
management in every detail. 

Two months later in further retaliation, Mr. Fahey seized the Long Beach 
Federal Savings and Loan Association and put a conservator in charge because, 
in my opinion, its president, Tom Gregory, was chairman of the FHL Bank of 
Los Angeles committee to oppose Fahey. 

The savings and loan industry Nation-wide was aroused and after a 2-year 
fight Mr. Fahey resigned and a board of three directors became the head of the 
FHLB System. One of the first official acts of this new board was to remove the 
conservator of the Long Beach Federal and restore it to Tom Gregory and the 
other officers and directors from whom it was taken. 

The next step would have been the restoration of the Los Angeles bank. How- 
ever, in the meantime Tom Gregory and/or the Long Beach Federal had sued the 
Los Angeles bank, the San Francisco bank, into which the Los Angeles bank had 
been merged, and many others including John Fahey. The lawsuit, among other 
things, asked for damages to be paid to the Long Beach Federal for its seizure 
and subsequent loss of income. The FHLB directors stated that the Los Angeles 
bank could not be restored while the suit was pending because the Los Angeles, 
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Portland, and San Francisco banks’ assets and liabilities were now combined and 
separation and distribution to the Portland and Los Angeles banks could not be 
made while assets were tied up in a lawsuit and the assessment of damages to 
one, another, or all three was not known. The directors suggested that a settle- 
ment with Gregory would make restoration of the Los Angeles bank possible and 
immediately forthcoming. 

The stockholders committee began negotiations with Tom Gregory for a 
settlement. Gregory asked for about $250,000 from the FHLB and stated that 
he had arranged a loan with the RFC for $10,000,000 at a low enough rate for 
him to invest the money in Government bonds, held as security for the loan, 
leaving him a differential between the interest rate on the bonds and the loan of 
$100,000 a year for 10 years or $1,000,000 in settlement of his claims. 

This settlement was agreed to orally except that instead of $250,000 in cash 
the FHLB agreed to cancel its $90,000 examination and conservation charges 
and the FHLB of San Francisco agreed to cancel the $140,000 accrued interest on 
the Long Beach Federal’s $6,000,000 advances from the bank. 

While attempting to consummate the agreement and restore the Los Angeles 
bank, the stockholders committee learned from Gregory that RFC had refused 
itsloan. He proposed that in the place of the RFC loan the restored Los Angeles 
bank could loan him $10,000,000 in addition to his regular line of credit for 10 
years at one-fourth of 1 percent above the debenture rate at which the Los 
Angeles bank acquired the money. He would buy Government bonds, paying 
approximately 2% percent, leave them as security and benefit to the same extent 
as he had planned with the RFC note. Gregory agreed to take the risk of any 
increase in the debenture rate or decline in price of Government bonds. This 
was agreed to by the stockholders committee. Gregory refused to sign the 
standard form note of the FHLB so negotiations were entered into to draft a 
special note for the Long Beach Federal to sign for the $10,000,000 loan. 

Negotiations drafting the special note took.considerable time. Somewhere in 
the negotiations and without my knowledge or consent the interest rate to be 
paid by the Long Beach Federal was 1educed about three-eighths of 1 percent 
per year to a rate based on the Los Angeles bank’s average cost of money includ- 
ing dividends now at 1 percent and surplus and reserves at no interest rate cost. 
Later in the negotiations the security of Government bonds was eliminated. 
I am unable to find out how this happened but I am assured that there will be 
security for the loan and the security will be legal. 

The agreement at this point would settle the case and restore the Los Angeles 
bank with the Long Beach Federal to receive $90,000 from the FHLB Examining 
Division, $140,000 from the San Francisco bank, and from the Los Angeles bank 
a $10,000,000 loan outside of line of credit at a rate one-fourth of 1 percent more 
than average cost of money. A meeting was then held in Portland, Oreg., at 
which a memorandum was prepared by Paul Fussell, attorney for the stock- 
holders committee, setting out the terms of the settlement. This memorandum 
has been called the Portland agreement. The memorandum did not cover 
attorneys’ fees for Long Beach Federal’s attorney but did provide for fees for the 
attorneys for the stockholders committee. Gregory had continually represented 
that the Long Beach Federal would pay its own attorneys and at Portland esti- 
mated such fees at $200,000. The FHLB Board agreed that $200,000 would be 
satisfactory for the Long Beach Federal to pay but that the FSLIC would not 
permit the Long Beach Federal to go over $500,000 in fees as this would seriously 
threaten Long Beach Federal’s reserve position. 

While the papers for settlement of the controversy were being prepared, the 
Long Beach Federal without the knowledge of any other party, applied to the 
Federal court for an allowance of fees for its attorneys. Subsequently fees of 
$540,000 on account were granted by the court. The FHLB Board members 
stated that such a high fee was a violation of the representations at Portland and 
would preclude any further activities toward settlement unless it was corrected. 
The parties then entered into a stipulation that the fee allowance be reduced to 
approximately $160,000 on account. 

Gregory thereupon claimed that the stipulation permitted assessing the Long 
Beach attorneys fees against the Los Angeles bank, Portland bank, San Francisco 
bank, or anyone else in the court’s discretion. This was an entirely new idea to 
the other parties and the negotiations collapsed. 

By this time I had become convinced that Gregory was using the Los Angeles 
bank restoration and the stockholders committee as weapons to force ever increas- 
ing financial concessions from the Los Angeles bank, the San Francisco bank, and 
the Federal Home Loan Bank Board, or, as Gregory puts it ‘holding the Los 
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Angeles bank as hostage for settlement of his demands.’”’ Each time we seemed 
to be inagreement, Gregory had backed outand demandedmore. Gregory seemed to 
be able to twist the stockholders committee in any direction he wanted and the 
committee always ended up fighting the FHLB Board because Gregory wasn’t 
getting all he wanted. The committee consisted largely of directors of the Los 
Angeles bank at the time Fahey forcefully dispossessed them. I began wondering 
what would happen to the Los Angeles bank and what Gregory would get from 
them if they were reappointed directors of the reconstituted Los Angeles bank. 

I began to think that maybe the restoration of the Los Angeles bank to these 
directors wouldn’t be such a good idea after all. I recalled that in June of 1948 
at the league convention a meeting of the stockholders committee was held with 
Chairman Divers and Adams of the FHLB Board. At that time I believed 
Gregory’s story that the Board would never restore the Los Angeles bank but would 
insist on continuing the San Francisco bank. In the hope of getting an early 
settlement I at that meeting asked Divers how many directors we could have if 
we accepted the San Francisco bank. Divers said he thought six directors would 
be a reasonable number to be elected by us. 

By this time in 1949 I was beginning to believe that six directors on the San 
Francisco bank board might be better than eight on the Los Angeles board par- 
ticularly if the six were newly elected and not chosen from the old Los Angeles 
bank board. 

I had by this time attended a northwestern convention at which I made a 
speech and a San Francisco stockholder meeting at Salt Lake where I held the 

alifornia proxies. On both occasions I met the San Francisco bank directors 
and discussed FHL bank policy with them from my point of view as chairman of 
the United States League Committee on Reserve Credits and Bank Relations. I 
found that the San Francisco bank directors were intelligent, energetic, and 
competent. They understood the conditions in southern California, particularly 
the aggressive construction activities about which they were not too enthusiastic. 
However, their conception of the FHLB system was one of reserve credits. The 
director’s job was to fix the percentage of advances to share capital of all associa- 
tions equally. It was not their job, they thought, to tell an association how to 
use the advances to which it was entitled nor how its business should be operated. 
This was to me a very satisfactory attitude shown by the San Francisco directors. 
Thev were the kind of directors I wanted in a FHL bank of which I was a member. 

I believe it was in the fall of 1949 that a stockholders committee meeting was 
called to hear Tom Gregory’s proposal that we ask for a congressional committee 
investigation of the FHLB Board and why it had not restored the Los Angeles 
bank. I opposed the request for a congressional investigation on the ground that 
it was needless harassment of a friendly FHLB Board and could accomplish no 
good purpose but only bring the industry under the criticism of its opponents. I 
believed that it would be more appropriate to have a congressional investigation 
of Tom Gregory as to why he backed out of every settlement we had made and 
kept the industry in a turmoil. 

However, the investigating committee was requested. It was appointed and 
you, Mr. Fischbach, are its attorney. 

In the spring of 1950, on the way to the Biloxi management conference, I 
stopped at Washington and asked Ken Heisler, attorney for the FHLB Board, if 
the San Francisco bank could be retained after a settlement with Gregory. 
Heisler said positively ‘““No.’”’ The Board was committed to restoring the Los 
Angeles bank. I asked him if there was any way to change the Board’s mind. 
He said not without considerable pressure from California amounting to almost all 
California associations and clearing it with everyone else concerned. 

At Biloxi I proposed retaining the San Francisco bank to those of the stock- 
holders committee who were there, if an adequate number of California directors 
was provided. I was voted down. Harold Starkey of San Diego was present, 
although not a member of the stockholders committee. He had gotten into the 
matter at Santa Barbara last January when he raised the question at that meeting, 
whether the stockholders committee could ever reach an agreement when one of 
that committee was fighting the Home Loan Bank Board. The answer was 
given him from the platform that the two matters—that is, the Long Beach case 
and the home-loan bank restoration—were inseparable. As a result, Starkey 
was approached by a great number of associations who said they were tired of all 
the suits and thought the matter should be settled, and Starkey proposed that the 
committee try to reach what it believed to be a fair settlement with Gregory and 
if he did not accept it that then the committee should cut loose from him, and 
Starkey stated that is what the industry wants, but it was not agreed by the 
committee. 
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I proposed that we present the question to the league at the convention in 
June and see which way the industry stands, but the committee thought it would 
destroy unity. 

At the California league convention in June 1950 there was a round-table dis- 
cussion between Starkey, Barnett, Edgerton, and myself in which Starkey and I 
told them that either an attempt should be made to force a settlement or we would 
take the floor at the convention. After some discussion it was agreed that in view 
of the proposed meeting in Salt Lake that the committee report made to the con- 
vention would not be controversial, but we would go to Salt Lake and endeavor 
to obtain the basis of a settlement. 

The following week the committee, the Board, and Gregory were in Salt Lake 
discussing the fact that were no disagreements between the Board and the com- 
mittee. Gregory and his attorney wouldn’t talk unless there was a Department of 
Justice man present so the Department would also be committed. A month later 
in Washington a Department of Justice man also present he and Gregory argued 
so much nothing was accomplished. 

I feel that the stockholders committee is going in the wrong direction. It is 
fighting the FHLB Board on behalf of Gregory and promoting the current congres- 
sional investigation to help Gregory get more money at great cost to the industry 
in adverse publicity to begin December 1, 1950. I think we should settle with the 
FHLB as to how much Gregory should have and tell him to take it. Weshould tell 
the congressional committee we do not want the investigation. 

I am sending a questionnaire to the associations in California to see how they 
feel about the situation. I will bring the results to Washington for the hearing. 

Respectfully yours, 
JQE CRAIL. 


Coast Fepprat Savincs AND Loan ASSOCIATION, 
Los Angeles, November 3, 1950. 

Dear AssocitaTION MANAGER: I am enclosing a tabulation of questionnaires 
returned to date. A majority of managers clearly want the Los Angeles Federal 
Rome pen Bank restored after an election has been held and new directors 
elected. 

An overwhelming majority wants a settlement with Gregory agreed upon with 
the Federal Home Loan Bank Board and an attempt by the industry to persuade 
Gregory to take it. In order to have a starting point on which I would like you to 
comment I propose a settlement which I think would be satisfactory to the Federal 
Home Loan Bank Board and Gregory if the industry supported it: 

Long Beach Federa! to receive— 

1A. Waiver of examination fees. I believe about $60,000. 

1B. Waiver of interest on $6,000,000 note. I believe this amounts to 
between $500,000 and $600,000. It would come out of the San Francisco 
Federal Home Loan Bank and therefore in effect a contribution from the asso- 
ciation in the eleventh and twelfth districts and the Government who own 
the stock in the bank and would have to restore this. loss by foregoing divi- 
dends in the future for this amount. 

1C. Extension of the $6,000,000 loan to 10 years from December 31, 1950, 
at the interest rate charged all borrowers and on the regular note form, to be 
secured by CI or FHA loans (which can be sold at the end of 10 years to pay 
off the loan). This would net the Long Beach Federal about $750,000. This 
loan to be in addition to the line of credit but within borrowing capacity. 

2. Long Beach Federal to pay all attorneys’ fees and costs as fixed by the 
court at rate of $500,000 to and including December 31, 1950, balance at 
10 percent per year out of Long Beach Federal’s net earnings after dividends 
and reserve allocations, except 

3. The San Francisco Federal Home Loan Bank to pay Federal home- 
loan bank committee expenses of approximately $75,000 including its attorneys. 

4. The Federal Home Loan Bank Board to hold a special election for new 
directors to the Federal Home Loan Bank of Los Angeles and upon election 

_to reestablish the bank with these new directors. 

Undoubtedly there would be technical clarifications and perhaps changes to 
make this proposal agreeable but I think it would meet all present disagreements 
between the parties, 

In regard to the congressional hearing to investigate why the Federal Home 
Loan Bank Board has not reestablished the Los Angeles bank, the industry seems 
to be about equally divided for it and against it. I am personally against it be- 
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cause I believe it is needless harassment of a friendly Board. After my talk with 
Fischbach, the attorney for the committee, I came away with the belief that 
Fischbach is more interested in developing a case for Gregory than he is in con- 
ducting a fair hearing. 

In this connection I hear that Chapman, Gregory’s attorney is accompanying 
Fischbach in some of his investigations. Chapman has been trying to get the 
Federal Home Loan Bank files on examinations of associations in order to prove 
that other associations and managements were worse than the Long Beach Fed- 
eral and Gregory when the Long Beach Federal was taken over, therefor there 
was discrimination against the Long Beach Federal and Gregory. I believe in 
the conclusion but think the method of proving it if presented to the public 
through congressional investigation or court hearings may be frightening to the 
public and damaging to the industry Nation-wide. There are probably a few 
managements that have made mistakes out of 6,000 to 7,000 associations in the 
country. If these were headlined the public would accept them not as normal 
deviations but as common examples of the industry. I think we are playing into 
the hands of our competitors. 

I am not concerned with any examinations of my own association. When 
Neill Davis first advised me Gregory was trying to go through Coast Federal’s 
examination reports I told him Gregory was welcome to them as I did not believe 
there was anything in them damaging to Coast Federal or the industry. How- 
ever, I don’t think as a general practice examinations should be opened to the 

ublic. 

. I believe a committee should be organized to assist in a fair hearing before the 
congressional committee, and that Harold Starkey should be chairman, I offer 
my services as committee member and hope that all those managers that want a 
fair hearing and are afraid the hearing might not be fair as now set up will offer 
their names as committee members. I think a committee representative should 
appear at the hearing to clarify any statements or proceedings that might appear 
to the detriment of the industry. I believe the congressional committee should 
also investigate Tom Gregory and the Long Beach Federal and their effect upon 
the Los Angeles bank controversy. 

I hope you will write me your opinions on these matters and also offer your 
name on a committee to obtain a fair hearing before the congressional committee, 

Cordially yours, 
Jor Crain, 


[Sample] 
49 ANswEeRS TO NOVEMBER 3, 1950 


1. Mark only one or, if more, in the order of preference: 
a. Do you want the 12 Dist. Bank restored to its former directors? 
(Bowman, Carden, Driggs, Gregory, Palmer. Tilton, Webb & 


Bie BE Ee A SE RS Siar Si eae ee eg igh Age Ly Mice Nee, Bag) 5 
b. Do you want the 12 Dist. Bank restored to its former directors 
for six months during which new directors will be elected_-__-- 11% 
c. Do you want new directors elected and then the 12 Dist. Bank 
reRtored' 66 Ge Mew Tereetors. 82 So oo re 26 
d. Do you want the 11 and 12 Dist. Bank retained with 6 directors 
fvom (eerie ER eg a | aR Af ried 2% 
e. Do you want the 11 & 12 Dist. Bank retained asis__..-----.-. 4 
2. Do vou want the head office of the Bank in— 
Ee I a AN at it i al pel, AR slg RTA i be Rtn! 6 
RR CS IS Be igi 8 Sil TA a RAY Oh Sachi ag 31 
ENON G AIRS ne ee eee Deg eae nomi) ¢ 
Would vou refuse settlement if the Head Office is not where you 
want it? 
oC RR pap el om Dalit a in CAE TI i eas Ly PNR Ra aden S 
eb eee ees ee ee Pee J PDD cn alps als aa 
3. Do you want the Stockholders committee to settle with Gregory and 
try to make the FHLB Board accept the settlement___-_._.________- 5 
OR, settle with the FHLB Board on what Gregory should receive and 
Sry GO et Ceraty 00 MneeG iL 36 
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49 ANSWERS TO NOVEMBER 3, 1950—Continued 


4. a. Do you want the Stockholders Committee (composed of Barnett, 
Bowman, Carden, Crail, Driggs, Eason, Edgerton, Endicott, Greg- 


gory, Hegg, & Tilton) to continue- -.-.........-.------.-----.-.-. 27 
Ree ce TRONS cere eo lye os ies Sue te we o's ata ales 12 
b. Do you want any particular members of the Stockholders Committee 
removed? 
pEmeties hie Tree ce epee tee Ue aeco enh oes Ste 13 
ON gts te eee ee ee es ee SS 6 


N 
c. If so, whom? (Barnett (1), Bowman (4), Crail (1), Eason (2), Ed- 
gerton (2), Endicott (1), Gregory (17).) 
Who would you add? (Thrapp, Anderson (1), Clanton (1), Star- 
key (4), Hansen (2), Bell (1), Kruse (1), Patton (1), Hoeft (1), 
King (1).) 
d. If you want the Stockholders Committee discharged, what names 
do you suggest for a new committee? Name them. 
5. Do you want any Committee at all to negotiate? 
ee eet ee ae ee eee oe eel kee 16 
Pa Se Are Sass. Sa eee a eae Le See Sle Glouk 8 
6. Do you believe that the FHLB Board is sincerely attempting a settle- 
ment in order to restore the Los Angeles Bank? 
22 
DOR pees tHe B.. 232 ee Se et Se ee ot 10 
7. Do you believe that the present Congressional Committee should con- 
tinue to investigate the FHLB Board because the Board has not restored 
ey ae fe a ee as gk A a egy ee 19 
OR, do you want the Congressional Committee to stop investigating. 23 





A new development has come up in the Los Angeles bank situation. I have 
written you two previous letters which outlined my understanding of the facts 
of the situation to the effect that it seems to me that the stockholders committee 
is going ahead with Gregory to try to force the Home Loan Bank Board to agree 
to anything Gregory wants—after a considerable amount of negotiations and 
conflict with Gregory, of course, but Gregory has always prevailed. : 

Since any payment to come will come from the rest of the industry through the 
San Francisco or Los Angeles banks, I believe that the industry is vitally con- 
cerned about what kind of a settlement is made. Of course we all want Tom 
to have a fair settlement for Fahey’s actions against him and for the fight Tom 
has put up. In my letter of October 26 I reviewed the progress of the negotiations 
as I see it from Tom’s original request for a waiver of $160,000 interest plus 
$100,000 a year for 10 years differential between the interest paid and interest 
received on a $10,000,000 loan, up to October 26. The latest development is a 
settlement plan proposed by Mr. Fischbach, attorney for the current congressional 
investigating committee. As I see it, this plan ups the amount to Long Beach 
Federal by about a million and a quarter over Tom Gregory’s previous demands, 
and is “acceptable”? to Gregory’s attorneys. The additional million and a 
quarter comes from the San Francisco bank which means two-thirds from the 
Los Angeles bank, which means the associations in the Los Angeles bank district 
will have to pay higher interest on advances or receive lower dividends until 
the $800,000 is restored. 

Under this plan the general terms of the Portland agreement are followed: 

1, Ten million dollars advance is to be made beyond borrowing capacity at a 
rate of about 1% per cent or 1% percent for 10 years. At 114 percent plus one-half 
of 1 percent servicing cost the Long Beach Federal would net all over 2 percent or 
$2,000,000 at 4-percent loans, $3,000,000 at 5-percent loans, $4,000,000 at 6-percent 
loans, $5,000,000 at 7 percent and so on up. 

2. The interest waiver of about $160,000. 

3. The examination and conservator costs are waived, 

In addition this is added to the ‘‘Portland agreement.” 

1. Interest waivers bringing total interest waived to about $390,000 by the 
San Francisco bank, 

2. About $900,000 surplus of the San Francisco bank to go into a fund out of 
which attorneys’ fees could be paid as allocated bv the court. Additional fees 
could be paid by the parties ‘‘as may be necessary.” 
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3. The Federal Savings and Loan Insurance Corporation to waive insurance 
premiums during conservatorship. 

4. Let Long Beach Federal sell all loans made by the conservator in addition 
to normal loan sales rights. 

5. Eliminate from reserve requirements all reserve additions from the date of 
the appointment of conservator to the date of judgment. 

There are other provisions such as a permanent injunction against any action 
against Gregory or the Long Beach Federal for past deeds, that is ‘‘permanent], 
enjoin all further litigation and hearings to this and related, consolidated, and 
enjoined litigation.”’ 

The stockholders committee did not approve this proposal. It did, however, 
authorize a letter to the congressional committee or Fischbach to the effect that it 
would accept the proposal when the Federal Home Loan Bank Board proposes it. 
It seems to me that in effect the stockholders committee said to the congressiona| 
committee: ‘‘Go ahead and force the Federal Home Loan Bank Board to accept 
the proposal and we can then go along.” 

The stockholders committee is still fighting the Federal Home Loan Bank 
Board on three points which the industry is overwhlemingly against: 

1. Whatever Tom Gregory wants in constantly increasing demands regardless 
of the cost to the industry instead of working out a fair amount with the Federal! 
Home Loan Bank Board. 

2. Return of the Los Angeles bank to the directors in office when the bank was 
taken over instead of to newly elected directors; and 

3. Continuance of the congressional investigating committee campaign to 
disgrace the board and the industry and make it easy prey for Federal Reserve 
Board or Treasury control and income tax liability as well as loss of confidence by 
its customers. 

I believe that since we are all interested in the progress of the settlement the 
industry should be continually advised of the facts. If they are properly informed 
I believe they will make the correct decisions. Any decision I believe should 
represent the thinking of the whole industry. 

I am enclosing the latest tabulation of the questionnaire. 

Sincerely yours, : 
Joe CRAIL. 

Mr. Crarz. I have these questionnaires which came back. I did 
hot ask the people who sent in questionnaires to sign them. I didn’t 
think it was right to ask them to identify themselves, and I have one. 
I also did not make a telephone campaign to get them in, so I only have 
as a matter of fact 42 percent now, 69 before I left Los Angeles. | 
received 5 back here, which runs it up to 74, which I believe is 42 
percent of the industry, which runs about two to one in favor of the 
positions that I am standing for among the industry. 

Mr. Ho.irietp. How many questionnaires did you receive in 
return from the industry, Mr. Crail? 

Mr. Crain. Seventy-four. There are two others, but they were 
tvped out. They were not on the form which was sent out, so [ 
don’t include them. 

Mr. HoutrieLtp. These questionnaires are unsigned, you say? 

Mr. Cra. That is correct. 

Mr. Houirteitp. And you state under oath that you mailed those 
questionnaires out to the members of the industry and that you 
received each one separately back from those industries? 

_ Mr. Crary. My secretary did; yes. She has a certification in here. 
She did it. I did not have anything to do with it. She made the 
compilation and all that. 

Mr. Ho.irie.p. This is a question which will have to be decided 
by the committee, as to whether we will accept these questionnaires 
which come back unsigned from the industry, as evidence, as an 
exhibit in this case. 
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At this time I will ask for an expression from the committee as to 
whether these questionnaires will receive consideration of the com- 
mittee as a creditable exhibit. 

Mr. Harpy. Mr. Chairman, may I address myself to that? 

Mr. Houirrevp. Yes. 

Mr. Harpy. If we could have a list of the people to whom they 
were sent, I would have no objection to their being a part of the 
record. As to the value which will be placed on them, that will have 
to be determined later. 

I presume that such questionnaires were not signed. They were 
not identified either by envelopes in which they were returned, or 
do you know, Mr. Crail? 

Mr. Crain. The only identification that could be on the envelopes 
would be the postmark. Now there are many associations in various 
towns. I have been asked about that. 

If you happen to hit a town in which there is only one association 
and the man in that town mailed that envelope from there and my 
secretary picked it up, she could have probably told that it came from 
that man in that town. That would be the only way possible, and I did 
not figure out in advance, so I did not figure out any way to overcome 
it. 

That was just brought up to me after they came in. 

Mr. Harpy. Of course I do not know the type of questions that 
you had on the questionnaire, so your summary of the reaction 
indicated by the questionnaire does not have any particular signifi- 
cance. You said it was two to one 

Mr. Crarnt. Could I read the questionnaire and the answers? 

Mr. Houirievp. I might say for the edification of the members of 
our committee, that the questionnaire goes into many subjects which 
are not before this committee. 

It is the personal opinion—and I speak now as a member of the 
subcommittee and not as the chairman—of myself that a question- 
naire such as this should not be received in evidence. If the com- 
mittee desires to accept it for consideration in executive session, I 
will be glad to accept it that way. 

Mr. Harpy. That is agreeable with me. 

Mr. Hourrtetp. And then we will later take up the matter of 
accepting it as a creditable part of the record. 

Mr. Harpy. That is perfectly agreeable with me, Mr. Chairman. 

Mr. Hourrrevp. Is that agreeable to the members of the sub- 
committee, that we accept this for consideration in executive session 
and determine whether it shall be a part of the record later? We will 
accept it under those conditions, Mr. Crail. 

Mr. Harpy. May I raise one or two other questions in connection 
with Mr. Crail’s testimony. 

Mr. Crail, you said that there was no telephone campaign in con- 
nection with those questions. Did I understand correctly that that 
was a veiled inference, perhaps not even veiled, that in connection 
with the other questionnaire there was a telephone campaign? 

Mr. Cran. Well, this came up at the United States directors’ 
meeting, that I only had 42 percent of the answers whereas they had 
99 or something, and I answered it, the reason was I just sent mine out 
and got them back, whereas they telephoned everybody who had not 
signed it. 
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They knew who had not sent it in yet because everybody had to 
sign, and insisted that they fill it out and get it in. 

Mr. Harpy. Did I draw an incorrect inference from your testimony 
to the effect that there might have been some influencing in the course 
of the telephone conversation? 

Mr. Cra, I think there was some influencing, yes. George Eason 
told me for example that I had better get it in and vote for the Los 
Angeles bank. 

Mr. Harpy. Told you that on the telephone? 

Mr. Cram. Yes; four times. 

Mr. Houirretp. Did you send it in? 

Mr. Crain. I did send it in and voted for the Los Angeles bank. 

Mr. Hourrieip. Did you do that of your own volition or because 
of duress from George Eason? 

Mr. Crain. No duress. He asked me to. I was not going to send 
it in at all, 

Mr. Hourrretp. You felt like you were cooperating with this com- 
mittee’s request to find out the feeling of the industry in regard to 
the reestablishment of the Los Angeles bank? 

Mr. Cra. I do not think the questionnaire meant a thing, because 
it did not ask the right questions. There wasn’t anybody that I 
could see who would vote the other way. 

Mr. Houtrietp. Was there anything about the questions which we 
asked the industry which was wrong if they thought the restoration 
of the Los Angeles bank would be for the welfare of the industry, was 
there anything wrong with that question? 

Mr. Crar. Yes; because everybody agrees to that. The problem 
is entirely different. 

Mr. Houtrrevp. If everybody agrees to that, then it is all right for 
this committee to know it, is it not? 

Mr. Cratu. Yes; but the home-loan bank agrees to that, the De- 
partment of Justice, everybody agrees to that. It is still a different 
problem. 

Mr. Houirieip. But Mr. Crail, we have had representation made 
to us and we did not know how strong that representation was, that 
it was of no moment to the industry as to where the bank was, and 
it was an attempt on the part of the chairman here to bring to the 
committee the sentiment of the industry in regard to that one point, 
a point which incidentally is the principal recommendation of the 
Smith committee, which has not been implemented, and I believe it 
is the first of their recommendations, that the Commissioner take all 
necessary steps to reestablish a Federal Home Loan Bank of Los 
Angeles, and a Federal Home Loan Bank of Portland, and revoke the 
order or orders by which the assets of these two district banks were 
intermingled. 

I am reading from the first of the recommendations on page 27, 
No. 2. The first one, of course, was that the Commissioner revoke 
the order. 

Mr. Crart. But in my opinion, Mr. Holifield, the home-loan bank 
is trying to get back the Los Angeles bank. 

Mr. Houirretp. Will you please just desist one moment. I want 
to clear up this point, and I want to be sure that the committee did 
not overstep itself in trying to ascertain that one point. 
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Now we are going to try to ascertain other points as we go along. 
That is the one point at that time which had been presented to me as 
being a matter of great controversy, and it was the attempt of the 
chairman to bring that result in a signed questionnaire to the com- 
mittee, so that the committee would know that not only was the 
recommendation of the Smith committee still a matter of importance 
to the industry, but that it was a matter of almost unanimous opinion. 

That was my way of bringing that information in an authoritative 
way to the committee, so I hope that you will not take the position 
that I was doing something that was not right or that had any veiled 
inference in it. 

Mr. Cratu. No; certainly I think you have got to start there, but 
I would certainly think it would be fine if the committee would work 
up a questionnaire covering various points, some similar to mine and 
more points, or leave some of mine out. 

Mr. Houirieup. If we are to enter into the details which the rest 
of your questionnaire pertains to, and if the committee in execu- 
tive session desires to go into that phase of it, I shall interpose no 
objection. 

However, I will point out that the balance of the questions in your 
questionnaire does pertain to methods of procedure and details of 
settlement for which I do not believe this subcommittee wants to take 
the responsibility. 

Mr. Crary. But that is why the bank is not back, because Gregory 
will not accept a settlement, and the stockholders committee is 
trying to make a settlement for Gregory, but it keeps getting to be 
more money all the time. 

Mr. Houirretp. That is your opinion, sir. 

Mr. Crain. Yes, sir. 

Mr. Houtrretp. And you are entitled to express it, but the com- 
mittee does not necessarily accept it until further evidence comes in. 
If further evidence sustains your position, of course we will be glad 
to accept it. 

Mr. Crain. I would like to point out—and I think you all have 
this now—that there is complete agreement up to about the first 10 
pages. Then the agreement broke down when somehow it got in 
there that Tom was going to ask for attorney’s fees. 

Mr. Houirretp. We are not going into the details at this time. If 
the committee decides to go into the details of the settlement later, 
that testimony will be in order. 

Mr. Crain. There are two places that broke down, and only two 
in the whole negotiations. One was where Tom wants to have some- 
body else pay his attorney’s fees, which was a new idea at that time, 
instead of taking it out of his million and a quarter, and the other is 
under exhibit A, which is mentioned on page 18, which is a very 
involved thing, which increased the amount of money that he gets 
and makes it a different note. 

It was in answer to those two things that it broke down, and every- 
thing that is quoted in here refers to this exhibit A, in my opinion, 
which the stockholders committee apparently prepared, and I think 
under Tom Gregory’s direction. He is on the stockholders committee 
and is its largest influence, I think. 

Mr. Houtrretp. Mr. Crail, at that point I think you have gone 
far enough in this matter, which has not been brought before the com- 
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mittee, but I hope you do not mean to intimate that Mr. Gregory 
has a domineering influence over the other nine members, excluding 
yourself of course, of the stockholders committee. 

Mr. Crarz. That is what I mean. 

Mr. Houtrietp. You do mean that? You mean that these men 
who have been chosen by 181 building and loan associations are not 
strong enough in their own character and in their own integrity to 
withstand the persuasive influence of one man? Is that what you 
are saying? 

Mr. Cratu. Well, I think they are strong in character, but I think 
that he certainly has got them in a position which is way out of line 
with the industry, and it is completely wrong. I do not think that 
they know what they have done. 

Mr. Houtrrecp. Oh, I see. You do not think that these other 
nine men who have been chosen by the association know what they 
are doing? 

Mr. Cram. That is correct. 

Mr. Houtrretp. All right, your statement will stand in the record. 
Are there any questions? 

Mr. Horrman. Yes, sir. On or about March 1, 1946, complaint 
was made to what was then known as the Smith committee, that the 
Federal Home Loan Bank Commissioner had acted arbitrarily in 
declining to approve the election of Berry as president of the Federal 
Home Loan Bank of Los Angeles. Were you aware of that com- 
plaint? 

Mr. Cratu. Yes; I believe so. 

Mr. Horrman. And in June hearings were held? 

Mr. Crait. That is correct. 

Mr. Horrman. You knew about that? 

Mr. Cra. That is correct. 

Mr. Horrman. That complaint, the purpose of that complaint, 
was to have the Commissioner reinstate the Los Angeles outfit, was 
it not? 

Mr. Cra. Yes. 

Mr. Horrman. That has always been your position, has it not? 

Mr. Cra. Yes. I am confused on that. Is that the Smith 
committee hearing vou are talking about? 

Mr. Horrman. That is the Smith committee report I am reading 
from, the same report Mr. Holifield just called to your attention a 
moment ago. 

Mr. Crait. I think that started before, and I think that is the 
reason that Fahey took over the Los Angeles bank, because this 
committee 

Mr. Horrman. Made the complaint? 

Mr. Cra. Made the complaint, ves; and he took it over from Tom 
Gregory because Tom Gregory was chairman of the Home Loan Bank 
Board of Directors’ committee, which was handling this committee. 

Mr. Horrman. Then that committee filed a report. Did you ever 
see that report? 

Mr. Craii. Yes. 

Mr. Horrman. And Mr. Holifield read you the second recommenda- 
tion. The first one was [reading]: 





The recommendations of your committee are that the Commissioner revoke 
the order reducing the number of districts from 12 to 11 in the Fecleral home-loan 
bank districts. 
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Then other provisions follow that he reinstate the Los Angeles 
bank. 

Mr. Cra. Yes. 

Mr. Horrman. You are familiar with that? 

Mr. Cra. Yes. 

Mr. Horrman. And have you always been active in attempting 
to bring about the restoration, reorganization of the Los Angeles 
outfit? 

Mr. Crain. Yes; that is correct. I have made one change I think 
in my position, and that is at that time I wanted it returned to the 
same board of directors from which it was taken. Since then along 
with the rest of the industry, I have changed to where we would rather 
have new directors elected before the bank is turned back. 

Mr. Houirietp. Mr. Hoffman, will you yield at that point? 

Mr. HorrmMan. Yes. 

Mr. Hourrreip. I would like to admonish the witness that when he 
includes the rest of the industry with himself, that he is taking in a 
great deal of territory, and I believe that it probably would be better 
for the witness if he would say “in my opinion, the rest of the 
industry.” 

Mr. Cratu. In my opinion, and according to my poll, my question- 
naire, and the people I have talked to not only in California but the 
whole United States, enters in this. 

Mr. Horrman. Of course it is his own opinion. 

Mr. Hourrretp. But I do not want this committee to have the 
impression that he is speaking for the industry, without certification 
by the industry that he is their spokesman. 

Mr. Horrman. I would not at least be bound by his statement 
anyway. 

Mr. Houtr1etp. I am sure you wouldn’t? 

Mr. Horrman. Or any other witness, unless it was the chairman. 

Mr. Crain. I was elected as a director of the bank on this issue, 
which is only the majority of the class A associations, but I think the 
class B and class C associations feel more strongly the way I feel than 
A associations who elected me. 

Mr. Horrman. Now I think you said you read the report. 

Mr. Cratu. That is correct. 

Mr. Horrman. That report was signed by all the members of the 
committee. I think it was written by Mr. Fischbach, was it not? 

Mr. Fiscunacu. The Smith committee report? Yes, sir. 

_Mr. Horrman. And you were in accord with Mr. Fischbach at that 
time? 

Mr. Craiz. That is correct. 

Mr. Horrman. And Mr. Fischbach asked you here awhile ago if 
you would tell us how many hats you have worn, and then he said 
something about the alliance you have formed. 

I am asking you what, if any sum, you contributed toward the 
employment of Mr. Fischbach in an effort to carry out the recom- 
mendations of the Smith Committee.! 

Mr. Crary. Well, I contributed $1,000 to Vernon Spencer that was 
to go to Mr. Fischbach, if that is what you mean, on the investigations.? 

Mr. Horrman. That is to say believing so strongly in this matter— 
I waive that question. 


1 See statement of Hyman I. Fischbach, p. 198. 
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In view of what Mr. Holifield said about other members of the 
industry, did other members of the industry also contribute in an 
effort to have these recommendations carried out? 

Mr. Crain. That is correct. 

Mr. Horrman. How many of them? 

Mr. Cram. It is my recollection at a meeting that we had at the 
Stock Exchange Club, which was probably in 1946, that there was 
George Eason and Dick Richardson and Vernon Spencer and Mr. 
Fischbach. I think there were five of us that were to put up $1,000 
each. } 

I do not remember who the others were except I think it was Eason, 
Richardson, and myself, and two more. 

Mr. Horrman. Then am I correct in this statement, and if I am 
not, you make a correction, a proper one. From the time when the 
complaint was first made to the Smith committee, you have en- 
deavored in every way that you thought proper, to have the ruling 
of the Commissioner revoked and the Los Angeles organization 
reestablished? 

Mr. Cra. That is correct, except now I would not want it to be 
revoked because that would put the old directors in. 

Mr. Horrman. I understand that. 

Mr. Crar. It should be a new bank constituted with a new board 
of directors elected. 

Mr. Horrman. And you have not yet determined whether your 
efforts along that line would be in conflict with your duty as a director 
of the San Francisco Bank? 

Mr. Crarz. No; I do not think it would be. I do not see any 
conflict vet. 

Mr. Horrman. I see no inconsistency. 

Mr. Fiscupacn. That is to be determined. 

Mr. Horrman. I do not mean about the San Francisco Bank, but 
I mean if I understand him correctly, he has never changed in any 
way his position that the order as made by the Commissioner in the 
beginning liquidating and reorganizing the Los Angeles Bank, was 
improper, and that he wants the Los Angeles outfit restored or 
reorganized. 

That is all I have, Mr. Chairman. 

Mr. Houirrevp. Further questions? 

Mr. Lovre. Mr. Chairman, I have a question. It is very apparent 
to me that Tom Gregory is apparently the fly in the ointment in this 
whole deal. Now it is my understanding from previous testimony 
that certain charges were made against Mr. Gregory by Mr. Fahey— 
another of the ceneral regulations of the Home Loan Bank Board— 
that those complaints should come up for an administrative hearing. 
I have further been informed that those administrative hearings have 
been enjoined by injunction. 

My question to you is this: Has Mr. Gregory participated in any 
way in the injunction proceedings against these hearings, against the 
complaints against Mr. Gregory? 

Mr. Cram. I do not know about that. That is handled by the 
lawyers. 

Mr. Lovee. As far as you know, Mr. Gregory has not participated 
in any way to secure this injunction? 

Mr. Crat. No. 





1See Statement of Hyman I. Fischbach, p. 198. 
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Mr. Lovre. Against hearing the complaints that were lodged? 

Mr. Crait. No; I haven’t heard either way. I do not know any- 
thing about that. That is before the court, and the lawyers will 
handle it. 

Mr. Houirretp. Mr. Counsel, are you through with the witness at 
this time? 

Mr. Fiscupacu. I am, sir. 

Mr. Houirretp. You may be excused at this time, Mr. Crail. 

Mr. Craiv. Thank you very much. 

Mr. Hourrtetp. Thank you. 

Mr. Barnett. Is Mr. Barnett in the room? 

Mr. Barnett, I believe that you were heretofore sworn. Proceed, 
Mr. Counsel. 

Mr. Fiscusacu. I would like to call to the chairman’s attention 
that earlier this morning there was introduced in evidence Title Serv- 
ice exhibit No.1. Mr. MaecGuineas of the Department of Justice has 
called my attention to the fact that it would be appreciated if the 
committee would receive in evidence the communication addressed to 
yourself under date of October 31, 1950. 

Mr. Hourrieip. I have it right here. I have the original letter. 

Mr. Fiscuspacn. I would like that to be a companion exhibit to 
Title Service exhibit No. 1, and if it may be marked in the record and 
received in the record as “Department of Justice Exhibit No. 1,” I 
would appreciate it. 

I would also appreciate it, Mr. MacGuineas, if you would supply 
the subcommittee with the communications that are referred to in 
your letter of October 31, 1950, to the chairman of the subcommittee, 
and let them be deemed to be part of our record. 

Mr. MacGurneas. Yes; I will be glad to do that. My present im- 
pression is that those letters are in the files of the United States attor- 
ney at Los Angeles, in which case it may take a couple of days for them 
to get back here, but I will do that as soon as I can. 

Mr. Houirretp. Thank you, Mr. MacGuineas. If there is no ob- 
jection to these letters being entered as part of the exhibit, it will be 
so ordered, upon their receipt. 

(The letter referred to above is as follows:) 


DEPARTMENT OF JUSTICE Exurpit No. 1 


DEPARTMENT OF JUSTICE, 
Washington, D. C., October 31, 1950. 
Hon. Cuer Houirte.p, 
Los Angeles, Calif. 

My Dear Mr. ConcressMan: This supplements our letter to you of October 
19, 1950, furnishing information in connection with the case of Mallonee v. Fahey 
which you as chairman of the subcommittee of the House Committee on Expendi- 
tures in the Executive Departments requested ‘of Assistant Attorney General 
Morison by your letter of October 16. 

As I understand your inquiry, you wish to know what consideration has been 
given by this Department on the question as to whether borrowers from the Long 
Beach Association who paid off their mortgages during the period of the conserva- 
torship could obtain marketable titles. 

It is our opinion that there is no bona fide question as to the marketability of 
such titles. The trustee under the deeds of trust securing the loans made by the 
Long Beach Association was the Title Service Co. That company was organized 
by the directors of the Long Beach Association for the purpose of serving as trustee 
under deeds of trust securing its loans. The directors of that company were the 
same as the directors of the Long Beach Association. Accordingly, the manage- 
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ment of the Long Beach Association controlled the operation of the Title Service 
Co., which had no issued capital stock. When the conservator, acting on behalf 
of the Long Beach Association, made requests upon the Title Service Co. to exe- 
cute reconveyances of title to the borrowers, it declined to doso. The Title Insur- 
ance & Trust Co. thereupon raised a question as to the insurability of such titles 
The authority of the conservator to act for the Long Beach Association in request - 
ing Title Service Co. to execute reconveyances could not be challenged in a suit 
attacking the validity of land titles (Adams v. Nagle, 303 U. S. 532). Further- 
more, the status of Mr. Ammann as conservator has been established by the 
Supreme Court (Fahey v. Mallonee, 332 U. 8. 245; Ex parte Fahey, 332 U.S. 
258, 260). 

Our files disclose a letter dated July 11, 1947, from Mr. Ray E. Dougherty 
associate general counsel of the Federal Home Loan Bank Administration, to 
Mr. Earl Johnson, general counsel of the Title Insurance & Trust Co. of Los 
Angeles discussing this question. Also on July 2, 1947, Mr. Mose Silverman, an 
attorney for the Federal Home Loan Bank Administration, wrote to then As- 
sistant United States Attorney Ronald Walker at Los Angeles on this subject 

In order to obviate the effect of any objections raised by the Title Insurance 
& Trust Co., arrangements were made by which another title company, Land 
Title Insurance Co., which is authorized to insure land titles in California, agreed 
to insure such titles without obtaining reconveyances by the Title Service Co 
This arrangement would have protected the borrowers, but it was frustrated by) 
the action of the plaintiffs in this case in naming the Land Title Insurance Co. 
as an additional defendant, alleging that it was a party to the conspiracy allegedly 
entered into by the Government officials named as defendants. 

Accordingly, in our view, the onus for any inability on the part of the borrowers 
to obtain marketable titles must sroperly be placed entirely upon the plaintiffs. 
The injustice which has been fondered to these borrowers, who are innocent by- 
standers to this litigation, was brought about by the unwarranted refusal of the 
Long Beach association’s alter ego, the Title Service Co., to honor the conserva- 
tor’s requests for reconveyances. That injustice could have been eliminated at 
any time and could today be eliminated merely by Title Service Co.’s honoring 
its obligation as trustee to execute such reconveyances. 

Sincerely yours, 
NEWELL A. CLAPP, 
Acting Assistant Attorney General, 
(For the Attorney General). 


Mr. Fiscupacn. Mr. Barnett, you previously stated that you 
were chairman of the Federal home-loan bank stockholders’ com- 
mittee. 


FURTHER TESTIMONY OF E. L. BARNETT, PRESIDENT, SANTA 
ROSA SAVINGS AND LOAN ASSOCIATION, SANTA ROSA, CALIF. 


Mr. Barnerr. That is right, sir. 

Mr. Fiscupacn. And that because of some ailments that you had 
in the last couple of years, it was physically impossible for you to 
carry out the duties of that office, and hence you requested Mr. 
Edgerton to be the working man on the committee? 

Mr. Barnett. I would not want to say it was physically impossible, 
but it was physically inadvisable. 

Mr. Fiscupacn. Physically inadvisable, all right, sir. 

Now I would like to have you state to this committee what the 
relative position of the savings and loan industry is in northern Cali- 
fornia as distinguished from southern California. If you can give us 
some clarification of that, I believe it would be helpful. 

Mr. Barnett. I gather from that, you mean the relative volume 
of the business in northern and southern California. 

Mr. Fiscnpacn. Yes. Where is the industry concentrated, where 
is the business done, where are the assets that are involved, why was 
it moved up to San Francisco, how much of the industry is there in 
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San Francisco, how much of the industry is there in Los Angeles? 
Those are the things I think this committee would appreciate hearing 
from you, because it would be enlightening. 

Mr. Barnett. Yes, sir. I do not have the exact percentages, but 
if you will take my own calculations, there are probably 70 to 75 per- 
cent of the savings and loan business in southern California, and the 
other 25 to 30 percent in northern California. There is approximately 
50 percent of the assets of the business in Los Angeles County. 

Mr. Fiscuspacu. Have you any views with respect to the reestab- 
lishment of the Los Angeles Bank, and particularly with regard to the 
return of the management of that bank to any set of directors? 

Mr. Barnett. I have very positive views on the subject. 

Mr. Fiscupacu. Will you state them, please? 

Mr. Barnett. The bank should be restored as promptly as possible, 
and it should have been done a long time ago. 

I cannot give you an unbiased opinion as to who it should go back 
to, because I was one of those from whom it was seized, but in my 
opinion the controversy will be settled much sooner by restoring it 
temporarily to those of us from whom it was seized, with an election 
being held fairly promptly in order to then elect directors. 

Mr. HouirteLp. Mr. Counsel, will you please let the reporter read 
that answer again. I did not get all of it. 

(The last answer was read by the reporter.) 

Mr. Barnett. I say that for this reason: That there is still a lot 
of feeling in the industry out there over the Gestapolike seizure that 
took place in the first place, and a pretty strong feeling in the majority 
of the industry that the injustice will not be corrected until the old 
crew is put right in again. 

I am of the opinion that if Joe Crail’s idea of an election before the 
restoration has taken place, is carried out, that the majority of the old 
hoard of directors will feel it incumbent upon themselves to run for 
their old jobs back again, and in my opinion they will be promptly 
reelected to their old jobs, and we may get back into some more 
impasses again. 

Mr. Fiscupacu. Are you one of the gentlemen to whom Mr. Crail 
referred as persons who did not know what they were doing? 

Mr. Barnett. I am one of those, yes. 

Mr. Fiscupacn. Is Mr. Edgerton another? 

Mr. Barnett. Yes. Mr. Endicott is one also, who testified this 
morning. 

See Fiscupacu. Mr. Endicott too. Will you name the others, 
please? 

Mr. Houirreip. In naming the others, would vou give us just 
briefly what their position is in the industry, the relative importance 
of the institutions which they are managers of? 

Mr. Barnett. Yes, sir. 

Mr. Hourrrexp. Is that possible, for you to give us that? 

Mr. Barnerr. Yes, sir. 

Mr. Horrman. Mr. Chairman, may I ask you this question? 
Mr. Crail testified that some of these gentlemen did not know what 
they were doing. , That is his opinion, and I assume he referred to 
‘his whole set-up. 

_ Now, if we are going to identify each one of those gentlemen, then 
it would seem that I would have the privilege of asking them what 
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they understand is in that thing and what it involves, and then you 
get into all those figures, that amount of money. 

Mr. Houirietp. No. Fortunately we have a letter from the Board 
expressing dissatisfaction with that compromise, and it is part of this 
record here. 1 will be glad to show it to you, and it is concurred in 
by 10 of the 11 members. 

Mr. Horrman. I did not give too much weight to Mr. Crail’s 
statement that these gentlemen did not know what they were doing, 
because he referred to an exhibit in connection with that, and it is 
just possible that these other gentlemen do not know what is in it 
any more than, for example, I know what the counsel has over here. 

Mr. Fiscupaca. As I understood Mr. Crail’s reference—and if 
there is any question about it we ought to call him back on the stand— 
Mr. Crail, by saying he did not believe the other members of the 
Federal home-loan bank stockholders’ committee knew what they 
were doing, referred to the members of that committee and the 
action that they were taking in endeavoring to resolve this controversy. 

That was my understanding of his testimony, and so I thought it 
would be advisable to have in the record who those other members of 
the stockholders’ committee are. 

Mr. Hourrretp. | will withdraw my request for qualifying these 
men. I assume they are qualified or they would not have been 
elected by the industry and reaffirmed three or four times, so will 
you just give us their names? 

(There was discussion off the record.) 

Mr. Barnett. I was going to say if Joe Crail thinks it is incumbent 
upon him to say that the rest of us do not know what we are doing, 
I am perfectly willing to take the responsibility for saying the rest 
of us do know what we are doing, and further that we are not as 
easily pushed around so that we are all subservient to Tom Gregory 
either. 

Mr. Fiscupacn. There is no question about that; is there? 

Mr. Barnett. No question in my mind. 

Mr. Crart. Mr. Chairman, could I correct my statement there? 
What I mean is I do not think they realize the cost to the industry 
these settlements will be. Two and a half million dollars to the 
San Francisco bank that we are all members of. I do not think 
they appreciate that. 

Mr. Houtrtetp. The gentleman’s statement in clarification will be 
received as part of the record. 

Mr. Fiscnsacu. In any event I think it would be helpful for us to 
know the members of the stockholders’ committee of the Federal 
Home Loan Bank of Los Angeles and what their position in the 
industry is. 

Mr. Hourrieip. Proceed, Mr. Barnett. 

Mr. Barnerr. Well, you have the names of the three of us that have 
testified. And there is Albert Carden of Whittier, Paul Endicott you 
have already had, Lloyd Tilton of Santa Barbara. That is five. 

George Eason of Los Angeles, Bill Bowman of Richmond, who is in 
the room, Crail of course was on, and that is eight. Doug Driggs, 
Phoenix, Ariz., Roy Hegg from San Diego, and Gregory. 

Mr. Fiscuspacu. The same Gregory of Long Beach Federal? 

Mr. Houtrrevtp. Did I understand you to say that some of the other 
members of the stockholders’ committee are in the room? 
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Mr. Barnetr. Yes. There are five of us, maybe six. I haven’t 
seen whether Driggs is here this afternoon or not. He was here this 
morning. 

Mr. Gregory is here and Bill Bowman is over there, next to the win- 
dow. We can go round up Driggs and have a quorum if you want. 
[Laughter.] 

Mr. Houtrievp. It might be a good thing to have Mr. Bowman 
take the stand following you, as long as he is here, and if Mr. Driggs 
comes forward at a future meeting of the committee, we will be glad 
to accord him the courtesy. 

Mr. Fiscupacn. I have no further questions of this witness. 

Mr. Harpy. I would like to raise one or two. In connection with 
these ballots that were sent out, Mr. Barnett, did you have a telephone 
campaign in connection with those ballots? 

Mr. Barnertr. Yes, sir; I was part of it. 

Mr. Harpy. You conducted part of it. That is very interesting. 
In that telephone campaign were the other associations urged to vote 
in any particular manner? 

Mr. Barnett. They definitely were not in the part of it that I 
conducted. 

As Joe Crail outlined, we had the signed ballots and we knew those 
that had not sent them in. They were divided up geographically, and 
those of us in different areas would call them up and say, “Have you 
sent the ballot in?” If they said, ‘‘No,’’ we would say, ‘Will you 
please send it in?” and that was the extent of the conversation. 

Mr. Harpy. That was all you had to say? 

Mr. Barnerr. And they sent them in. As a matter of fact this is 
hearsay, but I think it is pretty good hearsay. There were well over 
60 percent of the ballots sent out that came back without any solicita- 
tion whatsoever. 

Mr. Hourrrevp. I believe Mr. Edgerton can probablyeenlighten the 
committee on that point; could he not? 

Mr. Barner. I think he can. 

Mr. Houtrievp. He was in charge as vice chairman—— 

Mr. Harpy. I think we have the figures in. The reason I raised it 
is because—— 

Mr. Houirrevp. I referred to this statement where he said 60 per- 
cent of them came in without telephonic urgency. 

Mr. Barnett. While we are on that subject, and Joe Crail’s 
campaign being entirely without solicitation, I would like to point out 
that you have in your file these two letters that he sent out, which 
in my mind were very solicitous. 

They left no doubt in'the recipient’s mind as to Joe Crail’s position 
and just what he thought they ought to vote for, and on the first 
one he got 49 answers and then he got 20 more on the second one, 
and on the third one he got 5 more. 

Mr. Harpy. Which one did it take for you to send yours back in? 

Mr. Barnerr. I did not send one back, which is also something 
I think the committee might weigh in evaluating these ballots of Joe 
Crail’s, and that is that most of the people who are heart and soul in 
this getting of the bank back, ignored Joe Crail’s questionnaire. 

Many of us called members of the committee up, said, ‘Here, I have 
got it; what will I do with it?’ and we would tell them to throw it 
away. 
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Mr. Harpy. He got almost half as many back as you all did? 

Mr. Barnett. He got almost as many back with his two solicita- 
tions as we got just with the letter. 

Mr. Harpy. Without the telephone. 

Mr. Barnett. Without the telephone. In other words, we got 
more I think, I understand without any solicitation whatsoever, 
other than the simple transmittal letter which we very carefully 
worded so that it did not have any sales argument in it. It gave 
them an open chance to answer the question as they felt it. 

Mr. Hourrrexp. I would like to have that letter produced, if it is 
available, so that the committee might see it. I personally have not 
seen the letter. 

Mr. Barnett. I understood it to be said this morning that you 
had a copy in the file. 

Mr. Houtrrevp. Is there a copy in the file? 

Mr. Fiscupacn. Yes, there is. 

Mr. Harpy. They are in the record with the ballot, are they not? 

Mr. Fiscurnacn. That is right. 

Mr. Harpy. That is all I have, Mr. Chairman. 

Mr. Hourrretp. Mr. Bill Bowman. 

Mr. Horrman. I have a question of the gentleman. Now there 
seems to be some difference of opinion between your group and 
Mr. Crail’s. Crail has done fairly well with his association, has he not? 

Mr. Barnerr. Yes, he is doing all right. Joe Crail has done all 
right. 

Mr. Horrman. Built it up from what to what? 

Mr. Barnerr. He built it from nothing to I don’t know, I haven’t 
heard since noon, but it was $109,000,000 last I heard. 

Mr. Horrman. So if he is mistaken about what you gentlemen know 
he apparently does know about his own business. 

Mr. Barner. Joe Crail has done one of the best jobs of promoting 
an association that I know of. 

Mr. Hourrretp. Thank you, Mr. Barnett. Mr. Bowman, will you 
please take the witness chair. Mr. Bowman, do you swear that the 
evidence vou are about to give before this committee will be the truth, 
the whole truth and nothing but the truth? 

Mr. Bowman. I do. 

Mr. Houtrretp. Thank you. Be seated, please. 

Mr. Fiscusnacu. Mr. Bowman, will you state your full name and 
residence. 


TESTIMONY OF W. J. BOWMAN, PRESIDENT, SECURITY SAVINGS 
AND LOAN ASSOCIATION, RICHMOND, CALIF. 


Mr. Bowman. My name is W. J. Bowman. I live in Berkeley, 
Calif. I am president of the Security Savings & Loan Association, 
with its main office at Richmond, Calif., and a branch at Albany, Calif. 

Mr. Fiscusnacn. Mr. Bowman, are you a member of the Los Angeles 
Stockholders’ Committee of the Federal Home Loan Bank? 

Mr. Bowman. I am and have been since its creation in March of 
1946. 

Mr. Fiscunacu. I take it your participation in that committee has 
had the endorsement of the industry for a considerable number of 


years. 
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Mr. Bowman. Yes. I am in the same category as Mr. Barnett. 
I am one of the directors from whom the bank was seized, and was one 
of the original stockholder committee members, and have been reap- 
pointed or reelected repeatedly since. 

Mr. Fiscupacu. As a member of that committee have you devoted 
considerable time and effort in the last 4 years to attempts to get the 
bank restored? 

Mr. Bowman. Yes, I have. 1 have attended, as far as I know, every 
meeting of the committee. I have been in Washington on several 
occasions on this particular matter, including the hearing held by the 
Smith committee some 2 years ago. 

Mr. Fiscuspacu. In connection with those efforts, have you had the 
assistance of other members of the committee? 

Mr. Bowman. Oh, yes, yes. I might add that up until very recently 
the attitude and actions of the committee were quite harmonious and 
there was a decided unanimity of thought and purpose in accomplishing 
the reestablishment of the Los Angeles bank. 

Mr. Fiscusacn. Including harmonious opinion and effort on the 

part of Mr. Crail? 

Mr. Bowman. Yes; I think that his change of ideas was of very 
recent origin, perhaps a matter of 4 or 5 months or perhaps less. 

Mr. Fiscupacu. Did they coincide with his candidacy as a director 
of the San Francisco bank? 

Mr. Bowman. It seems to me he started to get off the reservation 
a little before that. 

Mr. Fiscuspacn. Have you heard the testimony of Mr. Barnett, 
and the witnesses who preceded him, Mr. Crail, and Mr. Edger- 
ton, earlier today? 

Mr. Bowman. Yes, I have. 

Mr. Fiscuspacu. Would you say that the testimony as presented 
by Mr. Edgerton and Mr. Barnett is truly representative of the 
sentiment of the industry and the stockholders’ committee of the Los 
Angeles bank, the Federal Home Loan Bank of Los Angeles? 

Mr. Bowman. Absolutely so. There is no question about it. 

Mr. Fiscupacu. No further questions. 

Mr. Houirtetp. Are there any further questions from any other 
member of the subcommittee? 

Mr. Harpy. Just one. Did you participate in the telephone 
campaign in connection with these ballots? 

Mr. Bowman. No; I did not. I did call upon two of my friends 
up in the northern part of the State to simply urge that they get their 
questionnaire in and vote according to their own conscience, because 
the purpose of that questionnaire was to get from the industry its 
current thinking on the issue as to whether or not the majority of the 
member associations wanted the bank returned to Los Angeles or 
whether they did not. 

Mr. Harpy. Mr. Bowman, when I conduct a campaign, I try to 
get people to vote for what I am for. 

Mr. Bowman. That may be so. However, that was not done as 
far as I am concerned, Mr. Hardy. 

Mr. Harpy. That is all. 

Mr. Houtrre.p. Thank vou, Mr. Bowman. You may be excused 

Mr. Fiscupacn. Mr. Chairman, I would like to offer in evidence 
the report to the members of the Home Loan Bank of Los Angeles 
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which contains the reference to the proposal for the compromise of 
that lawsuit which we heard about earlier today, and a rather detailed 
summary of the efforts of the stockholders’ committee of the Federal 
Home Loan Bank of Los Angeles to bring about a termination of this 
litigation by amicable negotiation and compromise, and it also con- 
tains the letter which was addressed to you giving you the reaction 
of the industry as represented by that group of gentlemen to the pro- 
posal which was signed by most of the parties litigant. 

Mr. Fiscunacn. Before introducing it in evidence, I would like to 
recall Mr. Edgerton to the stand for one question. 

Mr. Houirretp. Mr. Edgerton, will you please take the stand. 

I would like to note that the facsimile reproduction of my letter to 
Mr. Edgerton has been removed and entered as an exhibit, so I will 
ask counsel to get a copy that is complete for an exhibit in the record. 

Mr. Fiscuspacn. Mr. Edgerton, was this report to members of the 
Home Loan Bank of Los Angeles prepared under the supervision of 
the stockholders’ committee and by its counsel? 


FURTHER TESTIMONY OF J. HOWARD EDGERTON, PRESIDENT, 
CALIFORNIA FEDERAL SAVINGS AND LOAN ASSOCIATION, LOS 
ANGLES, CALIF. 


Mr. EpGerron. Yes. 

Mr. Fiscupacn. And was it given wide circulation? 

Mr. EpGerton. We mailed it to everybody in the State. 

Mr. Fiscusacn. There was no effort to keep anything here secret, 
was there? 

Mr. Epcerron. No, sir. 

Mr. Fiscuspacu. No further questions. 

(The report referred to is as follows:) 


Los ANGELES BaNnK Exuisit No. 1 
REPORT TO MEMBERS OF THE HOME LOAN BANK OF LOS ANGELES 


NOVEMBER 10, 1950. 

A meeting of our stockholders committee was held in Los Angeles on November 
8, at which time a proposal for compromise was considered, a copy of which is 
attached hereto for your information and marked “Exhibit A.”’ It is our under- 
standing that the proposal emanates from Hyman Fischbach, counsel for the 
congressional committee now conducting the investigation of the home-loan bank 
matter. 

A copy of our reply to Congressman Chet Holifield, chairman of the special 
subcommittee conducting the investigation, indicates the attitude of our com- 
mittee. This letter is marked “Exhibit B.”’ 

Our committee has long realized that a poor settlement is better than a good 
lawsuit but we have not felt justified in recommending to the industry any 
settlement requiring a contribution from the Federal Home Loan Bank of Los 
Angeles greater than we recommended at the time of the Portland agreement 
We have advised the congressional committee, however, that if the Home Loan 
Bank Board feels the case should be settled upon the basis contained in the curre™ 
proposal that we will let the matter be submitted to the industry in California 
without our opposition. 

Considerable printed material has gone out recently from Joe Crail, one of the 
members of our committee, who has expressed disagreement with our committee 
policies pertaining to settlement and with the congressional investigation. With- 
out engaging in an endless exchange of correspondence with Mr. Crail, the other 
members of the committee, nevertheless, want the industry to know that in our 
opinion, Mr. Crail’s statements are on many points misleading and on many points 
not factual. 

The chief criticism leveled by Mr. Crail at the committee is the fact that we 
have not forced the Long Beach Federal Savings and Loan to take a settlement 
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What Mr. Crail has failed to bring out is the fact that at no time has the Home 
Loan Bank Board, the office of the Attorney General, or the board of directors of 
the San Francisco bank offered us any terms of compromise which could be 
recommended to the associations in California or to the Long Beach Federal 
Savings and Loan. 

We have on innumerable occasions told the members of the Home Loan Bank 
Board that if they would make an offer of settlement which was at all reasonable 
to the industry in California and to the Long Beach Federal Savings and Loan 
that we would reeommend it to our constituents and use all the influence at our 
command to accomplish its acceptance by the Long Beach Federal. The Home 
Loan Bank Board has not given us any such opportunity. 

Mr. Crail has also indicated to the industry that our committee has not 
conscientiously endeavored to negotiate for settlement. Although somewhat 
voluminous, we are sending to you members of the Los Angeles bank at this time 
a copy of our résumé of negotiations for settlement of litigation which has hereto- 
fore been prepared for submission to the Congressional committee. Anyone 
willing to take the time to read this résumé will get some slight conception of the 
time and effort expended by our committee toward the reestablishment of the 
Twelfth Federal Home Loan Bank District. The enclosed copy of the résumé 
of negotiations is marked “Exhibit C.”’ 

In Mr. Crail’s letter of October 26, he stated that counsel for the congressional! 
committee had asked him to present. ‘‘the opposition” and to find out how associa- 
tion managers in California felt about the bank situation. Both Congressman 
Chet Holifield, chairman of the subcommittee, and Mr. Fischbach, his counsel, 
deny making any such request of Mr. Crail, and a copy of a letter from Con- 
gressman Holifield with respect to the matter is enclosed herewith and marked 
“Exhibit D.” 

The congressional committee did, however, request our stockholders com- 
mittee to pool the industry on the question of whether they desired the Twelfth 
Federal Home Loan Bank District to be immediately reestablished. Under the 
circumstances we caused 197 questionnaires to be mailed to associations in 
California, Arizona, Nevada, and the Hawaiian Islands and received 174 replies. 
From these signed replies, the recap shows that 160 associations voted in favor 
of reestablishing the Twelfth Bank District, 11 associations voted against the 
reestablishment, and 3 did not indicate a preference. The signed questionnaires 
have been turned over to the congressional committee for their permanent record. 

It is our understanding that hearings before Congressman Holifield’s committee 
will probably be started in Washington during the latter part of this month, and 
we will endeavor to keep the industry advised with respect to all important 
developments. 

Respectfully yours, 
J. Howarp EpGErTon, 
Vice Chairman, FHLB Committee. 


Exhibit A 


PROPOSAL FOR COMPROMISE OF MALLONEE ET AL. v. FAHEY ET AL. (No. 
5421—-P. H.), anp ALL CONSOLIDATED, RELATED AND ENJOINED ACTIONS 


The undersigned, recognizing that the interests of the savings and loan industry, 
and the general public, as well as the interests of their respective clients and 
institutions, will be best served by settlement of this complex litigation, agree to 
recommend to their respective principals that a compromise be effectuated by 
a judgment of discharge, embodying the following principles: 

Let a judgment be entered discharging all parties who abide thereby, including 
all official and private defendants, of and from all liabilities for anything what- 
soever. 

Let the Home Loan Bank Board rescind the order consolidating the Los Angeles 
and Portland banks and direct the San Francisco bank, under the Board’s super- 
vision, to restore to each the assets they had dollarwise, as of March 29, 1946. 

Let the Los Angeles bank lend to Long Beach Federal the sum of $10,000,000, 
at interest at the rate of one quarter of 1 percent per annum, above the cost of 
loanable moneys to said bank, upon the terms and conditions heretofore agreed 
upon between counse! for Long Beach Federal and said Los Angeles bank. Let 
Long Beach Federal be released from all claims for interest accrued or paid on 
any loans made to the conservator, and let the Long Beach Federal pay from the 
proceeds of the loan from the Los Angeles bank the principal of any moneys 
borrowed by the conservator. 
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Let the Home Loan Bank Board direct the San Francisco bank to pay into the 

eid of the court the surplus of the San Francisco bank as of December 31, 
950. 

Let the court fix and determine the cost of the litigation and the fees of all 
counsel, and direct their payment from such surplus funds, and permit the 
Federal home loan banks of Los Angeles, Portland, and San Francisco, and the 
Long Beach Federal, to pay their own counsel and also counsel representing classes 
suing for their benefit, such costs and fees at such times and in such amounts, 
and to such extent, if amy, as may be necessary after the application of such 
surplus funds. 

Let all parties litigant withdraw all claims made with respect to the sum of 
approximately $14,000,000 now in the registry of the court which are inconsistent 
with the terms of this stipulation, and let said Home Loan Bank Board include 
the principal on notes in favor of San Francisco bank in their examination audit 
in determining the balance sheet of the San Francisco bank as of December 31, 
1950, and let such court make appropriate provisions in the judgment to be 
entered hereon for the payment and distribution of said approximately $14,000,000 
to owners thereof, resulting from said compromise judgment. 

Let the conservator heretofore appointed be relieved of any further obligation 
to account, and let the surety upon the bond of said conservator be exonerated, 
and let the Hon e Loan Bank Board relieve the Long Beach Federal of any and 
all costs and expense ia connection with such conservator, whether heretofore 
executed or accrued, and let the court determine the new basis upon which Long 
Beach association accounts for assets accepted from conservator, without imposing 
liability therefor upon any person whomsoever. 

Let the Federal Savings and Loan Insurance Corporation, a constituent agency 
of the Home Loan Bank Board, credit Long Beach Federal for all insurance 
premiums paid during the period of existence of the conservator, since during 
such period the said association was, in fact, in the hands of an agency of the 
Government. 

Let the Long Beach Federal be authorized to sell all loans made, modified, or 
altered by conservator, without affecting any other right to sale of loans. Let 
the line of credit and borrowing capacity of Long Beach Federal be not affected 
by said $10,000,000 loan. Let the period from the commencement of the conser- 
vatorship until the said judgment becomes final be tolled and omitted from all 
computations of reserve requirements of Long Beach Federal. 

Let all main parties join in this stipulation, subject to the approval of the 
Board, and let the court, on notice to all parties and to such other persons as it 
may direct, formulate such judgment as to the court may seem appropriate to 
carry out and effectuate the provisions of this stipulation, to fully and finally 
resolve the controversy in all of its aspects, and to quiet the title to any and all 
properties, real and personal, which have been the subject of lis pendens, or other 
controversy, and to permanently enjoin all further litigation and hearings by all 
parties to this and related, consolidated, and enjoined litigation. 

Let Home Loan Bank Board and all other main parties take such action, adopt 
such resolutions, make such orders, and do all other things necessary to effectuate 
the provisions of this compromise and the judgment effectuating the same. 

Let all parties signifying their acceptance of the foregoing do so without preju- 
dice unless the compromise contemplated hereby is effectuated by a final judg- 
ment of the court. 

WESTOVER AND SMITH, 
By Wyckorr WESTOVER, 
Attorneys for Plaintiffs in 5421-—PH. 
W. I. Giisgrt, Jr., 
Attorney for First Federal of Wilmington. 
CHARLES K. CHAPMAN, 
Attorney for L. B. Federal. 





Exhibit B 


CALIFORNIA FEDERAL Savincs AND Loan ASSOCIATION, 
Los Angeles 36, Calif., November 10, 1950. 
In re Federal home loan bank matter. 


Hon. Cuer HOouirFie.p, 

Member of Congress Moniebello, Calif. 
Dear Mr. Houtrrevp: You have requested the reaction of our FHLB committee 
to a proposal for compromise of the home loan bank litigation handed to us last 
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week and approved by Westover and Smith, attorneys for some of the plaintiffs 
in the Long Beach litigation, W. I. Gilbert, Jr., attorney for the First Federal 
Savings and Loan of Wilmington, and Charles K. Chapman, attorney for the 
Long Beach Federal. 

It is our understanding that Hyman Fischbach, Esq., counsel for your com- 

mittee, participated in the preparation of this proposal for settlement and has had 

reliminary discussions of the same with members of the Home Loan Bank 
Board, Under the circumstances our committee held a meeting on November 8 
in Los Angeles, Calif., and with our counsel considered carefully the contents of 
the proposal. 

Our decision is not to join in this proposal for compromise for the reason that 
it contemplates a contribution from the Federal Home Loan Bank of Los Angeles 
in excess of what our committee feels justified in recommending to the industry. 
We have felt that the terms of the Portland agreement, at one time entered into 
by.all parties to this litigation, were as liberal as could be expected by anyone. 

Our decision is also motivated by the fact that in the 44-year period that we 
have been worrying with this serious problem numerous proposals of settlement 
have been submitted by our committee and by the representatives of the Long 
Beach Federal to the Home Loan Bank Board and to the Office of the Attorney 
General. At no time during this entire controversy has the Home Loan Bank 
Board or the Attorney General submitted any counterproposal which we could 
recommend to the industry. Under the circumstances we think it would be very 
appropriate at this time for the governmental agencies in Washington to outline 
the terms upon which they feel all the cases could be equitably disposed of. 

We are deeply grateful for the time and effort expended by your committee of 
Congress in the current investigation. We are satisfied that you will come to the 
conclusion that our committee, representing the savings and loan industry in the 
State of California, has sincerely and conscientiously negotiated with all parties 
to the controversy in an effort to find a basis for settlement. A résumé of nego- 
tiations for settlement heretofore handed your committee indicates the innumer- 
able hours and days spent by our committee and our counsel in unsuccessful 
settlement negotiations. 

Our refusal to sponsor the current proposal for compromise in no way indicates 
an unwillingness on the part of our committee to negotiate with other parties to 
the litigation at any time desired, and if the Home Loan Bank Board should 
acquiesce in the terms of compromise contained in the current proposal and recom- 
mend the same to our industry, our committee will not oppose such a settlement. 

Respectfully yours, 
J. Howarp Epcrrron, 
Vice Chairman, FHLB Committee. 


Exhibit C 


Résumé oF NEGOTIATIONS FOR SETTLEMENT OF LITIGATION INVOLVING THE 
FeperRAL Home Loan Bank or Los ANGELES, THE LONG BrAacH FEDERAL 
SAVINGS AND LOAN ASSOCIATION, ET AL., AND THE REESTABLISHMENT OF THE 
FepeERAL Home Loan Bank or Los ANGELES 





Following the adoption of Reorganization Plan No. 3 of 1947, which became 
effective July 26, 1947, John H. Fahey was appointed chairman, and Nathaniel 
Dyke and J. Alston Adams were appointed members, of the Home Loan Bank 
Board created by that reorganization plan. 

On September 19, 1947, E. L. Barnett, chairman of the Federal home-loan 
bank stockholders’ committee (often referred to as the FHLB committee), and 
J. Howard Edgerton, then a member and now vice chairman of the FHLB com- 
mittee, conferred with Messrs. Dyke and Adams in San Francisco with reference 
to the restoration of the Long Beach association and the Los Angeles bank and 
the settlement of the litigation. Messrs. Dyke and Adams stated that they 
ey eg settlement of the litigation and the restoration of the association and 

1e bank. 

This conference was followed by another conference with Messrs. Dyke and 
Adams in the office of George M. Eason, in Los Angeles on September 22, 1947. 
This conference was,attended by Messrs. Eason, Edgerton and Joe Crail, of the 
FHLB committee, and by a member of executives of savings and loan associations 
located in downtown Los Angeles. Again, Messrs. Dyke and Adams stated that 
they were in favor a settlement of the litigation. Mr. Dyke requested that the 
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attorneys for the Los Angeles bank and the Long Beach association prepare a 
plan for such settlement. 

The attorneys for the Los Angeles bank thereafter prepared an outline of a 
plan for the reestablishment of the Twelfth Federal home-loan bank district and 
the Los Angeles bank. This outline was considered by a meeting of the FHLB 
committee held on October 3, 1947. The Long Beach association’s plan for resto- 
ration of the association to its members was not presented to the FHLB committee 
because its preparation had not yet been completed. It was agreed at this 
meeting that the combined plans of the Los Angeles bank and the Long Beach 
association were to be submitted by Mr. Eason to Messrs. Dyke and Adams at 
the National Savings and Loan League conference to be held at Coronado Island, 
Calif., commencing October 20, 1947. The plan was so submitted but the 
Home Loan Bank Board took no action thereon. 

Thereafter, in January 1948, the Long Beach association was restored by 
resolution of the Home Loan Bank Board and order of the district court of the 
United States in and for the southern district of California entered in the litigation 
pending before it. The negotiations for the restoration of the Long Beach 
association were carried on in Washington, D. C., by T. A. Gregory, president 
of the Long Beach association and a member of the FHLB committee. Mr. 
Eason participated in some of these negotiations. 

Between October 1947 and January 1948 Mr. Fahey had resigned as Chairman 
of the Home Loan Bank Board and had been replaced by William K. Divers, 
as Chairman. Mr. Dyke had also resigned as a member of the Home Loan 
Bank Board. 

During the negotiations for the restoration of the Long Beach association 
Messrs. Divers and Adams held conversations with Mr. Eason as to the resto- 
ration of the Federal Home Loan Bank of Los Angeles. In these conversations 
Messrs. Divers and Adams stated that the Los Angeles bank would be promptly 
reestablished. 

During a meeting of the FHLB committee held on February 10, 1948, following 
the restoration of the Long Beach association in January 1948, Mr. Barnett 
telephoned Mr. Divers, in Washington, D. C., to ask if the Home Loan Bank 
Board was prepared to enter into negotiations for the reestablishment of the 
Los Angeles bank. Mr. Divers stated that he would telephone Mr. Barnett on 
February 12, 1948, as to when the board would be ready to commence such 
negotiations. 

On February 12, 1948, Mr. Divers telephoned Mr. Barnett that the Home 
Loan Bank Board had fixed February 25 as the date for a conference in Wash- 
ington, D. C., to consider reestablishment of the Los Angeles bank. 

The following named persons, representing the FHLB committee, went to 
Washington, D. C.: Messrs. Barnett, Eason, Neill Davis, executive vice president 
of the California Savings and Loan League, and Richard FitzPatrick, one of the 
attorneys for the Los Angeles bank and the FHLB committee. Messrs. T. A. 
Gregory and Charles K. Chapman, attorney for the Long Beach association, 
also went to Washington. 

On February 24, 1948, a preliminary conference was had with Messrs. Divers 
and Adams by Messrs. Barnett, Eason, Davis, and Gregory. At that conference 
Messrs., Divers and Adams stated their intention to reestablish the Los Angeles 
bank within a matter of 2 weeks or thereabouts, but desired to have a conference 
with the board of directors of the San Francisco bank before doing so, in order 
to avoid any possible charge of arbitrariness in their action. Mr. Divers tele- 
phoned Mr. Vander Ende, president of the San Francisco bank, and requested 
him to call a meeting of the board of directors of the San Francisco bank to be 
held in Salt Lake City on March 16 and 17, 1948, to consider the matter of the 
reestablishment of the Los Angeles bank. 

On February 26, 1948, a further conference was had among Divers, Adams, 
Barnett, Davis, Eason, and Gregory. This conference was also participated in 
by Kenneth G. Heisler, general counsel for the Home Loan Bank Board, Verne 
Dusenberry and Irving Bishop, attorneys for the San Francisco bank, and by 
Chapman and FitzPatrick. Again it was understood that the Los Angeles bank 
would be reestablished. 

At these conferences in Washington, D. C., the Long Beach association raised 
the question of payment to it of damages, claimed by it to have resulted from 
its seizure and the appointment of the conservator. 

Messrs. Divers and Adams expressed their desire that the claims for damages 
asserted by the Long Beach association, including its attorneys’ fees, be assumed 
by the reestablished Los Angeles and Portland banks in proportion to their 
respective assets. 
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As a counter proposal, it was suggested by those representing the Los Angeles 
bank and the Long Beach association that the damages claimed to have been sus- 
tained by the ag. Beach association should be spread over the entire Federal 
Home Loan Bank System by the Home Loan Bank Board levying an assessment 
on each of the banks in the system. This suggestion was rejected by Divers and 
Adams, who stated that it would be impossible of accomplishment because of 
resistance thereto by the banks of the System, and the difficulty of obtaining an 
approval thereof by other governmental departments, including the Bureau of the 
Budget, the General Accounting Office, and the Attorney General’s Office. 

At a meeting of the FHLB committee, held on March 4, 1948, reports of the 
conferences in Washington were made to the committee, by those who had taken 
part in such conferences, as to the Los Angeles and Portland banks assuming 
liability for damage claims of the Long Beach association. It was suggested that 
the Los Angeles bank be reestablished and that the liability, if any, of the Los 
Angeles and Portland banks to the Long Beach association should thereafter be 
determined by the court. Mr. Gregory, who was present at the meeting, indi- 
cated that he favored such a plan. 

On March 16 and 17, 1948, the board of directors of the San Francisco bank 
met in Salt Lake City. This meeting was attended by Mr. Adams. 

At that meeting the board of directors of the San Francisco bank adopted a 
statement in which it was set forth that the board of directors were willing to 
compromise and settle all of the pending litigation by payment to the Long Beach 
association of $250,000, and an additional sum of $50,000 to other persons asserting 
claims or demands against the San Francisco bank arising out of the litigation, 
provided the settlement were approved by the stockholders of the bank. It was 
understood that the $50,000 above-mentioned was to reimburse the FHLB com- 
mittee for its expenses, including attorney’s fees. 

At a meeting of the FHLB committee held on March 30, 1948, the proposal of 
the board of directors of the San Francisco bank made at its meeting in Salt Lake 
City on March 16 and 17 was considered. Mr. Gregory, representing the Long 
Beach association, stated that the association might compromise its claims by 
acceptance of the $250,000 offered by the board of directors of the San Francisco 
bank, provided the association could obtain from some governmental agency a 
$10,000,000 10-year loan at an interest rate of 1 percent per annum, the proceeds 
of such loan to be invested in long-term United States bonds and pledged as 
collateral security for such loan. He suggested that if the reestablished Los 
Angeles bank would make such a loan, the association would agree to pay interest 
at a rate of one-fourth of 1 percent higher than the cost of such $10,000,000 to the 
Los Angeles bank. 

The committee also discussed the proposal of the San Francisco bank to pay 
$50,000 to reimburse the committee for its expenses and attorneys’ fees incurred 
by it. It was pointed out that the sum of $100,000 was needed for such purpose. 

With regard to the proposed loan to the Long Beach association, the meeting 
decided that it would recommend to the reestablished Los Angeles bank the making 
of such a loan. 

The meeting appointed a subcommittee, consisting of Barnett, Eason, and 
Crail, to negotiate with the San Francisco bank settlement of the pending litiga- 
tion on the basis discussed at the meeting. 

During the week of May 2, 1948, Messrs. Barnett, Neill Davis, Edgerton, Paul 
Endicott and C. A. Carden (all of the persons named being members of the 
FHLB committee except Mr. Davis), conferred with Mr. Divers, in Chicago, 
concerning the reestablishment of the Los Angeles bank without a settlement of 
the Long Beach association’s damage claims. Mr. Divers stated that there was 
nothing to be gained by further delay in reestablishing the Los Angeles bank and 
that he would return to Washington and endeavor to convince the other members 
of the Home Loan Bank Board and the Attorney General’s office that the Board 
should adopt a resolution declaring it to be the policy of the Board to reestablish 
the Los Angeles and Portland banks. It was contemplated that such a resolution 
would permit the United States district court at Los Angeles to enter an order for 
reestablishment of the Los Angeles and Portland banks, particularly in the absence 
of objection from the San Francisco bank. He estimated that clearances for such 
a resolution could be obtained and the resolution adopted in about 2 weeks. 

On June 14, 1948, a meeting of the FHLB committee was held. This meeting 
was attended by Kenneth G. Heisler, general counsel for the Home Loan Bank 
Board. He stated that the Home Loan Bank Board members were anxious to 
reestablish the Los Angeles and Portland banks, but were unable to do so in the 
light of an opinion from the United States Attorney General that it would be 
prejudicial to the conduct of the litigation to reestablish the banks unless a com- 
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plete settlement of all of the litigation was consummated in advance, or unless 
such reestablishment became an integral part of a complete settlement. 

Mr. Heisler then proposed that a settlement be made on the basis of a payment 
of $250,000 to the aie Beach association and the payment of $100,000 to the 
FHLB committee to reimburse it for its expenses and attorneys fees; a 10-year 
$10,000,000 loan to be made to the Long Beach Federal by the reestablished Los 
Angeles bank. He proposed that the sums mentioned above should be paid 

roportionately by the reestablished banks, instead of by the San Francisco bank. 
Mr. Heisler then left the meeting. 

The proposal was then considered by the meeting and it was decided that it 
should be approved. Mr. Barnett then telephoned Mr. Heisler that the FHLB 
committee accepted the proposal, provided an agreement embodying it be entered 
into by all parties concerned within 10 days. 

On June 19, 1948, a conference was held in the Hotel Del Coronado, on Coronado 
Island, Calif., during the California Savings and Loan League Convention then 
in progress there, among Messrs. Divers, Heisler and members of the FHLB 
Committee, concerning the reestablishment of the Los Angeles bank. During 
this conference Divers and Adams reiterated their desire to reestablish the Los 
Angeles bank. This meeting followed a speech made to the California Savings 
and Loan League Convention on the same day by Mr. Divers, in which he said, 
in part: 

The members of the Board (Home Loan Bank Board) are strongly in favor 
of reestablishing the two banks on the west coast. We believe that it is in the 
interest of the people, in the interest of the institutions, and that those institu- 
tions will be better represented and more broadly represented by having two 
banks rather than one.” 

On June 20, 1948, Heisler and FitzPatrick had a conference at the Hotel Del 
Coronado, during which Heisler proposed that the reestablished Los Angeles 
bank pay the claims of the Long Beach association and that funds to do so be 
provided by giving it a larger share of the surplus of the San Francisco bank. He 
requested that O’ Melveny & Myers and Richard FitzPatrick prepare a stipulation 
to be filed in the pending litigation providing for the reestablishment of the Los 
Angeles bank and payment of the Long Beach Federal claims in the amount of 
$250,000 by the reestablished Los Angeles bank. 

Mr. Heisler’s proposal that the claims of the Long Beach association be paid 
by the Los Angeles bank was to avoid any question by the directors of the San 
Francisco bank as to their personal liability, if such payment should be authorized 
by them to be made out of the assets of the San Francisco bank, a question which 
such directors had theretofore raised. 

On or about July 22, 1948, 10 associations, located in the San Francisco Bay 
district (often referred to as the Ten Northern Associations), commenced an 
action in the San Francisco Federal court to restrain the board of directors of the 
San Francisco bank from entering into the proposed compromise of the litigation. 
As a result of this new suit the board of directors of the San Francisco bank took 
no action on the proposed compromise at its meeting held on July 23 and 24, 
1948, in Missoula, Mont. 

On July 28, 1948, a meeting of the members of the FHLB committee was held. 
Messrs. Adams, Heisler, and William G. McKenna, one of the attorneys for the 
Home Loan Bank Board, were present at this meeting. Mr. Adams stated, at 
some length, the reasons why the Home Loan Bank Board was desirous that a 
settlement of the litigation be effected. It was suggested to Mr. Adams that he 
make a similar explanation to the executives of the savings and loan associations 
in the San Francisco Bay district, included among whom were the executives of 
the 10 associations which brought the suit enjoining consummation of the pro- 
posed settlement. Mr. Adams agreed to and did make a trip to San Francisce 
for that purpose, appearing before the San Francisco Bay district savings and 
loan executives on the next day. 

At this meeting on July 28 of the FHLB committee, the written opinion of 
Messrs. Fussell and FitzPatrick, as to any personal liability of members of the 
board of directors of the Los Angeles bank if that board should authorize the 
entering into of a compromise settlement of the litigation, was read. Upon the 
basis of such opinion it was the consensus of the meeting that any possible personal 
liability of the directors was so remote as not to constitute a deterrent to their 
authorizing a settlement along the lines proposed. 

Mr. Heisler suggested that in carrying on the negotiations for a settlement it 
would be advisable for the attorneys for the Los Angeles bank to reach an agree- 
ment with attorneys for the Long Beach association and the San Francisco bank, 
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as to the terms of a stipulation for settlement of the litigation; that upon all other 
parties concerned having reached an agreement, the proposed settlement be 
submitted to the Home Loan Bank Board and to the United States Attorney 
General’s Office for final approval. 

During the month of July the attorneys for the Los Angeles bank prepared a 
suggested stipulation for a compromise settlement of the litigation and for a 
judgment reestablishing the Los Angeles bank. 

Mr. FitzPatrick had a number of conferences with Mr. McKenna, who was in 
Los Angeles, with regard to this stipulation. 

On Angust 11, 1948, Messrs. Dusenbery, Fussell, McKenna, and FitzPatrick 
conferred in San Francisco on the proposed stipulation. 

At a meeting of the FHLB committee, held on August 16, 1948, the proposed 
stipulation was considered and approved. ‘The committee was advised that a 
meeting of the board of directors of the San Francisco bank would be held in 
Seattle on August 25, 1948. Mr. FitzPatrick was intructed to be available at 
that meeting to answer any questions of that board of directors concerning the 
proposed stipulation. Messrs. Divers and Adams were requested, both by 
telephone and in writing, to be present at the meeting of the board of directors 
of the San Francisco bank. 

On August 25, 1948, Mr. FitzPatrick attended the meeting of the board of 
directors of the San Francisco bank held in Seattle on that date at which the 
proposed stipulation was considered. Neither Mr. Divers nor Mr. Adams were 
present, but Mr. McKenna was. 

At that meeting the board of directors of the San Francisco bank referred the 
proposed stipulation to the Home Loan Bank Board for such consideration as it 
might deem appropriate, and reaffirmed its position that it would not oppose the 
action of the Home Loan Bank Board in reestablishing the Los Angeles bank, 
provided it be preceded or accompanied by complete and final termination of all 
pending litigation, including the injunction action brought by the Ten Northern 
Associations, so that the San Francisco bank, its officers and directors would be 
released from all liability, or that some practical plan be adopted which would 
adequately provide for an ultimate and final conclusion of the pending litigation. 

On August 30, 1948, Mr. McKenna left with Mr. FitzPatrick a form of proposed 
Home Loan Bank Board resolution reestablishing the Los Angeles bank which 
he stated he had drafted. 

A day or so prior to September 10, 1948, Mr. Barnett had telephone conversa- 
tions with Messrs. Divers and Adams in Washington, D. C., in which they stated 
that they still intended to reestablish the Los Angeles and Portland banks and 
that they were seeking an opinion from the Attorney General’s Office permitting 
them to do so without a settlement of the Long Beach association’s claims. ‘These 
telephone conversations were reported to a meeting of the FHLB Committee 
held on September 10, 1948. 

On September 19 and 20, 1948, the directors of the San Francisco bank met 
in Sun Valley, Idaho, and adopied a resolution substantially the same as that 
adopted at its meeting in Seattle on August 25, 1948. At said meeting of the 
directors of the San Francisco bank, statements were made that the Home Loan 
Bank Board intended to hold a hearing in Washington, D. C., on November 29, 
1948, on the reestablishment of the Los Angeles and Portland banks. As a 
result of such statements the board of directors authorized a telegram to be sent 
by the San Francisco bank to the Home Loan Bank Board asking to be advised 
as to the plan the Board had in mind in connection with the proposed adminis- 
trative hearing regarding protection of the San Francisco bank and its directors 
and officers and other parties sued personally in connection with the litigation. 

This plan for an administrative hearing was opposed by the FHLB Committee 
and was later abandoned. It was opposed by the FHLB Committee because the 
Home Loan Bank Board had continually asserted that it was going to reestablish 
the Los Angeles bank immediately; because such a hearing might only lead to 
further litigation because whoever was dissatisfied with the board’s decision on 
he eaning would unquestionably bring another suit to question the board’s 
decision, 

On October 20, 1948, Mr. FitzPatrick had a conference with Harold Holmes, 
who was one of the attorneys for the Ten Northern Associations. In this con- 
ference it was suggested that the Los Angeles and Portland banks be reestablished 
and that the matter 6f the claims of the Long Beach association be left to the 
Federal court for determination and if they were found to be valid that court 
should determine against which of the reestablished banks they should be assessed, 
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or if assessed against both banks, in what proportions. Later in that day Mr. 
Holmes and Mr. Fussell conferred on the same matter. 

About the Ist of December 1948, the FHLB Committee was advised that the 
board of directors of the San Francisco bank, at a meeting held in Salt Lake 
City on or about that date, had proposed the appointment of Harold Holmes 
as president of the San Francisco bank for the purpose of affecting a settlement 
of the pending litigation. 

On December 13, 1948, Mr. Holmes, William A. Davis, and Roy E. Hegg (the 
last two named being members of the board of directors of the San Francisco 
bank, and Mr. Hegg being a member of the FHLB Committee) were in Wash- 
ington to confer with the Home Loan Bank Board concerning the appointment 
of Mr. Holmes as president of the bank and proposals for settlement of the 
litigation. 

On December 14, 1948, Mr. FitzPatrick was advised in a telephone conversation 
with Mr. Heisler, in Washington, D. C., that Mr. Gregory, on behalf of the Long 
Beach association, had made a new proposal for settlement, as follows: 

(1) Cancellation of examination charges by the Home Loan Bank Board, 
amounting to $90,000; 

(2) Waiver of interest on the loans made to the conservator of the Long 
Beach association by the San Francisco bank, amounting to approximately 
$125,000; 

(3) A 10 year loan to be made to the association in the amount of approx- 
imately $8,600,000; 

(4) All actions to be dismissed; 

(5) The Home Loan Bank Board to set up the banks. 

This, or some such proposal, was discussed by Mr. Gregory and members of 
the Home Loan Bank Board in Washington, D. C., about the middle of December 
1948. 

At a meeting of the board of directors of the San Francisco bank, held on 
December 18, 1948, Harold Holmes was elected president of the bank and the 
proposed settlement, discussed in Washington, D. C., was corisidered by the 
board of directors. 

This proposal provided for (a) reestablishment of the Los Angeles and Portland 
banks (b) waiver by the Home Loan Bank Board of claims for expenses of the 
conservator of the Long Beach association amounting to approximately $90,000 
(c) waiver by the San Francisco bank of interest in the amount of $125,000 on 
the $6,300,000 loan made to the conservator of the Long Beach association (d) 
payment by the Los Angeles bank, when reestablished, of approximately $45,000 
to the FHLB Committee to be used to satisfy obligations incurred by that com- 
mittee in its efforts to obtain reestablishment of said bank, such $45,000 to be 
paid out of the assets of the reestablished Los Angeles bank and not to be charged 
against any assets of the San Francisco bank allocated to the Portland bank 
when reestablished (e) division of the assets of the San Francisco bank between 
the Los Angeles and Portland banks in proportion to the interest of each of said 
banks in the surplus and reserves of said banks at the time of the merger of the 
Los Angeles bank into the Portland bank, said apportionment being on the ap- 

roximate basis of 68 percent to the Los Angeles bank and 32 percent to the 

ortland bank (f) granting by the Los Angeles bank of a 10-year loan to the 
Long Beach association in a sum equal to the then authorized borrowing limit 
of said association at a rate of interest one-fourth of one percent above the cost 
of said money to the lending bank (g) the proposed settlement being approved 
as to legality. 

The board of directors adopted a resolution approving such a settlement 
provided— 

(1) The settlement finally determined all pending litigation as to the Los 
Angeles bank and Long Beach association; 

(2) All parties to the litigation be fully released of all claims; 

(3) The $6,300,000 in notes of the Long Beach association, impounded in 
the registry of the Federal court, and all collateral securing said notes, be 
returned to the San Francisco bank; 

(4) Each of the parties pay all its own costs, including court costs and at- 
torneys’ fees, except that the Los Angeles bank, when reestablished, shall pay 
to the FHLB Committee the sum of apprxomiately $45,000 toward court 
costs and attorneys’ fees expended by said committee; 

(5) All master’s fees be paid by the Long Beach association; 

(6) The settlement agreement not become final until approved and ac- 
cepted by the directors of the San Francisco bank. 
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On December 20, 1948, a meeting of the FHLB Committee was held at which 
the foregoing proposal by the San Francisco bank was considered. Thereupon, 
a resolution was adopted by the FHLB Committee, as follows: 

Whereas there has been presented to and considered by this meeting of the 
stockholders’ committee of the Federal Home Loan Bank of Los Angeles pro- 

osals that the pending litigation, relating to the restoration of the Federal Home 
lone Bank of Los Angeles and the claims of the Long Beach Federal Savings and 
Loan Association growing out of its seizure on May 20, 1946, be settled: Now 
therefore be it 

“ Resolved, That this committee hereby approve a settlement of said litigation 
upon substantially the following set forth basic elements: 

‘“‘], The Federal Home Loan Bank of Los Angeles and the Federal Home Loan 
Bank of Portland shall each be reconstituted, and the Eleventh and Twelfth 
Federal Home Loan Bank Districts shall each be reestablished as said districts 
existed prior to March 29, 1946. 

“2. The assets and liabilities of the Federal Home Loan Bank of San Francisco 
shall be equitably divided between said Federal Home Loan Bank of Los Angeles 
and said Federal Home Loan Bank of Portland. 

“3. The management of the Federal Home Loan Bank of Los Angeles shall be 
vested in the board of directors of said bank in office immediately prior toMarch 
29, 1946. Said board of directors shall have autonomy and full authority to 
elect, eae or discharge its officers, agents, and employees subject to such 
Home Loan Bank Board approval as may be required by law. Said directors 
shall hold office until said Los Angeles bank has been restored and said litigation 
has been settled and determined, and their successors shall have been elected by 
the stockholders of said bank at an election held as soon as practicable after resto- 
ration of said bank and termination of said litigation, and shall have qualified. 

“4. Said settlement may contain the following mentioned provisions, to all of 
which this committee acquiesces: 

‘‘(a) The Home Loan Bank Board shall waive or relinquish all claims against 
the Long Beach Federal Savings and Loan Association for unpaid costs and ex- 
penses of the conservator for said association, which unpaid costs and expenses 
amount to approximately $90,000. 

‘““(b) The Federal Home Loan Bank of San Francisco shall waive, remit or 
reliquish claims for interest on the $6,300,000 loan made by said bank to the con- 
servator of said Long Beach Federal Savings and Loan Association to the amount 
of $125,000 but no greater amount. 

“(c) The Federal Home Loan Bank of Los Angeles, when restored, shall grant 
a 10-year loan to said Long Beach Federal Savings and Loan Association in a 
sum equal to the authorized borrowing limit of said association, with interest 
thereon at the rate of one-fourth of 1 percent per annum above the varying rate 
of interest paid by said bank on money borrowed by it or by the Federal Home 
Loan Bank System. Out of the proceeds of said loan, said Long Beach Federal 
Savings and Loan Association shall pay said $6,300,000 loan made to the con- 
servator of said association, except interest thereon in the amount of $125,000 
hereinbefore provided to be waived. 

““(d) The Home Loan Bank Board shall contract in writing with the Long 
Beach Federal Savings and Loan Association that, in the event of an emergency 
created by withdrawals of funds invested in said association by its shareholders, 
said Board will provide funds with which said association can meet said with- 
drawal demands. 

‘““(e) The Home Loan Bank Board shall permit said Long Beach Federal Sav- 
ings and Loan Association to sell any and all loans made, written, or modified by 
the conservator of said association, without the sale thereof being construed as 
being within the 25-percent limitation upon the sale of loans by Federal savings 
and loan associations. 

‘5. Each of the parties to said litigation shall pay all of their own costs, in- 
cluding court costs and attorneys’ fees; provided, however, that the amount of 
any attorneys’ fees, due or to become due attorneys for said Federal Home Loan 
Bank of Los Angeles, shall be assessed against the assets of the Federal Home 
Loan Bank of San Francisco before final apportionment thereof between said 
Federal Home Loan Bank of Los Angeles and said Federal Home Loan Bank of 
Portland; provided further, that said Federal Home Loan Bank of Los Angeles 
pay to this committee such expenses as have been incurred or paid by this com- 
mittee but not in excess of $45,000, from its “gh ygaclaamgerye share of assets to be 
allocated to said bank when restored, and that none thereof shall be charged 
against any proportion of assets of the Federal Home Loan Bank of San Francisco 
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allocated to the Federal Home Loan Bank of Portland when restored. Al) 
special master’s fees shall be charged against and paid by the Long Beach Federal 
Savings and Loan Association. 

“6. Said settlement, when made, shall settle and finally determine, among all 

yarties joining therein, all pending litigation growing out of the seizure of the 

ederal Home Loan Bank of Los Angeles and the seizure of the Long Beach 
Federal Savings and Loan Association, and shall result in all parties who join in 
said settlement, being fully discharged of all such claims of every kind and nature. 
Said settlement shall not be consummated until it shall have been approved by 
the United States District Court for the Southern District of California in said 
actions now pending before it. 

“7. Nothing herein contained shall be construed as an admission, of any kind 
or character, by the Federal Home Loan Bank of Los Angeles, by this committee, 
or any party to said litigation, or any other person, of any matter or thing what- 
soever in any way connected with, growing out of, or involved in, said pending 
litigation, it being understood that this proposal is made solely in an effort to 
compromise and settle said pending litigation: Be it further 

‘Resolved, That a copy of this resolution be sent to the Home Loan Bank 
Board and that said Board be and it is hereby requested to send its representative 
to California to assist the parties to said litigation and their counsel in working 
out the details of the proposed settlement, and in consummating it at the earliest 
possible moment.” 

Copies of the foregoing resolution were sent to the Home Loan Bank Board, 
the San Francisco bank and the Long Beach association. 

On January 13, 1949, a meeting of the board of directors of the San Francisco 
bank was held in Portland, Oreg. This meeting was attended by Mr. Divers and 
Mr. Heisler. Taking part in conferences concerning settlement of the litigation 
and the reestablishment of the Los Angeles bank, which preceded and followed 
the meetings of the directors, were the following named persons: Messrs. Barnett, 
Edgerton, Eason, and FitzPatrick, ‘representing the FHLB committee; Mr. 
Gregory and Mr. Paul Mallonee, chairman of the Long Beach shareholders’ com- 
mittee, representing the Long Beach association; Messrs. Dusenbery, Angell, 
and Bishop, attorneys for the San Francisco bank board. 

At this meeting the board of directors of the San Francisco bank modified the 
proposal adopted by it at its meeting on December 18, 1948, to provide that fees 
of the attorneys for the Los Angeles bank and the FHLB committee should be 
paid by the Los Angeles bank upon its being reestablished, out of assets of said 
reestablished Los Angeles bank, instead of the same being assessed against the 
assets of the San Francisco bank before final apportionment thereof between Los 
Angeles and Portland banks, as provided in paragraph 5 of the resolution of the 
FHLB committee. 

Mr. Divers stated that he agreed to the proposal set forth in paragraph 5 of the 
resolution of the FHLB committee hereinbefore quoted. The proposal as to 
fees of counsel for the Los Angeles bank and the FHLB committee was accepted 
by the members of the FHLB committee present at the meeting. 

At the call of Mr. Holmes, a conference among the attorneys, Fussell, Fitz- 
Patrick, and Pierce Works, representing the FHLB committee, Dusenbery, 
Angell, and Bishop, representing the San Francisco bank, Chapman and West- 
over, representing the Long Beach association, Miss Arlene Martin, representing. 
the Home Loan Bank Board, and also attended by Special Master Walker and T. A. 
Gregory, was held in the Los Angeles office of the San Francisco bank on January 
24, 1949, to start preparation of instruments to carry out the settlement agreed 
on at Portland. Mr. Holmes presided. 

Thereafter, a great many conferences of various persons named above were 
had at which the mechanics of carrying out the Portland settlement agreement 
ae discussed and drafts of instruments to effect such settlement were con- 
sidered. 

On March 2, 1949, applications for attorneys’ fees were filed by Mr. Chapman, 
as the attorney for the Long Beach association, and by attorneys for parties 
affiliated with that association. At about this same time the special master filed 
his second interim report and a petition for a partial interim allowance of his fees. 

On March 10 and 11, 1949, a conference among counsel, presided over by Mr. 
Holmes, was held in the Los Angeles offices of the San Francisco bank. At this 
conference Mr. Chapman presented a draft of a petition for compromise of the 
litigation which had been prepared by him. At this conference discussion with 
regard to the applications for attorneys’ fees was had, followed by a conference 
with Judge Hall in his chambers at which all counsel were present with regard to 
the matter of attorneys’ fees, 
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At another conference among counsel held in the Los Angeles offices of the 
San Francisco bank on March 16, 1949, a stipulation with respect to such at- 
torneys’ fees was proposed and considered. 

Over the next several days this stipulation was further considered and, finally, 
when prepared in a form agreeable to all parties, was signed. 

This stipulation, on March 21, 1949, was presented to Judge Hall, who sug- 
gested certain changes therein. The stipulation, as revised, was signed the 
following day, March 22, 1949. 

The applications of the Long Beach group for attorneys’ fees, which had been 

set for March 22, 1949, and continued, were heard on April 6, 1949. The court 
orally allowed total fees of $540,000, divided as follows: $270,000 (50 percent) 
to Chapman, attorney for the Long Beach association; $189,000 (35 percent) to 
Westover, attorney for the Long Beach association shareholders’ committee; 
$54,000 (10 percent) to Thomas and Wallace, attorneys for Title Service Co.; 
: $27,000 (5 percent) to Raymond Tremaine, attorney for Robert Wallis. 
. On April 8, 1949, Mr. FitzPatrick was told by Mr. McKenna that he had had 
a telephone call from Mr. Heisler in Washington, D. C., and that the Home 
Loan Bank Board members were upset over the amount of fees allowed the Long 
Beach group of attorneys. 

On April 16, 1949, the United States attorney at Los Angeles wrote to all 
counsel in the litigation. A copy of his letter is as follows: 

“Conferences have been held in Washington, D.C., re the proposed order on 
attorneys’ fees, stipulation, and proposed settlement in the above case between 
certain members of the Home Loan Bank Board and representatives of the 
Department of Justice. I have been instructed to advise you that your decisions 
are desired by 10 a. m., Tuesday, April 19, on the following requests. Your 
= decisions should be wired to E. Graham Morison, Assistant Attorney General, 
a Claims Division, Department of Justice, Washington, D. C. The proposals are 
as follows: 

“1, That all parties appear before Judge Hall on April 20 at 2 p. m. and 
E move for a continuance of the matter of the fee order for 30 days; 

“2. That all attorneys’ fees involved in this litigation, including those for 
= attorneys for the Long Beach association, be determined and included as a 
a part of the over-all settlement of the case; 

: “3. That a final settlement be effectuated prior to the end of the 30-day 
continuance; and 
a “4. That the procedure adopted for the settlement be that of a dismissal 
with prejudice. 

“T have been instructed to advise you that no further negotiations for settle- 
ment will be entertained or approved by the Home Loan Bank Board unless the 
settlement can be effectuated as above, and that if we cannot reach an agreement 
on these points, that it is the sentiment of the Board that objections should be 
4 filed to the proposed findings, conclusions and order on attorneys’ fees, and the 
3 whole case be litigated to a conclusion by the Board and the San Francisco bank.” 
: To this letter O’ Melveny and Myers and Richard FitzPatrick replied by tele- 
gram that insufficient time was allowed for decisions as to the proposals in the 
letter and suggested that the matter of the Long Beach fee order now set for 
April 20 be continued 1 week to allow time for proper consideration of the pro- 
posals in the letter. They stated that the following represented their thoughts 
at that time as to what they might recommend to their clients, but the final de- 
cision thereon rested with their clients: 

“As to proposal one, we have no objection to a continuance of the matter of the 
fee order but we believe that a 30-day continuance is insufficient to accomplish 
settlement and we suggest that this continuance should be for 90 days. 

“As to proposal two, it was heretofore agreed in the settlement negotiations that 
each party shall bear its own costs, attorneys’ fees and expenses, except that 
$65,000 shall be paid us by the reestablished Los Angeles bank. We have no 
objection to attorneys’ fees being paid when settlement is approved by the court. 
and effected and as a part of such settlement. 

“As to proposal three, we have no objection to a definite time being fixed for 
effecting the settlement, but in our judgment, required court approval cannot be 
obtained within 30 days, although settlement might possibly be agreed upon by 
the parties within that short time. We are prepared to fully cooperate to effect 
settlement at the earliest possible time. 

“As to proposal four, we should be willing, subject to further consideration and 
consultation with our clients, to dismiss with prejudice subject to the following 
provisions: First, that Federal Home Loan Bank of Los Angeles is reestablished 
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prior thereto or concurrently therewith; second, that court approves entire settle- 
ment, including such dismissal, which approval appears necessary since action is 
in part a representative capacity action and, hence, subject to rule 23 (c) Federal 
Rules Civil Procedure, and third, that we conclude, upon further consideration, 
that above procedure of settling by dismissal with prejudice protects our clients’ 
interest as adequately as settlement by court judgment, as contemplated in 
previous settlement negotiations.” 

On April 19, 1949, Richard FitzPatrick was advised on the telephone by Miss 
Arlene Martin, deputy United States district attorney in Los Angeles, that Mr. 
Peyton Ford, the Assistant to the Attorney General, and Mr. Melvin Siegel, 
Assistant Attorney General, were coming to Los Angeles about April 23, 1949, in 
connection with the matter of the order allowing attorneys’ fees. 

On April 26, 1949, a conference with Judge Hall was had by counsel concerning 
the attorneys’ fee order. This conference was attended by Messrs. Ford and 
Siegel, by the attorneys to whom fees had been allowed and by Messrs. Fussell 
and FitzPatrick, and others. 

At this conference Mr. Ford said he was awaiting a telegram from Washington 
and that he would decide on the next day, April 27, whether or not to file objec- 
tions to the fee « rder. 

On April 27, \[r. Ford wrote to counsel as follows: 

“At our conference in the office of the United States attorney yesterday, April 
26, you requested that, prior to further consideration of our proposal for settlement, 
I submit to you a final offer in writing stating the terms in respect to attorneys’ 
fees, on which negotiations may proceed. After consultation with the Home 
Loan Bank Board, I am authorized to state that the Board is prepared in respect 
to matters of aitorneys’ fees, in addition to the proposal heretofore made, to 
negotiate on any one of the following bases: 

**(1) The attorneys’ fees, whether interim or final, shall be judicially de- 
termined in an adversary proceeding and the stipulation dated March 22, 
1949, and the subsequent award of April 1, 1949, be vacated, or 

(2) Following the suggestion of the court, one-third of the amount 
awarded by the court in its decision of April 1 shall be paid now on proper 
order of the court (less the deduction of $50,000 previously paid, as provided 
in presently proposed order), regardless of the outcome of negotiations for 
settlement; the said stipulation and award shall be vacated and any further 
attorneys’ fees shall be judicially determined in an adversary proceeding at 
the conclusion of negotiations for settlement, if agreement thereon be reached, 
or in the litigation, if such there be, or 

(3) Following the suggestion of Mr. Fussell, one-third of the amount 
awarded by the court in its decision of April 1, 1949, to be paid now as an 
interim allowance on account by order of the court (less the deduction of 
$50,000 previously paid as provided in presently proposed order) regardless 
of the outcome of any further negotiations for settlement; the said stipula- 
tion and award shall be vacated and any further attorney’s fees shall be 
determined by the court on such showing as the court may require, subject 
to agreement of the parties as to the maximum amount thereof at the con- 
clusion of negotiations for settlement, if agreement thereon be reached. 
If no settlement be reached, any additional fees shall be judicially determined 
in said litigation. 

“The other terms of our letter of April 16, 1949, remain unchanged, except 
that the provisions of numerical paragraph 4 is open to further consideration in 
accordance with our prior conversation. 

“It is requested that you indicate your position on these suggestions by 12 noon, 
Monday, May 2, 1949. 

“You proposal for an alternative to a dismissal with prejudice should be de- 
livered to us by the same date and hour. 

“There is no occasion to indicate any specific amount of attorney’s fee until 
you have stated which of the above propositions is acceptable to you.” 

To this letter Paul Fussell replied on April 18, as follows: 

“This will acknowledge and thank you for your letter of April 27 re Mallonee 
et al. v. Fahey et al. (Nos. 5421—PH and 5678-PH). 

“Without replying to such letter at this time, may I say: 

“1. No request that vou submit a final offer in writing was made by this firm 
or by Richard FitzPatrick, Esq. Nevertheless, I am appreciative of the fact 
that you have submitted your further thoughts by letter. 

“2. My suggestion, referred to in paragraph (3) of your letter of April 27, 
was merely that an agreed portion (not necessarily one-third) of the amount 
awarded April 1 be paid at this time and that the amount of the remainder be 
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adjudicated later, subject to agreement, if settlement is effected, as to the max- 
imum amount of such remainder. 

‘‘We will endeavor to reply to your letter by noon next Monday.” 

On May 2, 1949, Messrs. Fussell and FitzPatrick further replied, as follows: 

“This is in reply to your letters of April 27 to Richard FitzPatrick and to 
O’Melveny & Myers, respectively, re Mallonee et al. v. Fahey et al. (Nos. 5421- 
PH and 5678-PH). 

“Tf counsel who were awarded fees on April 1, 1949, are willing to do so, we are 
prepared to participate in discussions on the basis of any of the three proposals 
set forth in your letter of April 27; it being understood that we shall be free to 
oppose any arrangement which may be prejudicial to our client. 

“Tn our opinion there are several alternatives to dismissal with prejudice. Some 
have been explored in the general conferences in Los Angeles in February and 
March, and we incline to the view that time may be saved if discussions on 
methods already under consideration are continued and completed before lengthy 
consideration is given to a new alternative such as dismissal with prejudice. This 
view is emphasized by the expressions of Judge Hall in our conference on April 
26, and in the opinions repeatedly expressed by several counsel, that they can 
see no method of disposing of all liabilities, and of giving adequate protection to 
the numerous persons, who must take action to carry out the settlement, unless 
it is embodied in a judgment rendered after adequate notice and hearing. 

“It is our purpose, however, to consider any proposals which may be presented 
by you or other counsel. 

“Our principal concern, of course, is that the settlement, already agreed to in 
substance, shall not be lost by reason of disagreement as to collateral or pro- 
cedural matters.” 

On April 30, 1949, a conference was had among Judge Hall, James M. Carter, 
United States attorney, Messrs. Siegel, Angell, Bishop, Westover, and Chapman. 
Neither FitzPatrick nor Fussell were present at this conference. Apparently, 
at this conference it was agreed that $163,333.33 would be paid as attorneys’ fees 
to the Long Beach group of attorneys; that the settlement of the litigation would 
be embodied in an in rem judgment and not by dismissal with prejudice; that 
the stipulation of March 22, 1949, with regard to attorneys’ fees, would be vacated 
and that any additional fees to be paid to any lawyers in the case were to be 
fixed in adversary proceedings. 

Following this conference a draft of the proposed order allowing attorneys’ fees 
to the Long Beach group of attorneys was left with United States Attorney Carter 
for submission by him to Mr. Ford. 

On May 2, 1949, a conference was held in the chambers of Judge Hall at which 
conference all of the counsel coneerned were present. At this conference the 
form of the court’s order allowing attorneys’ fees was settled. The conference 
convened about 5 p. m. and continued without interruption until 9:30 p. m. 

On May 10, 1949, the attorneys’ fee order was signed by Judge Hall and filed. 

On May 13, 1949, counsel received a special delivery letter from Mr. Carter 
setting a meeting in Washington, D. C., on May 18, 1949, for resumption of 
settlement negotiations. As certain motions of counsel for the Long Beach 
association were set on the court’s calendar for hearing on May 23, 1949, they 
stated it was impossible for them to be in Washington, D. C., until a few days 
after that date. 

On May 13, 1949, Mr. Edgerton had conversations in Washington, D. C., with 
Messrs. Divers, Adams, and O. K. LaRoque (Mr. LaRoque is a member of the 
Home Loan Bank Board) and with Mr. Heisler. These gentlemen stated to Mr. 
Edgerton that the Home Loan Bank Board had turned the settlement negotiations 
over to the Department of Justice and that the Board was, in effect, washing its 
hands of the negotiations. These gentlemen gave Mr. Edgerton to understand 
that a settlement of the entire litigation could be effected only if the Long Beach 
attorneys were willing to place a maximum on the amount of their attorneys’ 
fees, which maximum would be such as not to jeopardize the solvency of the 
association. If the Long Beach attorneys were not willing to do that, then the 
Los Angeles bank could be restored only if the litigation for the restoration of the 
bank could be severed from that of the Long Beach association and a compromise 
settlement be effected for the restoration of the bank. 

On May 18, 1949, Mr. Fussell, who was in New York, received a telephone call 
from Mr. Siegel, in Washington, D. C., suggesting that Mr. Fussell confer with 
him in Washington with regard to the possibility of reestablishing the Los Angeles 
bank without settlement of the claims of the Long Beach association. 

Such a conference, among Messrs. Fussell, Siegel and McKenna, was held on 
May 23, 1949. During the afternoon, Messrs. Adams and LaRoque, and Mr. 
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Heisler and other members of the Home Loan Bank Board staff, participated in 
the conference. At these conferences it was stated that the Home Loan Bank 
Board was willing to reestablish the Los Angeles and Portland banks without 
waiting for settlement of the Long Beach litigation, but only upon the following 
mentioned conditions: 

(1) The establishment of the Los Angeles and Portland banks by voluntary 
administrative action and not by court order. This could be accomplished by 
the Los Angeles bank filing a petition for leave to dismiss and notifying the Home 
Loan Bank Board of the pendency of such petition. Thereupon, the Home 
Loan Bank Board would adopt an order reestablishing the banks (in form satis- 
factory to the Board and the two banks) and a certified copy of the order would 
be filed with the court at the time of a hearing on the petition. All stockholders 
would be notified of the filing of the petition and the time set for hearing thereof. 

(2) The Home Loan Bank Board’s order reestablishing the Los Angeles bank 
would name the initial directors to serve until an election is held. 

(3) Two hundred fifty thousand dollars cash to be retained by the San Francisco 
bank (which would be placed in liquidation); up to $125,000 of such sum to be 
disbursed upon the direction of the Los Angeles bank directors and up to $125,000 
upon the direction of the Portland bank directors for defense of the Long Beach 
claims. 

(4) All of the assets in the registry of the court to be retained by the San 
Francisco bank in liquidation and any liability to the Long Beach association to 
be paid from such impounded assets; the remainder to be divided between the 
Los Angeles and Portland banks according to the formula for division of assets 
generally. 

During Mr. Fussell’s conference with Messrs. Heisler, McKenna, and Siegel, 
Mr. Heisler gave Mr. Fussell a draft of a proposed resolution of the Home Loan 
Bank Board reestablishing the Los Angeles and Portland banks. 

While Mr. Fussell was in Washington, Mr. McKenna gave him a copy of a 
memorandum, dated September 29, 1948, showing suggested formulas for the 
segregation of assets and liabilities of the San Francisco bank and the apportion- 
ment thereof to the Los Angeles and Portland banks, with the comment that the 
Home Loan Bank Board had informally approved segregation on the basis of 
formulas 2 or 3, contained in the memorandum. 

In response to the proposal by Mr. Siegel for reestablishment of the Los Angeles 
bank without an over-all settlement of the litigation, Mr. Fussell wired Mr. 
Siegel in Washington on May 25, 1949, that the FHLB Committee and the 
Los Angeles bank could not agree that any portion of liabilities to the Long 
Beach association be assessed against the Los Angeles bank or against assets to 
which it is entitled, unless the maximum amount to be paid by or to be adjudged 
against the Los Angeles bank, or its assets, on account of such liability, if any, is 
agreed upon. He further stated that, if the Washington board and the San 
Francisco bank directors would agree to reestablishment of the Los Angeles and 
Portland banks and let the liabilities, if any, for the Long Beach association claims 
fall as determined by the court’s judgment, he personally thought, with minor 
modifications as to the $250,000 fund, the parties could go forward in principle 
with a proposal for reestablishment of the Portland and Los Angeles banks by 
administrative action. 

At that time the FHLB Committee and its counsel thought that the settlement, 
agreed upon in Portland in January 1949 was to be carried out, as the attorneys’ 
fee matter had been concluded, 

On June 14, 1949, a meeting of the FHLB Committee was held in the Mark 
Hopkins Hotel in San Francisco. The annual convention of the California 
Savings and Loan League was in progress in that hotel at that time. At this 
meeting Mr. Holmes reported on his recent conferences in Washington, D. C., 
with Department of Justice and Home Loan Bank Board officials. He stated 
that the Department of Justice considered the matter to be in a “‘litigation 
status,’ and that it was going ahead with the litigation, but would consider any 
compromise proposal made by the parties and would approve it, if in the opinion of 
the Department of Justice its terms were within the law. He further stated that 
the Department of Justice planned to take the lead in the litigation and relieve 
the Federal Home Loan Bank of San Francisco of that burden. 

\t this meeting it was decided that counsel for the Los Angeles bank should 
continue negotiations for settlement with counsel for the Long Beach association 
but that in continuing such negotiations, counsel for the Los Angeles bank should, 
et all times, maintain the position that no attorneys’ fees are to be paid by the 
Los Angeles or San Francisco banks, except the fees of their own respective counsel! 
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Pursuant to this instruction, counsel for the Los Angeles bank continued 
negotiations with counsel for the Long Beach association. These negotiations 
resulted in the draft of August 23, 1949, as revised, of terms of compromise, a 
copy of which is attached as exhibit A to the Report on the Part of the Federal 
Home Loan Bank of Los Angeles on Settlement Negotiations, dated October 6, 
1949, and filed in the pending action in the Los Angeles Federal court. 

A copy of this report was mailed by Mr. Fussell to Mr. Siegel on October 10, 
1949, with the request that Mr. Siegel express his views on behalf of the Depart- 
ment of Justice and of the Home Loan Bank Board as to the terms of compromise 
set out in the report, and suggesting a conference with him thereon, either in 
Los Angeles or in Washington, in the hope that the litigation could be settled. 
Mr. FitzPatrick, on October 10, 1949, forwarded to Mr. Heisler a copy of the 
report and requested an expression of his views on behalf of the Home Loan 
Bank Board as to these terms of compromise, and suggested a conference concern- 
ing them. Mr. FitzPatrick also wrote to Mr. Dusenbery, referring to the Los 
Angeles bank’s report of settlement negotiations, filed with the court, and suggest- 
ing a conference with him to determine if these terms of compromise were accept- 
able to counsel for the San Francisco bank, and whether they would be willing 
to recommend them to their client. 

In reply to Mr. Fussell’s letter to Mr. Siegel, a letter was received by Mr. 
Fussell from H. G. Morison, assistant attorney general, dated October 26, 1949. 
There follows a copy of such letter and a copy of the letter of William K. Divers 
therein referred to. A similar letter was written by Mr. Morison to Mr. Chapman. 


OcToBER 26, 1949. 
Re Paul Mallonee, et al. v. John H. Fahey, et al. No. 5421-PH Civil and consoli- 
dated case No. 5678-PH Civil (In the U. S. District Court for the Southern 
District of California). Your reference 7118. 


PauL Fusse.u, Esq., 
O'Melveny & Myers, Los Angeles 13, Calif. 

Dear Mr. Fusse.u: This is in response to your letter of October 10, 1949, 
addressed to Mr. Siegel. 

The proposal for compromise submitted by the former bank of Los Angeles 
and the Long Beach Federal Savings and Loan Association was transmitted by 
the Department to the Home Loan Bank Board for its consideration. 

The Home Loan Bank Board has now advised the Department that the pro- 
posals are not acceptable to the Board and do not provide any basis in principle 
for further negotiations. The Department concurs in these views. 

We enclose a copy of the letter from the Home Loan Bank Board, together with 
a copy of the letter of the Department to Mr. Charles K. Chapman, counsel for 
the Long Beach Federal Savings and Loan Association. 

Sincerely yours, 
H. G. Morison, 
Assistant Attorney General 
(For the Attorney General). 
CC: Richard FitzPatrick, Esq. 


Hovusina AND HoME FINANCE AGENCY, 
Home Loan Bank Boarp, 
Washington, D. C., October 21, 1949. 
Your reference HGM:MHS 145-115-149. 
The ArroRNEY GENERAL, 
Department of Justice, Washington, D. C. 

My Dear Mr. ATrorRNEY GENERAL: This is in reply to your letter of October 
21, 1949, transmitting to the Home Loan Bank Board for its comments copies of 
the proposals for compromise of Mallonee v. Fahey, and related cases, submitted 
by counsel for the Long Beach Federal Savings and Loan Association and the 
former Federal Home Loan Bank of Los Angeles. 

The proposals are not acceptable to the Board and do not provide any basis in 
principle for further negotiations. Reference is made in the papers accomp anying 
the proposals to negotiations in Portland in January 1949, and a resolution ofthe 
Federal Home Loan’ Bank of San Francisco dated January 13, 1949. The pro- 
posals now submitted, however, in some respects go beyond anything that was 
given serious consideration. The terms approved by the Federal Home Loan 
Bank of San Francisco are not now regarded by the Board as a basis for negotia- 
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tions. A settlement along such lines might possibly have then been justified as 
a means of effecting an immediate termination of the litigation but the Board sees 
no justification for such terms at the present time. The Board in short is not 
prepared to approve the granting of preferential loans or any other monetary 
benefits to the Long Beach Federal Savings and Loan Association as the price of a 
settlement. 

In addition to the proposals now forthcoming the subject of a separate settle- 
ment of the Bank question has from time to time been informally discussed by 
the interested parties. The Board is now satisfied that the Bank litigation is so 
intertwined with the Long Beach case that a separate settlement is impossible 
during the pending litigation. 

Sincerely yours, 
(Signed) Wm. K. Divers 
(Typed) Wuiuram K. Divers, Chairman. 


On July 14, 1949, Raymond M. Foley, Administrator of the Housing and Home 

Finance Agency, wrote to Congressman Spence, as follows: 

Hovusinc anp Home Finance AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., July 14, 1949. 

Re H. R. 1232, Eighty-first Congress. 

Hon. BRENT SPENCE, 

Chairman, House Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

DrAaR CONGRESSMAN SPENCE: This is in further ey to your letter of May 3 
requesting the views of this agency with respect to H. R. 1232. This bill would 
amend section 3 of the Federal Home Loan Bank Act, as amended, to provide that 
the original eleventh and twelfth Federal home loan bank districts and Federal 
home-loan banks be reestablished in their original form. 

The original Federal Home Loan Banks of Portland and Los Angeles were 
consolidated in 1946 into the Federal Home Loan Bank of San Francisco. The 
question of dissolving the kederal Home Loan Bank of San Francisco and the 
reestablishment of the Federal Home Loan Banks of Los Angeles and Portland 
has been under consideration by the Home Loan Bank Board for some time. The 
Board has given public recognition to the desirability of such reestablishment, 
but has not so far found itself able to take the necessary action because the ques- 
tion of reestablishing the banks has been closely related to pending litigation in- 
volving not only the two banks, but a Federal Savings and Loan Association in 
Long Beach, Calif. 

The Home Loan Bank Board is desirous of reestablishing the banks but is un- 
willing to take any action which in the opinion of the Department of Justice would 
be prejudicial to the litigation now pending, which is under the jurisdiction of the 
Department of Justice. The legislative proposal embodied in H. R. 1232 is not 
necessary since the Home Loan Bank Hoard has under existing law adequate 
authority to accomplish the objectives of that bill. Therefore, I believe that 
action on the bill should be deferred until appropriate administrative action can 
be taken which will not prejudice the pending litigation. 

I have been advised by the Bureau of the Budget that there would be no objec- 
tion te the submission of this report as the enactment of the proposed legislation 
would not be in accord with the program of the President. 

Sincerely yours, 
RayMonpD M. Fo.ey, Administrator. 


On September 9, 1949, the Home Loan Bank Board adopted resolution No. 2015, 
setting forth certain charges against the Long Beach association and ordering the 
association to appear at a hearing, to be conducted before a hearing officer of the 
Board, on October 25, 1949, at Washington, D. C., and show cause why the Board 
should not enter its order, or orders, for such action as it deems necessary or appro- 
priate, including the appointment of Federal Savings and Loan Insurance Corpora- 
tion as receiver for said association. 

On November 2, 1949, a luncheon conference took place among Messrs. Fussell, 
FitzPatrick, Eason, Edgerton, Siegel, and McKenna at the Stock Exchange 
Club in Los Angeles. At this conference Mr. Fusseil referred to the proposal 
made by Mr. Siegel in May 1949 in Washington, D. C., for a reestablishment of 
the Los Angeles bank, without settlement of the claims of the Long Beach asso- 
ciation. Mr. Siegel stated that the Department of Justice was no longer willing 
to consider such proposal; that the injunction, sought by the Long Beach asso- 
ciation against the administrative hearing on charges made by the Home Loan 
Bank Board against the Long Beach association, if granted, would give the De- 
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partment of Justice an opportunity to appeal, on jurisdictional grounds, to the 
circuit court of appeals; that at the time hé had made such proposal in May 1949 
the Department of Justice saw no means of getting a final determination of the 
question of jurisdiction of the United States district court of the actions short of a 
trial on the merits; that now that the question of jurisdiction seemed about to be 
decided so that an appeal could be taken to the circuit court, the Department of 
Justice was not interested in any settlement on the basis proposed by him in May. 

On November 8, 1949, Judge Hall orally granted the application of the Long 
Beach association for an injunction. 

On November 10, 1949, Messrs. Eason and Edgerton had a conference with 
Messrs. Divers, Adams, and LaRoque, in Washington, D. C., concerning possible 
settlement of the litigation and reestablishment of the Los Angeles bank. In 
that conversation Mr. Divers stated that all prior negotiations for settlement 
have been terminated, but that there was nothing to prevent new negotiations 
predicated upon the present state of facts. In this connection, however, he said 
that any proposal of settlement would have to be cleared with the Department of 
Justice, before-the Home Loan Bank Board could officially consider it. 

In response to a question whether negotiations for settlement were still open 
on the basis of reestablishing the Los Angeles and Portland banks, with the Los 
Angeles bank assuming two-thirds of any liability to the Long Beach association 
which might subsequently be found by the court to exist, both Divers and La- 
Roque indicated that they would consider such a proposition provided the proposal 
was submitted and cleared through the Department of Justice. 

The Board members reaffirmed their intention of ultimately reestablishing the 
Los Angeles bank but stated that in the absence of some new settlement program 
no action would be taken until the United States Supreme Court had had an 
opportunity to rule on the jurisdictional question raised by the injunction obtained 
by the Long Beach association restraining any administrative hearing by the 
Home Loan Bank Board on the charges made against the Long Beach asosciation. 

About November 30, 1949, Mr. Fussell telephoned Mr. Siegel in Washington, 
D. C., telling him of the consideration being given to a proposal for restoration of 
the Los Angeles and Portland banks by administrative order upon the Los Angeles 
bank and the association plaintiffs petitioning the court for leave to dismiss their 
pending complaint and cross-claim asking for the restoration of the Los Angeles 
bank. Mr. Siegel stated that he would discuss the matter with the Home Loan 
Bank Board. 

On December 15, 1949, a ioint meeting of the members of the FHLB committee 
and of the directors of the California Savings and Loan League was held in San 
Francisco. A proposal for restoration of the Federal home loan banks of Los 
Angeles and Portland, which had been prepared by counsel for the Los Angeies 
bank, was presented to the meeting. The meeting adopted the proposal and 
directed that it be submitted to the Home Loan Bank Board, the Department of 
Justice, the board of directors of the San Francisco bank, and any other persons 
concerned therewith. The meeting requested that the directors of the San Fran- 
cisco bank join with the FHLB committee in submitting the proposal to the De- 
partment of Justice and the Home Loan Bank Board. The proposal was as 
follows: 


“PROPOSAL FOR RESTORATION OF FEDERAL HOME LOAN BANKS OF LOS ANGELES 
AND PORTLAND (ADOPTED AT JOINT MEETING OF FHLB COMMITTEE AND BOARD OF 
DIRECTORS OF CALIFORNIA SAVINGS AND LOAN LEAGUE HELD ON DECEMBER 15, 
1949, AT SAN FRANCISCO, CALIF.) 


“Article I 


“Section 1.01. The following terms shall have the meanings indicated: 

“Washington Board: Home Loan Bank Board. 

“Court: United States District Court for the Southern District of Cali- 
fornia. 

“Los Angeles Bank: Federal Home Loan Bank of Los Angeles 

“Portland Bank: Federal Home Loan Bank of Portland. 

“San Francisco Bank: Federal Home Loan Bank of San Francisco. 

“Long Beach Association: Long Beach Federal Savings and Loan Asso- 
ciation. / 

“Association Plaintiffs: Coast Federal Savings and Loan Association, 
Standard Federal Savings and Loan Association, Central Building and Loan 
Association, State Savings and Loan Association, Los Angeles American 
Savings and Loan Association. 





190 INVESTIGATION OF HOME LOAN BANK BOARD 


** Article II 


“Section 2.01. The Los Angeles Bank and the Association Plaintiffs, upon 
authorization of their respective boards of directors, will petition the Court for 
leave to dismiss their pending complaint and cross-claim asking for the restora- 
tion of the Los Angeles Bank. 

“Secrion 2.02. The Los Angeles Bank will notify the Washington Board of 
the filing of such petition and will request the Washington Board, by adminis- 
trative action and in conformity with its previously announced intention to do so, 
to reestablish the Los Angeles Bank and the Portland Bank and the Eleventh and 
Twelfth Federal Home Loan Bank Districts as such aistricts existed prior to 
March 29, 1946. 

“Section 2.03. The Washington Board, by administrative order, will re- 
establish such Banks and Districts in accordance with such request, and certified 
copy of such order will be filed with the Court at or prior to the hearing on the 
Los Angeles Bank's petition to dismiss. 


“Article III 


“Section 3.01. All assets and liabilities of the San Francisco Bank, except 
assets in the registrv of the Court and liabilities, if anv, to the Long Beach Asso- 
ciation, will be divided between the reestablished Los Angeles Bank and the re- 
established Portland Bank as provided in the order of the Washington Board. 
Such division shall be approved in advance (except as to minor matters on which 
decision may be delegated to the Reorganization Agent of the San Francisco 
Bank) by the Washington Board and the boards of directors of such reestablished 
Banks. 

“Section 3.02. The assets and liabilities shall be divided, under Section 3.01 
above, so that each reestablished Bank (a) shall be capable of immediate and prac- 
tical operation and (b) shall have its earned surplus as of March 29, 1946, plus an 
equitable proportion of the surplus of the San Francisco Bank earned between 
March 29, 1946, and the date of reestablishment of such Banks. 

“Specrion 3.03. Unless otherwise determined by agreement between the 
Washington Board, the Los Angeles Bank and the Portland Bank, said proportion 
shall be 66.37% to the Los Angeles Bank and 33.63% to the Portland Bank. 

“Section 3.04. Each share of stock issued by the San Francisco Bank or the 
LosAngeles Bank, owned by a member whose principal place of business is located 
in the reestablished Twelfth District, shall be and become a share of stock in the 
Los Angeles Bank in the same par value. Each share of stock issued by the San 
Francisco Bank or the Portland Bank, owned by a member whose principal place 
of business is located in the reestablished Eleventh District, shall be and become a 
share of stock in the Portland Bank in the same par value. Shares of stock issued 
by the San Francisco Bank held by the Secretary of the Treasury shall become 
shares of the Los Angeles Bank and of the Portland Bank, respectively, in the 
proportions in which the Secretary of the Treasury held shares in the Los Angeles 
Bank and in the Portland Bank on March 29, 1946. 

“Section 3.05. When the liabilities, if anv, to the Long Beach Association 
have been finally determined, by litigation, settlement or otherwise, such lia- 
bilities shall be paid from the assets of the San Francisco Bank in the registry of 
the Court and the remaining assets shall be divided between the Los Angeies 
Bank and the Portland Bank in the proportions above-mentioned. If such lia- 
bilities should exceed such assets, the excess shall be divided between the Los 
Angeles Bank and the Portland Bank in the same proportions. 





“Article IV 


“Section 4.01. The initial directors of the Los Angeles Bank shail be the per- 
sons serving as such en March 29, 1946, to the extent they are available and will- 
ing to serve and reside in the reestablished Twelfth District. The other initial 
directors shall be named by the Washington Board. The persons who are officers 
of the Los Angeles Bank of March 29, 1946, shall be the initial officers of such 
Bank when reestablished. 

“Section 4.02. The initial directors of the Portland Bank shall consist of the 
persons now serving as directors of the San Francisco Bank to the extent they 
are available and willing to serve and reside in the established Eleventh District. 
The other initial directors shall be named by the Washington Board. The persons 
who are now officers of the San Francisco Bank shall be the initial officers of the 
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Portland Bank when reestablished, except in the case of those who are to become 
initial officers of the Los Angeles Bank under Section 4.01. 

“Section 4.03. Prompt elections shall be held for directors of the Los Angeles 
Bank and of the Portland Bank. After such elections the respective boards of 
directors shall elect the officers of the reestablished Banks, subject to such approval 
of the Washington Board as is provided by law. 


“Article V 


“Section 5.01. Attorneys’ fees and other expenses of each party shall be borne 
by such party. In this connection the fees of counsel who have represented the 
Los Angeles Bank and the FHLB Stockholders’ Committee shall be paid by the 
Los Angeles Bank when reestablished. 

“Section 5.02. The San Francisco Bank shall be placed in liquidation by 
order of the Washington Board and shall be liquidated when disposition has been 
made of the assets in the registry of the Court. Pending its liquidation, its affairs 
shall be in charge of a Reorganization Agent appointed by the Washington Board. 
It shall have no board of directors. 

“Section 5.03. The present and former directors and officers of the San 
Francisco Bank shall be entitled, without expense to themselves, to be repre- 
sented in any litigation relating to the claims of the Long Beach Association by 
counsel representing the Los Angeles Bank and/or by counsel representing the 
San Francisco Bank. If either Bank or both Banks thereby incur additional 
expense, such expense shall be divided between the Banks in the proportions above 
stated. Said directors and officers shall also be indemnified to the extent per- 
mitted by law by the Los Angeles Bank and the Portland Bank in the proportions 
above stated against any and all liability asserted or adjudged against them 
personally in said litigation. 

“Sretion 5.04. This proposal may be construed or amended, or additional 
pereeee adopted, by joint agreement of (a) the Washington Board, (b) the 
s Angeles Bank and the Association Plaintiffs and (c) the Portland Bank.”’ 

The foregoing proposal was submitted to the San Francisco bank, the Home 
Loan Bank Board and the Department of Justice. 

On December 16, 1949, Mr. Siegel telephoned Mr. Fussell that the Home Loan 
Bank Board would not consider at that time the proposal made by Mr. Fussell 
in his telephone call some 2 weeks earlier, but would consider it after termination 
of the litigation. Mr. Fussell pointed out to Mr. Siegel that the Home Loan 
Bank Board and he had always said that the Los Angeles and Portland banks 
were to be restored in any case upon termination of the litigation. 

The board of directors of the San Francisco bank met at Spokane, Wash., on 
December 16 and 17, 1949. Copies of the proposal for the restoration of the 
Los Angeles and Portland banks were presented to and considered by that 
meeting. 

On December 19, 1949, B. A. Perham, chairman of the board of directors of 
the San Francisco bank, wrote to E. L. Barnett that the board of directors had 
carefully considered the request that it join in recommending the segregation of 
the San Francisco bank into the Los Angeles and Portland banks and had con- 
cyided that it should not depart from the position that it has always held that 
there be no segregation until all litigation has been terminated. In his letter 
Mr. Perham stated that the board felt that there were two insurmountable 
reasons Why it should not depart from that position; first, although the board of 
directors had been brought into the suit through no fault on its part, it had, 
during the litigation, borne the brunt of it; that while the Department of Justice 
and the Home Loan Bank Board had now taken over, the bank of San Francisco 
still had considerable burden to bear in defending itself; that it was the majority 
opinion of the board of directors that it would be unwise to have two boards, 
one in Los Angeles and one in Portland, with possible divergent views, undertaking 
this burden; second, the board of directors felt that the proposed step would 
jeopardize the anticipated successful outcome for the San Francisco bank of this 
litigation. He further stated that for those reasons, and in the absence of advice 
of its counsel, the Department of Justice and counsel for the Home Loan Bank 
Board leading to a contrary result, the board of directors decided that it could 
not join in the proposal. 

On December 21, 1949, a copy of the proposal was mailed to each counsel of 
record in the litigation. 

On January 9, 1950, Mr. Divers wrote to Mr. Fussell. A copy of Mr. Divers 
letter follows: 
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“The Home Loan Bank Board has given consideration to the proposals set 
forth in your letter and the attachment thereto. 

“As you know this Board has participated in lengthy discussions and negotia- 
tions in exploring every possibility of protecting the public interest which the 
continuance of the litigation involving the Federal Home Loan Bank of San 
Francisco so severely jeopardizes. There is no reason to believe that further 
discussions at this time would not retard the ultimate disposition of the litigation 
in the public interest. 

“After the termination of the entire litigation, either by adjudication or bv 
voluntary dismissal by all parties, the Board would be willing to consider the 
question of the number and location of Federal home-loan banks that can best 
serve the western part of the United States and, if it appears desirable, to hold a 
hearing on that question.” 

On January 16, 1950, Mr. Peyton Ford, the Assistant to the Attorney General, 
wrote to Mr. Fussell stating that the Department of Justice fully concurred in 
the position taken by the Home Loan Bank Board for the reasons expressed in 
the chairman’s letter to him. 

On May 23 and 24, 1950, Messrs. Barnett and Edgerton, representing the 
FHLB Committee, attended a meeting of the board of directors of the San 
Francisco bank held in Salt Lake City. This meeting was also attended by 
Messrs. Divers and Heisler. 

On May 23, 1950, Messrs. Barnett, Edgerton, Gregory, Chapman, and several 
executives of California savings and loan associations met with Messrs. Divers 
and Heisler and again discussed with them settlement of the litigation and re- 
establishment of the Los Angeles bank. Mr. Divers tentatively proposed settle- 
ment on substantially the same terms as those agreed upon at Portland in January 
1949. 

At their meeting on May 24, 1950, the directors of the San Francisco bank 
considered the tentative proposals made by Mr. Divers to Messrs. Barnett, 
Edgerton, et al. 

At these conferences in Salt Lake City it was decided to seek a conference with 
the Attorney General’s office in Washington, D. C., to be attended by a committee 
of directors of the San Francisco bank, together with counsel for that bank; a 
subcommittee of the FHLB Committee, together with counsel for that committee 
and the Los Angeles bank; Mr. Gregory and counsel for the Beach Long associa- 
tion; the members of the Home Loan Bank Board and their counsel. 

The purpose of this conference was to make a final report to arrive, first, at an 
over-all settlement of the litigation, if that were possible, second, if that were not 
possible, then to reach an agreement as to the reestablishment of the Los Angeles 
bank, with the Long Beach association litigation to continue to trial and judg- 
ment, or until otherwise disposed of. 

Several tentative dates were selected for such a conference but because of the 
inability of one party or another to be present in Washington on the selected date, 
the proposed conference was postponed. It was finally arranged and held in 
Washington, commencing on July 10 and ending July 14, 1950. These meetings 
were presided over by Mr. MacGuinneas and were attended by Messrs. Barnett, 
Edgerton, Eason, FitzPatrick, and John Whyte, of O’ Melveny & Mvers, represent- 
ing the FHLB Committee and the Los Angeles bank; by Messrs. Dusenbery ard 
Angell, representing the San Francisco bank; by Messrs. Gregory and Chapman, 
representing the Long Beach association; by Mr. MacGuineas, representing the 
ee of Justice; and by Mr. McKenna, representing the Home Loan Bank 

oard. 

The first 3 days of these conferences were devoted to exploring the possibility 
of an over-all settlement of the litigation. It became apparent early in the 
conferences that no over-all settlement of the litigation could be effected since 
the Department of Justice, reversing the position agreed to by Mr. Ford in May 
1949, insisted that settlement be effected by a dismissal with prejudice, whereas 
the Long Beach association insisted that the settlement be effected by an in rem 
judgment, in which conclusion the Los Angeles bank concurred. Nevertheless, 
the parties to the conference continued their discussions in an attempt to agree 
upon as many points as possible. However, agreement was reached on few, if 
any. During the last 2 days of the conference discussions were had as to the 
possibility of a settlement of the litigation so far as it pertained to the reestablish- 
ment of the Los Angeles bank. These discussions broke down primarilv upon 
the point made by Mr. MacGuineas that such a settlement would prejudice the 
defense of the claims for damages asserted by the Long Beach association. Messrs. 
Chapman and Gregory, on behalf of the Long Beach association, offered to enter 
into any stipulation necessary to protect against such reestablishment hindering the 
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defense of the Long Beach association’s claims for damages. Mr. MacGuineas 
indicated that he doubted whether such a stipulation could be prepared, but 
stated that he would endeavor to do so upon his return from his vacation, which 
was to commence with the termination of the conferences on July 14, 1950. 

On September 5, 1950, Mr. Whyte had a conversation with Mr. MacGuineas 
in San Francisco, where both of them were appearing before the United States 
Court of Appeals for the Ninth Circuit regarding an application for an order 
staying payment of attorneys’ fees allowed the attorneys for the Los Angeles 
bank. Mr. Whyte inquired of Mr. MacGuineas as to whether the Department 
of Justice had yet determined the conditions upon which the Los Angeles bank 
controversy might be separately settled and the bank reestablished pending the 
outcome of the Long Beach association litigation, and reminded him that he had 
stated he would draft a form of stipulation to be signed by the attorneys for the 
Long Beach association to the effect that the restoration of the Los Angeles bank 
would be without prejudice to the defense of its claims for damages. Mr. 
MacGuineas stated that he would draft such a document as soon as possible. 
Mr. MacGuineas further stated to Mr. Whyte that if the Los Angeles bank 
were to be restored, the savings and loan industry must exert pressure upon 
Chapman and Gregory ‘to make them Christians.’’ He stated that he doubted 
whether the bank controversy could be settled unless the industry was successful 
in persuading the Long Beach association to dismiss its damage claims against 
the directors of the San Francisco bank. 

Mr. Whyte rejoined that he thought this was a wholly unfair condition to 
impose in connection with the reestablishment of the Los Angeles bank as the 
claimed liability of the directors of the San Francisco bank had arisen out of the 
fact that they had dealt with, or authorized dealings with, the conservator of the 
Long Beach association after notice that such dealings were claimed to be un- 
authorized and unlawful; that the Los Angeles bank could not conceivably be 
held responsible for this state of affairs inasmuch as it had not been operating 
during this period. 

On October 5, 1950, Mr. Whyte received the following letter from H. G. Morison, 
Assistant Attorney General: 

“This replies to your letter of September 22 to Mr. MacGuineas of this De- 
partment in connection with the possibility of a separate settlement of the Los 
Angeles bank case. 

** At the settlement conferences which were held here last July you were informed 
that the basie conditions which this Department deemed an appropriate basis for 
the settlement of both the Los Angeles bank and the Long Beach Association 
cases would also be applicable to a separate settlement of the Los Angeles Bank 
case in the event such a settlement were possible. As you will recall, the chief 
of these were that the complaints should be dismissed with prejudice and that the 
question of the plaintiffs’ attorneys’ fees should be handled in the way indicated 
at the discussions. 

“Tn addition, there remains a question as to whether a settlement of the Los 
Angeles bank ease can be effected in such a way as not to prejudice the position 
of the Government with respect to the money damages claims against Government 
agencies and officials and against the directors of the San Francisco bank.  Al- 
though, in our opinion, these money damage claims have no sound basis either in 
fact or in law, we have as yet been unable to reach a trial of these issues which 
will establish their lack of merit, and there now appears to be no probability of 
their disposition within any reasonable time. A dismissal of such claims with 
prejudice would, of course, resolve this problem. Short of that, we are not now 
aware of any procedure which could be adopted to insure that a separate settle- 
ment of the Los Angeles bank case would not be utilized to prejudice our defense 
of those claims.”’ 

This résumé does not pretend to be, and is not, a complete statement of ail 
negotiations for settlement of the pending ligitagion and for the restoration of 
the Los Angeles bank. To keep the résumé within some reasonable limits, many 
matters connected with such negotiations have been omitted and many statements 
and instruments have been summarized. Since no single person has participated 
in all of the negotiations, we have relied upon reports of others as to matters not 
within our individual knowledge. 

Dated: October 13, 1950. 

Ricuarp FirzParrick. 
Pau FusseE.t. 
Read and approved: 
E. L. Barnerr. 
J. Howarp EpGERTON. 
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Mr. Epvcerron. I would like, with the chairman’s permission, to 
correct one statement that Mr. Crail assured me he would correct, 
and Mr. Barnett forgot to correct. 

Mr. Crail in stating that the members of our committee did not 
know what they were doing, did not appreciate the significance-—— 

Mr. Houirtep. I think the committee should hear Mr. Edgerton’s 
statement. 

Mr. Epaerron. It is very brief. Mr. Crail assured me he would 
make this correction when he came on the stand this afternoon. He 
stated that our committee did not know what they were doing because 
we do not appreciate the significance of the settlement proposals which 
we were trying to sell to the Home Loan Bank Board, and I wish to 
call the committee’s attention to the fact that the settlement proposal 
which we are not supposed to understand, was declined by our com- 
mittee. We did not join in the proposal. 

The exhibit in the record shows that, and I did not want Mr. 
Crail’s inference and implication to remain with this committee, that 
we were endeavoring to sell something to the Home Loan Bank Board 
that we did not understand, because it is clearly in evidence that we 
declined it and that has not been made clear. 

Mr. Harpy. Just a minute. On that particular point I understood 
Mr. Crail’s testimony to indicate that the reason for the disagreement 
was that certain members of the stockholders’ committee wanted to 
give Mr. Gregory more money than he would get out of that proposal. 
Is that not right? 

Mr. Epaerron. He got up on his feet and said a few moments ago 
what he really meant was we did not understand how many millions 
were involved in this proposal. 

Mr. Horrman. All right, how many millions are involved in it? 

Mr. Epcrrron. I do not know, and we did not join in the proposal, 
Congressman. 

Mr. Horrman. What is in exhibit A? 

Mr. Epe@rrron. What is in exhibit A? 

Mr. Horrman. Yes. 

Mr. Epgrrron. I do not know. I will have to see it and see what 
exhibit A is. 

Mr. Lovre. What are the terms of this proposed settlement that 
vou declined? I presume you know? 

Mr. Eparertron. Yes. We declined it because the contribution 
that was asked for from the Federal Home Loan Bank of San 
Francisco, of which two-thirds belongs to the Federal Home Loan 
Bank of Los Angeles, was too great. 

Mr. Lovrr. How much was that? 

Mr. Epcerron. The way that our counsel computed it on the 
schedules that he had at the time of our meeting, would have meant 
approximately between eight and nine hundred thousand dollars of 
the surplus of the bank would be used as a contribution toward the 
settlement. That is my understanding obtained from our counsel. 

Mr. Harpy. Then your objection to this proposal was not because 
of the settlement with respect to the Long Beach association? 

Mr. Epeerron. I did not object to what Long Beach was getting. 
| objected to too heavy a contribution coming from the Federal Home 
Loan Bank of Los Angeles that we represent. 

Mr. Harpy. To the Long Beach association? 
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Mr. Epveerton. Yes. I did not object to what Long Beach was 
getting. I objected to what the Los Angeles bank wonkd have paid 
under these terms. 

Mr. Harpy. So your objection, then, the effect of your objection, 
would have been to reduce the contribution of the Los Angeles bank 
to the Long Beach association, is that correct? 

Mr. Epcerron. I will repeat again, I do not feel that the proposal 
that between eight and nine hundred thousand be contributed from 
the surplus of the Federal Home Loan Bank of San Francisco, should 
be used in any settlement whether it go to Long Beach or someone 
else. 

Mr. Hourrietp. Mr. Hardy, will you yield for a point? 

Mr. Harpy. If I can get it clarified. 

Mr. Houirretp. Mr. Edgerton, I believe you testified this morning 
that it was your belief that the Federal Savings and Loan Insurance 
Corporation should stand all damages which have occurred as a result 
of a Government bureau’s action, did you not? 

Mr. Epcerton. Absolutely, them or any other Government agency 
that the home-loan bank could get some money from. 

Mr. Harpy. So then you objection was not to what Mr. Gregory 
was getting. It was not designed to increase or decrease what it was 
proposed he get, but your objection is to the source from which it is 
to come. 

Mr. EnGerron. That is correct. 

Mr. Hourrietp. And your testimony, Mr. Edgerton, was not an 
evaluation of the damage which has occurred to the Long Beach 
Federal Savings and Loan Association as a result of Government 
seizure? 

Mr. Epeerrron. No, sir, because I am not competent to make that 
evaluation. 

Mr. Harpy. Let me just raise one other question, since you are 
talking about arriving at a settlement. I take it that your position 
is going to remain that all of the cost is going to have to be borne by 
the Federal Government and not by the Los Angeles bank, before you 
agree to any settlement? 

Mr. Epagerton. I am reconciled to the fact that the Federal Home 
Loan Bank of San Francisco, of which our bank is a part, is going to 
have to make a contribution toward the settlement, but I am not 
reconciled to the contribution being as large as was contained in the 
proposal we had under consideration. 

Mr. Harpy. Do you have a suggestion as to where the remainder 
will come from? 

Mr. Eparrron. Yes, sir; I have already made it. 

Mr. Harpy. That is the only solution then to which you would 
agree? 

Mr. Epeerton, I beg your pardon, sir? 

Mr. Harpy. I say is that the only solution to which you would 
agree? 

Mr. Epaerron. I cannot answer that. 

The Cuarrman. I do not think we can foreclose him here—— 

Mr. Harpy. I do not want to foreclose him. I do not want him to 
foreclose himself. 
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The CHarrMan, I think a man who is going to enter negotiations 
should enter with a feeling in mind of give and take, if you are going 
to settle anything. 

Mr. Harpy. He would not have a fluid mind—I did not want to 
close his mind—if he would have any provision for holding out entirely 
for that thing to come through the insurance association. 

Mr. Ho tFt£vp. I wish to point out to the members of the subcom- 
mittee that this proposal which has been made, is so fluid that Mr. 
Crail interpreted it as liable to cost $6,000,000. 

Mr. Cra. Five. 

Mr. Houtrrevtp. $5,200,000, and Mr. Edgerton has spoken of a sum 
between eight hundred and nine hundred thousand. 

Mr. Horrman. How much is it proposed should be contributed for 
attorney’s fees? Is not one of the points of disagreement here the 
amount of the attorney’s fees? 

Mr. Epcrerron. Yes. We do not know what the attorneys’ fees 
are, Mr. Hoffman. 

Mr. Horrman. They have been up every time, haven’t they? 

Mr. Eperrron. They go up every day. 

Mr. Ho.trietp. One of the purposes this committee hopes to 
effectuate, is an agreement whereby attorneys’ fees will be limited by 
the settlement of this controversy. It is a known fact to all litigants 
that if this litigation continues for several more years, that the fees 
will continue to go up. 

Mr. Epeerton. That is right. 

Mr. Houtrrecp. Is there any further question? 

Mr. Fiscupacu. No further questions. 

Mr. Barnett called my attention to something I think perhaps the 
committee would like to hear. 

Mr. Houtrretp. Mr. Barnett? 

Mr. Fiscuspacn. Yes. 

Mr. Hourrietp. Mr. Edgerton, thank you. You are excused. 

Mr. Barnett, will you please take the chair? 

Mr. Fiscupacu. Do you wish to make an additional statement, Mr. 
Barnett, in connection with the settlement negotiations? 


FURTHER TESTIMONY OF E. L. BARNETT, PRESIDENT, SANTA 
ROSA SAVINGS AND LOAN ASSOCIATION, SANTA ROSA, CALIF. 


Mr. Barnett. Yes. I intended to make it before, and it escaped 
me. One of the accusations that Joe Crail makes against our com- 
mittee in his circularization of the industry, is that we continually 
make larger concessions to Gregory and then try and force it down 
the Home Loan Bank’s throats, that is the Bank Board’s three indi- 
vidual throats. 

Our committee has made a number of agreements with Gregory 
which we have tried to get the Bank Board to accept, and one or two 
of which they have apparently accepted, and we have further tried 
for four long years; no, not for four long years, because we had Mr. 
Fahey in there for part of that, but since February of 1948 we have 
been negotiating with the present Bank Board, and we have at all 
times tried to get them to sit down in a corner with us and come to 
an agreement between the Board and our committee that could then 
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be taken and submitted to Gregory as a fair proposition, and let him 
take it or leave it. 

This we have never been able to get the Bank Board to do, and it 
is my understanding that the Attorney General’s office will not let 
them, but I cannot state that factually. 

I do want to get it in the record here that our committee has at all 
times been willing to negoiate with anybody and everybody on all 
counts of this thing, and that we have continually exhibited a willing- 
ness to negotiate and give ground. 

Mr. Harpy. You want it to cost the Los Angeles bank as little as 
possible naturally? 

Mr. Barnett. Obviously. 

Mr. Harpy. And you want to get whatever you can through the 
Home Loan Bank Board? 

Mr. Barnett. Maybe I can clarify the position a little bit in this 
way, Mr. Hardy. Mr. Fahey seized the Los Angeles bank first. 

(Discussion off the record.) 

Mr. Houirietp. Will the reporter please read the question? 

(The reporter read back Mr. Hardy’s question.) 

Mr. Barnett. I was about to say that the Los Angeles bank was 
seized on March 29, 1946, and it was not until May 16 or 18 that the 
Long Beach Federal was seized. 

It is our position and has been right along through, that whether 
Mr. Fahey’s order is legal or illegal—we have not budged from the 
fact it is illegal—we nevertheless were out of the business at the time 
the Long Beach Association was seized, and consequently could not 
have had any part in the damages caused it. 

Our charter was taken away from us and our assets merged with the 
Portland bank, and then the Portland bank charter had its name 
changed, and any damages that may have been caused by any action 
of anything on the west coast, were caused by the Portland bank and 
not the Los Angeles bank. 

Mr. Harpy. So you look upon these two propositions as really being 
separate propositions and deserving separate consideration? 

Mr. Barnett. And that we should not have to pay one thin dime 
of damages, but we know we are going to have to pay some ransom to 
get out of this thing, and we are willing to do it. 

Mr. Harpy. You would prefer to arrive at some sort of a settlement 
rather than wait for the court to act on all of these various suits that 
are pending, would you not? 

Mr. Barnetrr. We think that it is time the lawyers’ paradise got 
ended; yes, sir. 

Mr. Harpy. So you probably would be financially better off if you 
negotiate a little, even if you do have to absorb some of the losses that 
might be involved in settlement with the Long Beach Federal? 

Mr. Barnett. That is right. 

Mr. Harpy. That is your position? 

Mr. Barnerr. A reasonably bad settlement is better than a good 
lawsuit. 

Mr. Harpy. That is very well put. 

Mr. Houirretp. Unless there are further questions upon that last 
truism, we will conclude the hearings for today. 

(Whereupon, at 4:35 p. m., the hearing was adjourned to reconvene 
at the call of the Chair.) 

(A statement subsequently furnished by Hyman I. Fischbach, 
special counsel to the Special subcommittee Investigating the Home 
Loan Bank Board, follows:) 
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SrareMENT oF Hyman I. Fiscupacu, Specian Counset To THE SPecta. 
SUBCOMMITTEE INVESTIGATING THE Home Loan Bank Boarp 


I was previously sworn in these proceedings when, as now, there was occasion 
for me to refute assertions of Joe Crail. This statement is made under the 
sanctity of the oath then administered. 

During the course of his testimony (on pp. 163-164 of the record), Mr. Crail 
was interrogated by Representative Clare E. Hoffman, a member of the subcom- 
mittee. Mr. Crail was asked what, if any, sum he had contributed toward my 
employment in an effort to carry out the recommendations of the Smith com- 
mittee. I have never been so employed by Mr. Crail or anyone else, at any time, 
in any such effort. 

In answering Representative Hoffman’s inquiry, Mr. Crail did not suggest that 
I had been so employed. Instead, Mr. Crail asserted he had contributed $1,000 
to Vernon Spencer which was to be paid me “‘on the investigations.”” Mr. Crail’s 
statement is wholly without foundation and I repudiate its implications without 
any reservation whatsoever. 

In May 1946 I was retained by Representative Howard W. Smith of Virginia 
in connection with an investigation of the complaints of the Federal Home boan 
Bank of Los Angeles and the Long Beach Federal Savings and Loan Association 
against the Federal Home Loan Bank Administration. The Select Committee 
of the House to Investigate Executive Agencies, of which he was chairman, con- 
cluded its work in that matter about July 25, 1946. On that day its unanimous 
report was filed, House Report 2659, Seventy-ninth Congress, second session. I 
was paid for my services therein with funds allotted the Smith committee by the 
House of Representatives. 

My work as special counsel to the Smith committee was the first contact I had 
ever had with the savings and loan industry or any of its members or problems. 

Mr. Crail was not a witness before the Smith committee. Neither he nor any 
other person, at any time, in any form, shape, or manner, paid or offered to pay 
me or anyone in my behalf, directly or indirectly, compensation in any form 
whatsoever for my services ‘‘on the investigations,’’ or in any other matter in 
anvwise related thereto. 

During the following year, the President submitted Reorganization Plan 
No. 3 of 1947 to the Fightieth Congress. The reorganization plan proposed the 
creation of the Home Loan Bank Board as a unit of the National Housing Agency 
and the transfer to the Board of the duties and powers of the Federal Home Loan 
Bank Administration. The plan was disapproved by the House. I had partici- 
pated in the investigation of the Federal Home Loan Bank Administration the 
vear before. I knew something of its policies, techniques, structure, and au- 
thority. When the plan came up for consideration before the Senate Committee 
on Banking and Currenev, I was retained to assist Vernon Spencer in presenting 
testimony in opposition to its edoption. I made arrangements for Mr. Spencer’s 

ppearance before the Senate committee. i made a detailed analysis of the plan 
as submitted and a study of the arguments of its proponents and opponents. I 
assisted Mr. Spencer in the preparation of his statement at Washington, D. C., 

nd in its presentation to the Senate Banking and Currency Committee on June 19, 
1947. Mr. Spencer’s testimony, his statement and the exhibits to which it 
referred appear at pages 65-84 of the record of the proceedings of the Senate 
Committee on Banking and Currency in the first session of the Fightieth Congress. 
Mr. Spencer’s statement was well received. It so highly impressed the late 
Senator Kenneth S. Wherry he inserted it in the Congressional Record. Mr. 
Spencer paid me $2,500 for my services and disbursements in the matter. 

On August 15, 1950, I was retained as special counse! for this subcommittee. 
Prior thereto, at the request of Representative William L. Dawson and Chet 
Holifield, chairmen of the committee and subcommittee respectively, I had placed 
at their disposal my entire file with respect to my services in relation to the 
reorganization plan mentioned, and neither they nor I deemed my services in 
that matter conflicted in anywise with the interest of this subcommittee, or with 
my duties as special counsel, in the matters committed to its study. 

Because of the innuendoes implicit in Mr. Crail’s assertion, I asked the Federal! 
Bureau of Investigation to photograph my file in the matter, the documents it 
contains, my bank records showing receipts and their source, and canceled checks 
showing disbursements, and also to photograph all other documents pertinent 
thereto in Mr. Spencer's possession. With the evidence in their possession, the 
proper authorities should be able to deal with this and other aspects of Mr. Crail’s 
testimony in the manner it warrants. 

The file, its contents, and al] related documents are available to members of 
the subcommittee at any time upon request. 
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MONDAY, DECEMBER 11, 1950 


House oF REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10 a. m., in room 219 
Old House Office Building, Hon. Chet Holifield (chairman of the sub- 
committee) presiding. 

Present: Representatives Holifield, Lanham, Hardy, Hoffman of 
Michigan, and Lovre. 

Also present: Representative Doyle; Hyman I. Fischbach, special 
counsel to the subcommittee and Herbert Roback, subcommittee staff 
director; and Dorothy Morrison, clerk. 

Mr. Houirreip. The subcommittee will come to order, please. 

Mr. Gregory, will you please take the witness stand. 

Mr. Gregory, you have heretofore been sworn, and it is my under- 
standing that you wish to make a statement this morning to the com- 
mittee, and you have asked for the privilege of completing your 
statement before questioning. If the members will cooperate with 
that and make notations of their questions, I believe we can get the 
statement in continuity, and then there will be ample time for all 
questions that you wish to ask. 

Mr. Grecory. Thank you, Congressman. 


FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, 
LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
LONG BEACH, CALIF. 


Mr. Grecory. Gentlemen, I sincerely appreciate the opportunity 
to appear before you and present Long Beach Federal Savings and 
Loan Association’s position in this controversy. 

I fully appreciate the fact that the subcommittee’s interest in this 
matter is by no means limited to the litigation and to the part that 
the Long Beach Federal has in that litigation. I recognize that Long 
Beach Federal is but one aspect of this complicated problem and that 
your committee is concerned with the efficient and economical admin- 
istration of Government. 

When you have completed your investigation of this matter I ven- 
ture to say you will find that the Home Loan Bank Board has been 
vacillating, and has evaded its responsibility as well as attempted to 
evade the determination on the merits of the United States courts of 
the issues involved, and has failed to carry out the unanimous recom- 
mendations of the report of a congressional committee. 
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SraTeEMENT oF Hyman I. Fiscupacn, Specian Counset TO THE SPEcIAL 
SuBCOMMITTEE INVESTIGATING THE Home Loan Bank Boarp 


I was previously sworn in these proceedings when, as now, there was occasion 
for me to refute assertions of Joe Crail. This statement is made under the 
sanctity of the oath then administered. 

During the course of his testimony (on pp. 163-164 of the record), Mr. Crail 
was interrogated by Representative Clare E. Hoffman, a member of the subcom- 
mittee. Mr. Crail was asked what, if any, sum he had contributed toward my 
employment in an effort to carry out the recommendations of the Smith com- 
mittee. I have never been so employed by Mr. Crail or anyone else, at any time, 
in any such effort. 

In answering Representative Hoffman’s inquiry, Mr. Crail did not suggest that 
I had been so employed. Instead, Mr. Crail asserted he had contributed $1,000 
to Vernon Spencer which was to be paid me ‘‘on the investigations.”” Mr. Crail’s 
statement is wholly without foundation and I repudiate its implications without 
any reservation whatsoever. 

In May 1946 I was retained by Representative Howard W. Smith of Virginia 
in connection with an investigation of the complaints of the Federal Home boan 
Bank of Los Angeles and the Long Beach Federal Savings and Loan Association 
against the Federal Home Loan Bank Administration. The Select Committee 
of the House to Investigate Executive Agencies, of which he was chairman, con- 
cluded its work in that matter about July 25, 1946. On that day its unanimous 
report was filed, House Report 2659, Seventy-ninth Congress, second session. I[ 
was paid for my services therein with funds allotted the Smith committee by the 
House of Representatives. 

My work as special counsel to the Smith committee was the first contact I had 
ever had with the savings and loan industry or any of its members or problems. 

Mr. Crail was not a witness before the Smith committee. Neither he nor any 
other person, at any time, in any form, shape, or manner, paid or offered to pay 
me or anyone in my behalf, direetly or indirectly, compensation in any form 
whatsoever for my services ‘‘on the investigations,” or in any other matter in 
anywise related thereto. 

During the following year, the President submitted Reorganization Plan 
No. 3 of 1947 to the Fightieth Congress. The reorganization plan proposed the 
creation of the Home Loan Bank Board as a unit of the National Housing Ageney 
and the transfer to the Board of the duties and powers of the Federal Home Loan 
Bank Administration. The plan was disapproved by the House. I had partici- 
pated in the investigation of the Federal Home Loan Bank Administration the 
year before. I knew something of its policies, techniques, structure, and au- 
thority. When the plan came up for consideration before the Senate Committee 
on Banking and Currency, I was retained to assist Vernon Spencer in presenting 
testimony in opposition to its adoption. I made arrangements for Mr. Speneer’s 
appearance before the Senate committee. 1 made a detailed analysis of the plan 
as submitted and a study of the arguments of its proponents and opponents. 
assisted Mr. Spencer in the preparation of his statement at Washington, D. C., 
and in its presentation to the Senate Banking and Currenev Committee on June 19, 
1947. Mr. Speneer’s testimony, his statement and the exhibits to which it 
referred appear at pages 65-84 of the record of the proceedings of the Senate 
Committee on Banking and Currency in the first session of the Fightieth Congress. 
Mr. Spencer’s statement was well received. It so highly impressed the late 
Senator Kenneth 8. Wherry he inserted it in the Congressional Record. Mr. 
Spencer paid me $2,500 for my services and disbursements in the matter. 

On August 15, 1950, I was retained as special counsel for this subcommittee. 
Prior thereto, at the request of Representative William L. Dawson and Chet 
Holifield, chairmen of the committee and subcommittee respectively, I had placed 
at their disposal my entire file with respect to my services in relation to the 
reorganization plan mentioned, and neither they nor I deemed my services in 
that matter conflicted in anywise with the interest of this subcommittee, or with 
my duties as special counsel, in the matters committed to its study. 

Because of the innuendoes implicit in Mr. Crail’s assertion, I asked the Federal 
Bureau of Investigation to photograph my file in the matter, the documents it 
contains, my bank records showing receipts and their source, and canceled checks 
showing disbursements, and also to photograph all other documents pertinent 
thereto in Mr. Spencer’s possession. With the evidence in their possession, the 
proper authorities should be able to deal with this and other aspects of Mr. Crail’s 
testimony in the manner it warrants. 

The file, its contents, and all related documents are available to members of 
the subcommittee at any time upon request. 
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MONDAY, DECEMBER 11, 1950 


House oF REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
ExecutTivE DrparTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10 a. m., in room 219 
Old House Office Building, Hon. Chet Holifield (chairman of the sub- 
committee) presiding. 

Present: Representatives Holifield, Lanham, Hardy, Hoffman of 
Michigan, and Lovre. 

Also present: Representative Doyle; Hyman I. Fischbach, special 
counsel to the subcommittee and Herbert Roback, subcommittee staff 
director; and Dorothy Morrison, clerk. 

Mr. Ho.irretp. The subcommittee will come to order, please. 

Mr. Gregory, will you please take the witness stand. 

Mr. Gregory, you have heretofore been sworn, and it is my under- 
standing that vou wish to make a statement this morning to the com- 
mittee, and you have asked for the privilege of completing your 
statement before questioning. If the members will cooperate with 
that and make notations of their questions, | believe we can get the 
statement in continuity, and then there will be ample time for all 
questions that you wish to ask. 

Mr. Gregory. Thank you, Congressman. 


FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, 
LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
LONG BEACH, CALIF. 


Mr. Grecory. Gentlemen, I sincerely appreciate the opportunity 
to appear before you and present Long Beach Federal Savings and 
Loan Association’s position in this controversy. 

I fully appreciate the fact that the subcommittee’s interest in this 
matter is by no means limited to the litigation and to the part that 
the Long Beach Federal has in that litigation. I recognize that Long 
Beach Federal is but one aspect of this complicated problem and that 
your committee is concerned with the efficient and economical admin- 
istration of Government. 

When you have completed your investigation of this matter I ven- 
ture to say you will find that the Home Loan Bank Board has been 
vacillating, and has evaded its responsibility as well as attempted to 
evade the determination on the merits of the United States courts of 
the issues involved, and has failed to carry out the unanimous recom- 
mendations of the report of a congressional committee. 
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By failure to carry out these recommendations by the congressiona! 
committee report, the Home Loan Bank Board has caused the expendi- 
ture and loss of several million dollars. 

The Home Loan Bank Board refuses to permit the impartial United 
States court to determine on the merits of this litigation, which involves 
16,000 shareholders, 8,000 borrowers, as well as over 400 parties, who 
have been served with process, and has jeopardized the stability of 
financial institutions throughout the 11 Western States. 

Long Beach Federal from the beginning has consistently maintained 
that the seizure of the Los Angeles bank was unlawful, unwarranted, 
and without merit, and that the Los Angeles bank should be forthwith 
returned on its own merits, regardless of the Long Beach litigation, 
whether settled or not. This has been, and is, the position of Long 
Beach Federal, even though the Long Beach F ederal was seized because 
it resisted the seizure of the solvent and prosperous Los Angeles bank. 

The Home Loan Bank Board has, by its continued pronouncement, 
asserted its intention to reestablish the Los Angeles bank in the public 
interest and in response to the overwhelming request of the industry. 

The Los Angeles bank can now, and could always, have been 
restored by a similar order of the Home Loan Bank Board, and thus 
have terminated this phase of the controversy. The argument that 
the Los Angeles bank cannot be restored without settling with Long 
Beach is a specious argument. Even if their argument had merit. 
which it has not, the Long Beach Federal has always been willing to 
make substantial conces sions, subject to the court’s approval, i 
order to obtain the reestablishment of the Los Angeles bank. This 
position is evidenced by Long Beach Federal’s report to the United 
States court on compromise, dated October 10, 1949, in which we met 
all previous requirements of the negotiating agents of the Home Loan 
Bank Board. This was all to no avail, however, for the Board vacil- 
lated again. 

Your committee counsel, after considering the numerous compro- 
mise proposals of record, and after extensive consultation with 
parties litigant, developed a framework of principles for compromise. 

While we realize that many of the details would remain to oe 
worked out, we nevertheless agreed to, and signed, the proposal, : 
evidence of our desire to end the litigation and to express our con- 
fidence in the principles of settlement ‘embodied therein, even though 
such proposal, if completed, would be a substantial sacrifice to the 
Long Beach Federal. 

I am sure this committee will appreciate this fact when you learn 
what happened to Long Beach Federal at the hands of the Home 
Loan Bank Administration, commencing when John H. Fahey, then 
Home Loan Bank Commissioner, appointed A. V. Ammann as 
conservator for the Long Beach Federal. 

The Long Beach Federal, when seized on May 20, 1946, was 
solvent and prosperous; it had $26,000,000 assets and $1,300,000 
surplus. When seized, the association had $11,000,000 United 
States Government bonds; $8,300,000 of these bonds had been left 
with the Los Angeles bank for safekeeping and were seized with the 
Los Angeles bank. The Long Beach Federal had no borrowings from 
the Home Loan Bank or any other Government agency whatsoever. 

When the association was returned 20 months later, Long Beach 
Federal investors had been circularized by the Home Loan Bank 





INVESTIGATION OF HOME LOAN BANK BOARD 201 


Administration with untrue and misleading statements resulting in 
withdrawals of more than $10,000,000. The trustee liability and 
current commitments made by Ammann exceeded the association’s 
cash position by $600,000. The association no longer had its 
$11,000,000 Government bonds. The total of bonds available for 
use of the association was about $400,000. Besides Ammann had 
executed notes totaling $6,300,000 on behalf of the association and 
delivered nearly $14,000,000 of the association’s assets to guarantee 
these obligations. 

Most of the $6,300,000 borrowed by Ammann as conservator had 
been loaned on questionable security. 

The conservator’s seizure had tangled the title to thousands of 
homes. He assigned nearly $12,000,000 deeds of trust to the San 
Francisco bank, whose legal existence is still in question, to further 
entangle an already difficult problem. When loans had been paid in 
full by the home owners, Ammann could not give a clear title without 
the aid of the court. Never, at any time, did Ammann voluntarily 
avail himself of the aid of the court. It was necessary for home 
owners to separately hire lawyers and force, by order of court, the 
delivery to the court of the money and documents held by Ammann. 
The title to more than 400 homes had to be thus cleared. Instead 
of availing himself of the court’s aid, Ammann chose to make con- 
cessions to the borrowers, as an inducement not to pay the loans off. 
These concessions included reductions in interest rate, extending 
maturity dates, cutting monthly payments, or refinancing the loans 
without releasing the trust deed of record. 

Every title policy included an exception by the title company to 
the effect that the title company did not insure the right of Ammann 
to use the funds, to make the loan, nor did it insure the outcome of 
the pending litigation. The losses which the association sustained by 
Ammann’s loan manipulations have been estimated by our accountants 
to be $5,000 per month, or $60,000 per year. Many of these loans 
were recast on a 20-year basis, hence the time to recover this impair- 
ment is anybody’s guess. This loss is from interest only. The loss 
on principal is in addition. It is yet too early to tell the principal 
losses; however, on one loan, it appears certain the loss will be nearly 
$70,000 out of a $160,000 loan. It is over a 40 percent loss. 

There is no justifiable reason for this treatment of the public’s 
funds, no matter what the Fahey administration claimed. 

The Long Beach Federal Association demanded from the Federal 
Home Loan Bank Administration the reasons for the seizure. In 
the course of a few days this brought forth the document termed 
“The More Definite Statement.” 

The facts when analyzed demonstrate these charges are without 
merit and a subterfuge to shield the true motives for the seizure and 
attempted destruction of Long Beach Federal. 


ATTORNEY FEES 


The issue relied upon to justify the seizure of Long Beach Federal 
was the reasonableness of attorneys’ fees. The board of directors is 
charged with the responsibility to determine and authorize the associa- 
tion’s expenditures, including attorneys’ fees. In testimony before 
the Smith committee, the Federal Home Loan Bank Administration 
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officers stated that the question was not one of the legal right to pay 
fees, but the reasonableness of the amount. 

The Long Beach Federal directors, in the discharge of their responsi- 
bility, on May 8, 1946, 6 weeks after the confiscation without notice, 
hearing, or trial of the solvent Los Angeles Bank, and 12 days before 
the similar attempted seizure and confiscation of the solvent Long 
Beach Association, adopted a resolution appropriating $100,000 from 
its surplus of $1,300,000 to prevent interference with the normal and 
proper conduct of the association’s affairs by the Commissioner who 
had just confiscated the Los Angeles bank. 

The full text of the resolution is attached as exhibit A. 

In other words, the sum of $100,000 was allotted by the associa- 
tion’s directors to keep the association from being destroyed. 

The Home Loan Bank claims this resolution and the delivery of a 
cashier’s check of $50,000 pursuant thereto, to the then attorney for 
the association, is the principal ground for the seizure of the Long 
Beach Association. Lee, the Governor of the Federal Home Loan 
Bank Administration, testified before the Smith committee, as follows: 

Mr. Fiscuspacu. Now what facts did you have before you as an official of the 
Administration upon which you predicated the determination to appoint a 
conservator? 

Mr. Ler. * * * as I said before, the principal fact was the appropriation 
of $100,000. The other facts were supplemental. That is the principal fact 
p. 187). 

Also on page 190— 

Mr. Ler. I am willing to concede that I appointed a conservator upon the 
attempt to withdraw $100,000, as I stated. 

The cashier’s check was deposited on June 12, 1946, in the registry 
of the United States court by the attorney to whom it had been de- 
livered, with the request that the impartial United States court 
determine and direct its use. 

In the first attack upon attorneys’ fees, made by the Home Loan 
Bank Board before the United States Supreme Court in 1947, the 
Supreme Court said: 

* * * an allowance of $50,000 will hardly wreck a $26,000,000 institution 
during the a it would take to prosecute an appeal (Ez parte Fahey, 332 U.S. 
258, 91 L. Ed. 2041 (1947)). 

Even at that early stage in this litigation the court sustained the 
reasonableness of the fees paid by the association’s officers. Never- 
theless, the question of attorneys’ fees and costs had been brought 
by the Home Loan Bank Board and its predecessors before the 
United States Supreme Court, the United States Court of Appeals 
for the Ninth Circuit, and the United States District Court. All of 
these courts have uniformly either ruled against the Home Loan Bank 
Board or the Home Loan Bank Board has dismissed its appeal to pre- 
vent such rulings 

As a result, approximately $260,000 has thus far been paid by 
orders of such courts on account only, to December of 1948. These 
payments have been made with the express consent of the Home Loan 
Bank Board through the signature of attorneys for the Department of 
Justice as a result of either (a) dismissal of appeals attacking such 
orders for fees; or (6) waivers of right of appeal and further contest 
by the Department of Justice and the Home Loan Bank Board. 
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In addition, $75,000 has been allowed to attorneys for the Los 
Angeles bank and $60,000 to the court’s special master. Appeals by 
the Home Loan Bank Board are now pending from the last two 
allowances of fees. 

Also, evidence produced to the court shows the San Francisco bank 
has paid to its attorneys, Angell, Dusenbery, and Bishop, more than 
$100,000 in attorneys’ fees and costs, without court approval, not- 
withstanding a vote of the stockholders against such payments from 
the San Francisco bank. 

The court records show over $500,000 of fees and costs, which does 
not include the expense for the hundreds of other parties. References 
have occurred throughout these hearings to a ‘lawyers’ paradise.”’ 
Prompt compliance by the Home Loan Bank Board with the Smith 
committee report would have eliminated 4 years of the litigation and 
the more than $1,000,000 of expense caused thereby. 

The necessity and justification for attorneys’ fees may be judged 
in part by the fact that of the 10 appeals, writs, and other objections 
to the proceedings in the district court, all 10 have been taken by the 
Home Loan Bank Board and its authorized agents, including the San 
Francisco bank, and none by the Long Beach Federal or the Los An- 
geles bank. 

Of the 10 appeals and writs, one has just been taken by the Home 
Loan Bank Board on November 29, 1950, during the course of these 
hearings before this honorable congressional committee. In every 
one of these 10 proceedings, the jurisdiction of the district court to 
decide this case on the merits has been attacked by the Home Loan 
Bank Board and their predecessors. Thus far, six of these appeals, 
writs, and so forth, have been decided against Home Loan Bank Board 
and the SanFrancisco bank—or have been dismissed by them, prior to 
decision—on the question of jurisdiction of the district court, to try the 
case and hear the issues on the merits, notwithstanding which four 
appeals are presently pending by the Home Loan Bank Board and its 
agents, again attacking the right of the United States District Court to 
try the case on its merits. In summarizing this point, the bulk of at- 
torneys’ fees has been caused by the Home Loan Bank Board obstruct- 
ing a decision on the merits in the United States courts. 


21,000 $1 ACCOUNTS 


One of the charges referred to by Lee, Governor of the Federal 
Home Loan Bank Administration, was that there were subscribed to, 
and paid for, 21,000 $1 accounts of some of the directors of the Long 
Beach Association. To begin with, there is nothing illegal or in viola- 
tion of the charter or regulations about opening and maintaining such 
accounts. It was only when Fahey and his coconspirators were scrap- 
ing the bottom of the barrel to justify their acts that they mentioned 
these accounts. The incident which caused the directors to open these 
accounts in May of 1946 was that prior to May 1946, we received in- 
formation which caused us to fear that one Mr. Matney, an associate 
attorney of the Home Loan Bank Board, operating out of the Wash- 
ington office, was circulating among our shareholders and borrowers, 
making derogatory remarks about the management and attempting 
to create dissension. 
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We feared that he was trying to obtain proxies and that the attack 
on our association would be in the form of a proxy war. This proved 
to be an understatement. The actual attack was a summary seizure 
without notice. We therefore never used the 21,000 $1 share ac- 
counts. They have never been voted in any election because there 
was no need. The certificate of the court’s special master as to the 
election of directors does not include these accounts. 


DISBURSEMENT OF $14,500 


In the fall of 1945 and the spring of 1946, I made many trips to 
Washington and I spent many weeks here in Washington, away from 
the Long Beach Federal, trying to prevent the disaster that overtook 
the association, when the Home Loan Bank Board’s predecessors 
seized and attempted to confiscate it. During those long weeks, I 
received from the association a total of approximately $14,500. This 
money was used by me for traveling expenses, hotel expenses, payment 
on account of attorneys’ fees, and similar matters. I made a com- 
plete accounting for these expenditures in detail to the satisfaction of 
the Smith committee, which met in June of 1946. In the hope that 
my personal sacrifice might save the association from the attack of the 
Home Loan Bank Board's predecessors, I personally refunded the 
entire amount to the association prior to the seizure. Every dollar 
that I spent was justified and was accounted for. These facts were 
known to the examiners before the association was seized. Yet, in 
1949, 345 years later, the Board used as a justification these discredited 
charges to attempt to seize the association for the second time. 


SALARY 


The founders of the Long Beach Federal, including myself, had 
started the association in 1934, with an initial capital of $7,500 from 
which it had grown under our guidance and direction to the $26,000,- 
000 in 1946, with $1,300,000 surplus. We had never been in default 
nor failed to meet a withdrawal by any shareholder, immediately 
upon request, nor had we ever missed or failed to pay a dividend at 
any of the semiannual dividend periods. I was then receiving as 
president of such association, a salary of $8,750 per year. During 
the war years, 1942 to August 1945, inclusive, my salary had not been 
increased, although the association had grown enormously during 
that time. In recognition of my part in the growth of the association, 
the board of directors in January 1946 voted me a year-end bonus of 
$11,500. Such bonuses, we were informed, are not unusual in affairs 
of corporations of the size of our association. 

The directors also increased my salary to $20,000 per year there- 
after. Upon my restoration to possession of the association in January 
of 1948, the payment of my salary at the $20,000 figure was resumed 
and it has been paid ever since that time at that rate. Investigation 
disclosed that salaries of as large or larger amounts have been paid to 
managers or presidents of associations of a smaller size, and that such 
payments have been without criticism by the Home Loan Bank 
Board, or supervising authorities. 

In July and August 1949, after 1 years of payments of salary at 
this rate, the association was examined by the Home Loan Bank 
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Board, and the examination report makes no criticism of my compensa- 
tion at such rate, nor of any other matters in the management of the 


association. 
LEASE 


When the association acquired its home office, the upper floors were 
used as a hotel. In 1946 the association leased the hotel business and 
continued to use the bottom floor for their offices. The Home Loan 
Bank Board sought to justify its seizure by criticism of the hotel lease 
because it, called for percentage revenue rather than a fixed fee rental. 
Percentage leases are gradually replacing fixed fee rentals, as every 
businessman knows. 


RELIABLE BUILDING AND LOAN LIQUIDATION 


The last of their specifically stated charges concerns a California 
State association, purchased when it was in financial distress, and 
liquidated by us in 1934-35. The California courts approved this 
liquidation, which returned all depositors who retained their interests 
during liquidation 100 cents on the dollar. 

The Federal Home Loan Bank Board investigated and approved 
this liquidation in 1935 and did not mention it in their reports for 
the eleven succeeding years. When they decided to seize the associa- 
tion in 1946 they resurrected this old issue and used it as a pretext. 

There are a number of other uncertain and vague charges such as 
failure to keep the books accurately, et cetera, which have never been 
specifically stated. These vague and uncertain charges are repeated 
in order No. 2015 for the attempted second seizure of the association. 

The Home Loan Bank Administration did not actually consider 
these charges of sufficient merit to press before anyone except them- 
selves. I call your attention to the fact that at the time these charges 
were made, I was under a $200,000 fidelity bond to protect the 
association against any wrongdoing. In the 4% years which have 
since elapsed, neither the Home Loan Bank Board nor its predecessors 
have made any effort, or brought any action to collect one cent on 
my fidelity bond. If they thought my actions had caused any loss 
to the association, their duty would have been to collect on that bond. 

Instead of seeking recovery on the bond, they seized the association 
and damaged it to the extent of millions of dollars. 

Let me at this time emphasize to the congressional committee that 
all of these charges were considered by the Smith committee and found 
of no merit. These charges were considered by the Federal district 
court which subsequently ordered the Board to restore the Long 
Beach Association to its officers and directors; and, last but not least, 
the Home Loan Bank Board abandoned the administrative hearing 
set for December 1947, and returned the association to its owners in 
January 1948, thereby confessing their own lack of confidence in the 
merits of the charges made in 1946 by Mr. Fahey and his cocon- 
spirators. 

After the seizure of the Los Angeles bank, Commissioner Fahey 
contended the Los Angeles bank was without power to complain 
because he had dissolved it. He contended to the congressional 
committee that the charges he made against the Long Beach Associa- 
tion were then pending in court and would be presently tried there. 
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Nevertheless, Fahey and his successors have ever since contended to 
the court that the court is without jurisdiction to review his acts and 
charges, and is without power to try the case on its merits. Thus 
peed told the congressional committee one story and told the courts 
another. 

} When Mr. McKenna testified in answer to Mr. Hoffman’s question 
that this whole matter was pending in the courts and would soon be 
settled by court decision, he misled this honorable committee. The 
fact is as follows: The four appeals which the Home Loan Bank Board 
has instituted, and which are now pending in court, are appeals 
contesting the jurisdiction of the court to decide this case on its 
merits. In other words, the appeals, if sustained by the court, would 
prohibit the decision of this case on its merits by the court. 

It is Long Beach Federal and its shareholders, not the home loan 
bank, who have sought the decision on the merits by the United 
States courts. 

Mr. Lanuam. Could I ask a question right there? I think it is 
important. 

There has been some testimony that you and the Long Beach Bank 
also enjoined the determination of some of these issues on their merits. 
Is that true? 

Mr. Grecory. The hearing that was set for December 1947, the 
administrative hearing, the Long Beach Federal shareholders and the 
Long Beach Federal both protested the hearing on the ground—I 
think that is in the next item, Congressman. 

Mr. Lanuam. All right. 

Mr. Grecory. I think we cover it. 

Mr. Lanuam. Allright. I just had it on my mind. 

Mr. GreGory. If not, I shall be glad to go back and answer it. 


ADMINISTRATIVE HEARINGS 


The ordinary powers of the Home Loan Bank Board to hold admin- 
istrative hearings have no application to this case. The Shareholders’ 
Committee has made the Board a party defendant in the United States 
courts. A long established principle of our Anglo-Saxon jurispru- 
dence disqualifies a party from sitting in judgment upon itself. The 
Home Loan Bank Board abandoned the administrative hearing it 
had set in December 1947 after receiving a protest setting forth the 
limited scope of the Board’s authority and that they could not properly 
sit in judgment upon themselves. 

Long Beach Federal joined in that process at the same time. 

Does that answer the question, Congressman? 

Mr. Lannam. Yes. I might ask you if you have ever at any time 
enjoined. I understand there was an actual injunction issued to your 

ank. 
° Mr. Grecory. Prior to this date, the Long Beach Federal did not 
oppose the injunction asked for by shareholders on the same grov nds, 
that the Board cannot sit in judgment upon itself when it was charged 
with fraud itself. And when the injunction was asked for, when 
order 2015 was issued, the Long Beach Federal also joined in that 
injunction. That is covered at a later point. It joined on the ground 
again that the Board, charged with fraud, should not sit in judgment 


upon itself. 
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Mr. Lanuam. Go ahead. 

Mr. Grecory. In addition, Congress had provided by the Admin- 
istrative Procedure Act, that the Home Loan Bank Board’s orders 
shall be subject to review by the United States courts. In 1949, such 
court review was in progress over five previous orders of the Home 
Loan Bank Board and its predecessors, yet they adopted the sixth 
in a chain of such administrative orders, and sought by this order 2015 
to prevent the court from completing its review of their earlier orders 
and to nullify the final judgments of court, made during the course of 
the litigation, then 3% years old. 


RESOLUTION NO. 388 


Mr. Fahey, after December 20, 1947, was no longer a member of the 
Home Loan Bank Board. For some time thereafter the Board 
consisted of Mr. William K. Divers and Mr. J. Alston Adams. 

Lengthy conferences were held with them, looking toward the 
restoration of the Long Beach Association. As I have previously 
testified, Chairman Divers interrogated me at great length concerning 
these charges after which he and Adams adopted order No. 388, re- 
scinding the appointment of Ammann as conservator and ordering the 
return of the association. 

The Long Beach Federal joined with the Plaintiffs’ Shareholders’ 
Committee (licensed by the State of California as such, and repre- 
senting a vast majority of all the shareholders), and made their joint 
demand by a motion in the United States court for the return of the 
association to the shareholders’ elected representatives, the officers 
of the Association. 

You have heard the story of how the Board vacillated on the 
return of the association and tried to claim that an election must be 
held before it was returned, even though order No. 388 has no refer- 
ence whatsoever to an election. However, the court ordered an elec- 
tion held after restoration, and appointed Ronald Walker, assistant 
United States Attorney who had been defending the Home Loan 
Bank Board, Fahey, et al., for nearly 2 years, to be special master 
and supervise such election. 

The election was held in July 1948, and Walker reported in writing 
to the Court that all officers and directors (who had founded the in- 
stitution) were unanimously reelected, without a single dissenting -> 
vote. 

ACCOUNTING 


Order No. 388 and the Federal Court judgment ordered Ammann 
to make a full and complete accounting for the Long Beach Federal 
assets. 

Ammann, despite the Federal court order, and the Resolution No. 
388 of the Home Loan Bank Board, did not, and has not yet, delivered 
to Long Beach Federal all the assets belonging to Long Beach Federal, 
and he has failed for 2) years since his removal to account satisfac- 
torily to the court for such assets. There were 13 or 14 million dollars 
in Long Beach Federal assets assigned by Ammann to, and held by, 
“ San Francisco bank despite a United States court restraining 
order. 
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Further Federal Court actions were necessary, which resulted in 
two judgments affecting these assets. One judgment ordered some 
Long Beach Federal assets deposited in court. The other judgment 
quieted title to more than $8,000,000 face amount of notes and trust 
deeds in favor of Long Beach Federal against all other claimants. 
There is still litigation pending as to the remaining $5,300,000 
Government bonds and accruals, and the more than $1,500,000 cash 
paid into the court’s registry while Ammann was in charge of Long 
Beach Federal. 
SETTLEMENT NEGOTIATIONS 


In the numerous attempts to compromise, the terms of settlement 
referred to as the Portland agreement came the nearest to success. 
However, no sooner had this announcement of settlement been made 
than it was broken by a demand by the San Francisco bank to indem- 
nify their officers and directors for everything they had done while 
acting for the San Francisco bank. This was acquiesced to by all 
other parties. Then, both the San Francisco Bank and the Home 
Loan Bank Board made a new demand for a stipulation concerning 
hearings on attorneys’ fees and costs, which stipulation was finally 
agreed to and approved by the United States court. The United 
States court held hearings pursuant thereto and based a judgment 
thereon. This time the Attorney General threatened repudiation of 
all settlement negotiations unless everybody agreed to the Home 
Loan Bank Board breaking the stipulation which they had demanded. 
Mr. Peyton Ford, Assistant to the Attorney General, gave the court 
assurance of the Attorney General of the United States that there 
would be no more vacillations and that the compromise would go 
forward in good faith, if we, with the approval of the court, acquiesced 
in this new demand to break the stipulation. This appearing to be 
the only way settlement could be achieved, in the interest of settle- 
ment, all parties, including the Long Beach Federal, acquiesced. 

A year and a half has passed since then and instead of settlement, the 
Long Beach Association is now fighting for its existence against a 
second threat of seizure and the Home Loan Bank Board has four 
appeals pending in the United States court of appeals at San Francisco, 
after having lost or dismissed six writs and appeals on the same point. 
The Long Beach Association has recently paid $20,000 as its share of 
the cost of printing a 10,000-page record on one of those four appeals. 
One copy of this appeal record 1s in the possession of your committee. 
That is the blue books on the rostrum, there. There are 24 volumes of 
it, I think. 

The Los Angeles bank, almost 5 years after the original seizure and 
4, years after the Smith committee report, has not yet been restored. 

Of the 10 appeals and writs thus far taken by the Home Loan Bank 
Board or its instrumentalities, all have attacked the jurisdiction of the 
United States court to try the case on the merits. One would think 
if the Home Loan Bank Board believed in the merits of its predeces- 
sors’ charges, that they would submit them to an impartial United 
States court for decision, rather than resisting the jurisdiction of the 
court. 
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HOME LOAN BANK BOARD ORDER NO. 2015 ATTEMPTED SECOND SEIZURE 
(SEPTEMBER 9, 1949) 


In the order restoring the association to its officers and directors, 
we offered and the court ordered, that we post a $1,000,000 fidelity 
bond. This bond is filed with the court and is subject to an action 
by the Home Loan Bank Board on any charges against the officers 
and directors. 

The second attempt to seize the association arose when one of the 
litigants, First Federal Savings and Loan Association of Wilmington, 
disgusted with more than 20 months of fruitless settlement negotia- 
tions, petitioned the United States court for an order requiring all 
parties, including the Home Loan Bank Board, to report to the court 
on the progress of the settlement negotiations. This application was 
filed September 1, 1949. On September 9, 1949, just 9 days later, the 
Home Loan Bank Board, which for 20 months had been promising to 
restore the Los Angeles bank and had not done so, now announced 
its intention to seize the Long Beach Association for the second time. 
They proposed the appointment of the Federal Savings and Loan 
Insurance Corporation (which is the Home Loan Bank Board in 
another form) as the receiver, to liquidate the solvent and growing 
Long Beach Association. 

Mr. Lanuam. You say they announced it. How did they announce 
it? 

Mr. Grecory. By an order to show cause why they should not 
appoint the Federal Savings and Loan Insurance Corporation as the 
receiver. 

Mr. Fiscupacu. I might say for Judge Lanham’s information that 
the order No. 2015 was heretofore introduced in the record. I can 
give you the record reference now. 

Mr. Lanuam. The word “announcement” did not mean much. Go 
right ahead. 

Mr. Gregory. By this procedure they would liquidate all claims 
against the Home Loan Bank Board et al., and would escape from 
their responsibility for the wrongful seizure and from their failure to 
promptly account for their stewardship during the 20 months of con- 
servatorship by Ammann. 

Such proposed seizure and liqudation of the Long Beach Association 
was a defiance of the United States court at Los Angeles under whose 
judgment the officers and directors were in possession of the associa- 
tion. The Shareholders’ Committee and other litigants, this time 
including the Long Beach Association, immediately moved for an 
injunction to prevent the Home Loan Bank Board from vacating the 
judgments against it, made by the United States court. I refer you 
to findings 53, 55, and 57 of the United State court’s findings in the 
preliminary injunction, dated December 1, 1949. That is in the record 
before you gentlemen. 

The motions for the injunctions were verified. Among the grounds 
stated for the issuance of the injunction were: 

(1) That the Home Loan Bank Board intended to deliberately 
cause another run of withdrawals similar to the $10,000,000 run of 
such withdrawals suffered when the association was originally seized; 
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(2) That the Home Loan Bank Board intended to deliberately 
recloud the titles of the thousands of borrowers, as the same were 
clouded during the 20 months of the previous conservatorship; 

(3) That the Home Loan Bank Board intended to liquidate the 
Long Beach Association and thereby liquidate the damage claims and 
litigation by said association against the Home Loan Bank Board; 

(4) That the Home Loan Bank Board, by appointing itself as 
receiver for the Long Beach Association, sought thereby to obtain 
direction and control of such litigation in order to dismiss and ter- 
minate the same, to the detriment and damage of the 16,000 share- 
holders, who would be the recipients of any recovery made by said 
association in such litigation. 

More than 3 weeks elapsed, from the date of service to the verified 
motions containing these allegations, until the hearing thereon, yet 
the Home Loan Bank Board has defaulted and thereby admitted its 
failure to answer in court to our charges, that its intent is to seize the 
association, to liquidate it, to take charge of the litigation against 
itself, to cause additional runs of withdrawals, and to tangle the 
home owners’ titles. Its defense was that the court was powerless to 
prevent it from doing these things. Confronted with these admissions, 
the United State court enjoined this defiance of its previous judge- 
ments and jurisdiction. The home-loan bank has appealed the 
decision of the United States district court. After admitting, by 
default, their intended fraud, they still claim the court has no power 
to stop it. Your committee heard Mr.McKenna, attorney for the 
Home Loan Bank Board, testify before you that order No. 2015 was, 
as he expressed it, an order ‘‘to come in and talk it over.” Mr. 
McKenna did not tell you of the Board’s default to the verified 
motions, thereby admitting their intended fraud. Neither did he 
tell you that the home-loan bank regulations provided that when the 
Federal* Savings and Loan Insurance Corporation is appointed 
receiver, it shall be for the specific purpose of liquidation. 


































FAILURE TO RESTORE LOS ANGELES BANK 










In the light of this record, why has the Home Loan Bank Board 
failed to restore the Los Angeles bank? The answer is because the 
Home Loan Bank Board is holding the Los Angeles bank hostage by 
refusing to restore the Los Angeles bank unless the Long Beach Fed- 
eral abandons its claims for damages, inflicted upon the Long Beach 
Federal by Home Loan Bank Administration’s own actions. 

The Home Loan Bank Board has not demanded any specifie con- 
sideration from the Los Angeles bank or its stockholders for the bank’s 
restoration. The Home Loan Bank Board does demand, however, 
that before it will restore the Los Angeles bank, the Long Beach 
Federal must: 

1. Waive the accounting required of Conservator Ammann; 

2. Waive liability against Conservator Ammann’s bonding com- 
pany for losses sustained and indemnified by this bond. The Long 
Beach Federal has a suit pending in the United States District Court 
on Ammann’s bond for the recovery, among other things, of court 
-_ and attorneys’ fees, indemnified by such bond; 

Waive all claims against the Home Loan Bank Board for the 
denise perpetrated by Fahey and his successors 
Mr. Lannam. Where will I find those? 
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Mr. Greoory. In their demand that the litigation be dismissed with 
prejudice—all of the litigation. ' 

Mr. Lanuam. Is that in writing in any document, or anywhere else? 

Mr. Grecory. That is in a letter from the Attorney General and 
the United States attorney. I think it is dated April 26, 1949. That 
has been in negotiation ever since. Every time we sit with them 
their demand is the entire litigation in creating prior judgments we 
have already obtained be dismissed with prejudice. 

4. Abandon all its claims against the San Francisco bank and San 
Francisco bank officers and directors, which claitns include the con- 
version, in spite of a United States court restraining order, of millions 
of dollars of Long Beach Federal assets; 

5. Waive all claims, known and unknown, against Ammann for 
dealing with and manipulating Long Beach Federal assets during his 
conservatorship, and waive any liability which he may have for assets 
not yet returned; 

6. Waive liability of the Federal Savings and Loan Insurance Cor- 
poration under such insurance corporation, insuring agreements, and 
otherwise. 

This statement does not attempt to be inclusive of all the matters 
that have come before the United States court in the more than 100 
hearings before it, with the more than 20,000 pages of pleadings, and 
the 10 appeals or writs taken against the lower court’s decisions. 

All of this litigation would have been unnecessary had the Smith 
committee report been followed in 1946. The tremendous cost and 
burden of this litigation could not have been inflicted except by the 
waste of hundreds of thousands of dollars of publie funds, in repeated 
Government attacks on the jurisdiction of the United States courts, 
thus preventing trial on the merits. This litigation could be simplified 
by the immediate restoration of the Los Angeles bank, and by per- 
mitting the Long Beach Federal litigation to be tried on its merits; 
or that the Home Loan Bank Board and the United States attorney’s 
office submit the case on the merits to the impartial United States 
courts for decision, on both the Los Angeles and the Long Beach 
Federal, rather than continue the dilatory attacks on the court’s 
jurisdiction, which dilatory tactics by Government attorneys have 
delayed such a decision on the merits for four and a half years. 

A compromise of all of the litigation would of course be to the 
advantage of everyone and in the public interest, but the Home Loan 
Bank Board has discussed compromise for over 2 years, vacillating 
from one position to another, while they attack the jurisdiction of 
the court to decide on the merits. For the sake of the public welfare 
and for the sake of thousands of people affected by this litigation, we 
sincerely hope your committee will make recommendations to correct 
the maladministrations on the part of the Home Loan Bank Board, 
to the end that this costly litigation may be terminated and that the 
savings and loan industry in the 11 Western States may again be free 
to pursue their normal business. 

One of the fundamental principles of our Constitution is that an 
injured citizen may petition his Government for a redress of grievances. 
The Stockholders’ Committee of the Los Angeles bank and the 
directors of the Long Beach Federal, feeling as they do that they have 
been injured by a Federal bureau’s capricious action, have in their 
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extremity appealed to this congressional committee to assist them in 
obtaining justice. 

The end of the one-man dictatorship, the establishment of the 
three-man board, and the partial restoration of the Long Beach 
Association were all the results of the Smith committee investigation. 

We believe that action by your subcommittee may help to end this 
costly litigation in the public interest. We also hope that your com- 
mittee’s action may bring into actual existence the balance of the 
Smith committee recommendations. 

(Exhibit A, attached to Mr. Gregory’s statement, is as follows:) 





Exuisit A 


Whereas there have been indications that retaliation against this association by 
those purported to be representing the Federal supervising authorities because the 
representatives of this association, duly elected as a director of the Federal Home 
Loan Bank of Los Angeles, did not disregard the legal rights and best interests 
of said bank and submit to the dictation of the Federal Home Loan Bank Com- 
missioner; and 

Whereas such retaliations are unwarranted and violate the principles of our 
democratic government and are detrimental to the best interest of this association: 
Now, therefore, be it 

Resolved, That the officers of this association be and they are hereby authorized 
to employ legal counsel to conduct appropriate legal proceedings to restrain said 
Federal Home Loan Bank Commissioner or his deputies from interfering with the 
normal and proper conduct of this association’s affairs. 

The sum of $100,000 is hereby appropriated and authorized to be expended 
for that purpose. 


Mr. Grecory. Thank you, gentlemen, for your courtesy in permit- 
ting me to make this statement. 

Mr. Houirietp. Mr. Lanham, do you have any questions? 

Mr. Lanuam. No questions. 

Mr. Hourrieip. Mr. Hardy? 

Mr. Harpy. No questions. 

Mr. Houtrietp. Mr. Hoffman? 

Mr. Horrman. I do have some. Do you have some, Mr. Lovre? 

Mr. Lovre. Go ahead. 

Mr. Horrman. As I understood you, you said that one of the reasons 
for the seizure of the Long Beach Association was the expenditure by 
you of $14,500. 

Mr. Gregory. That is right. 

Mr. Horrman. On trips here to Washington? 

Mr. Grecory. That is correct. 

Mr. Horrman. And that was fully accounted for? 

Mr. Grecory. Yes, sir; that is right. 

Mr. Horrman. Was that before the Smith subcommittee? 

Mr. Grecory. That is right. 

Mr. Horrman. There was one item in there I never did under- 
stand—employment of a detective. What was that? 

Mr. Grecory. We attempted to find information abor:t the various 
officials that were involved, and what other motive they might have 
for not stating their reasons for the approval of Berry to end the 
controversy, and to guide us and advise us in our contacts with 
various people. 

Mr. Horrman. Well, the officials to whom you refer had told you 
why they made this seizure? 

Mr. Greaory. No, that was prior to the seizure. 
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Mr. Horrman. Prior to the seizure? 

Mr. Grecory. That isright. The expenditure of the whole amount 
was prior to the seizure that is involved. 

Mr. Horrman. What were these detectives instructed to do? 

Mr. Grecory. Find out all the information they could about the 
various officials. 

Mr. Horrman. What officials? By name, please. 

Mr. Gregory. Mr. John H. Fahey. 

Mr. Horrman. You put a private detective on him? 

Mr. Gregory. To find out who he was, what his connections were, 
and so forth. That is right. : 

Mr. Horrman. Was he not appointed by the President and 
confirmed by the Senate? 

Mr. Gregory. Yes, sir; I think so. 

Mr. Horrman. Would not those hearings before the Senate, if 
there were any hearings, give you all the information you needed? 

Mr. Grecory. We had not been able to get a hearing, Congress- 
man. We asked for the reason why Mr. Beery would not be ap- 
proved, and Mr. Fahey took the position that he was not required to 
justify his actions for or against anyone; that he was responsible to 
no one. 

Horrman. I am talking about your detectives investigating 
Fahey. 

Mr. Grecory. That was the thing that led up to the investigation. 
We felt there must be another motive, some other motive other than 
the merits of the thing which caused him to take that position. 

Mr. Horrman. Did you instruct your detective in writing or 
verbally? 

Mr. Grecory. Verbally. 

Mr. Horrman. So there is no record of what you did tell him to 
dig up? 

Mr. Grecory. No; that is correct. 

Mr. HorrMan. Is your association in the habit of putting a detec- 
tive on the trail of any fellow that disagrees with you? 

Mr. Grecory. He worked in connection with a law office. 

Mr. Horrman. With what? 

Mr. Grecory. With a law office—an attorney we had employed to 
help us in the matter, and he took part of his directions from the 
attorney; in fact, most. of them. 

Mr. Horrman. Who was that attorney? 

Mr. Grecory. Mr. Howard S. Leroy. 

Mr. Horrman. Here in Washington? 

Mr. Gregory. That is right. 

Mr. Lanuam. The mistake they made, they should have called 
that man an investigator instead of a detective. There would not 
have been any question in your mind then. 

Mr. Horrman. If he had been a committee investigator, he could 
4 _ around like the lobbying committee fellows, and dig into 
the files. 

_ Mr. Gregory. Up to that point we had been unable to get a hear- 
ing anywhere. 

_ Mr. Horrman. Of course, it seems to me a little peculiar that here 
is a man who heads an executive agency, and does something that is 
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displeasing to a subordinate agency; the subordinate then hires a 
detective or investigator—I will use that if you prefer, although the 
word “detective” is used in these reports. 

Mr. Grecory. The attorney thought it advisable to make some 
investigations. 

Mr. Horrman. Who was the detective? 

Mr. Greeory. Mr. Bradford. 

Mr. Horrman. Is he here in Washington? 

Mr. Grecory. That is right. 

Mr. Horrman. Do you have his address? 

Mr. Grecory. It is quite a while since I had it. 

Mr. Horrman. I would like to know, because if I had the money, 
and fell out with any New Deal agencies, maybe I could get the dirt 
on them—if there is any dirt, pardon me. 

Mr. Grecory. It is on Eighteenth Street, I think, here in Washing- 
ton. 

Mr. Horrman. How is that? 

Mr. Grecory. On Eighteenth Street. I can look it up for you. 

Mr. Houirievp. Will the gentleman yield? 

Mr. Horrman. Yes. 

Mr. Hourrretp. It has also been true that detectives have been 
placed on your trail, and your hotel rooms have been entered forcibly, 
your closets have been robbed, and your brief cases opened and so 
forth; is it not? 

Mr. Grecory. That is correct. 

Mr. Hourrietp. Do you know who some of those detectives were? 

Mr. Grecory. We have been told by our detective agency who 
they were. 

Mr. Houtr1exp. I see. 

Mr. Horrman. Have you still got a detective agency, too? 

Mr. Grecory. No, that was quite a ways back, Congressman. 

Mr. Horrman. I am just wondering—they have told how much 
money had been spent with the lawyers—approximately how much 
did you have to spend, or do you know, and the Government, spend 
on detectives? 

Mr. Greacory. I have no idea. We have had no access to those 
records. - 

Mr. Horrman. Someone said to me, and I do not recall who it 
was, that the offices of the opposition had been ransacked too. 

Mr. Grecory. I am not familiar with that. 

Mr. Horrman. Do you know anything about that? 

Mr. Gregory. No. 

Mr. Horrman. That could not have been any of your fellows? 

Mr. Gregory. No, sir; certainly not under any of our instructions. 

Mr. Horrman. Does it boil down to this, then—that this home 
loan bank is a Federal agency? 

Mr. Gregory. An instrumentality, I think. 

Mr. Horrman. And your organization, the Long Beach outfit, 
is a part of that organization in a way, is it not? 

Mr. Grecory. Well, we own stock in it. 

Mr. Horrman. How is that? 

Mr. Gregory. We own stock in it. 

Mr. Horrman. There would not be any object in existing unless 
the other was in existence? 
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Mr. Grecory. Well, the savings and loan associations, such as 
ours, need a Federal Home Loan Bank System to have the same relation 
to it as the Federal Reserve does to the banks. 

Mr. Horrman. In a way you are dependent on each other? 

Mr. Gregory. To a large extent, that is true. 

Mr. Horrman. You are both under the Federal Government? 

Mr. Grecory. Under the supervision of the Federal Government. 

Mr. Horrman. Now, I want to offer at this point seven letters here, 
or copies of seven letters, between Matthew J..Connelly, Secretary 
to the President, and Mr. Fahey. One is signed ‘Harry Truman,” 
purporting to be signed “Harry Truman.”’ 

Mr. Harpy. “H.S. T.” 

Mr. Horrman. Thank you. Two of them—no, it says ‘Harry 
Truman.” The ‘S’ is not in there. They bear on this matter. 

Mr. Houtrietp. Without objection, the seven letters indicated will 
be received. 

Does the committee wish to read the letters first? It might be a 
good idea. I have not seen them. 

(Discussion off the record.) 

Mr. Horrman. May I say to the chairman for the record that the 
letters appear to me to have the approval of the President with 
reference to the disapproval of Mr. Berry and the approval of Mr. 
Fahey. That is right, is it not, Mr. Fischbach? 

Mr. Fiscupacna. Yes. I am familiar with the letters. 

Mr. Horrman. Do you have any objection? 

Mr. Fiscuspacu. No, none at all. 

Mr. Horrman. I request they may be printed at this point. 

I may say to the chairman, the purpose is to show that the admin- 
istration, Mr. Truman, approved insofar as the President ever ap- 
proves, I guess—I do not mean this President, 1 mean any—approves 
in any subordinate matter such as the routine approval of the action 
of Mr. Fahey. 

Mr. Grecory. I cannot believe he would have approved the actions 
of Mr. Fahey had he had all the facts before him. 

Mr. Horrman. I assume that is your opinion. 

Mr. Houir1evp. Is there any objection to the inclusion of the letters? 

Mr. Lanuam. No. 

on HoutF1eLp. These letters will be printed with an appropriate 
mark. 

Mr. Fiscupacu. May I suggest that the letters be considered 
Fahey exhibits, and so marked in the record? 

Mr. Horrman. I have no objection, except they will go in here at 
this point. 

Mr. Fiscupacu. Yes. 

Mr. Hourrtetp. They will be so marked. 

(The letters referred to were marked “Fahey Exhibits Nos. 1 through 
7,” and read as follows:) 

Faney Exuisit No, 1 


NationaL Hovusina AGENCy, 
FreperRAL Home Loan Bank ADMINISTRATION, 
Washington, D. C., August 23, 1945. 
Mr. Marruew J. CoNnNneELLY, 
Secretary to the President, 
The White House, Washington, D. C. 


Dear Mr. Conne.tty: This material concerning the Los Angeles Bank presi- 
dency is so voluminous that I have eliminated many important details in the 
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belief that the letter with the supporting exhibits and memorandum present the 
facts adequately. The letter is far too long but of itself really covers the signi- 
ficant features of the story. I have, however, sent along the memorandum for 
your files and possible reference to some paragraphs. 

I have not amplified it with examples from our files of Berry’s unreliability, 
his failures to report to us important facts concerning Gregory and others, and 
his laxity in handling that and other cases. I have not attempted to cover the 
influence of attorney FitzPatrick in the bank’s affairs or serious questions now 
under study as to bonuses and commissions collected by Bowman and Driggs, 
members of the committee named by Berry to join Gregory in the Washington 
conference. These and other facts bearing upon Berry’s unfitness I can supply 
readily if further information is desired. You will, I know, appreciate the con- 
fidential character of various statements given me by Chairman Davis, Col. 
Archibald B. Young, of Pasadena, one of the public interest directors, and Mr. 
Donald Richberg, of Washington, as well as that which comes from examinations 
and confidential reports on institutions. 

I realize the great pressure the President is under at present. I think it is an 
imposition to take any of his time on a matter like this, but it is really an unusual 
case and has a vital bearing upon the future of this bank system. The contin- 
uance of the present situation in the Los Angeles area is causing us much anxiety 
and if the President is able to pass upon the matter before long, it will clear the 
road for us to take necessary action long delayed. 

If the President has the slightest doubt about any phase of the matter I hope 
I may have the privilege of a short appointment with him or an opportunity to 
clear it up with you. 

Sincerely yours, 
Joun H. Fanry, Comm/ssioner. 


Faney Exursit No. 2 
THe Wuite Houses, 
Washington, September 1, 1946. 
Memorandum for Commissioner Fahey: 

I attach herewith for your,information copy of letter which I have sent to 
Congressman Cecil R. King, with reference to the Los Angeles Federal Home 
Loan Bank. 
MATTHEW J. CONNELLY, 

Secretary to the President. 


Faney Exursit No, 3 
Avaust 31, 1945. 
Hon. Crecit R. Kine, Member of Congress, 
House of Representatives, Washington, D. C. 

My Dear ConGressMAN* The President has had a careful and exhaustive in- 
quiry made with respect to the presidency of the Los Angeles Federal Home Loan 
Bank, and it is his considered opinion that this vacancy has existed for too long 
a period of time. The continuance of the present situation in Los Angeles will 
react against the public interest, and it is to be desired that the directors of the 
Los Angeles Bank and the Commissioner of the Federal Home Loan Bank Admin- 
istration should get together and appoint a man who would be mutually satis- 
factory to all concerned. The President can see no point in pursuing the efforts 
to achieve the appointment of Mr. C. E. Berry. 

The President will appreciate anything you may be able to accomplish in 
getting the situation worked out as soon as possible. 

Sincerely yours, 


MatTruew J. CONNELLY, 
Secretary to the President. 
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Fauey Exuisit No. 4 


NaTIONAL Hovusine AGENCY, 
FEDERAL Home Loan BANK ADMINISTRATION, 
Washington, D. C., September 4, 1946. 
Hon. Matruew J. CoNNELLY, 
Secretary to the President, 
The White House, Washington, D. C. 
Dear Mr. Connetiy: Thank you for your letter of September 1 with copy 
of the letter of August 31 to Hon. Cecil R. King. 
I think this letter covers the matter fully and should be most helpful. 
Sincerely yours, 
JoHn H. Faney, 
Commissioner. 
Certified to be a true copy: 
GrorcE M. Etsey, 
Administrative Assistant to the President. 


Faney Exuisir No, 5 
THe Wuite Hovss, 
Washington, January 17, 1946. 
Hon. Jonn H. Faney, 
Commissioner, Federal Home Loan Bank Administration, 
Washington, D. C. 

Dear Commissioner: I have received an opinion from the Attorney General 
with respect to the controversy arising from your refusal to approve the selection 
of Mr. Charles E. Berry as president of the Federal Home Loan Bank of Los 
Angeles. 

The opinion advises me that the Federal Home Loan Bank Administration has 
full power to approve or disapprove the selection of Federal Home Loan Bank 
officers. 

I, therefore, wish you to know that I approve your action. 

I hope that the matter will not be longer delayed and that an appointment 
satisfactory to the Federal Home Loan Bank Administration will soon be made, 


Very sincerely, 
(Signed) Harry TruMAN, 


Fauey Exursit No. 6 
JANUARY 18, 1946, 
The PRESIDENT, 
The White House. 

Dear Mr. Presipent: I have your letter of the 17th advising me of the 
opinion of the Attorney General concerning the issue raised as to the presidency 
of the Federal Home Loan Bank of Los Angeles and your approval of my action 
in that case. 

Permit me to say that I appreciate deeply your expression of confidence in 
upholding a disagreeable decision I felt obliged to make after most careful 
consideration. 

I know that if you personally had to dispose of this disturbing case you would 
not only reach the same conclusion, but feel a strong sense of indignation that a 
financial institution bearing the name and enjoying the backing of the Federal 
Government should be misused as this one has been. 

I trust the small group in the board of the Los Angeles bank who have pro- 
longed this unhappy situation for over a year will at last abandon their obstructive 
tactics and help to repair some of the damage done. 

It is, of course, a matter of great satisfaction to us to have the opinion of our 
general counsel confirmed by the Attorney General so definitely and we are most 
grateful for this authoritative support. 

Thank you so much, Mr. President, for your help and encouragement. 

Sincerely yours, 
Joun H. Faney, 
Commissioner, 
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Faney Exuisir No. 7 
Tue Wuite Hovss, 
Washington, January 23, 1946. 
Hon. Joun H. Fauey, 
Commissioner, Federal Home Loan Bank Administration, 
Washington 25, D. C. 


Dear Mr. Faney: Thanks for your letter of the 18th. 
I think it is always proper to support a good administrator. 
Sincerely yours, 
(Signed) Harry TRUMAN. 

Mr. Horrman. You said something about stock or shares. Did you 
not personally and friends of yours purchase 21,000 shares? 

Mr. Gregory. That is right. 

Mr. Horrman. What did you do that for? 

Mr. GreGcory. Because Home Loan Bank Board had an attorney, 
one of their associate counsel, circulating among our shareholders, 
making remarks about the association, and attempting to cause 
dissension. 

Mr. Horrman. And you thought they were getting proxies? 

Mr. Gregory. We thought they were. We did not know. We 
thought we would take a small block of votes so if they sprung 
a surprise on us, we would be prepared. It had not been the policy 
of our association, Congressman, in its entire existence for any of the 
officers or directors to take proxies. We have always gone into our 
annual meetings without proxies and relied upon our administration 
of the affairs to take care of whatever votes were cast. There have 
been no dissenting votes to our stewardship of the association prior 
to that time. 

Well, with Mr. Matney circulating among the group, we thought 
he was attempting to get proxies, and we thought the attack on the 
association would be in the form of a proxy war. Well, we were not 
sure. We did not want to stir up our investors any more than neces- 
sary, so we took a small block of votes for the purpose of offsetting 
anything they might try. 

Mr. Horrman. You took about 21,000. 

Mr. Gregory. About 10 percent of the total votable shares at that 
time. 

Mr. Horrman. Were there not only 16,000 others outstanding? 

Mr. Gregory. Sixteen thousand people, but not the number of 
votes. 

Mr. Horrman. Each $100 had one vote? 

Mr. Gregory. That is correct, or each fraction of the 100 has a vote. 

Mr. Horrman. And you were able to outvote them with this 21,000? 

Mr. Grecory. No. 

Mr. Horrman. It did not give you a majority? 

Mr. Grecory. If all the votes hud been cast, according to our 
estimates, there would have been over 200,000 votable shares. 

Mr. Horrman. So the 21,000 did not make any difference? 

Mr. Grecory. Ten percent. That is just enough to offset them 
running in a surprise block of proxies. 

Mr. Houtrreitp. Will you yield? 

Mr. Horrman. Surely. 

Mr. Houirretp. Did you ever at any time use those 21,000 votes 
in an election of any type? 

Mr. Grecory. No; we never did. 
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Mr. Hourrrevp. In other words, as this so-called proxy war did not 
develop, it was unnecessary to counteract it? 

Mr. Gregory. We found no occasion to use it. 

Mr. Ho.irretp. And subsequent elections were held without the 
use of those votes? 

Mr. Grecory. We thought if we got into a proxy war, that would 
be enough to offset anything they had done in the meantime, long 
enough to present our problem to the shareholders. 

Mr. Lanuam. That amount was actually held? 

Mr. Grecory. That is correct. 

Mr. HouiFieLp. That is completely legal; is it not? 

Mr. Grecory. It does not violate any rule or regulation anywhere 
at all. 

Mr. HorrmMan. Some witness here said something about Tom 
Gregory being the main cog in this business. You are the gentleman 
to whom he referred? 

Mr. Grecory. That is correct. I am Tom Gregory, at least. 

Mr. Horrman. In view of that answer, you were the main cog, 
too; were you not? 

Mr. Grecory. I am not sure, Congressman, that I am. I made 
the error of being on the committee of the Home Loan Bank Board to 
attempt to resolve the differences with Mr. Fahey, a big mistake in 
the light of what happened. 

Mr. Horrman. When Mr. Edgerton was the witness—did you hear 
his testimony? 

Mr. Grecory. I did. 

Mr. HorrMan (continuing). Who stated you were not the con- 
trolling voice, or did not have the controlling voice? 

Mr. Grecory. You saw Mr. Edgerton, Mr. Barnett, and the others 
that appeared before you, and certainly you can judge whether I can 
control them. Iam sure I could not. 

Mr. Horrman. I do not know. I would resent the statement that 
Mr. Holifield controlled me, although he might, you know, without 
my knowledge. His influence might be so subtle and all I did not 
know I was being controlled. 

Mr. Grecory. I am sure, Congressman, they resented the state- 
ment I control them. I do not. 

Mr. Horrman. I was just wondering, in view of this letter here, 
May 25, 1950, purporting to be signed by Mr. Edgerton, president of 
something, in the report of the House Select Committee on Lobbying 
Activities—Mr. Lanham and Mr. Doyle are on that committee. 
You did not introduce it, but it came in on your committee. 

It says among other things—this i is Dr. Horace Russell. Who is he? 

Mr. Grecory. Attorney for the United States Savings and Loan, 
a Nation-wide a 

Mr. Horrman. It says: 

I had a 2-hour conference this morning with Keith Linden, who is secretary to 
Congressman Cecil King. He had assured me that within the next very few 
days Cecil King will make a motion in the Ways and Means Committee to recon- 
sider our tax bill, and will vote to eliminate savings and loan associations from the 
bill. Frankly, we are getting the cooperation of Cecil King through no personal 


Premomey of mine or of anyone else in the savings and loan business, except Tom 
wregory. 


79631—52——_16 
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Mr. Horrman. You were active there, were you not? 

Mr. Greaory. Yes; I called the Congressman in connection with 
that bill after it was up. He is from our area. 

Mr. Horrman. It would be quite a blow to the savings and loans 
institution if we slapped a tax on them, would it not? 

Mr. Grecory. Yes; it would make a difference. 

Mr. Horrman. The letter is headed California Federal Savings and 
Loan Association, Los Angeles, Calif., written by your general counsel. 
When he thought your associations might be subject to a tax bill they 
would not like, they turned to you to bring about the desired result, 
lid they not? 

Mr. Grecory. As they did to everybody else in their districts. 

Congressman, a Nation-wide move I understand was made for the 
various associations to educate their Congressmen as to the problems 
involved and as to the merits of the matter. 

Mr. Horrman. He said: 

Frankly, we are getting the cooperation of Cecil King through no personal 
influence of mine or of anyone else in the savings and loan business, except Tom 
Gregory. 

Tom Gregory was the big man; was he not, there? 

Mr. Grecory. I would not say that. I know the Congressman 
and I can talk with him. He does not always agree with me on what 
I say. 

Mr. Horrman. Who? 

Mr. Grecory. Congressman King does not. 

Mr. Horrman. Listen; I am not making any intimation that he 
does. Of course not. 


Mr. Gregory. I was willing to discuss the matter with the Con- 
gressman and present our views. 

Mr. Horrman. Yes. 

And the letter continues: 


Mr. Linden advised me Cecil King took a very dim view of the savings and 
loan industry for their failure to support Tom Gregory in his batties with govern- 
mental bureaucracy during the past 4 years. Gregory has urgently requested 
King to reconsider his position on the tax bill, and not jeopardize the tax-exempt 
status of our industry, and as a result of Gregory’s request, I believe we can depend 
upon King remaining with us for the balance of the tax argument. 

All I am citing this for is to show that really you were considered 
to be the fellow who had the arguments to get the things that your 
association wanted. I am not finding any fault with it. 

Mr. Grecory. I am interested, Congressman, because in that it 
appears that the Congressman criticized the others for the lack of 
support rather than my dominating the industry. 

Mr. Horrman. You were one of the boys who was really going to 
bat. 

Mr. Grecory. I am one of the boys whose association was seized, 
and I have no choice but to go to bat. 

Mr. Horrman. And you are the boy they relied upon. 

Mr. Greeory. Insofar as I have to stay in the controversy to 
survive. 

Mr. Horrman. I guess that is always so. 

It says here in this same letter: 

Now that a subcommittee of the Expenditures Committee of the Congress has 
been appointed to investigate the reason why the Home Loan Bank Board has 
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failed to comply with the Smith committee recommendations in 1946 in reestab- 
lishment of the eleventh and twelfth FHIB districts, Mr. Divers is again willing 
to talk settlement. ; 

That is to say, as you understand that part of the letter, it means 
that the complaint to the subcommittee was beginning to have some 
effect on Divers; is that right? 

Mr. Greegory. I do not know whether it does or not, I have not 
talked to Mr. Divers. 

Mr. Horrman. Well, you are still hoping that the subcommittee 
will help you out in some way? 

Mr. Grecory. I am very hopeful when the facts are before the 
subcommittee, Congressman, that your recommendations to the 
governmental agencies will be very helpful, They could be. Cer- 
tainly the amount of money that has been spent by everybody in- 
volved is not. warranted. It could be determined without all of the 
expenditures. If for any reason they cannot find a solution to 
determine all of it, certainly we should have a right to trial on the 
merits, rather than having the tremendous amount of Government 
help and expenditures used to prevent us from being able to state to 
the court what our position is and get a decision of the court. 

The dilatory tactics that have been used for the last 4% years to 
prevent us having an opportunity to try the case on the merits have 
been a difficult problem so far as we as private individuals are con- 
cerned. 

The chairman subsequently requested that the full text of the 
letter referred to above be printed at this point. 

(The following letter was printed as exhibit 578, p. 489, appendix D, 
H. Rept. 3139, 8ist Cong., 2d sess., United States Savings and Loan 


League, A Report of the House Select Committee on Lobbying 
Activities: ) 


CALIFORNIA FEDERAL SAVINGS AND LOAN ASSOCIATION, 
Los Angeles 36, Calif., May 25, 1950. 
Mr. Horace RUSSELL, 
221 North La Salle Street, Chicago, Til. 


Dear Horace: I had a 2-hour conference this morning with Keith Linden who 
is secretary to Congressman Cecil King. He has assured me that within the next 
very few days Cecil King will make a motion in the Ways and Means Committee to 
reconsider our tax bill and will vote to eliminate savings and loan associations from 
the bill. 

Frankly we are getting the cooperation of Cecil King through no personal 
influence of mine or of anyone else in the savings and loan business except Tom 
Gregory. Mr. Linden advised me that Cecil King took a very dim view of the 
savings and loan industry for their failure to support Tom Gregory in his battles 
with governmental bureaucracy during the,past 4 years. Gregory has urgently 
requested King to reconsider his position on the tax bill and not jeopardize the 
tax-exempt status of our industry, and as a result of Gregory’s request I believe 
we can depend upon King remaining with us for the balance of the tax argument. 
I sincerely hope this is enough to swing the tide in our favor before the Ways and 
Means Committee. 

Keith Linden made a few observations which may be of interest to us. The 
first was the fact that the pressure from the commercial banks had been quite 
heavy in their efforts to wrap a tax around our necks and he conceded, of course, 
that the Ways and Means Committee was very commercial-bank minded. 
Secondly, he said that it had been amazing to him how little effort had been made 
by. the Housing and Home Finance Agency or any member thereof to prevent us 
from being taxed. He said that Foley, Divers, Adams, and LaRoque had not 
moved a little finger to help our cause. 

Aside from the tax bill, you may be interested in knowing that Barney Barnett 
and I just finished a 2-day session in Salt Lake with Bill Divers and members of 
the board of directors of the Federal Home Loan Bank of San Francisco. Now 
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that a subcommittee of the Expenditures Committee of Congress has been 
appointed to investigate the reason why the Home Loan Bank Board has failed 
to comply with the Smith committee recommendations in 1946 in re the reestab- 
lishment of the eleventh and twelfth Federal Home Loan Bank Board districts, 
Mr. Divers is again willing to talk settlement. Things are going to move rapidly 
within the next couple of weeks and Barney and I are aerate to have appoint- 
ments with the Attorney General himself and the Home Loan Bank Board on or 
about the 12th of June in an effort to wind up the matter. We have tried and 
failed so many times to get all the parties of the litigation together that we are 
entering the new negotiations with the full intention to cooperate but with some- 
what of a skeptical mind. However, I can assure you that the congressional 
investigation is not going to be any joke and will prove tremendously embarrassing 
to the Home Loan Bank Board unless they come up with some answers that 
none of us have heard to date. 

Personally I am a little bit like Congressman Cecil King in my failure to under- 
stand the general apathy of the business throughout the Nation to our local 
litigation. The “it can’t happen here’’ feeling on the part of our boys has appar- 
ently caused them to lose sight of the vital issues that we are scrapping over in 
California. 

This is going to be our last chance to get a settlement, Horace, and if we don’t 
make the grade during the month of June, you can look for a couple of appeals to 
reach our circuit court calendar within the next 90 days, and if the jurisdictional 
question is not decided adversely to us, you can look for a trial of the case on its 
merits by the early part of 1951. 

With kindest personal regards, 

Sincerely, é 
J. Howarp Epacerron, President. 

Mr. Horrman. Mr. Chairman, I have other questions, but I have 
not so arranged them that I would be able to ask them now. It will 
save time if I do it at some other time. 

Mr. Houtrietp. Mr. Lovre? 

Mr. Lovre. Mr. Chairman, certainly there is no reason why I 
should carry water for any New Deal agency, but it is apparent to 
me from listening to this very carefully prepared statement of Mr. 
Gregory’s, the president of the Long Beach Federal Savings and 
Loan Association, that all of it is devoted to answering certain charges 
against Mr. Gregory as a person, and which this committee has not 
gone into. 

Now, I am asking you, Mr. Chairman, if the Federal Home Loan 
Bank Board will be given an opportunity to answer Mr. Gregory’s 
statement at a later date. 

Mr. Houtrtevtp. Absolutely. 

Mr. Harpy. If the gentleman will vield, I would like to raise a 
question with the chairman along that same line. 

Mr. Gregory discussed certain charges apparently made by the 
Home Loan Bank Board. Does this subcommittee have a list of 
those charges? 

Mr. HoutFieLp. The charges were all contained in the legal docu- 
ments which are part of the subcommittee’s records, Iam sure. Is 
that right, Mr. Counsel? 

Mr. Fiscusacu. That is correct. 

Mr. Lansam. How many of these charges have already been 
investigated by the Smith subcommittee? 

Mr. Gregory. All of them. 

Mr. Lanuam. Then I do not see the point in our going into them 
again. 

Mr. Lovre. Mr. Chairman 
Mr. Horrmay. I will 
Mr. Houtrre.tp. Mr. Lovre has the floor. 
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Mr. Lovre. This subcommittee will recall that I endeavored to go 
into these charges by interrogation a short time after these hearings 
were started, and at that time it was suggested that no further questions 
be asked in connection with these charges until a later date. Now, 
Mr. Gregory comes up and makes an answer to the charges which we 
know nothing about, and which we were stopped from asking at the 
beginning of these hearings. That is why I am particularly interested 
in knowing 

Mr. Grecory. Mr. Congressman 

Mr. Lovre. Just a minute—in knowing that the Federal Home 
Loan Bank Board—and certainly I have no brief for them, not at all, 
and there is no reason why I should carry any water for them, but in the 
matter of fairness to them I think they should be given a full and 
complete opportunity to answer all of the statements contained in the 
testimony of this witness this morning. 

Mr. Gregory. We are willing. 

Mr. Houirretp. Mr. Lovre, Me, Gregory asked for permission to 
make the statement in his behalf. Included in that statement are 
many things which he believes and which he felt that the committee 
should have before it. I did not attempt to censor Mr. Gregory in 
the making of his personal statement. It will be a matter of public 
record and certainly will be available to any witness that is called 
hereafter. 

Mr. McKenna was on the stand and made certain statements and 
charges which bear on this statement here, on parts of this statement 
here, which has already been before this committee, and the chairman 
will assure you that every member of the Home Loan Bank Board will 
be allowed an opportunity to testify, as will their legal counsel. Of 
course, if they wish to take up this matter, it is perfectly within their 
province to do so. There will be no attempt to keep them from it. 

Mr. Lovre. I felt sure the chairman would make such a statement. 

There is just one further question I would like to ask Mr. Gregory. 

Mr. Greoory. All right, Congressman. 

Mr. Lovre. You state in your prepared statement that— 
for the sake of the public welfare and for the sake of the thousands of people 
affected by this litigation, we sincerely hope your committee will make recom- 


mendations to correct the maladministration on the part of the Home Loan Bank 
Board. 


Will you be a little more specific about that and suggest to this 
committee what. we should do? 

Mr. Grecory. Congressman Lovre, I do not know exactly what 
you should do, but we feel that the use of the Government’s funds to 
prevent a trial of the case on its merits is not a justifiable position for 
the Board to take. They seized our company. We are entitled to an 
accounting. They have been 2}; years in which they have not gotten 
a satisfactory accounting. We do not believe there is proper adminis- 
tration of their affairs and we think that an agency under the super- 
vision of this committee could be directed, or recommendations could 
be made to them that would cause them to make an accounting where 
we would know what we have and what is ours, and where if there are 
any charges that are not resolved, that we should have an opportunity 
to state them to the court before whom it is pending rather than using 
the delaying tactics that have been used to keep from making the 
accounting and to prevent the case from being tried on its merits. 
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Mr. Lovre. | agree in part to what you have said, but do you think 
that it comes within the jurisdiction of this committee to go into the 
terms of the settlement which you undoubtedly are vitally interested 
in? 

Mr. Gregory. I don’t know whether it is in the province of the 
committee to go into the terms of the settlement or not, except in a 
matter of principle. In the matter of principles involved, regardless 
of dollar amounts one way or the other, I think it might very well be 
within the province of the committee. 

Mr. Lovre. Now, Mr. Gregory, do you not think when it comes to 
the terms of the settlement, when there is a question of damages, that 
that question should be resolved by a court of competent jurisdiction 
rather than by a congressional committee? 

Mr. Gregory. That is what we have attempted to do, Congress- 
man, and we have been unable to get a trial on the merits to show the 
damages because of the tremendous amount of money that the Govern- 
ment has and the volume,of lawyers they have. We as private 
individuals have not been able to break through that barrage and try 
it on its merits. In the hope of getting out, we have offered to waive 
a major portion of the damages in order to get the thing settled because 
of our difficulty in getting to go to trial on the merits. 

Mr. Lovre. Then, Mr. Gregory, I think you would be entirely in 
accord with us that we should recommend—not knowing that we 
will—that the courts be permitted to determine the amount of 
damages, if any, in the various lawsuits that have been started out in 
California. 

Mr. Grecgory. If we could get to trial on the merits of those 
damages, nothing could please us more. 

Mr. Lovre. You think then that is the proper place to settle 
damages, in a court of competent jurisdiction rather than before a 
congressional committee? 

Mr. Gregory. That is right. On the matter of the Los Angeles 
bank we have not asked for damages, backwards or forwards or any 
ways at all. 

Mr. Lanuam. Has not the Department of Justice taken the position 
that the actions of this Board are not subject to review? 

Mr. Grucory. That is correct, they have. 

Mr. Lanuam. Let me ask you if there is any administrative agency 
within the Government to which you can appeal from the decision 
of the Home Loan Bank Board. 

Mr. Grecory. None that we know of, and the various orders that 
have been made are already subject to review before the court and a 
part of the court’s processes. 

Mr. Houirietp. Does the Home Loan Bank Board concede that 
it is subject to the Administrative Procedures Act? 

Mr. Gregory. No; I am under the impression they deny that 
they are subject to the Administrative Procedures Act. 

Mr. Houirre.p. In other words, notwithstanding the fact. that 
Congress has passed an Administrative Procedures Act for the pur- 
pose of enabling those who have had administrative regulations 
imposed upon them by an administrative board to come to the 
courts for equity, it is your opinion that the Home Loan Bank Board 
sets itself apart from and without the jurisdiction of the Administra- 
tive Procedures Act? 








INVESTIGATION OF HOME LOAN BANK BOARD 225 


Mr. Grecory. That is correct, and refuses to review on their 
various actions by contesting the jurisdiction of the court on the 
right to try the matter or review it on its merits. 

Mr. HouirreLp. Now apparently they have also taken the posi- 
tion that the recommendations of a congressional committee are not 
to be complied with either. 

Mr. Gregory. That is correct. 

Mr. Houtrrevp. As is evidenced by the fact they have failed now 
for 2% years to put into effect the recommendations of the Smith 
select committee. 

Mr. Greeory. Four. That is 4 years, I think. 

Mr. Houtrieip. Four years. Excuse me. 

Then apparently there is no appeal from this particular Board’s 
actions. In their viewpoint they can sit in judgment upon their 
own actions and refuse to allow either the Congress or the courts to 
sit in judgment upon questions of equity which may arise as a result 
of their regulations and rulings. 

Mr. Gregory. That was the thing that prompted the original 
complaint before the Smith Committee before the seizure of either 
company. There wasn’t any other forum to which we could turn 
for public hearing without going to court. At that time the Adminis- 
trative Procedures Act had not become effective. 

Mr. Houirretp. Your appeal to this subcommittee, the appeal of 
yom organization and the stockholders committee of the Los Angeles 

ank has been in the nature then of obtaining assistance to see that 
equity is done, and has not been in the nature of trying to frustrate 
trial in the courts on the matter of this question. 

Mr. Grecory. Certainly not, Congressman. We would like to 
get to trial on it. 

Mr. Houtrievp. That is all. 

Mr. Harpy. Mr. Chairman, if those statements are correct and 
here is a Board that is responsible to nobody, not to the courts, not 
subject to the Administrative Procedures Act, not even subject to 
any recommendation of a congressional committee, if those statements 
are true, it would seem to me that there is certainly indicated a need 
for some remedial legislation pretty quickly. I do not believe that 
any Federal agency ought to be scot free and have a right to dictate 
under any circumstances. 

Mr. Hourrrevp. It is the hope of the chairman of this subcommittee, 
certainly, that if these statements which have been made turn out to 
be facts that this subcommittee will consider the basic legislation of the 
Home Loan Bank Board which, as I understand it, has not been 
reviewed since its inception; that they will make constructive sugges- 
tions to the proper committee for such amendment to that act as will 
place this administrative agency on a par with other administrative 
agencies as far as review is concerned. 

Mr. Lovre. I am not through yet. 

Mr. Harpy. Excuse me. 

Mr. Lovre. I have heard so much about damages, Mr. Gregory, 
I am a little confused, and I hope you can straighten me out. 

Mr. Gregory. I will do my best, Congressman. 

Mr. Lovre. Who is asking for all these damages? 

Mr. Gregory. Long Beach Federal Savings and also the committee 
for the shareholders. 
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Mr. Lovre. That is your institution? 

Mr. Grecory. That is right. 

Mr. Lovre. Right now how much damages are you asking? 

Mr. Gregory. We are asking first for an accounting for the assets 
so we will know what damages have been sustained, and we have been 
unable to this point to get an accounting, even. 

Mr. Lovre. Is it not true that you have asked for damages in a 
certain amount? 

Mr. Gregory. We have asked for damages for conversion of 
assets. We have estimated the amount in our complaint and made 
specific request for certain amounts for conversion of assets. 

Mr. Lovee. All right; in dollars. How many dollars have you been 
damaged in your opinion as of now—the total amount? 

Mr. Grugory. I have not totaled it, Congressman, but I shall be 
glad to do it for you. 

Mr. Lovre. See if we can arrive at it. Maybe you can break it 
down. 

Mr. Grecory. The total, if all amounts are added together, 
amounts to about $20,000,000. 

Mr. Lovre. Damages? 

Mr. Grecory. That is correct, by taking the various theories of 
law on which we could approach those damages. However, some of 
those are overlapping. There are two or three different theories on 
the same thing that happened, so that would not actually total that 
amount, because of eliminating and adopting one theory as to the 
damages of a particular item. 

Mr. Lovre. I recognize that when you have $20,000,000 worth of 
damages you would like to get a settlement through any means 
possible. Now if you could perfect a settlement right now, how 
many million dollars would you take in order to settle? 

Mr. Grecory. Within the framework of the original proposed 
settlement, which was filed in court——— 

Mr. Houirre_p. That is the supporting agreement? 

Mr Grecory. Yes, with the amendments asked for by the Federal 
Home Loan Bank of San Francisco and by the United States attorney’s 
office, varied to the extent that they asked for changes 

Mr. Lovre. Let’s get back to the question. 

Mr. Lanuam. Wait a minute, please. 

Mr. Grecory. The association was to get a $10,000,000 loan from 
the Los Angeles bank at a rate of interest of one-quarter of 1 percent 
above their costs. We would estimate that to net us something over 
the 10-year period. The primary purpose of the loan was to absorb 
the $6,300,000 borrowings of Ammann, and which he has out on these 
long-term loans that we do not know what the results will be on. 
We thought that we should properly have some funds to carry that 
with other than the people’s deposits. 

The note that was agreed upon with the Los Angeles bank pro- 
vided that we deposit with the bank sufficient Government bonds to 
equal the estimated amount of interest for the life of the loan, which 
J] think would be about $1,800,000. So that, added on to the 
$6,300,000, left a small amount for operating capital in connection 
with it. But we had hoped to recover out of that loan sufficient to 
absorb the losses on the loans and the differential in interest rate. 
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Whether we can do it or not, I do not know, but that at least was 
our hope. 

Besides that attorneys’ fees were to be determined by the court 
and assessed against whatever parties the court determined in an 
adversary proceeding. 

Mr. Lovre. How much would that be, roughly? 

Mr. Grecory. Well, the amount that the court allowed in its 
prior judgment in December 1948 was $540,000 for the various law 
firms who have represented the Long Beach Federal, the share- 
holders’ committee for the Long Beach Federal, the trustee for the 
trust deeds, and the attorney who interplead the $50,000. No, he 
was not included in that. There was a fourth one there I have 
forgotten. I think I have forgotten who it was. 

Mr. Lovre. In other words, there is $540,000, roughly, for at- 
torneys’ fees for the Long Beach Federal in prosecuting this case? 

Mr. Grecory. Not for Long Beach Federal itself; no. 

Mr. Lovre. Who is it for? 

Mr. Gregory. For the attorneys for the Shareholders’ Commit- 
tee of Long Beach, which is a separate entity from the Long Beach 
Association. 

Mr. Lovre. In fact they are all the same. 

Mr. Gregory. No; they are not all the same, Congressman. Their 
rights are different, and there are conflicting positions between them 
where they cannot be construed as one and the same. The trust deed 
under the deeds of trust has this provision: That if the trustee has to 
go to court in connection with the deed of trust where the party 
pledges his home, the trustee is entitled to a lien on that home for the 
amount of attorney fees. By the court order various fees have ac- 
crued under that provision. The court has transferred the money 
to the funds of the court. That is not Long Beach Federal, that is the 
trustee for both the people who pledged their property and the Long 
Beach Federal. It is strictly a trustee capacity. Their fees were in- 
cluded in the amount allowed there. 

Mr. Lovre. All right; now what other damages? 

Mr. Gregory. I have not the settlement agreement before me. ° 

Mr. Lovre. Perhaps you can give us roughly the amount, because 
that has been the main point of contention—the settlement with 
Long Beach bank. 

Mr. Gregory. We have offered, Congressman, to settle by the 
allowance of $125,000 by the San Francisco bank. In March 1948 
when the first agreement was made, there was not as great an accrual 
in Los Angeles bank notes as there is now, and we offered to compro- 
mise that with them for $125,000. They were to allow that much, 
and the Home Loan Bank Board was to waive its $90,000 claim for 
additional amount of services for Ammann and his crew. And there 
are some other items in there. 

Mr. Lovre. What about waiver of interest? 

Mr. Gregory. The waiver of interest was partially compromised. 
You see, interest accrues at about $10,000 a month, and back at the 
time that was discussed in December of 1948—I think January 1949— 
we at that time would have been perfectly willing, if we could have 
gotten a compromise through, to settle with the San Francisco bank 
paying us $125,000. 

Mr. Lovee. That is, to take care of the interest? 
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Mr. Gregory. That is right. 
Mr. Lovre. Now what other damages? 

Mr. Grecory. If I might have one of those agreements before me. 
I have the framework of an agreement from your counsel here. I 
believe that it takes care of that interest primarily by waiver. 

Mr. Fiscupacu. Here is your settlement correspondence file. 
That might help you be more responsive to Congressman Lovre’s 
question. 

Mr. Grecory. For the information of the Congressman, the 
Stockholders’ Committee of the Los Angeles Bank adopted a resolution 
in December of 1948 just prior to the Portland settlement, and at the 
time we had our conference in Portland that was changed in two items 
so far as the Long Beach Federal was concerned. Other than that, 
that was the basis of our position. The entire settlement proposal is 
before your committee, the October settlement proposal that we filed 
with the court. 

Mr. Lovre. All right. Now this settlement proposal you have 
reference to now, do you know what the total amount of damages is? 

Mr. Gregory. They would be very small, Congressman. 

Mr. Lovre. How much? 

Mr. Grecory. Well, we would have the $10,000,000 loan. What 
we would make out of that, I do not know. It would certainly be 
ane after we took the losses out that would. be sustained on the 
oans. 

We would have $125,000 from the San Francisco bank. We would 
have the payment of our attorneys’ fees. We feel very confident they 
would be borne by somebody else, and our costs. That would be 
determined by the court pursuant to the agreement. We would have 
a waiver of claim from the agency, the Federal Home Loan Bank. 

We would be given a right under the terms of that agreement to 
sell those loans that Ammann tampered with without coming within 
our regular restrictions. 

The $10,000,000 loan was to be in addition to our normal line of 
credit. And one of the elements that we are needing badly if we are 
to make a compromise is that the length of time in which we are to 
get reserves required .by the regulations should be extended to give 
us the time we have been in the controversy. In addition, too, I 
think in 13 years of operation we ought to have 24 percent reserves, 
and in 20 years, 5 percent. If we are to absorb the losses and expendi- 
tures we have had in connection with them, I don’t think we can 
make those within those times. 

Mr. Lovre. Mr. Fischbach just calls my attention to another item 
of damages you have not mentioned, and that is in connection with the 
$90,000 conservator 

Mr. Gregory.. I mentioned that a minute ago. 

Mr. Lovre. | am sorry; I did not get that. 

Mr. Gregory. I mentioned that a minute ago. 

The proposed settlement for the restoration of the Los Angeles 
bank to its old officers and directors provided that the Los Angeles 
bank paid for its attorneys out of the assets recovered. They pro- 
vided that there be an election as soon as the bank was recovered and 
the litigation terminated, that there be a complete election by the 
stockholders on new directors. 
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Mr. Fiscnsacu. In all fairness, did you not contemplate at the 
time of the Portland agreement that the $10,000,000 loan would net 
Long Beach Federal about a million dollars in earnings over the 
10-year period? 

Mr. Gregory. We have estimated 

Mr. Fiscuspacu. Just a moment, Mr. Gregory. And with that 
million dollars, Long Beach Federal would take up some of the 
expense of this litigation? 

Mr. Greoory. ‘that is true. In the Portland agreement, when it 
was orginally made, it provided that Long Beach Federal paid for 
its own attorneys’ fees. We got down to the point where the bank 
adminstration, Mr. Divers in Portland, asked us to determine the 
amount of the fees prior to the complete settlement. We took the 
position that we were trustees for the various people, and that the 
only way we could determine the attorneys’ fees would be to notify 
all the shareholders of the Long Beach Federal and hold a hearing in 
court on it, so there would not be any backfire from it, and so every- 
body would have their day in court in connection with it. 

Pursuant to that arrangement, our attorney and attorneys for the 
trustee and for the shareholders all made that application to the 
court and published a notice and started to hold a hearing when the 
Home Loan Bank Board and the San Francisco bank demanded a 
stipulation to the effect that only a third of the fees that might be 
allowed by the court at that time would then be paid and that, if the 
settlement was completed, that Long Beach Federal would absorb 
those fees. But if there was no settlement completed, that they 
would be determined by the court in the course of litigation as to who 
should pay them. So we signed the stipulation, and the court held a 
hearing. 

As soon as the hearing was over and the court had determined the 
amount of the fees, then Mr. Peyton Ford and Mr. Siegel from the 
Attorney General’s office came to California and demanded that the 
judgment for the fee be set aside, that the litigation be dismissed, and 
various other demands before there would be any conclusion of 
settlement negotiations. 

After we had numerous conferences, Mr. Ford wrote a letter, which 
I think is before your committee, in which he made a proposition that 
if the attorney stipulated to the waiver of attorney fees above a third, 
that attorney fees would thereafter not be a part of negotiations in 
any settlement, that the one-third would be then paid, and all future 
attorneys’ fees would be by an adversary proceeding before the court 
as to amount and who should pay them. 

The various counsel accepted that offer, and the court approved 
their acceptance and modified the judgment on that basis, on the 
condition that the Attorney General's office and the Board would go 
forward with settlement of the entire matter at that time. 

The judgment was rendered. They waived their right to appeal to 
the payment of a third of the fees at that point, and since then we have 
not been able to get anywhere on negotiation for settlement. 

Mr. Harpy. May I ask a question on this $10,000,000 to clear up 
my own thinking? 

Mr. Lovre. Yes. 

Mr. Harpy. In discussing this $10,000,000 proposition as part of 
the damage settlement, the $10,000,000 itself would not be a payment 
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of damages; it would be a loan which would have to be repaid by the 
Long Beach Federal; is that correct? 

Mr. Grecory. Yes; Congressman, and——- 

Mr. Harpy. Just a minute. That part is correet? 

Mr. Grecory. That is right. 

Mr. Harpy. Now, then, in connection with that loan, there was a 
special interest rate put forward, and the excess earnings then on this 
loan because of the reduced interest rate would be the equivalent to 
some damages collected by Long Beach; is that correct? 

Mr. Grecory. That was the original intention. 

Mr. Harpy. So that the amount of damages which would be 
collected by Long Beach as a result of this $10,000,000 loan would 
a on what could be earned through the use of that $10,000,000 

und? 

Mr. Grecory. That is correct. 

Mr. Hotrrreitp. Will the gentleman yield? Are you still question- 
ing, Mr. Lovre? 

Mr. Lovre. Yes; but I will yield. 

Mr. Hourrretn. I think the committee should get this peint clear 
in its mind and, if I misstate this, I hope that either the counsel or 
Mr. Gregory will correct it. 

As I understand it, the Home Loan Bank of Los Angeles in the 
Portland agreement agreed to loan $10,000,000 to the Long Beach 
Savings and Loan Association at a quarter of a percent above the 
cost of obtaining the money. 

Mr. Greaory. That is correct. 

Mr. Fiscusacu. May I point out that it was not the Home Loan 
Bank Board which made that agreement. It was an agreement that 
the loan was to stem from the Federal Los Angeles bank as recon- 
stituted. The details of that loan were worked out with O’Melveny 
Myers, who were counsel for that bank, and the committee of 
shareholders representing that bank. They were satisfied, and every- 
body was satisfied that from the Los Angeles bank standpoint that 
would have been a profitable loan. It was not the Board which agreed 
to make the loan. 

Mr. Houtrrevp. I appreciate that explanation. Now, may I pro- 
ceed on that line: $6,300,000 of that $10,000,000 was to be used to 
pay off the indebtedness which Ammann had placed upon your asso- 
ciation during his conservatorship? 

Mr. Gregory. And which we still contest his right to have done. 

Mr. HouiFtevp. Yes. 

Mr. Fiscusacu. The $6,300,000 conservator’s notes are a matter 
that is now in controversy and also has been in controversy. In other 
words, one of the facets of this litigation is that if Gregory wins, or 
if Long Beach wins, somebody is going to be out $6,300,000. I think 
that somebody is very likely to be the Government. So one of the 
points of bringing the parties together was that the Long Beach Federal 
would withdraw their allegations of invalidity with respect to the 
$6,300,000 of obligations that were created by Mr. Ammann as con- 
servator. That $6,300,000 would immediately be paid back out of the 
$10,000,000 funds to be supplied by the Los Angeles Bank. 

Mr. Houtrtevp. All right. 

Now, let’s proceed with that. That leaves you $3,700,000. And 
another term of the loan was that the equivalent in Government bonds 
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to the total interest to the Los Angeles bank for the 10 years would 
be deposited. 

Mr. Gregory. The estimated amount. 

Mr. Ho.utrietp. And that was $1,800,000? 

Mr. Grecory. That was the estimated amount. 

Mr. Ho.irre.p. For estimated interest? 

Mr. Grecory. That is right. 

Mr. Houirieip. So that cuts you down to $1,900,000 of operating 
capital over and above your normal line of credit? 

Mr. Grecory. That is correct. 

Mr. HoutrieLtp. Now, on the $1,800,000, you would stand to make 
over the 10 years, that would be deposited as collateral, you would 
make a profit on that; would you not? 

Mr. Gregory. It would depend on the rate of interest that the 
bank might charge. At the time we negotiated it, the rate would 
have been 2.07 percent. The bonds, I think we got 2} on, so we would 
have a fraction less than a half of 1 percent profit on them. 

Later on, the rate dropped, and it would have been a little less 
than 2 percent that would have been our charge. We would have 
made a little more profit. 

On the other hand, if it goes up, we might not even break even. 
That is the risk we take. 

Mr. Houirretp. As an average expectation, would it be safe to 
say that you would make 1 percent on that over the 10 years? 

Mr. Grecory. I would say half of 1 percent. 

Mr. Hourrrevp. Half of 1 percent? 

Mr. Grecory. That is right. 

Mr. Houirietp. That would be a profit, then, of $90,000, would it 
not, over the 10 years? 

Mr. Grecory. I believe it would. 

Mr. Houirreip. One percent would be $180,000, half of 1 percent 
would be $90,000. 

Mr. Grecory. That is right. 

Mr. Hourrietp. What would your estimate be that you would 
pay on interest to the Los Angeles bank for the $1,900,000, the 
annual rate of interest? 

Mr. Gregory. That we would be able to loan it at? 

Mr. Hourrretp. No; that you would pay them for it at the agreed- 
upon rate of one-quarter of a percent above the cost of the money. 

Mr. Gregory. I would say an average of 2 percent or above that 
we would pay them. 

Mr. Houtrretp. Two percent. What would be the operating 
profit of your organization if you would take that and loan it out? 
Do you have an average of 5 percent? 

Mr. Grecory. Our average at the moment is 5.3, I think. 

Mr. Houirtetp. Is that net or gross? 

Mr. Greaory. That is gross. 

Mr. Houir1eLp. That is gross without your operating expenses? 

Mr. Gregory. That is correct. 

Mr. HouiFtetp. So you have a differential there of about 3 percent 
for 10 years on $1,900,000? 

Mr. Gregory. That is right. 

Mr. Houirte.tp. That would amount, as I figure it, to in round 
numbers about $600,000. So getting down to the 

Mr. Greeory. That sounds high to me, Congressman. 
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Mr. Houirrevp. It does. I took that from my friend Hardy, who 
figures faster in his mind than I can. 

Mr. Grecory. I may be wrong. 

Mr. Houirrep. $570,000 is the way I would figure it. That is 
pretty close. It is $570,000, the way I figure it, on 3 percent in round 
numbers. 

Mr. Grecory. That is right. 

Mr. Houirteip. So that would give you an expected profit over 
the 10-year period, providing you operated efficiently, of $660,000 
from this $10,000,000 loan. 

Mr. Grecory. That is provided the loan which we would be guar- 
anteeing of the $6,300,000 broke even on the collateral that we took 
over for it. 

Mr. Houirtevp. In other words, in that portfolio of $6,300,000 
loan, which Mr. Ammann made, if there were losses, those losses 
would have to be subtracted from that $660,000? 

Mr. Grecory. That is correct. 

Mr. Houirtetp. So, in the place of asking $20,000,000, as you 
thought your damages were, you are pretty safe in saying that this is 
the financial damages which you are asking for, plus attorney fees? 

Mr. Grecory. No; that is not what we are asking for, Congress- 
man. That is the amount that, with the other things in the settle- 
ment, we had agreed to take if we could get it now and terminate it. 

Mr. Hourrretp. If you could get everything terminated? 

Mr. Grecory. That is right. 

Mr. Houirretp. And get the assets back? 

Mr. Grecory. That is right. 

Mr. Fiscupacn. Is that now or then? 

Mr. Houtrietp. The Portland agreement. 

Mr. Grecory. That is what I was trying to say, Mr. Fischbach. 
That was at the time the agreement was made. 

Mr. HouiFie.tp. Now, that is your accounting of the purpose of the 
$10,000,000 loan, whereas Mr. Crail testified before this subcom- 
mittee it would net you $5,200,000, I believe. 

Mr. Gregory. I offered to sell Mr. Crail the privilege for $1,200,000 
if he would take it. 

Mr. Hourrietp. Mr. Lovre. 

Mr. Lovre. Just so I understand correctly, you are to get this 
$10,000,000 loan for a quarter of 1 percent? 

Mr. Gregory. Above the cost of the Los Angeles bank. 

Mr. Lovre. That is correct. Now, what is the normal rate of 
interest? 

Mr. Grecory. I think that some of the notes that are outstanding 
now are 2} percent, some of them are 2 percent charged by the bank. 

Mr. Lovre. They average then around 2 percent? 

Mr. Grecory. In that neighborhood, I think. 

Mr. Lovre. Now, the chairman has been collaborating with 
Mr. Hardy, and I have been with our counsel, Mr. Fischbach, in con- 
nection with damages, and I want to give you the figures he gives me. 
Then I want to ask you if you think that is about a correct amount 
for the damages that you are asking under the Portland agreement. 

$1,000,000 profit on the $10,000,000 loan; $540,000, attorney fees; 
$125, ‘000, interest; $90,000, conservator costs. 

That totals, if it has been totaled correctly, $1,755,000. 








INVESTIGATION OF HOME LOAN BANK BOARD 933 


Roughly, is that the amount of damages that you are asking under 
the Portland agreement? 

Mr. Grecory. I think that is substantially correct, if the loan 
that we got would net us that amount of money, which I don’t know 
whether it will or not. 

Mr. Lovre. I understand. I am just asking roughly. 

Mr. Gregory. It is problematical as to what it would be. 

There is a question involved, of course, whether we get damages 
or not, when they waive a claim of $90,000, which has not yet been 
paid. I do not know whether that should be construed as damages 
or not, because I do not think it is a liability against our company. 

Mr. Fiscusacn. It would have clarified the atmosphere. 

Mr. Gregory. A waiver of claim? 

Mr. Fiscnpacu. A waiver of claim, at least as to the $90,000, 
had the Portland agreement gone through. 

Mr. Grecory. That is correct. 

Mr. Fiscuspacnu. And the $125,000 was a computation of interest 
on the conservator’s note at that time? 

Mr. Gregory. No. The San Francisco bank had _ originally 
received from the conservator about $250,000 that had already been 
paid, and we in our desire to get the thing behind us and get some- 
thing done on it, agreed to make an additional sacrifice and absorb 
what had been paid, less the $125,000. 

Mr. Fiscusacu. I see. 

Now the million dollars is dependent upon your skill in using the 
funds that were contemplated to be embraced in this $10,000,000 
loan. Whether you would make it or not would depend on your 
good fortune. 

Mr. Grecory. It would depend on good fortune. I do not think 
it all depends on skill. I think a lot of it depends on what happens 
to the securities that Ammann loaned the money on. 

Mr. Fiscupacu. There is one thing I would like to clarify, and 
that is the question of the cost of the loan as being one quarter of 
1 percent above the bank’s cost. You were to get the $10,000,000 
at a quarter of 1 percent interest above cost? 

Mr. Grecory. That is correct, above the bank’s cost. 

Mr. Fiscupacu. What would the bank’s cost be? 

Mr. Grecory. It varied at times. I think it has been figured 
two or three different times. The lowest I know of was 1.68 as the 
cost to the bank, and then we had one quarter of 1 percent on it, 
and other times it has gone then to a total of over 2 percent. 

Mr. Fiscusacn. So you would ride along at whatever the bank’s 
cost was, plus a quarter of 1 percent? 

Mr. Grecory. That is right. The theory of that was, that would 
give the Los Angeles bank a recovery of one-quarter of 1 percent for 
the part of their costs in the litigation, and would not cost them any- 
thing for having made the loan. 

Mr. Fiscupacu. It would guarantee them a profit? 

Mr. Gregory. That is right. 

_Mr. Lovre. When did you first start working on this proposed 
Portland agreement? 

Mr. Gregory. In December 1948. 

Mr. Lovre. When you have tried to perfect this settlement with 
the Home Loan Bank Board, have you ever intimated to them that 
this committee is behind this proposed settlement? 
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Mr. Grecory. No, sir. 
Mr. Lovre. And you understand this committee has nothing to do 
with determinations of any proposed settlement? 

Mr. Grecory. I know that, Congressman. I have never so repre- 
sented. 

Mr. Lovre. The reason I asked that question was this: A few days 
ago this proposed settlement was referred to as being proposed by Mr. 
Fischbach as special counsel of this committee. 

Mr. Grecory. My understanding is that Mr. Fischbach went over 
all of the proposed settlement agreements that had been filed by every- 
body, and consulted with the attorneys for the various parties, and 
consulted with quite a number of the industry, and as a conclusion of 
all those consultations, he came up with a matter of terms of principles 
of compromise rather than amount involved, out of his various con- 
versations. 

I think it is a conglomeration of everybody’s ideas. 

Mr. Lover. I have one final question. When you have damages 
totaling approximately $2,000,000, should not that then be determined 
by a court of competent jurisdiction? 

Mr. Grecory. Congressman, I think if the court determines the 
amount of damages, we can sustain quite a number of million dollars. 
I would be very disappointed if—— 

Mr. Lovre. That is beside the point. I don’t care about the 
amount. But when you are getting up to $2,000,000, then certainly— 
and I am asking you if you do not agree with me—that should be de- 
termined by a court rather than by any congressional committee, or 
by trying to force any settlement. 

Mr. Grecory. We have tried our very best to get it determined by 
the court before we came to the committee, and we have been unable 
to break through the barrage of dilatory tactics by Government coun- 
sel to get a trial. 

Mr. Lover. That being true, if we could urge the other side to ex- 
pedite court hearings, that is about as far as we can go. 

Mr. Grecory. Then, Congressman, we should be very happy. 

Congressman, might I say in that connection I can see no reason 
why the Los Angeles bank should not in the meantime be restored. 

Mr. Lovre. That is beside the point. I do not think there is any 
question so far as the Los Angeles bank is concerned. 

Mr. Grecory. Thank you, Congressman. 

Mr. Horrman. Mr. Gregory, is it correct to say that you now ad- 
vocate the submission of the meritorious issue to the court? 

Mr. Grecory. We have from the beginning, Congressman. 

Mr. Horrman. All right. And you state, do you not, that the 
Government attorneys are the ones who have been delaying the de- 
cision of that issue? 

Mr. Grecory. Yes, sir. 

Mr. Horrman. Now, aside from the question of damages, which 
would go almost entirely to the Long Beach Association—that is 
correct, is it not? 

Mr. Gregory. Yes. 

Mr. Horrman. What other issue is there for the court to pass on? 

Mr. Gregory. There is title to some of the properties involved, 
which we do not know whether we would own or not, but would come 
out of a hearing on the accounting. I think it might be determined 
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as a result of it. We think we are entitled to an accounting of what 
Ammann did when he was there—what he got, what he did with it 
when he had it, and what he gave back to us. 

Mr. Horrman. Which comes down to the amount of damage 
Long Beach received, does it not? 

Mr. Greaory. Yes; and title to property. 

Mr. Horrman. Well,’ that concerns the people who borrowed the 
money. 

Mr. Gregory. And concerns the amount of assets he delivered 
to the San Francisco bank, for example. 

Mr. Horrman. Aside from damages, what are the other issues? 

Mr. Gregory. Those are the principal issues. 

Mr. Horrman. By “those” you mean 

Mr. Grecory. The title to the properties, the accounting and what 
we are entitled to for damages. 

Mr. Horrman. And that is the issue that you want the court to 
decide? 

Mr. Gregory. And also any charges that they might have against 
me. 

Mr. Horrman. How is that? 

Mr. Gregory. Also any charges they might have against me 
personally. : 

Mr. Lovre. What kind of charges? 

Mr. Gregory. All kinds. Anything they have. We have de- 
posited in the court a million-dollar bond and invited the Government 
to make a claim against it for anything they claimed we did or did not 
do. 

Mr. Lovre. When you say “all kinds,’ 
about? Criminal, civil, or what? 

Mr. Gregory. Any kind, of any nature at all. 

Mr. Lovre. Is there any possibility of any criminal charges against 
you? 

Mr. Gregory. Not that I know of. Certainly they would not be 
justified. I do not know whether they would institute them or not. 

Mr. Lovee. Then why worry about that? 

Mr. Greaory. I am not worrying about it, excepting at the time 
of the determination of the issues, we would like to determine all of the 
issues involved. 

Mr. Horrman. I understood from the testimony of, I guess it was 
Mr. McKenna, that the Government wanted the matter settled by the 
courts, and now you say you want it settled by the courts. 

Mr. Gregory. I called the Congressman’s attention to the fact 
that the Home Loan Bank Board are continuously taking appeals in 
an attempt to delay the trial of the issues on the merits, rather than 
submitting the issues to the court, and getting a trial. 

Mr. Horrman. The only thing you want to submit to the court is a 
question of merit, the amount of damages your association should 
receive? 

Mr. Gregory. All of the elements of the law. Those are the prin- 
cipal elements. Everything alleged on one side or the other. We 
would like to submit to the court on the merits. 

Mr. Lover. And in that connection any charges, any possible 
charges, either civil or criminal? 

Mr. Grecory. That is right. 
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Mr. Lovre. Should have to be settled in this particular agreement 
against you as an individual. 

Mr. GreGcory. Would have to be? 

Mr. Lovre. Yes. 

Mr. Houirrevp. Just a minute. I cannot understand you. Mr. 
Reporter, read the question. 

(The record was read by the reporter.) 

Mr. Lovre. That is correct, that is the question. It is part of the 
agreement? 

Mr. Grecory. Any known charges. 

Mr. Lovre. Any known charges? 

Mr. Grecory. That is right. 

Mr. Lovre. Now distinguish between known and unknown for me. 

Mr. Greeory. I don’t know how you could settle in court any- 
thing that wasn’t in issue before the court, if you know what I mean. 

Mr. Lovre. You want a clear bill of health, in other words? 

Mr. Gregory. Yes, I do. 

Mr. Lovre. Known or unknown makes no difference, all charges 
against vou are dead? 

Mr. Gregory. I wouldn’t go that far. 

Mr. Lovre. You say “no” and “known and unknown.” You are 
getting me confused more than ever. 

Mr. Grecory. We have presented our problem to the court. We 
asked they state any charges they have of any kind at all, and we 
have a right to defend those charges in the court. 

Mr. Lovre. You always have that right. You always have hat 
right. So why that should be tied into a settlement agreement is 
beyond me. 

Mr. Grecory. You are talking about the settlement agreement. I 
thought you were talking about the trial of the merits of the case. 

Mr. Lovee. It all goes back to the proposed settlement. That is 
part of the proposed settlement that all charges known or unknown, 
in your own words, must be settled in this agreement. 

Mr. Grecory. No; not in the agreement, Congressman, in the 
trial of the merits of the case, whatever the issues are before the court. 

Mr. Horrman. I want to ask one question. 

Mr. Houirievp. Let’s see if we cannot clarify that. It has gotten 
rather confused. 

Mr. Fiscupacn. Mr. Gregory, let’s see if I cannot get your posi- 
tion before the committee as I understand it. 

Has there ever been a time when you have declined to be tried 
before the court on any issue that was tendered by the Federal Home 
Loan Bank Board or its predecessor? 

Mr. Lovre. How could he decline? He certainly is not sitting on a 
pedestal to determine that. 

Mr. Fiscupacu. May I point out one of the issues before the court, 
Mr. Lovre, is the position of the Home Loan Bank Board—that the 
court should not be the forum to try those charges but that the Board 
itself should be the forum. 

Now as I see the record in the case and as I understand it, Gregory 
has consistently taken the position that whatever charges are pre- 
ferred against him should be tried in the court and the court 

Mr. Lovers. As I understand it, he has applied to the court for 
injunction against those hearings? 
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Mr. Grecory. No. 

Mr. Fiscusacu. He applied for an injunction against the Board 
trying him in those hearings. 

Mr. Lovre. What other Board will hear him? What other 
Board could hear him? Is that part of the rules and regulations of the 
Home Loan Bank Board? 

Mr. Fiscupacu. Yes; but there is something else to be considered 
in this matter. 

Mr. Lovee. If those are the rules and regulations, why doesn’t 
he go ahead and let a hearing be held on those charges? 

Mr. Fiscupacu. Let’s get his answer on that. 

Mr. Grecory. That was in my written statement, Congressman, at 
the reference to order 2015. In the statement there I set out that 
that they were attempting to reseize the association for the purpose of 
causing another run of withdrawals like the $10,000,000 run was; that 
they were deliberately attempting to recloud the titles; that the Home 
Loan Bank Board intended to liquidate the asssciation and thereby 
liquidate the claims against them; and that they were attempting to 
prevent the shareholders of the association from recovering the 
damages to which they were entitled. 

Those were verified allegations before the court for the petition for 
an injunction to which the Home Loan Bank Board defaulted and 
thereby admitted the truth of these charges insofar as that proposed 
hearing was concerned. 

Mr. Horrman. No Board member could profit personally out of it, 
could he? 

Mr. Grecory. I don’t know. 

Mr. Horrman. How could he? 

Mr. Gregory. I don’t know. 

Mr. Lovre. You are a lawyer, Mr. Gregory, are you not? 

Mr. Greaory. No, sir; I am not. 

Mr. Lovre. I thought you were. 

These rules and regulations of the Home Loan Bank Board, Mr. 
Fischbach, do they not have the same effect as law? I do not know. 
l am asking you. When you have rules and regulations of a board, 
I say, is it not the same thing as law itself when the statute gives the 
board the right to make these rules and regulations? 

Mr. Fiscupacu. Yes, if 

Mr. Lovee. Is it or is it not? That is what I want to know. 

Mr. Fiscnupacu. That question has to be answered “Yes, if.’ 

Mr. Lover. Don’t confuse me now. 

Mr. Fiscusacn. I am trying to clarify it. If the regulation is 
valid, if applied 

Mr. Lovre. I am assuming that everything is valid. 

Mr. Fiscusacu. And if as applied to a given party you have a con- 
stitutional result as distinguished from an unconstitutional result. 

Mr. Gregory. Let me say, Mr. Congressman, there are no rules 
and regulations to provide for the Board to try its own fraud. 

Mr. HouiFietp. Just a minute. Mr. Reporter, read that remark 
of the witness. 

(The record was read by the reporter.) 

Mr. Houir1eLtp. Do you mean by that if the Board is accused of 
fraud that there are no rules and regulations which provide that you 
submit that charge to an impartial body? 
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Mr. Grecory. I mean there are no rules and regulations which 
provide that they can sit as their own hearing court and hear the 
charges of fraud against themselves and determine the results of their 
own fraud. 

Mr. Lovre, In other words, you are charging the Home Loan Bank 
Board with fraud? 

Mr. Grecory. That is correct. 

Mr. Lovre. As one Federal agency against another, fraud against 
another. 

Mr. Grecory. We are a private concern. We are not 

Mr. Lovre. You are an arm of the Home Loan Bank. 

Mr. Grecory. An independent corporation under their supervision. 

Mr. Lover. You are a part of it. You are a branch office of the 
Home Loan Bank Board. If it was not for the Home Loan Bank 
Board you would not have your association, so it is all the same thing. 

Mr. Grecory. Different ownership. 

Mr. Houtrrevp. I will have to object to the statement made by 
Mr. Lovre. While the savings and loan corporation is chartered by 
the Federal Home Loan Bank Board and is under the supervision of 
it, certainly it is a separate corporate entity and its shareholders, who 
are the people of the community who put their money in it, are the 
actual owners of it. 

Mr. Grecory. That is correct. 

Mr. Hourrreitp. And have certain rights and so forth. 

Mr. Grecory. That is right. 

Mr. Lover. I know, but the Federal Home Loan Bank Board 
certainly gave birth to this association. If it was not for that Board 
you would not have the association. 

’ Mr. Houirietp. That is true, but Congress gave birth to that 
association and the Home Loan Bank Board was just the midwife. 

The meeting is adjourned. 

(Whereupon, at 12 noon, the subcommittee was adjourned to the call 
of the Chair.) 
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TUESDAY, DECEMBER 12, 1950 


Hovuss or REPRESENTATIVES, 
Com™itTEE ON EXPENDITURES IN THE 
ExecutivE DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:05 a. m., in room 
219, Old House Office Building, Hon. Chet Holifield (chairman of 
the subcommittee), presiding. 

Present: Representatives Holifield, Lanham, Karsten, Hoffman of 
Michigan, and Lovre. 

Also present: Representatives King, Doyle, and Donohue; Hyman 
I. Fischbach, special counsel to the subcommittee; Herbert Roback, 
subcommittee staff director; and Dorothy Momson, clerk. 

Mr. HoutrteLp. The subcommittee will come to order, please. 

Mr. King and Mr. Donohue, would you care to accept the courtesy 
of the subcommittee? The subcommittee will feel honored by hav- 
ing you present along with Mr. Doyle. 

Mr. Adams, will you please come forward? Do you swear to tell 
the truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Apams. I do. 

Mr. Hourrretp. Thank you. Be seated. 

Mr. Counsel, you may interrogate the witness. 


TESTIMONY OF J. ALSTON ADAMS, MEMBER OF THE HOME LOAN 
BANK BOARD 


Mr. Fiscupacu. Mr. Adams, would you be good enough, please, 
to identify yourself for the record? 

Mr. Apams. Yes, sir. I will. My name is J. Alston Adams. I 
am a member of the Federal Home Loan Bank Board and, incidentally, 
minority member. 

Mr. Fiscnupacn. Mr. Adams, I note that you have a paper before 
you. Do you have a prepared statement you would like to make? 

Mr. Apams. I do. 

Mr. Fiscusacu. Will you please proceed to do so, and I will defer 
interrogating you until you have presented your statement. 

Mr. Apams. Thank you very much. 

I am appearing in accordance with the request of this subcommittee. 
In view of the subject matter of this committee hearing, I would 
very much like to take this opportunity to present a statement of the 
position of the Home Loan Bank Board with respect to the so-called 
California litigation. 

239 
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The Home Loan Bank Board with its present membership, except 
for Mr. LaRoque, who took office on April 2, 1948, was constituted 
in December 1947. One problem loomed above all others as a disturb- 
ing inheritance from the previous Federal Home Loan Bank Adminis- 
tration. That problem has been termed ‘The California controversy.” 
A year and a half previously a select committee of the House of Repre- 
sentatives had recommended that the problem be met by the termi- 
nation of the conservatorship of the Long Beach Federal Savings and 
Loan Association and the reestablishment of a Federal home-loan 
bank at Los Angeles. Representations were repeatedly and urgently 
made to the new Board by Congressmen and others that these two 
recommendations be immediately effectuated. 

But a very practical problem was presented by the conservatorship 
itself. Although the United States Supreme Court, in reversing the 
district court decree removing the conservator, had held that it was 
error on the part of the district court “to oust the conservator or to 
enjoin any of his proceedings or to enjoin the administrative hearing,” 
the district court continued to impound funds of the conservator and 
to direct him to make further payments into the registry of the court. 
These amounts reached $1,600,000, a figure in excess of the total 
reserves and surplus of the association, and no income was earned on 
any part of these impounded funds. 

The conservatorship could not continue indefinitely. The only 
alternative to the appointment of a receiver for the purpose of liquida- 
tion was the termination of the conservatorship. But the Long 
Beach Federal Savings and Loan Association was financially solvent 
and needed in the community it served. 

The charges that were made by the former Federal Home Loan 
Bank Administration related to the management of that association, 
and to the use of the association’s assets for the benefit of the manage- 
ment, but did not raise any suggestion that the institution itself should 
be liquidated. The Federal Home Loan Bank Administration im- 
plicitly recognized this by appointing a conservator rather than a 
receiver for liquidation. 

Accordingly, in order to save the Long Beach Federal Savings and 
Loan Association from liquidation, the Board determined to end the 
conservatorship, reserving the decision as to management. In view 
of the complex court situation and the widespread confusion in the 
minds of the community, the cooperation of all persons involved was 
an important element in accomplishing this purpose. 

The new Board accordingly met with Mr. Gregory and the interested 
Congressmen. To evidence the Board’s good intentions, and its 
desire to find some solution to the controversy, it accepted a draft of 
a resolution of termination of the conservatorship essentially in lan- 
guage proposed by Mr. Gregory and his attorney. It was the Board’s 
intention to adopt this resolution (No. 388), but not to withdraw the 
conservator until members of the association could select their repre- 
sentative to receive back its management. 

The Board was under the impression that this was clearly under- 
stood and this is evidenced by the fact that resolution No. 388 pro- 
vided that the conservator should make the association’s books avail- 
able for inspection so that various factions could get a list of share- 
holders for proxy solicitation. 
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Accordingly, when Mr. Gregory’s attorneys, immediately upon the 
receipt of resolution No. 388, filed their petition in court, seeking the 
return of the association forthwith to the same directors and manage- 
ment who had been replaced by the conservator, the Board was taken 
by surprise. We requested the Department of Justice to present our 
position to the court and we ourselves wired Mr. Ronald Walker, who 
was then representing us in the proceedings at Phoenix, Ariz., stating 
as follows: 

Not our intention to restore assets to Shareholders Protective Committee or old 
management but to representative to be selected by shareholders after a new vote 
by all shareholders entitled to vote. Construction of order in proposed finding 
included in plaintiff’s petition is not in accord with our intentions, 

We understand also that the letter written by the Chairman of the 
Board simultaneously with the adoption of order No. 388 to the con- 
servator, which instructed the conservator to continue to perform his 
duties as such until he was further advised, was also read into the 
court record by the Department of Justice. 

We had to recognize that resolution No. 388, as drafted by Mr. 
Gregory and as adopted by us, was not a clear expression of what we 
thought to be the understanding of all parties. But, regardless of the 
probabilities of success or failure, if an appeal were taken from an order 
of the district court restoring the association immediately to the former 
management, we were again faced with the same practical problem of 
continuing the institution as a going concern. Accordingly, when the 
court ordered the immediate restoration of management to the former 
officers and directors, we decided to take no action that would imperil 
the future of the Long Beach Association. No appeal was filed by the 
Government. We directed our entire staff to cooperate to the utmost 
in the effectuation of the court order and in removing any obstructions 
that might be hurtful to the institution. 

Our problem then became considerably different. Mr. Gregory was 
back as manager of the association, but the charges which had been 
made against that management remained unheard and undetermined. 
The Board had not considered all of the evidence relating to the 
charges against Mr. Gregory and had looked into the question only 
ina general way. Mr. Gregory and the interested Congressmen urged 
discussions of settlement. We made it our policy not to aggravate the 
old wounds and sores. In our conversations and in our actions we 
were sincerely friendly to Mr. Gregory, believing we could promote 
both a proper management of the Long Beach affairs and some solu- 
tion of the entire California litigation. 

The Board thereupon undertook to resolve the remainder of the 
controversy, which involved finding a basis for the reestablishment of 
the Los Angeles bank. Discussions and negotiations looking toward 
this end were conducted in 1948, but ran into an unexpected obstacle 
in the demand of the Long Beach Association for damages from the 
Board and the San Francisco bank on charges of fraud. 

Negotiations then broken off were resumed at the end of 1948. In 
the meantime new claims for damages against the Federal Savings & 
Loan Insurance Corp. in the amount of many millions of dollars had 
been filed by the Long Beach Association. However, Mr. Harold 
Holmes, a California savings and loan operator and attorney interested 
in the reestablishment of a bank at Los Angeles, was elected president 
of the Federal Home Loan Bank of San Francisco. 
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Mr. Holmes made vigorous efforts toward a settlement of the entire 
litigation. Discussions under Mr. Holmes’ direction continued from 
January to April. These settlement negotiations broke off in April 
on Mr. Gregory’s demand that the Long Beach attorneys be paid then 
without waiting for the conclusion of the negotiations. The break- 
down in negotiations followed a rather bitter controv ersy over an 
interim partial allowance to those attorneys of $540,000 by the court. 

Through efforts of the Department of Justice, the allowance was 
reduced to approximately one-third. From that point forward nego- 
tiations for settlement involving the Board have been conducted by 
the Department of Justice on behalf of the United States. 

It is unquestionably true that the efforts to settle have seriously 
prolonged the litigation, but we were attempting to resolve a very 
difficult situation. 

To this point this statement has been directed prince ipally to the 
appointment of a conservator for the Long Beach Federal Savings and 
Loan Association. The other administrative action of the former Fed- 
eral Home Loan Bank Commissioner was the consolidation by the 
former Federal Home Loan Bank Administration of the Federal home- 
loan banks of Los Angeles and Portland. The record is replete with 
economic justification for this consolidation. Careful consideration 
was given on the highest level before this consolidation was effected. 
The resulting Federal Home Loan Bank of San Francisco is a strong 
Reserve bank, fully capable of meeting all present and foreseeable 
demands made on it by member institutions, and it maintains identical 
facilities and services in Los Angeles and Portland through branches 
as were formerly maintained by the two separate banks. 

However, economic conditions changed after the consolidation of 
the Los Angeles and Portland banks. “The great boom in mortgage 
lending probably would have made it possible for a reestablished 
Portland bank to operate profitably. The Board felt that the rees- 
tablishment of a Federal home-loan bank at Los Angeles was a rela- 
tively small contribution by it if this reestablishment were to be a 
part of an over-all solution of the California controversy. Accord- 
ingly, the Board has indicated its willingness to reestablish the Federal 
Home Loan Bank of Los Angeles. 

In the meantime, however, economic conditions are again changing. 
Credit controls, the reduction in building construction, and the gen- 
eral effect of the entire rearmament program on the Federal Home 
Loan Bank System must be carefully considered in any readjustment 
of reserve districts for the Federal Home Loan Bank System. The 
Board is unwilling to agree that the reestablishment of a Federal 
home-loan bank at Los Angeles at some future time is justifiable in 
the interest of resolving this controversy without reference to its effect 
on the Federal Home Loan Bank System as a whole. 

We feel now that we will not increase the number of Federal home- 
loan-bank districts and banks without a thorough and careful explora- 
tion into all factors, with opportunity for a public hearing, at which 
all persons interested will be permitted to present their views. As 
soon as the litigation is over, we propose to hold a hearing on this 
question. 

The entire California controversy is now on appeal before the 
United States Court of Appeals for the Ninth Circuit. The appeal 
has been perfected and briefs must shortly be filed. The Home Loan 
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Bank Board will, of course, abide by the decision of the courts and an 
early decision is expected. If that decision is that the Board has the 
right and duty to inquire further into the operations of the Long 
Beach Federal Savings and Loan Association, this we will do. The 
hearing provided by Order No. 2015, which was enjoined by the 
United States district court, will be held. The Board will hold that 
hearing in the atmosphere of an open and fair inquiry into all relevant 
facts. We will make our decision on the record and, whichever way 
that decision is, it will represent our best judgment of our duty under 
the law. Likewise, if the decision of the courts is that the matter of 
the redistricting of Federal home-loan-bank districts is also one for 
this Board, we will hold an open and fair inquiry into that subject, 
inviting the opinion and evidence of all interested persons and pre- 
senting at the open inquiry testimony of Government experts and all 
of such data in our possession that we consider relevant. The decision 
in that case, too, will be made on the record in such a way as to afford 
every opportunity for an intelligent review. 

In order to present to this committee of Congress the views of the 
Home Loan Bank Board and in the light of pending litigation against 
the Government seeking damages of many millions of dollars, the 
Board has carefully considered the issues and summarizes its position 
as follows: 

Although we do not state that we would have followed the pro- 
cedure adopted by the Federal Home Loan Bank Administration, we 
nevertheless support before this committee and the courts the author- 
ity of the Federal Home Loan Bank Administration to establish the 
Federal Home Loan Bank of San Francisco, and to appoint a con- 
servator for the Long Beach Federal Savings and Loan Association. 

2. Upon the advice of our legal counsel and the Department of 
Justice that the pending litigation against the Government is without 
merit in law, we are convinced that there should be no settlement 
involving the payment of damages by the Government, a Government 
official, or any agency or instrumentality of the Government. In the 
past the Board has from time to time indicated its willingness to waive 
certain monetary claims in the interest of settling the litigation for the 
good of the industry as a whole, but would not be willing to do so at 
the present time, since the basic i issues are about to be decided by the 
United States Court of Appeals in San Francisco. It should be 
pointed out that the responsibility for settlement is vested in the 
Department of Justice. 

3. We do not favor the creation of two banks on the west coast in 
lieu of the present Federal Home Loan Bank of San Francisco while 
litigation is pending. Since the Long Beach Federal Savings and Loan 
Association is claiming substantial “damages, it would be unwise to 
reestablish the Portland bank, which w ould be the smallest bank in 
the Federal Home Loan Bank System, with limited reserves and 
undivided profits. The bank could hardly afford to carry the cost of 
expensive litigation by itself and any substantial judgment might 
make it insolvent, thereby jeopardizing the entire bank system. 
After the termination of litigation the Board will immediately hold a 
hearing on the question of whether there should be two banks on the 
west coast, rather than the present Federal Home Loan Bank of San 
Francisco. At such hearing all interested parties would be given full 
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and fair opportunity to be heard, and the Board would carefully 
consider the question from the standpoint of the best interests of the 
Federal Home Loan Bank System, the member institutions, and the 
public generally. 

(Subsequently J. Alston Adams submitted in relation to his pre- 
pared statement the following letter of transmittal and resolution 
+ Thomas A. Gregory, proposed prior to the adoption of resolution 

Yo. 388.) 


Hovusine AND Home FINANCE AGENCY, 
Home Loan Bank Boarp, 
Washington 25, D. C., December 21, 1950. 


HO.uiIFIELD SUBCOMMITTEE OF COMMITTEE ON 

EXPENDITURES IN THE ExecutTivE DEPARTMENTS, 

House of Representatives, Washington, D. C. 

GENTLEMEN: Attached is a copy of proposed resolution submitted by Mr. T. A. 
Gregory and his attorney to the Home Loan Bank Board prior to the adoption of 
resolution No. 388. 

{ request that this proposed resolution be included in my testimony in explana- 
tion and correction of the statement of the Home Loan Bank Board that Mr. 
T. A. Gregory and his attorney submitted the draft which, after revision, became 
resolution No. 388. 

Sincerely yours, 
J. ALSTON ADAMS, 
Member of the Board. 


Re it hereby resolved, That Federal Home Loan Bank Administration Order No. 
5254 appointing a conservator for the Long Beach Federal Savings and Loan 
Association be, and the same is, hereby revoked, and pursuant here to the said 
conservator is directed to return said association to the shareholders and mem- 
bers thereof, together with all of the books, records, moneys, bonds, debentures, 
assets, and properties of any nature whatsoever belonging or pertaining to said 
association, at such time and in such manner not inconsistent with the charter 
and bylaws of said association, as the United States District Court of the South- 
ern District of California may from time to time direct; be it further 

Resolved, That said conservator shall make a full accounting to and subject to 
the approval of said court; be it further 

Resolved, That an election of the shareholders and members be held in lieu of 
the annual elections of said association for the years 1947 and 1948 which were 
not held as a result of said order 5254 herein revoked, and that such election shall 
be at such time and in such manner as the said court may direct, not inconsistent 
with the charter and bylaws of said association; be it further 

Resolved, That the district court in and for the southern district of California 
shall have full authority to make such orders and decreees from time to time as 
such court may determine necessary or proper to effectuate the purposes and pro- 
visions of this resolution, and to determine all claims and controversies; be it 
further 

Resolved, That all parties concerned in the said district court in and for south- 
ern California under the consolidated actions numbered 5421 P. H. and 5678 
(WM) P. H. be forthwith furnished with a certified copy of the foregoing resolu- 
tion and that a copy hereof be published in the Federal Register. 


Mr. Hourrretp. Mr. Adams, you have been allowed to make this 
statement upon your request. You, not having shown this to me, | 
did not know what the contents of it were. It has been the intention 
of this swbcommittee, of course, to call the Chairman of the Board, 
for the purpose of making a statement as to the Board’s position. 
However, in view of the fact that you asked to make a statement, we 
allowed you to make this particular statement. 

Our purpose in calling you as the first witness was to interrogate you 
mainly in regard to conditions which arose prior to the establishment 
of the present Board with Mr. LaRoque and Mr. Divers as members. 
In other words, in regard to events which happened before they 
became members of the Board. 
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I explained that to you in order that you migbt know why you were 
called first. 

Now, of course, since you have brought this statement here, you 
have opened up the complete gamut of the position of the Board, and 
ve ay have to determine as we go along as to the questions to be 
asked. 

Mr. Counsel, will you proceed? 

Mr. Fiscunacn. Does the chairman wish to defer interrogation by 
counsel to interrogation by the members? 

Mr. Houtrtetp. Would the members like at this time to ask ques- 
tions, or would you like us to proceed on the previous plan of interro- 

ation? 
Mr. Horrman. I have but one question, and that is in view of the 
chairman’s statement. This statement purports to be his own 
statement. Is he also speaking for the Board or does the Chairman 
of the Board have another statement, or the other members? 

Mr. Houtrie.p. Will you please tell the committee whether this 
is your individual statement, or does it represent the attitude and 
feeling of the complete Board, Mr. Adams? 

Mr. Apams. This is the position of the complete Board. 

Mr. Horrman. Off the record. 

(Discussion off the record.) 

Mr. Horrman. Did the Board have a meeting, or do they know 
what is in this statement? 

Mr. Apams. Oh, yes; very definitely. 

Mr. Horrman. Can you give us the background of the thing, as to 
who approved of it, and who opposed it? 

Mr. Apams. This was prepared after a discussion as late as yester- 
day afternoon on each and every item and statement in it. 

Mr. Horrman. A discussion by whom? 

Mr. Apams. By the three members of the Board. 

Mr. Houirieitp. And by your counsel, of course? 

Mr. Apams. That is right. 

Mr. Horrman. So you can definitely say that this is a statement of 
position by the Board? 

Mr. Apams. Definitely. Yes. 

Mr. Horrman. That is all. 

Mr. Houtrreip. I suggest then, Mr. Counsel, that you proceed 
as we had intended. 

Mr. Fiscupacu. Mr. Adams, will you tell us when you became a 
member of the Home Loan Bank Board? 

Mr. Apams. I reported for duty the 2d day of September 1947. 

Mr. Fiscupacu. You were a member of the Federal savings and 
loan industry before you were appointed to the Board; weren’t you? 

Mr. Apams. Yes, sir. 

Mr. Fiscupacu. And you had been in that industry for a consider- 
able number of years? 

Mr. Apams. I managed the Westfield Federal Savings and Loan 
Association at Westfield, N. J., for approximately 14 years, prior to 
coming here. 

Mr. Fiscuspacn. Mr. Dyke was also a member of the Board 
in the early days; was he not? 
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Mr. Apams. The Board, as composed in September, was John H. 
Fahey, Chairman; Nathaniel Dyke, majority member; and myself as 
minority member. 

Mr. Fiscupacu. And it was later that Mr. Divers became a member 
of the Board? 

Mr. Apams. Yes. I am not sure of the date. I think it was early 
in December. 

Mr. Houtrtetp. Mr. Counsel, will you please desist for just one 
moment? 

Mr. Fiscusacn. Surely. 

Mr. Houtrie.p. I think it is important that the record show the 
time when Mr. Fahey became Commissioner, and the time when the 
three-man Board was established; the personnel of that Board at 
that time, and the period of service of each one of the Board members, 
so that the committee may have a chronological picture of the respon- 
sibility for the administration of the Home Loan Bank Act. 

Mr. Apams. I will have to give you approximate dates, subject to 
correction later, if that is satisfactory. 

Mr. Houtrrevp. Yes. 

Mr. Apams. Our Reorganization Plan No. 3 established or re- 
established a three-man Board to replace the Commissioner. I believe 
our appointments were in the middle of August. 

Mr. Houirreitp. Of what year? 

Mr. Apams. Of 1947. 

Mr. Houirie.p. Now, prior to that, for how long had Mr. Fahey 
been the Commissioner, that is, the sole administrator? 

Mr. Apams. Four or five years. I am not sure of the exact date. 
Previous to that there was a five-man bipartisan Board which, by 
Presidential order- 

Mr. Houtrietp. We will not go back into the first administration. 

Mr. Apams. Yes. 

Mr. Houirietp. At the time the three-man Board was established, 
in August of 1947, it was composed of Mr. Fahey, who was brought 
over into the new Board, and Mr. Dyke? 

Mr. Apams. Yes. 

Mr. Houtrretp. How do you spell Dyke? 

Mr. Apams. Nathaniel D-y-k-e. 

Mr. Hourrreitp. And yourself? 

Mr. Apams. Correct, sir. 

Mr. Ho.irreitp. How long did you yourself serve? Was Mr. Fahey 
the first to leave the Board, or Mr. Dyke? 

Mr. Apams. They went out together. 

Mr. Houirietp. They went out together on approximately what 
date? 

Mr. Apams. The day that the special session of Congress adjourned. 

Mr. Houtrteip. In what year? 

Mr. Apams. 1947. 

Mr. Houirre.p. Can you place that date any firmer in your mind? 

Mr. Apams. It was late in November, if I recall. 

Mr. Houirretp. In November. Then, Mr. Fahey, and Mr. Dyke 
served August, September, October and into November of 1947? 

Mr. Apams. That is correct. 

Mr. Houtrretp. Then, Mr. Fahey and Mr. Dyke went off the 
Board? 
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Mr. Apams. That is correct. 

Mr. Houir1e.p. How long was it before Mr. Divers and La Roque 
were appointed? 

Mr. Apams. Well, Mr. Divers came on immediately, and Mr. 
La Roque, I think, was April 2, 1948. 

Mr. Houir1etp. There was a period there when just you and Mr. 
Divers were the only men on the Board? 

Mr. Apams. That is correct. 

Mr. Houiriretp. That was April of 1948 that Mr. LaRoque came 
on? 

Mr. Apams. Correct. I believe that period would run from about 
the 28th of November until the 2d of April. The 28th of November 
of 1947, until the 2d ef April 1948. 

Mr. Hourrietp. Right. Thank you. Now that is clear in my 
mind. I don’t know whether it is in everyone’s mind. Thank you. 

Go ahead, Mr. Counsel. 

Mr. Fiscupacu. Following the adoption of the Reorganization 
Plan No. 3 in 1947, and your appointment and the appointment of 
Mr. Dyke as members of the Home Loan Bank Board, as constituted 
under that plan, you and Mr. Dyke reported for duty and found Mr, 
Fahey in charge of the Board as Chairman. Is that not so? 

Mr. Apams. That is correct. 

Mr. Fiscupacu. When you reported for duty there, Mr. Adams, 
did you have any, difficulty in getting access to any of the records of 
the Home Loan Bank Board? 

Mr. Apams. We did. 

Mr. Fiscusacu. Will you tell this subcommittee fully and fairly just 
exactly what your experience was in that respect, Mr. Adams? [ 
would appreciate it if you would go into details, so that they can 
understand the climate of the atmosphere into which you were pro- 
jected as a member of the Board and the difficulties with which you 
were confronted as a member of the Board, and with which Mr. 
Dyke as a member of the Board was confronted, so that they can 
evaluate fairly the enormity of the task which confronted you. 

Mr. Apams. Well, Mr. Fahey, who, as previously stated, had been 
the Administrator for a period of some 4 years, or in excess of 
that, apparently was not in harmony with the reestablishment of the 
Board. Practically on the first meeting of the three-man Board we 
brought up the discussion of the California situation. 

I think it is fair to say that Mr. Dyke and myself, probably, right- 
fully or wrongfully, came on the Board with a fairly fixed opinion 
that this thing should be settled, and settled immediately. 

We were both fairly familiar with the situation, mostly from hear- 
say, and without facts but that had been the subject of considerable 
discussion at all League meetings and all groups of savings and loan 
units throughout the country. We felt we should get right on that 
problem and get at the bottom of it and settle it. 

We found that Mr. Fahey immediately resented even discussing it 
with us. ‘We didn’t know the facts, and we didn’t know what we 
were talking about, and it was going to be shortly resolved in the 
courts,” and so on and so forth. 

Mr. Fiscupacu. Now, that was what Mr. Fahey told you? 

Mr. Apams. That was Mr. Fahey’s position. Peculiarly enough, 
under Reorganization Plan No. 3, the Chairman is given charge of 
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all personnel, with the right to hire and fire. As soon as we started 
asking for files and information regarding this case and the situation 
in general, it was quite evident that Mr. Fahey had instructed mem- 
bers of the staff that if they furnished any information to either of 
the new Board members, he would fire them. 

Under those conditions, and the position that that put many of the 
employees in, we found it practically impossible to get information, 
particularly regarding this situation. We attended several group 
meetings of different savings and loan groups, including, I think, the 
annual meeting of the United States Savings and Loan League, and we 
expressed there, both of us, our interest in getting the California 
situation settled and returning the Long Beach Federal Savings and 
Loan back to its members, and the reestablishment of the bank. 

Mr. Fiscuspacu. Mr. Adams, permit me to interrupt at that point, 
and to inquire whether, when you say ‘‘us’’ in your statement, you are 
referring to Mr. Dyke and yourself, as distinguished from Mr. Fahey? 

Mr. Apams. That is correct. 

Mr. Fiscupacn. All right. Proceed, please. 

Mr. Apams. We found it impossible to get the information that we 
felt was necessary in order to make a study of these facts. 

Mr. Fiscupacn. You could not get the use of the Board’s files? 

Mr. Apams. No. 

Mr. Fiscuspacn. When you tried to talk to Mr. Heisler or Mr. 
McKenna, were you confronted with the practical problem that if they 
talked to you, they might be fired? 

Mr. Apams. Probably we were at fault, unfortunately. We walked 
into a whole organization. We didn’t know, frankly, who to trust, 
or who to consult, or just where to go. With a 3-year view of it now, 
the story would have been entirely different; but we felt and had 
evidence that we were cornered off pretty bad there, and we didn’t 
know who to goto. Weconsidered, as a matter of fact, hiring our own 
counsel at our own expense and trying to get legal advice and, prob- 
ably, procedure on this thing. 

J say without a doubt that was our error because I know now, after 
3 years of experience, where I could have gone and I would have 
gotten facts, and I would have gotten files, regardless of the threat 
of the Chairman, but they weren’t available to us. 

As a matter of fact, I hate to go into this whole thing. It was sucha 
rugged period and an obnoxious experience that it grieves me to recall 
it; but our Board meetings with the three men were nothing but rows 
day in and day out, for almost 5 months. 

Mr. Fiscupacnu. You appreciate the fact that this is a matter which 
is of considerable importance, not alone to the Board, as it exists today, 
but to this committee, so that in the discharge of the duties committed 
to this committee, it is important for the committee to get that 
background. 

I would appreciate it, therefore, although it is apparently distasteful 
to you, if you would give us a further elaboration on it. 

Mr. Horrman. Mr. Chairman, has he not summed it all up when 
he said Mr. Fahey resented—or I guess that is what he said—resented 
their appointment and did not propose to cooperate with them, and 
that there they were? He couldn’t get the information. Isn’t that 
all there is to it? 

Mr. Fiscupacna. I think there is more to it. 
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Mr. Horrman. I do not see what more there could be. 

Mr. Apams. It was quite apparent to Mr. Dyke and myself that 
Mr. Fahey wanted to stay on that Board until he could follow through 
his program on the California situation. It had been told to me that 
Mr. Fahey was appointed on the new Board purely as a gesture and 
to save face, and that he would resign on October 1, which he failed 
to do. 

Mr. Fiscuspacu. That was October 1, 1947? 

Mr. Apams. Yes. He was just going to serve approximately 2 
months on the Board of a 2-year appointment, and then resign. 
Then he changed the date to November 1, and on November 1 he 
failed to resign again. Then it was changed to December 1. Finally 
he went off: the Board because none of our names had been sent over 
from the White House to the Senate for confirmation, and with the 
convening and adjourning of Congress in the month of November, it 
terminated all three of our appointments, without ever having gone 
before the Senate for confirmation. That was when Mr. Divers and 
I were reappointed. 

It was very evident Mr. Fahey wanted to stay on there, and I felt at 
that time very strongly that he had one objective, and that was to 
get an administrative hearing of the Long Beach Federal before he 
went off the Board. I am telling you my feelings in the matter. 

Mr. Fiscnsacu. You were on the Board for some period of time 
before you ever became aware of the fact that an administrative hear- 
ing had been scheduled by Mr. Fahey. Is that not correct? 

Mr. Apams. That is correct. 

Mr. Fiscnupacu. How did you first learn, Mr. Adams, that Mr. 
Fahey had scheduled an administrative hearing in connection with 
the Long Beach Federal? 

Mr. Apams. If my memory serves me, we got it through scuttlebutt 
from Long Beach. 

Mr. Fiscuspacu. When you got it that way, if your memory serves 
you that way, did you talk to Mr. Fahey about it? 

Mr. Apams. Yes, we did. 

Mr. Fiscuspacu. What did you discover then? 

Mr. Apams. We brought it up at a Board meeting. 

Mr. Fiscupacu. What did you find? 

Mr. Apams. We found that it had been scheduled for some date in 
December, I think. 

Mr. Houirietp. Had an order been issued for that? Had Mr. 
Fahey issued an order for an administrative hearing? 

Mr. Apams. I believe so. 

Mr. Fiscusacu. Had he consulted you or Mr. Dyke in connection 
with the making of such an order? 

Mr. Apams. Not to my knowledge. 

Mr. Fiscupacu. Now, think for a minute. Were you ever con- 
sulted in connection with the making of the order for the administra- 
tive hearing which was to be held in December of 1947 at Los Angeles, 
or did you learn about it through scuttlebutt and then take it up at the 
Board meeting, as you indicated? 

Mr. Apams. I believe that was the procedure. 

Mr. Fiscupacn. Is it fair for this committee to take from your 
testimony the fact that in scheduling an administrative hearing Mr. 
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Fahey did not consult with either you or Mr. Dyke, but nevertheless 
issued an order? 

Mr. Apams. That is as I recall it. 

Mr. Fiscupacu. When you learned that that action had been taken, 
didn’t you and Mr. Dyke vigorously protest the fact that such action 
had been taken in the name of the Board, but without action of the 
Board? 

Mr. Apams. We did. 

Mr. Fiscuspacn. What did Mr. Fahey say about it? 

Mr. Apams. Well, that was just one more rumpus in the Board 
room between the three of us. He vigorously protested it. I believe 
a resolution was passed over the negative vote of Mr. Fahey, by Mr. 
Dyke and I, postponing indefinitely the administrative hearing. 

Mr. Houirietp. Was that resolution made a matter of record in 
your minutes? 

Mr. Apams. It must have been. I haven’t looked it up, or haven’t 
thought of the thing, really, since way back there in 1947, Mr. 
Chairman. 

Mr. Fiscuspacu. Well, Mr. Adams, let me refresh your recollection. 
Didn’t we discuss that phase of it the other day, when you and I had 
a talk last week about the Board? 

Mr. Apams. That’s right. 

Mr. Fiscupacn. Didn’t you say that Mr. Fahey practically pounded 
the table and did everything but lie on the floor and kick his heels up 
about the situation? 

Mr. Horrman. Fahey is dead. What is the use of bringing his 
actions out on it. It is evident to the committee, if I understand it 
rightly, that Fahey was unalterably opposed to the reestablishment of 
the bank, and the other two fellows wanted to do it. Isn’t that right? 
Why go into all the detail about it? 

Mr. Fiscunpacu. This is an administrative hearing which was set 
for December 1947. It was set apparently by Mr. Fahey without 
consultation with the other two members of the Boord. 

Mr. Horrman. Yes. 

Mr. Fiscusacu. The two other members of the Board vigorously 
protested that as soon as they became aware of it. Mr. Fahey, in 
turn, vigorously asserted the right to set such a hearing, and they 
overruled him. By an order made by the Home Loan Bank Board as 
it was then constituted, the administrative proceeding, or adminis- 
trative hearing which was set for December of 1947 at Los Angeles, 
was indefinitely postponed. Isn’t that correct? 

Mr. Horrman. That is right, all right; but what about Fahey rolling 
on the floor? 

Mr. Fiscusacu. I am just trying to refresh the witness’ recollection. 

Mr. Horrman. We have gotten in Fahey’s arbitary—if you call it 
that—insistence on having his way without consulting the other 
members. What is the difference between that and what we have 
here? Several times here witnesses have stated that there was a 
compromise offer proposed as a result of this committee’s action. 
That may be the motion of the chairman. I do not question his right 
to have that offer submitted by you, but certainly I knew nothing 
about it, and Mr. Lovre knew nothing about it, and I surmise there 
are other members who did not know about it. 
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I have no objection to the record showing the fact that Fahey was 
absolutely opposed to it, but what is the use of trying to show that 
he rolled on the floor? 

Mr. Fiscuracu. | am trying to recall to the witness recollection of 
facts which were related during the course of a preliminary conversa- 
tion leading up to his being called as a witness. 

= Horrman. Go ahead and bring that stuff out, but the man is 
dead. 

Mr. Ho.irretp. We will proceed, and we will make no comments as 
to detailed actions. 

Mr. Fiscusacu. This is not for the purpose of creating atmosphere. 
I am endeavoring merely to refresh the witness’ recollection. 

Mr. Lanuam. I do not see any need for that, since the witness 
remembers, in effect, what happened. 

Mr. Fiscunacn. There is an important point in connection with 
this, Judge Lanham, which I would like to develop. 

Mr. Lovre. Isn’t there a record of the Board’s action leading up to 
this? If there is a written record, why does he not produce it, because 
that is the best evidence, sir. 

Mr. Fiscnupacn. Mr. Lovre, I intend to produce or to ask the 
Board to produce its minute book and exhibit book in connection with 
the proceedings. 

Mr. Lovre. There is a written record? 

Mr. Fiscuspacu. There is such a written record. Yes, sir. 

Mr. Lovre. And you will introduce that? 

Mr. Fiscurnacnu. Yes, sir; but in connection with this, Mr. Adams, 
do you recall statements with respect to why the administrative hear- 
ing was set in December of 1947? 

Mr. ApAms. Would you repeat that question? 

Mr. Fiscupacu. In connection with the vote of yourself and Mr. 
Dyke, over the objection of Mr. Fahey, canceling the administrative 
hearing that was scheduled for December of 1947, do you recall the 
circumstances which led to the setting of December of 1947 as the 
date for the administrative hearing? 

Mr. Apams. Only that Mr. Dyke and I both felt that the old 
gentleman wanted to hold that hearing before he resigned from the 
Board. 

Mr. Lanuam. Was that an administrative hearing on the charges 
that had been made against Long Beach Federal? 

Mr. Apams. That is correct, sir. 

Mr. Fiscupacnu. Just to pick up for the sake of continuity, what 
happened after your and Mr. Dyke’s vote overruling Mr. Fahey on 
the administrative hearing for December of 1947? 

Mr. Apams. Well, Mr. Fahey had pleaded his case in several dif- 
ferent places in Washington, criticizing the two new members and the 
way they were acting, and so on. As a result, Mr. Dyke had tele- 
phone calls from other Government officials; and, as he related it to 
me, he was requested, on a day that I was out of town, to ask Mr. 
Fahey for a Board meeting and rescind that resolution deferring the 
hearing, which he refused to do. 

Mr. Lanuam. What Government officials? Do you know? 

Mr. Apams. It was intimated it was the then Attorney General, 


Mr. Tom Clark. 
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Mr. Fiscusacn. Will you proceed? 

Mr. Apams. I believe he also had a conversation with Mr. Foley, 
Administrator of the Housing and Home Finance Agency, of which 
our Board is a constituent, as you know. 

Mr. Lannam. You mean Mr. Foley called him? 

Mr. Apams. Yes. 

Mr. Lovre. Mr. Foley called Mr. Dyke? 

Mr. Apams. Yes. 

Mr. Lannam. Did he make the same request, that this hearing be 
held? 

Mr. Apams. That is as related to me by Mr. Dyke. 

Mr. Lovre. You do not have any personal knowledge of what 
you are testifying to now, do you? All of it is what has been told to 
you by Mr. Dyke and others? 

Mr. Apams. That is correct. 

Mr. Lovre. Is Mr. Dyke around here so he can testify himself? 

Mr. Fiscuspacnu. He will be called as ‘a witness. 

Mr. Apams. I think he is in California now. 

Mr. Lovre. This is all hearsay as far as I am concerned. 

Mr. Apams. That is correct. I do know that Mr. Dyke then and 
there, on that day, after what was apparently a run-in by both of 
those gentlemen, figured that that was the end of his service on the 
Board, which proved to be so very shortly thereafter. 

Mr. Lanuam. Did he resign, or what? 

Mr. Apams. No. When Congress adjourned—I think it was on 
November 28——because our names had never been sent to the Senate, 
why, all of our terms expired. 

Mr. Houirrevp. Expired at the time that Congress adjourned or 
at the end of the year? 

Mr. Apams. As of the day that Congress adjourned. 

Mr. Lanuam. His name was not resubmitted? 

Mr. Apams. Correct, sir. 

Mr. Hourrieip. But your name was resubmitted? 

Mr. Apams. That is correct. 

Mr. Hourrretp. Did Mr. Dyke and Mr. Fahey then automatically 
go off the Board because Congress had adjourned without the ap- 
proval of their names? 

Mr. Apams. That is correct. 

Mr. Houirietp. Now, at the time of the new Congress, when the 
new list was sent up, who was on that list? 

Mr. Apams. Mr. Divers and myself. We were immediately ap- 
pointed that same day, so we continued to function. 

Mr. Houtrtevp. In your opinion, Mr. Adams, why was your name 
not deleted, as well as Mr. Dyke’s? 

Mr. Apams. I don’t know. It seemed to me like it was an awful 
good chance to get rid of what might have been an obnoxious Re- 
publican, but they didn’t do it. I don’t know why. 

Mr. Houirretp. Then you do think that maybe the fact that you 
were the Republican-sponsored member of the Board, or the Republi- 
can member of the bipartisan Board, placed you in a position where 
the President at that time did not have the freedom to withhold your 
name that he might have had in Mr. Dyke’s case? 

Mr. Apams. I should think that that would be so. Yes. I as- 
sume that, but I don’t have the responsibility to follow the adminis- 
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trative policy or direction to the same extent that a department has. 
Certainly there is that responsibility there, and rightfully so, but I 
think there was such a ruckus in a 5-month period there and so darned 
many stories told to various and sundry individuals that the thing 
to do was get rid of the gang, and [ still don’t know why I wasn’t 
included. 

Mr. Houirre.tp. Your name and Mr. Divers’ name were then sent 
up at the beginning of 1948, that would be? 

Mr. Apams. That is correct. Yes, sir. 

Mr. Houirretp. And you were confirmed by the Senate? 

Mr. Apams. Yes, sir. 

Mr. Fiscupacu. Before you were appointed, the Supreme Court 
had a phase of this litigation before it, did it not? 

Mr. Apams. I understand so. 

Mr. Fiscupacu. You familiarized yourself with the decisions of 
the Supreme Court as rendered in those phases of the litigation, did 
you not? 

Mr. Apams. Fairly so. 

Mr. Fiscuspacn. You were aware that the Supreme Court had up- 
held the right of the Administrator, and I presume it would flow from 
that the successor Board, to appoint a conservator whenever in its 
judgment one was required for any of these Federal savings and loan 
associations? 

Mr. Apams. Yes, sir. 

Mr. Lanuam. Was that the only question decided in that decision? 

Mr. Fiscupacn. Substantially. Yes, sir. Then there was an- 
other decision, Judge Lanham, made on the application of Mr. Fahey 
where he sought to restrain by a writ of prohibition the allowance of 
attorney’s fees, on the theory that the Court had no jurisdiction. 
That resulted in a decision by the Supreme Court to the effect that 
an allowance of $50,000 would not endanger a $26,000,000 institution, 
and in the main case the matter was remanded to the district court 
for trial on the merits. 

Mr. Lanuam. That is what I wanted to determine; that is, whether 
or not the merits of the charges were ever passed on by the Court. 

Mr. Fiscuspacn. Oh, no. The Court said, in effect, that there 
was more to the situation than met the eye, and if it was true that 
the conservator had been appointed maliciously, and so forth, that 
such a situation was not without remedy. Thereupon flowed the 
mandate to the district court, remitting the case for proceedings in 
accordance with the opinion. 

Now, with the knowledge that the Supreme Court had upheld the 
right of the Administrator to appoint a conservator for Long Beach 
Federal, you and Mr. Divers immediately proceeded to undo the 
appointment of a conservator. 

Mr. Apams. That is correct. 

Mr. FiscuBacn. You were aware at that time, were you not, that 
Mr. Fahey’s charges against Mr. Gregory and the management of 
the Long Beach Federal had never been heard either by Mr. Fahey 
or by a trial examiner designated by Mr. Fahey? 

Mr. Apams. That is correct. 

Mr. Fiscusacn. I presume also that you were aware that prior to, 
or concurrent with, your advent as a member of the Board the pro- 
cedure of the Federal Home Loan Bank Board, as it was reconstituted 
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under Reorganization Plan No. 3 of 1947, was published in the Federal 
Register? 

Mr. Apams. Yes. 

Mr. Fiscusacu. Was it your understanding that the Board was 
to publish its orders in the Federal Register? 

Mr. Apams. I think so. 

Mr. Fiscupacnu. Mr. Adams, from the time that you and Mr. 
Dykes overruled Mr. Fahey in connection with the administrative 
hearing that was to be held in December of 1947 at Los Angeles, did 
you thereafter at any time, prior to making order 2015, endeavor to 
hold an administrative hearing in connection with Mr. Fahey’s 
charges? 

Mr. Apams. I am under the impression that we did and that we 
were enjoined from it. Iam not positive. 

Mr. Fiscupacu. Do you remember any of the circumstances lead- 
ing up to your making order No. 2015? 

Mr. Apams. Will you repeat that? 

(Whereupon the pending question was read by the reporter.) 

Mr. Apams. Yes. I might make my position clear on this. I 
very vigorously opposed that hearing in December and, as previously 
stated, voted to have it set off indefinitely because at that time I was 
under the very definite impression that it would not have been a fair 
hearing. I felt that Mr. Fahey was so intent on making his actions 
justified that I myself as a manager would not have wanted to appear 
before him for an administrative hearing for the fear that I wouldn’t 
have had a fair hearing. 

That is why I took that action at that time, with the belief that 
we would have such a hearing at a later date, when it would be con- 
ducted on a fair basis because, while Mr. Divers and I, neither one, 
had the time that we should have had to review all of the facts in the 
case, we both were of the opinion at a later date that that could have 
been gone into very thoroughly and that we could form our judgment 
at that time. 

Mr. Fiscusacnu. In point of fact didn’t you assist Mr. Divers in 
interrogating Mr. Gregory prior to making order 388, which turned 
back the association to Long Beach? 

Mr. Apams. Yes. In Congres sman King’s office, I believe we 
spent an hour or an hour and a half together with Tom, with a list of 
items there that seemed to be major at that time, and we did. That 
is the first time I ever heard Tom’s defense to any of these 

Mr. Fiscupacnu. And he fully and fairly satisfied you and Mr. 
Divers as members of the Board that these charges were without merit, 
did he not? 

Mr. Apams. I wouldn’t say so fully. I don’t think there were any 
of those charges or any of his answers that were serious enough to con- 
tinue that conservatorship. However, I thought then, and I still 
think, that there should be a fair hearing on all of those charges. I 
find that those were a partial list. There were many other items. 
As a matter of fact, I would love to hear Tom’s explanation for them. 

As you know, I would say I was unreasonably sympathetic to Tom 
Gregory at that time. 

Mr. Fiscupacn. Apparently so was Mr. Divers. 

Mr. Apams. Oh, I think so. 
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Mr. Fiscuspacn. But didn’t you and Mr. Divers in Congressman 
King’s office make every effort that you possibly could make to satisfy 
yourselves as to the validity of these charges upon which the conserva- 
tor had been appointed? 

Mr. Apams. Under the harried and spotty study that we had been 
able to make of them; yes. 

Mr. Fiscupacu. And you came to the conclusion right then and 
there that the charges were not sufficiently meritorious to warrant the 
continuance of a conservator? 

Mr. Apams. Yes. 

Mr. Fiscusacu. Didn’t you come to the conclusion also that the 
charges weren’t sufficiently meritorious to have warranted the appoint- 
ment of a conservator in the first instance? 

Mr. Apams. That is not the way we would have done it. No. 

Mr. Lanuam. That was an ex parte hearing, I suppose, was it not? 
In other words, you heard only one side? 

Mr. Apams. That is correct. We heard a list of charges. I have 
even forgotten at the moment just what items there were on that. We 
met or sat down with Tom, Mr. Divers, and myself, over at Congress- 
man King’s office, and I think Keith Linden, the Congressman’s as- 
sistant, was there at the time. 

Mr. Lanuam. But I mean was there anybody who had made the 
charges, or who knew anything about the charges, who was present? 

Mr. Apams. No, sir. 

Mr. Fiscnupacnu. But you were familiar with the charges, weren’t 
you? 

Mr. Apams. The first I saw of them was after Mr. Fahey had gone 
out of office. Yes. 

Mr. Fiscuspacu. And, after he went out of office, you were given 
access to all of the records upon which the charges were predicated, 
weren’t you? 

Mr. Apams. Yes. 

Mr. Fiscuspacu. So when you went to—— 

Mr. Horrman. I do not think counsel, as counsel for the committee, 
should assume the position of acting for Tom Gregory. 

Mr. Fiscupacu. I am not trying to. 

Mr. Horrman. The witness has fairly and plainly stated that in 
his opinion the appointment of the conservator was not justified, and 
that the conservator should be removed, but there is not any evidence 
here—and I do not think he has any, because he has already stated 
himself to Judge Lanham that it was an ex parte hearing, and I do 
not believe he should be crowded into the position that there was no 
foundation to any of those charges. 

Mr. Lovre. It was not even in the nature of an ex parte hearing, 
but more in the nature of getting together with a few fellows to try to 
discuss this question. It was not an ex parte hearing, or anything 
of the kind. Is that right? 

Mr. Apams. That is correct. 

Mr. Fiscupacn. Is it not a fact that after that meeting with Mr. 
Gregory you and Mr. Divers and Mr. Gregory, and possibly others, 
repaired to the Department of Justice and had a conference with 
regard to the making of order 388? 

Mr. Horrman. You have established your point that in the opinion 
of this witness the appointment of a conservator was not justified and 
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the conservator should be removed. Is that not as far as you, as 
counsel of the committee, are required to go? Is there any reason 
why you should put on the record here and now a declaration of 
innocence for Gregory as to all charges that have been made at any 
time? You brought out about Fahey holding an administrative 
hearing when Fahey was accused of this, or accused of something. I 
understand those accusations came from Gregory and those in accord 
with him. I can see why Fahey should not be permitted to hold a 
hearing on charges against himself. 

On the other hand, if there were charges against a member or one 
of the associations, as I understand it, the Board itself was given 
jurisdiction for hearing those charges and could not be deprived of 
that jurisdiction merely by filing countercharges by a member of the 
Board. 

Mr. Lovre. There was one additional point. The witness also 
testified that there should be an administrative hearing now on the 
charges made originally by Mr. Fahey. Yousostated. Is that right? 

Mr. Apams. Yes. 

Mr. Lovre. Is that the way you understand it, that an adminis- 
trative hearing should be held? 

Mr. Apams. That is the position of the Board. Yes, sir. 

Mr. Fiscusacn. Off the record. 

(Discussion off the record.) 

Mr. Fiscupacn. Immediately after this conference in which you and 
Mr. Divers met in Congressman King’s office with Mr. Gregory, 
didn’t you and Mr. Divers and others, including Mr. Gregory, 
repair to the Department of Justice and consult with counsel in con- 
nection with the preparation of order No. 388? 

Mr. Apams. That is correct, sir. 

Mr. Fiscunacu. Whom, in the Department of Justice, did you 
consult with? 

Mr. Apams. Mr. Bergson. 

Mr. Fiscuspacu. And whom else? 

Mr. Apams. He is the only one. 

Mr. Fiscupacn. Does the name ‘Davis’ refresh your recollection? 

Mr. Apams. Yes. Davis. 

Mr. Fiscusacu. Now, following that conference, order No. 388 
was drawn up? 

Mr. Apams. Correct. 

Mr. Fiscupacu. Was it adopted by you and by Mr. Divers? 

Mr. Apams. Correct. 

Mr. Fiscusacn. And there was no question in your mind at that 
point, was there, that the conservatorship should terminate forthwith? 

Mr. Apams. Yes, there was. It was very definitely my under- 
standing that that association would be turned back to the manage- 
ment selected by the shareholders. I think I have made my position 
fairly clear in this previous statement on that. 

Mr. Lanuam. Was that matter discussed at the time you came to 
the agreement that you would return the association to its members? 
Was any discussion held as to whether you would return it to the then 
officers, or after an election? 

Mr. Apams. Yes. That was discussed. I think we were in the 
Justice Department there from about 5 in the afternoon till 11 that 
night, with this thing finally working out with Tom—— 

Mr. Lannam. With Mr. Gregory? 
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Mr. Apams. With Mr. Gregory writing this resolution that the 
Board adopted the following morning, which was a Saturday morning. 
But it was my understanding, and it was Mr. Divers’ understanding 
and we admit that thing was drawn so that there could be a misunder- 
standing on it now as we review it—that it would go back to the 
shareholders. I think that is a consistent position which I have taken 
all through this thing. 

Mr. Lanuam. What I am trying to get at is whether or not that 
alge el point was discussed with the Justice Department and 

1r. Gregory, or is this an afterthought? 

Mr. Apams. No. It was discussed at that meeting, as I recall it. 
We had discussed it. Mr. Divers and I, who then constituted the 
Board, had discussed it many times previous to that meeting; that 
turning back the association without hearing and without a full 
consideration of all those facts on that hearing would be justified if 
we turned it back to the people that owned it. If the shareholders 
should select, at a shareholders’ meeting, this same management, 
then certainly they had that prerogative, because they are the owners 
of the business. 

Mr. Fiscupacn. They did, in fact, didn’t they? 

Mr. Apams. Frankly, I don’t know. There is a shareholders’ 
protective committee apparently, with Mr. Mallonee and Mr. Gregory 
and a few others holding all the proxies that had been collected. 

Mr. Fiscupacn. We have in the record here, Mr. Adams, a certifi- 
cate from Ronald Walker, a special master of the United States 
district court, attesting to the fact that there were 51,000 votes cast 
for the present management, which was the old and founding manage- 
ment, and no votes cast against that management. 

So, in fact, didn’t the shareholders and the owners of the association 
restore the association to the management which had founded it’ ? 

Mr. Apams. Apparently. 

Mr. Fiscupacu. You do not have any doubt about that, ne you? 

Mr. Apams. In my mind, after having operated one of these insti- 
tutions for 14 years, and havi ing gone through 14 annual elections of 
shareholders selecting a board of directors, there is a big difference — 
a big difference—between using a set of proxies that you have in a 
drawer, and going out after discussions and actions of this kind and 
getting a new vote of confidence, so to speak, by management. There 
is a lot of difference in that. 

Mr. Fiscupacn. Mr. Adams, didn’t you know that Judge Hall 
had ordered notice to every single shareholder, and that notice was 
given to every single shareholder in connection with the election? 

Mr. Apams. After old management was operating the institution 
for how long? 

Mr. Fiscupacu. I think the certificate of election, if my recollection 
serves me, is June or July. Have you that exhibit? 

Mr. Apams. Four or five months, wasn’t it? 

Mr. Lovre. May I ask counsel, is that the reason why Mr. 
Gregory went about getting these 21,000 proxies? Is that why he 
got these 21,000 proxies before this meeting you have reference to? 

Mr. Fiscupacn. No. Mr. Gregory testified he opened up these 
21,000 share accounts in May of 1946, and his testimony yesterday 
was that the reason he did that was because a Mr. Matney, an attorney 
connected with Mr. Fahey’s administration, was out there, and he 
thought he was trying to get a proxy war started. 
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He also testified that none of those 21,000 share accounts were 
voted in the election, so the share accounts go back to 1946, and this 
only goes back to 1948. 

Mr. Horrman. I think the witness is of the opinion that technically 
the old management was reelected, but that from his experience in 
this kind of business he does not know whether the elected gentlemen 
represented the real shareholders, or whether they did not; partly 
because some of the real shareholders may not have voted. Is that 
what you are getting at? 

Mr. Apams. That is the point I am trying to make. 

Mr. Lannam. Was that election held after this order 388 was issued? 

Mr. Fiscnsacn. It was. Yes, sir. 

Mr. Apams. I am of the opinion that the dates will bear this out: 
that it was 4 or 5 months under old management before the election 
was actually held. Is that correct? 

Mr. Fiscupacn. The certificate of election will establish exactly 
what the date was, but I think you are reasonably familiar with the 
fact that immediately after 388 was made by vourself and Mr. Divers, 
the court made an order implementing 388 and directing the conser- 
vator to turn over the assets of the association to the officers of the 
association, and directing the officers of the association to file a 
million dollar bond, which they did, and then directing the special 
master to hold an election as soon as it could conveniently be done; 
and that such an election was held. 

[ presume your attention was called to the certificate of election? 

Mr. Apams. Yes. We objected to this by telegram when we 
found out it was immediately turned back through court order to 
old management. Then we dropped the thing, Mr. Fischbach. I 
have stated in here we took no appeal. That wasn’t the way we 
intended, but was the way the thing ended up and we went along 
with it. It is an unfortunate misunderstanding, because I think it 
is one on the part of both parties—a certain amount of it. It origi- 
nated right with that order. It wasn’t as we understood it, and they 
claim it isn’t as they understood it. 

I think ever since then we have both been accusing each other of 
pulling a fast one at that point, and it is just unfortunate. 

That was not the intent from our side, and I doubt if it was from 
the other side, let me say. 

Mr. Horrman. You tried to explain that on page 3 of your state- 
ment, did you not? 

Mr. Apams. That is correct. 

Mr. Fiscupacnu. Mr. Adams, neither you nor Mr. Divers, if I 
understand your testimony correctly, had any particular aspiration 
to oust the management of the Long Beach Federal itself? 

Mr. Apams. Oh, no. Absolutely not. 

Mr. Fiscupacu. You did not have it then, and you do not have 
it now? 

Mr. Apams. That is correct. Mr. Fischbach, you know a lot of 
my activities out on the west coast. I gave this thing everything 
I had—feeble as it apparently was—to get this thing settled. You 
knéw that. I spoke to the folks on the west coast, trying to get these 
folks together, and I defended Tom Gregory at a meeting in San 
Francisco with 21 lawyers present, and about 30 managers. They 
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tore me all apart, because I was defending Tom Gregory. That is 
just exactly what I was doing. 

I was told at an open meeting, “You are all right, but you are in 
bed with that gang down in Los Angeles, and this guy Tom Gregory. 
You are wrong,’ and so on. 

I felt that Tom had been wronged. I felt Tom was fighting a 
battle for the industry, and I thought he made a beautiful job of it, 
because I agreed with him, and I still do, that the acts were arbitrary 
and capricious and vindictive, and he had a bad deal. I still contend 
that that was the situation, and up to a point Tom fought a beautiful 
battle against some very bad administration, in my humble opinion. 

The trouble is that the party has been over for a long time. The 
host wants to go to bed, and Tom still sticks around, unfortunately. 

Mr. Horrman. Your situation is not any different from that of 
the average man when he is forced into a situation and tries to make 
peace. 

Mr. Apams. Yes. 

Mr. Fiscupacnu. You have devoted a good deal of your time and 
effort and help, have you not, to try to get this matter resolved? 

Mr. Apams. Yes, I did. You can doubt my efforts, but you can’t 
doubt my sincerity. 

Mr. Fiscusacnu. I am not doubting that, Mr. Adams. 

Mr. Apams. I felt this was the biggest problem that the savings 
and loan industry has ever had, to my knowledge, and we ought to 
get it settled and ought to get it behind us and stop the waste of time, 
money, and effort that was being devoted to it on both sides. My 
heart aches for Tom Gregory right today, if we are going to get down 
into the facts on this thing. 

I think Mr. Gregory wasted 4 or 5 years of his life in those battles. 
He won his battle and got everything he asked for, and got his asso- 
ciation back. 

Mr. Horrman. Then he came along with a claim for damages. 

Mr. Lovre. Is that the fly in the ointment now? 

Mr. Apams. I never had the slightest feeling or thought that when 
Tom Gregory would get his association back, there would come these 
suits for millions of dollars. 

Mr. Lanuam. He got the association back, but it had been lost, 
apparently. He got it back, as Mr. Hoffman said, but there was 
nothing in the bank. 

Mr. Apams. We don’t know. Frankly, as the Board members 

Mr. Lanuam. It appears from the testimony so far that that is true. 

Mr. Apams. I do not know that to be a fact. If we would have a 
hearing we could find out. 

Mr. Horrman. My statement was a question, and not the language 
which you quoted, which was in the form of a statement. I do not 
know what was in the bank. 

Mr. Lanuam. It would amount to that statement. 

Mr. Horrman. I think that is what we are all interested in finding 
out, that is, whether there was or was not anything in there. 

Mr. Houirreip. As a matter of fact, when Tom Gregory received 
his association back, he did not receive all of the assets of his associa- 
tion back, because they were still tied up in the registry of the court. 
Is that not true? 
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Mr. Apams. That is apparently a fact. 

Mr. Houtrie.p. There were claims against those funds by attorneys 
and others, which have as yet been undecided, and which have caused 
the funds still to be withheld from the association. Therefore, he, in 
effect, has not received his association back in full. Even in its 
depleted condition he has not received it back as it was at the time 
the conservatorship ended. He did not receive all of his assets back. 
Is that not true? 

Mr. Apams. It is apparently true. 

Mr. Houtrrrevp. Of course, if he had received all of his assets back, 
at that time he would have received an institution back which would 
have been reduced from some $26,000,000 in savings to about 
$13,000,000 in savings, and certain other assets had also been depleted. 
Is that not true? 

Mr. Apams. That is apparently correct. Yes. 

Mr. Fiscuspacn. The Board directed Mr. Ammann to file an 
accounting too, did it not, of what he did as conservator at Long 
Beach? 

Mr. Apams. I suppose so. I don’t recall. 

Mr. Fiscupacn. That was on order 388, was it not? 

Mr. Apams. Yes. 

Mr. Fiscuspacw. And Mr. Ammann’s accounting, as originally 
tendered, was unsatisfactory, and then it was withdrawn by the Board. 
Mr. Ammann is presently in the process of making a new accounting 
with the aid of the Federal Bureau of Investigation. Isn’t that true? 

Mr. Apams. Apparently. 

Mr. Fiscusacn. I mean, do you not know about those things, as 
a matter of personal knowledge? 

Mr. Apams. In general, yes. You are tying me down to spec'fic 
moves here. There is something doing on this case every day in the 
week, including Sundays, and I just can’t keep up with it. 

Mr. Houtriretp. Mr. Adams, I know you want to be responsive. 
I have a very high respect for you as a man of fairness and honesty. 

Mr. Apams. Thank you, sir. 

Mr. Houtrievp. I know you want to be responsive. I believe the 
question the counsel has asked you should receive a more responsive 
answer. As a matter of fact, you do know that Mr. Ammann was 
ordered by the Board to give an accounting of his stewardship, do 
you not? 

Mr. Apams. Yes. 

Mr. Hourrietp. And you do know that the court turned that 
accounting down as being incomplete and insufficient. You do know 
that of your own know ledge, do you not? 

Mr. Apams. Offhand, I don’t recall it. I would like to review the 
record. 

Mr. Houirrevp. Let the record show that that is a fact and we 
have the court’s order in our files which indicates exactly what I have 
said. 

Now, in addition to that you do know that Mr. Ammann is at 
present engaged in an amended accounting to the court, do you not? 

Mr. Apams. I understand that. Yes. 

Mr. Hourrretp. And you do know that there are a number of 
Federal Bureau of Inv estigation accountants at the present time at 
the Gregory institution, going over Mr. Ammann’s accounting, do 
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you not? They are in the Gregory institution, going over the books 
which are on deposit there at the Long Beach Federal Savings and 
Loan Association. 

Mr. Apams. I was not aware of that. 

Mr. Houtrrevp. You are not aware of that? 

Mr. Apams. No. 

Mr. Houirtetp. Let the record show that there is at this time a 
number of accountants—I believe the number is approximately nine. 
Is that right, Mr. Counsel? 

Mr. Fiscupacu. The last count I had was 11. 

Mr. Houirietp. There were 11 Federal Bureau of Investigation 
accountants. 

Mr. Lanuam. Is this testimony going into the record? It seems 
to me it ought to be in documentary form or that somebody who 
knows the facts ought to be testifying. 

Mr. Hourrrevp. I am trying to find out. As one of the members 
* the Home Loan Bank Board, I think he has a duty to know these 
things. 

Mr. Lanuam. Well, if he does not know it, we ought to find it out 
from somebody else. 

Mr. Fiscupacu. May we suspend with Mr. Adams’ examination at 
this point and let me call Mr. Gregory in connection with that very 
phase. 

Mr. Houirtetp. Yes. 

Mr. Fiscupacu. Mr. Gregory, would you step forward, please? 


FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, 
LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
LOS ANGELES, CALIF. 


Mr. Fiscusacn. Can you tell this subcommittee when Mr. Am-- 
mann’s first accounting was filed, and whether it was accepted or 
rejected? 

Mr. Greaory. I haven’t the exact date when it was first filed. [t 
was in the latter part.of 1948, I think, and it was rejected. I have a 
court transcript, where the court said it was inadequate and insutfi- 
cient. 

Mr. Fiscnupacu. Has Mr. Ammann been engaged in the making of 
a new accounting? 

Mr. Gregory. Mr. Ammann hasn’t been there. The United States 
attorney’s office in Los Angeles arranged, through our counsel, for 
some accountants from the Federal Bureau of Investigation to come 
down and go over Ammann’s work while he was there, and attempt to 
make an amended accounting. 

Mr. Fiscupacu. Weren’t the FBI accountants engaged in that 
during the months of October and November of 1950? 

Mr. Grecory. Yes. They have been engaged in it for quite a while. 

Mr. Fiscusacu. Where are they working? 

Mr. Grecory. They are working in the offices of the association. 

Mr. Fiscupacn. How many are there? 

Mr. Gregory. The last count I had was 11. 

Mr. Fiscusacu. That is in November of 1950? 

Mr. Gregory. That is correct. 

Mr. Fiscusacu. I have no further questions on that point. 
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Mr. Hourrievp. I think that is properly introduced, I might say, 
and I appreciate the judge’s suggestion that it be entered in that 
manner. 


FURTHER TESTIMONY OF J. ALSTON ADAMS, MEMBER OF 
THE HOME LOAN BANK BOARD 


Mr. Fiscuspacu. Mr. Adams, haven’t you been informed of the 
proceedings that have been taken in connection with the amended 
accounting of Mr. Ammann and the participation of the accountants 
from the Federal Bureau of Investigation in attempting to make an 
accounting? 

Mr. Apams. I don’t recall it. I didn’t realize it under those condi- 
tions, as you relate it. That may be my neglect. That information 
may have come across my desk. I don’t recall it at the moment. 

Mr. Fiscupacu. As a person who has had experience in the manage- 
ment of a Federal savings and loan association, I take it you support 
the principle that if there is a conservator appointed for such an in- 
stitution he should give a true, full, and accurate accounting of his 
stewardship? 

Mr. Apams. Oh, naturally. 

Mr. Fiscupacu. Have you ever had called before you, as a member 
of the Board, the subject of Mr. Ammann’s accounting, Mr. Adams? 

Mr. Apams. It has been discussed briefly. 

Mr. Fiscusacn. Briefly? 

Mr. Apams. Yes. 

Mr. Fiscasacn. Were you aware of the fact that a substantial 
period of time, well in excess of a year and a half, has elapsed without 
an adequate accounting being filed? 

Mr. Apams. No, I was not. I suppose it is due to some legal 
gymnastics. There are always reasons for each of us taking this action 
to protect himself from litigation, and the other side takes certain 
action to protec! themselves from litigation. There is a-lot of that. 
We have a sizable staff. It is impossible for a Board member to per- 
form all of the duties required of him and to perform the detail work 
of each one of our department heads and employees. 

Mr. Fiscusacu. I take it, as a member of the Board you would be 
sympathetic to Mr. Gregory’s and the Long Beach founders’ desire to 
get an accurate accounting of the affairs of the association under the 
conservatorship? 

Mr. Apams. Oh, I think that is only fair. Yes. Sure. 

Mr. Fiscusacu. And you support that effort in their behalf? 

Mr. Apams. I would say “‘ Yes.” 

Mr. Fiscunacn. You referred to legal gymnastics. I would like to 
discuss with you for a few minutes the making of order No. 2015. 

Order No. 2015, I state from the record, was made September 9, 
1949. Do you recall that? 

Mr. Apams. Yes, sir. 

Mr. Fiscupacu. It is the purpose of that order, is it not, to call an 
administrative hearing on four specific charges? 

Mr. Apams. Correct. 

Mr. Fiscusacn. The first charge has to do with the failure of the 
Long Beach Federal to file monthly and annual reports required by 
the rules and regulations of the Federal Savings and Loan System. 
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Mr. Apams. That is correct. 

Mr. Fiscupacn. Isn’t it a fact that in such monthly and annual 
reports it is necessary for the officers of an association to state under 
oath what the assets and liabilities of the association are? 

Mr. Apams. I believe so. I believe there is some such statement 
at the end of our forms there, required of the management. 

Mr. Fiscupacn. Don’t you recognize that—and didn’t you recog- 
nize when you made this order 2015—that the Ammann accounting 
hadn’t been filed and hadn’t been approved by a court, and was still 
in the process of being formulated? 

Mr. Apams. Long Beach could file that report giving us the current 
facts and figures with any statement on it they wished to make. It 
would certainly be understandable to me as a layman. Any qualifi- 
cation written on such a statement under the present conditions would 
be acceptable to the Board. You must remember, we are charged 
under the law with the supervision of these institutions. There are 
1,500 Federal associations under our supervision, and every one of 
them, except the Long Beach Federal, reports to us monthly the con- 
dition of their association, giving us the balance sheet, and I believe 
a current profit and loss statement, and the pertinent facts as to 
operation, and also an annual report. We have had nothing—abso- 
lutely nothing—from the Long Beach Federal during that period. 

Mr. Hourrretp. Mr. Adams, you spoke of supervising 1,500 of these 
associations under the law complying with that regulation. Were 
any of the other 1,500 under the handicap of a 20 months’ period of 
conservatorship without a satisfactory accounting upon which to 
base their reports? 

Mr. Apams. Not to my knowledge; no, sir. 

Mr. Hoturrretp. Then the situation in the case of the Long Beach 
Federal is different from the other 1,499 institutions, is it not? 

Mr. Apams. It is to that extent. 

Mr. Hourrtevp. In other words, they do not have a stable financial 
base upon which to erect their financial statement, and without a 
foundation of known facts as to assets and liabilities it is impossible 
to come to a satisfactory financial statement. Is that not true? Iam 
speaking generally, to any financial statement. Unless you know your 
assets and liabilities, you cannot extract a balance. 

Mr. Lanuam. Will the chairman yield on that point? 

Mr. Ho.uirrevp. I would like to get an answer to that question. 

Mr. Lanuam. I think he says that of course that is true, but it seems 
to me there might be other questions or other reports that could be 
made by an association on those blanks calling for the financial 
statement. That is, an explanation could be made at times. Is 
that true, Mr. Adams? Is there other information that the banks 
could give you and that they have been giving you? 

Mr. Apams. Just the annual and monthly reports are all that are 
required. 

Mr. Lanuam. What I am trying to get at is, what those reports 
should contain. Do they contain more than a financial statement? 

Mr. Apams. Yes. A fairly small amount indicate their activity in 
the lending field, and the type of loans they are making on existing 
construction loans; new accounts and increase in their capital struc- 
ture, and so on. It is fairly limited. 
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Mr. Fiscupsacu. If the judge would yield at this point, I think the 
second point of the order would add clarification to the point you 
have in mind. 

Mr. Houtrrevp. I would like to have the form introduced at this 
time in the record, if any of the counsel have the form. I would like 
to see it myself at this time. If one of those monthly and annual 
forms is available, we would like to have it. My understanding is 
that there is a place at the bottom of the form. I have seen it in the 
past, having served as a director of a building and loan. There is a 
place at the bottom in which the manager says under oath that to the 
best of his knowledge the foregoing information furnished to the Home 
Loan Bank Board is true. 

Mr. Fiscuracn. That is the second point here. The second point 
of order No. 2015 is that— 

Said association— 
meaning Long Beach Federal— 
has failed and refused to furnish an affidavit of its president or secretary or other 
officer that, to the best of his knowledge and belief, the books of said association 
correctly reflect the financial condition thereof, as required of all Federal savings 
and loan associations; * * * 

In the light of that, Mr. Adams, and in the light of the fact that 
Mr. Ammann’s accounting has never been either completed or even 
judicially tested or approved, how could any officer of the association 
furnish an affidavit that the books and records of the association 
containing Mr. Ammann’s entries—which have never been acknowl- 
edged to be correct, and apparently were acknowledged to be incorrect 
by the withdrawal of the accounting and his preparation of an amended 
accounting—how could any officer of this association make an affi- 
davit that to the best of his knowledge and belief the books of the 
association correctly reflect the financial condition thereof? 

Mr. Apams. He could have modified that in any way he wanted to 
and submitted the figures available to them. It would certainly 
have seemed, in the spirit of cooperation, and I think we could justify 
accepting such a statement under the conditions from an institution, 
and feel that they had, due to the situation, qualified under that. 

Mr. Fiscusacn. Do you know whether anybody has ever taken a 
contrary position on behalf of the Board? 

Mr. Apams. I don’t follow you on that. 

Mr. Fiscupacu. May I suspend this witness’ examination on this 
point to call another witness in connection with the very specific 
problem of these reports? 

Mr. Horrman. Before you do, may I make this observation. 
Maybe the association’s position was somewhat similar to my position 
here a few days ago. Mike Mansfield sent us a request for a state- 
ment of our expenditures in primary and general elections. Now, 
under our State law I filed such a statement with the county clerk, 
and under the Federal law I filed one with the Clerk of the House, 
just as I assume all other gentlemen did. 

However, along comes Mike with this other one. I gave him the 
best I could, or the young lady in the office did. But some of the 
newspapers have not sent me their bills, so I just added on there, Mr. 
Fischbach, that some of them hadn’t sent their bills in, and when 
they came in I would tell them about that, if they wanted to know; 
and they might go over to the clerk and see them. 
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So, I do not see why Mr. Gregory could not make the same state- 
ment as to the best of his ability and say that there was some more 
stuff he didn’t know about it. 

Mr. Lanuam. Let me see. Is there not testimony on the record 
already that the court required reports made to the court instead of 
to the Board? 

Mr. Fiscupacn. That is true; and it is also true, Judge Lanham, 
that the court specifically felt that until there was an accounting 
which would establish the base for the required statements required 
by the regulations of the Federal Home Loan Bank Board, it was 
impossible for the association to make these reports without waiving 
its claims for damages and without waiving its claims for injuries in 
connection with any alleged mismanagement of the conservator. 

Mr. Lanuam. I presume the Board was familiar with that order 
that these reports were to be filed to the court instead of to the Board? 

Mr. Apams. Yes. We had knowledge of it. 

Mr. Lanuam. Then there is really no default on the part of this 
association if they are making reports to the court, it seems to me. 

Mr. Lovre. Whom are we trying? The Federal Home Loan Bank 
Board, or Tom Gregory, in this hearing? 

Mr. Houirievp. | think we are trying to find out the facts fairly, 
and I think Judge Lanham’s questions are in order. We are not 
trying to try anyone. We are trying to find out the facts regarding 
this matter. I think we should be patient with each one in their 
respective attempts to try to determine the facts of the case. 

Mr. Lanuam. I think it is very important. If a report is being 
made to the court, of course that report is open to the Board at any 
time. 

What I am trying to find out is whether there is any other informa- 
tion that should be supplied the Board that is not in that report to 
the court, or that is not required to be made to the court. I think 
that is very material. 

Mr. Apams. Not that I recall or recollect at the moment. 

Mr. Horrman. Did the Long Beach people ever say they would 
make the report to the court instead of to you gentlemen? Or, 
did they say a court order prevented them from giving you some 
information? 

Mr. Apams. Frankly, I am not sure when I obtained the knowledge 
that they were being filed in court. I frankly don’t recall. There 
has been so much on this that I couldn’t say for certain that when 
we took that action on 2015, as to whether we had knowledge that 
those were being filed in court or not. 

Mr. Houirieip. I think we can establish that in a few minutes, 
Mr. Adams. 

Mr. Apams. Possibly. I don’t know. 

Mr. Karsten. Under the basic act, these reports are to be filed 
with the Federal Home Loan Bank Board. The basic act does not 
require you to go to the court to find out if they were filed with them, 
does it? 

Mr. Apams. I do not believe so. 

Mr. Karsten. But under the basic law, when it is filed to you, 
there is no record to the court? 

Mr. Apams. I think they are required under our regulations. 

Mr. Karsten. Under your regulations? 
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Mr. Apams. Yes. 

Mr. Horrman. Did the association file the report with the court? 

Mr. Fiscupacnu. The association filed its report with the court; 
and, in addition, the Federal Home Loan Bank Board had a complete 
examination of the Long Beach Federal a year and a half after 
Gregory went back there. 

Mr. Hourrievp. If you please, Mr. Counsel, I suggest we call Mr. 
Gregory to the stand and let him testify on that, and let the testimony 
come from Mr. Gregory instead of counsel. 

Mr. Fiscupacnu. Yes. 


FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, 
LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
LOS ANGELES, CALIF. 


Mr. Houtrretp. Mr. Gregory, will you make a statement to this 
subcommittee at this time as to what steps you have taken in regard 
to the accounting, and will you withhold your testimony for just a 
moment?’ All right. You may proceed now, Mr. Gregory. 

Mr. Gregory. Mr. Chairman, might I read into the record the 
findings of the court in reference to these two items, and might I say 
the question of qualification of a statement has come up on item 2 of 
order 2015, which had to do with the statement being verified by an 
officer of the company. I verified that statement, and I made an 
exception in it to Ammann’s accounting, and took a receipt from the 
examiner for having given it to him. 

Mr. Fiscnpacn. What examiner? 

Mr. Grecory. The chief examiner, who was examining our associ- 
ation, Mr. Cliff Turner. 

Mr. Fiscupacn. When was this? 

Mr. Grecory. About 2 or 3 weeks prior to order No. 2015. 

Mr. Fiscuspacn. All right. 

Mr. Grecory. The court’s findings, after a hearing on this matter, 
commencing with finding 67 at page 8278, are as follows: 


67. That the forms of monthly report required by defendants Home Loan Bank 
Board and their subordinates, supervisors, and examiners contain the following 
certification: 

“T hereby certify that the above report was taken from the books and records 
of said association as of the date indicated and to the best of my knowledge is 
true and correct. 

That said defendants require such certification to be signed by a responsible 
officer of the association, such as its president, vice president, secretary, or assistant 
secretary, and also require the affixing of the seal of said association, thereby 
binding and obligating said association by the statements therein contained. 
That the giving of the required monthly report, in the form required by said 
Board, under the circumstances in dispute in this litigation, including the said 
form of certification, would or might, require said association to prejudice, waive, 
or abandon the litigation of the association’s shareholders in the class action herein 
brought on behaif of said shareholders, without the consent (12071) agreement, or 
knowledge of said shareholders, the plaintiffs in this action, suing on behalf of the 
class of approximately 16,000 of such shareholders, and particularly so because it 
presently appears that upon the seizure of said association on May 20, 1946, by 
said Ammann, all the books and records of said association were taken possession 
of by Ammann, without giving any receipts therefor, or any kind of a list or 
inventory thereof, of any kind or nature whatsoever. 

68. That said association was examined by approximately seven examiners of 
defendants Home Loan Bank Board, in charge of Examiner Clifford F. Turner, 
for approximately 30 days, from July 18, 1949, to August 17, 1949—— 
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Mr. Fiscupacu. May I stop you right there and point out this 
examination mentioned in this finding was just immediately prior to 
order No. 2015. Proceed. 

Mr. Gregory. Yes. [Continuing:] 
the number of such examiners varying from time to time during said period. That 
at the conclusion of such examination, an affidavit as to the correctness of said 
books and records, of said association, was required of the officers of said associa- 
tion. That said affidavit included verification as to correctness of entries made 
as to the said disputed items by the defendant A. V. Ammann as purported 
conservator. 

69. That the president of said association did make an affidavit as to the 
correctness of all entries and matters in said books and records of said association, 
made or entered by said association’s officers and directors, but said affidavit 
contained provisos that all such entries were subject to the outcome of the within 
litigation and said affiant declined to verify the accuracy of the entries in dispute 
in this litigation, and made by the defendant Ammann as purported conservator. 

That notwithstanding the giving of such qualified affidavit, ground No. 2 of 
said order No. 2015, threatens appointment of a receiver for said association by 
said defendants. 


Mr. Hourrreip, That is a finding of the court? 
Mr. Grecory. That is three findings of the court after a hearing 
on the part of the court. 


FURTHER TESTIMONY OF J. ALSTON ADAMS, MEMBER OF THE 
HOME LOAN BANK BOARD 


Mr. Houtrretp. You are aware of that too, Mr. Adams, are you 
not? That is, of that finding of the court? 

Mr. Apams. Yes. 

Mr. Fiscupacn. Another fact, Mr. Adams, is that point No. 3 of 
order No. 2015 relates to the failure of the association to pay insurance 
premiums of $36,487.25; that is, insurance premiums to the Federa 
Savings and Loan Insurance Corporation. 

Mr. Apams. That is correct. 

Mr. Fiscupacu. You are aware, are you not, and you were aware 
when order 2015 was made, that that very item and very sum of 
money had been paid into court by Long Beach Federal pursuant to 
an order of the court? 

Mr. Apams. I am not sure about that. I know of it. I don’t 
know just when I was advised of it. 

Mr. Fiscusacnu. I would like to call attention of the subcommittee 
to the fact that notwithstanding the money was paid into court, 
Mr. McKenna gave testimony on page 77 of the transcript here on 
November 29, 1950, to this effect: 

Mr. Harpy. Just a minute, let me get back to the one point. I understand 
that while you testified that they had refused to pay the insurance to the Home 
Loan Bank Board, or whatever the outfit is it is supposed to be paid to, while 
that has not been paid direct, it has been paid into the court by order of the court. 

Mr. McKenna. That is true, sir, but I might qualify it with this—that that 
payment into court is not recognized by the Government as having any effect 
whatsoever. It is not a payment to us, and we do not know whether the whole 
amount or what proportion of it is paid in court. 

Mr. Horrman. What is the significance of that, Mr. Fischbach? 

Mr. Fiscupacu. This—that here in a dispute between an organiza- 
tion chartered by an act of the Congress and the Board having super- 
visory authority or jurisdiction over that organization, the organiza- 
tion 

Mr. Horrman. You mean, the home loan bank? 
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Mr. Fiscusacn. No. The Long Beach Federal resorts to its 
right to apply to the court for permission to pay into court an amount 
that is in dispute; and the Government agency which has the super- 
vision of that organization by act of Congress, and of this very com- 
mittee, comes before the committee and says that the Government will 
not recognize the payment into a Federal court of money that is in 
dispute. 

Mr. Horrman. Because it did not go to the insurance company. 
The Department of Justice is still contesting the decision of that 
court, is it not? 

Mr. Fiscusacn. All right. Let me call attention 

Mr. Horrman. Answer my question. Is it or is it not? Is the 
Department of Justice still contesting the right of the court to make 
that decision, or the results of that decision? 

Mr. Fiscusacu. Let me see whether the Government is contesting 
that order. To the best of my knowledge, the Government is not 
contesting that order. 

I would like to call upon counsel for verification of that fact. Mr. 
Chapman, will you step forward and identify yourself? 

Mr. CuapMan. I am the attorney for the association. 

Mr. Houtrietp. Mr. Chapman, do you swear to tell the truth, the 
whole truth, and nothing but the truth, so help you God? 

Mr. Cuapman. I do. 


TESTIMONY OF CHARLES K. CHAPMAN, ATTORNEY, LONG 
BEACH, CALIF. 





Mr. Cuapman. I would like to state for the subcommittee I became 
attorney for the association 4 days after the seizure—after it was 
seized. 

To answer Mr. Fischbach’s question, the order requiring deposit of 
insurance premiums into the registry of the court was made several 
months before the second attempt to seize our association. That 
order has become final, and no appeal was taken from it. 

Mr. Lanuam. Was the bank a party? 

Mr. CuapmMan. They were not only a party, but objected to and 
resisted the deposits into court, and the court ruled against them on 
that point. 

Mr. Fiscupacn. I would like to call Mr. MacGuineas. 

Mr. Hourrietp. Mr. MacGuineas, do you swear to tell the truth, 
the whole truth, and nothing but the truth, so help you God? 

Mr. MacGurinzgas. I do. 


TESTIMONY OF DONALD D. MacGUINEAS, ATTORNEY, CLAIMS 
DIVISION, DEPARTMENT OF JUSTICE 





Mr. MacGurineas. My name is Donald B. MacGuineas. I am 
an attorney in the Claims Division of the Department of Justice, and 
I am trial attorney in charge of this litigation for the Government. 

As I understand the committee’s inquiry, the question 1s whether 
the Department of Justice is presently contesting before the courts 
the right of the district court to entertain the so-called interpleader 
action by the Long Beach under which it deposited into court what 
it contends to be the proper amount of the insurance premiums. The 



































its 
unt 
per- 
-OmM- 
wil! 
is in 


any. 
that 


the 
1ake 


ting 
not 


Mr. 


the 


ame 
was 


it of 
eral 


“hat 


and 
1 OD 


uth, 


IMS 


am 
and 
it. 
ther 
urts 
ader 
vhat 
The 








INVESTIGATION OF HOME LOAN BANK BOARD 269 


answer to that is unqualifiedly ‘““Yes.””. The Department of Justice 
is contesting that before the circuit court of appeals at the present 
time. That is one of the issues which we are raising before the circuit 
court on which we anticipate a decision within the next few months. 

Mr. Fiscupacu. Let me ask you this, Mr. MacGuineas: Is it not 
a fact that since that money was deposited into court, that the 
Department of Justice was notified of its availability to the insurance 
corporation directly from the court? 

Mr. MacGuinzeas. Not to my knowledge. 

Mr. Fiscupacu. I have a memorandum which I made in my own 
handwriting of a document in the file of the United States attorney 
at Los Angeles, Calif., which indicates that Mr. Tolin communicated 
intelligence to the Department of Justice of the availability to the 
insurance corporation of the funds deposited in connection with these 
premiums. 

Mr. MacGurinzas. Do you have the date of such a letter? 

Mr. Fiscuspacu: Yes. I will try and find it for you. 

Mr. Hourrreip. Let the record show that Mr. Tolin is United 
States attorney for the Southern District of California. 

Mr. Fiscupacu. If you will look in your own file, Mr. MacGuineas, 
I think you will find on March 1, 1950, a letter from Mr. Tolin, the 
United States attorney at Los Angeles, Calif., to yourself. Here is 
the portion I have quoted. I will read it to you from my notes, and 
this is in my handwriting, made after personal inspection. 

Judge Hall said Government could move to have undisputed portion of Federal 


Savings and Loan Insurance premiums paid by the court directly to the corpo- 
ration. We will await instructions. 


Then I have “ete.,’”’ which indicates there is more to the letter, but 
this is a correct quotation from the portion of the letter from Mr. 
Tolin to you. 

Mr. MacGurnzgas. Now I know the transaction to which you refer. 
I appeared before Judge Hall, the district judge, in February of this 
year, it is my best recollection. At that time the Long Beach made 
one of its periodic appearances to pay into the court what it claims 
to be instalments due on insurance premiums. At, that time I, on 
behalf of the Government, resisted that, and raised before the court 
the point that in our view it had no jurisdiction to entertain this 
so-called interpleader action involving these funds. 

The district judge overruled my motion. In other words, he held 
that he did have jurisdiction. It is true he made a remark at that 
time to the effect ‘that he would entertain or would consider a motion 
by the insurance corporation to get out the undisputed portion of the 
funds, but that does not go to the question as to whether the Depart- 
ment of Justice is now appealing the basic issue of the jurisdiction of 
the district court to receive these funds. 

Mr. Lanuam. Did you take a supersedeas order? If not, you are 
bound by it. The Government is bound by it unless you did take a 
supersedeas order. 

Mr. MacGurnzas. It depends on what you mean by “bound.” 

Mr. Lanuam. You have to recognize the order of the court. You 
cannot ignore it. 

Mr. MacGurneas. We are not ignoring it. 

_ Mr. Lanna. Apparently you are. Apparently the Board is, in 
issuing order 2015. 
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Mr. MacGurnzgas. We are certainly disputing its legal validity. 

Mr. Lanna. You are not answering my question. Did you take 
a supersedeas order to the order of the judge? 

Mr. MacGutnzgas. No. 

Mr. Lanuam. Then you are bound by it. 

Mr. MacGurneas. We are not bound by it in the sense that we 
are perfectly free to raise that issue before the circuit court of appeals, 
and we are raising that issue before the circuit court of appeals. 

Mr. Fiscupacnu. I think it would be very helpful at this point to 
vo into point 3 of order No. 2015. 

Point 3 of order 2015 has the sum of $36,487.25 stated as the total 
amount of the premium due to the Federal Savings and Loan Insurance 
Corporation. In your statement you indicated there was some dis- 
pute. What I would like to know from you and from Mr. Chapman 
at this point is whether there was ever any dispute that the $36,487.25 
mentioned in order No. 2015 was the amount claimed by the Board, 
and was the amount paid into court? 

Mr. MacGurnzeas. I can’t say that, and the facts about that, as 
I understand it, are this: The Insurance Corporation, or those in it 
who decide how much insurance premiums these savings and loan 
associations are required to pay, make computations, as I understand 
it, on the basis of the monthly reports which the various associations 
are required to turn in to the Home Loan Bank Board. 

Mr. Fiscuspacu. Now, my question is this——— 

Mr. MacGuineas. Will you permit me to finish answering this 
question? 

Mr. Houtrtetp. Let him finish it. 

Mr. Fiscusacnu. He is going all over the lot. 

Mr. Houtrretp. Make it as short as possible. 

Mr. MacGuineas. I will try to. The insurance people take the 
position, as I understand it, that because of the failure of Mr. Gregory 
to file monthly reports, they do not have the data from him from which 
they can compute how much the proper insurance premium is. There- 
fore, we do not recognize that the amount that they say is proper, is 
proper. We just don’t know because we don’t have the data on which 
to make the computation. 

Mr. Fiscusacn. All right. Here is charge No. 3 of order 2015, 
in which the Government, through the Board, says that the amount 
due is $36,487.25, and it identifies the period as December 5, 1948, and 
June 5, 1949. Is there any dispute that that is the amount the Gov- 
ernment claims? 

(Document handed to Mr. MacGuineas. ) 

Mr. MacGutneas. If this is the order made by the Board, that is 
the charge made by the Board. We are not disputing what they said. 

Mr. Fiscupacn. Now, Mr. Adams, is there any dispute that the 
amount claimed by the Board for insurance premiums was the amount 
set forth in the Board’s order 2015? 

Mr. Apams. Not to my knowledge. I assume they filed 

Mr. Fiscusacn. That is the amount you claimed from them? 

Mr. Apams. Apparently. 

Mr. Fiscupacn. Mr. Chapman, will you tell us whether that 
amount of money claimed by the Board, namely, $36,487.25, was de- 
posited in court, or was a lesser amount deposited in court? 
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FURTHER TESTIMONY OF CHARLES K. CHAPMAN, ATTORNEY, 
LONG BEACH, CALIF. 


Mr. Cuapman. I would like to read the court’s finding on that 
point, gentlemen. Lawyers quite often get in disuptes. Mr. 
MacGuineas said one thing, and I say another, but the court has said 
something on this. 

Mr. Horrman. That is the district court, from which decision the 
Government has appealed? 

Mr. Cuapman. The appeal was not from the order of deposit. 

Mr. Horrman. The appeal concerns the question of the jurisdic- 
tion of the district court. 

Mr. Cuapman. It can’t call into court orders that have become 
final. That isn’t in the power of anyone. 

Mr. Fiscupacn. Can you tell us whether $36,487.25 was the 
amount deposited? 

Mr. Cuapman. It was deposited and is still in the registry of the 
court. 

Mr. Fiscupacu. And not a lesser amount? 

Mr. Cuapman. No. 

Finding No. 48 reads as follows: 

That item No. 3 of said Home Loan Bank Board Order No. 2015 alleges that the 
sum of $36,487.25 in insurance premiums was not paid. Said statement in Order 
No. 2015 was made after said $36,487.25 was deposited, and now is still on deposit 
in the registry of this court, in interpleader, deposited pursuant to orders by this 
court, for such deposit, after hearing, over the objections of defendants Home 
Loan Bank Board, Federal Savings and Loan Insurance Corporation, and the 
various members and trustees thereof, respectively, defendant Ammann con- 
servator, and his or their various deputies or subordinates. 

49. That the time for appeal from such order of this court for acceptance of 
deposit into the registry of this court in interpleader, of said sum of $36,487.25, 
has expired and lapsed, without any appeal therefrom having been taken. 

Now, let me have one more point, gentlemen. This thing about 
not knowing how much was due on insurance premiums came up after 
they took their appeal, and they sent us the bills for $36,000, and we 
paid that money into court. They didn’t have any doubt at that time 
as to how much was due. When they got up on their appeal and got to 
worrying about these successive deposits which we have to make 
every 6 months, incidentally, then they started sending us bills saying. 
“We don’t know how much is due. Deposit whatever you want to.” 
Since that time we have raised the deposit into court to over $60,000, 

Mr. Fiscusacu. In point of actual fact, is this a copy which I take 
from the Government’s file of a letter that you sent to the Board in 
connection with a further demand of the Board for $24,374.06? 

(Document banded to Mr. Chapman.) 

Mr. CHapMan. Excuse me a moment while I read this. 

(Mr. Chapman peruses document.) 

Mr. CHAPMAN. Subject to the correctness of the copy, I wrote a 
letter in tenor and effect very similar to this. I can’t recall the exact 
thing, but I think this was close enough to what I said. We would 
put the rest of the money into court as it becomes due. 

Mr. Fiscupacu. Mr. Chairman and members of the subcommittee, 
I quote from a letter dated December 31, 1948, addressed by Mr. 
Chapman to the Federal Savings and Loan Insurance Corporation, 
which reads as follows: 
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Law OFrricEs 


CHARLES K. CHAPMAN 
OCEAN CENTER BUILDING 
LONG BEACH 2, CALIFORNIA 


December 31, 1948 
Registered, Return Receipt 
FEDERAL Savincs AND LoAN INSURANCE CORPORATION, 
101 Indiana Avenue NW., Washington 25, D. C. 
GENTLEMEN: 
In re: Paul Mallonee, et al., vs. John H. Fahey, et al. Civil Action No. 
5421—P. H., consolidated with, Federal Home Loan Bank of Los 
Angeles, et al., vs. Federal Home Loan Bank of Portland, sometime 
known and referred to as the Federal Home Loan Bank of San Fran- 
cisco, et al., Civil Action No. 5678—P. H. 
Your demand for $24,374.06 premium. 

As you are aware from previous correspondence, and from having been made 
parties defendant and cross-defendant in the above entitled litigation, deposit of 
the above amount of premium, claimed by you to be due, will be tendered into 
the registry of the United States District Court upon hearing of a motion by said 
court for such deposit. Filing of the motion has been awaiting an opportune time 
for hearing on the court’s calendar. It is expected that this will occur early in 
January 1949, 

Your attorneys will be notified in the customary manner, of the time and place 
of such hearing. 

This letter is written so that your records may show the response of the associa- 
tion to your insurance premium notice. 

Yours truly 
s/ Charles K. Chapman 
CHARLES K. CHAPMAN 

CKC/mos 

Registered— 

Return Receipt ‘‘Requested’”’ 

Mr. Horrman. What you are trying to do is shift this hearing and 
these issues from the courts to this subcommittee, are you not? 

Mr. Cuapman. Absolutely not. 

Mr. Horrman. What are you trying to do then? 

Mr. Cuapman. We are trying to see if we can stop the waste of 
the people’s money. I would like to go back into an independent 
law practice and not a one-case law practice. 

Mr. Horrman. What is your purpose in coming to thissubcommittee? 

Mr. CuapMan. We hope we can get some results in getting the 
Los Angeles bank back. We think the Smith committee helped to 
get our organization back. I think if we hadn’t had the Smith com- 
mittee report we wouldn’t be half way through this litigation now. 

Mr. Horrman. But the thing is half way through the circuit court 
of appeals, is it not? 

Mr. Cuapman. No. You have been misled on it. 

Mr. HorrmMan. What is up there? The question of jurisdiction of 
the former commissioner, is it not? 

Mr. Cuapman. No. For the tenth time they are arguing the 
power of our district court to try this case on the merits. 

Mr. Horrman. They want to keep the power in the Board? 

Mr. Cuapman. They want to keep themselves immune from any 
court. They don’t want anybody to review their actions. 

Mr. Horrman. Then what you are trying to do is shift it from the 
Board to this committee. 
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Mr. CoapMan. No. We want to get the bank back. 

Mr. Lanuam. If they cannot go to the court, where else can they 
go for redress? 

Mr. HorrMan. I am glad to have them go to the court. 

Mr. Lanuam. But the Board says the court has no jurisdiction. 
If that is so, they have to come to Congress. 

Mr. CuapMan. If they would submit these charges, they are so 
insistent on, to a court for determination and not keep yelling about 
jurisdiction for 5 years, we would be happy to have that done, but 
they do not have to hold the Los Angeles bank for ransom for 5 years 
until they get through with us. There is no justification for ever 
taking the Los yet: bank. I mean, they could have given that 
back the first time they changed the Board. 

I believe Mr. Adams would like to give that bank back. He has 
expressed that feeling many times. 

Mr. Horrman. But he has just said in his statement there are some 
things to be done before that. 

Mr, Cuapman. I think his lawyers made him think he has to hold 
that bank as a club over us or we may win our case. 

Mr. Horrman. That is what the rent control people did. 

Mr. CuapmMan. And get from the Savings and Loan Insurance 
Corporation or make them bear these losses that the conservatorship 
inflicted on our association. We do not think they have the right to 
hold the Los Angeles Bank for ransom until they adjust our case. 

Mr. Horrman. But you have not been willing that the Board 
should investigate those charges made against Mr. Gregory’s associa- 
tion, if I understand it. 

Mr. CuapmMan. Mr. Congressman, they have been investigated 
600 pages worth. The trouble is, they want to be their own judges. 

Mr. Horrman. Does not the law give them the authority and 
control over these other organizations like the Long Beach Federal 
and the Los Angeles Bank? 

Mr. Cuapman. Not after a final judgment by the Federal courts 
in which they appeared 

Mr. Horrman. They have already appeared, and are now in the 
circuit court of appeals. 

Mr. Cuapman. But Congressman Hoffman, you can’t appeal a 
judgment that is 2 years old. 

Mr. HorrmMan. They are in court now as I read the record. If 
that does not indicate somebody is in court, then what does it indicate? 

Mr. Lannam. The gentleman has made a statement, and I am sure 
he would not make it unless he thought it was right. You say the 
time for appeal on this question has expired, that is, the question of 
the deposit of this money in court. 

Mr. CuapmMan. Yes. The court so found. 

Mr. Lannam. Mr. MacGuineas said they have appealed. 

Mr. Cuarpman. I can reconcile that. There are successive depusies. 
Kach 6 months we make deposits. The first three of them are what 
has been mentioned to you as the amount of $36,000. They didn’t 
appeal from that one. 

Mr. Horrman. There is some more coming along each month? 

Mr. Cuapman. Every 6 months. So, they have tried to appeal 
some successive ones. 

Mr. Horrman. It looks like we have been wasting our time. 
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Mr. Lovre. I would like to ask one question of Mr. Chapman 
before he is released. The main issue, I take it, Mr. Chapman, is 
the reestablishment of the Los Angeles Bank. Is it a matter of fact 
that the $2,000,000 in damages Mr. Gregory has on behalf of the Los 
Angeles Bank is the main bone of contention, and not the reestablish- 
ment of the Los Angeles Bank? 

Mr. Cuapman. No. That is what they are trying to force us to 
assert as the price of getting back the Los Angeles Bank. 

Mr. Lovre. As counsel for the Long Beach Bank, would you recom- 
mend that if the Bank of Los Angeles were reestablished, that you 
would forego for the present a settlement of the damages that Mr. 
Gregory claims he has against the Federal Home Loan Bank? Would 
you so advise your client to that effect? 

Mr. CuapMan. You mean, forego a settlement, or forego a court 
action? 

Mr. Lovre. Forego a settlement, so far as the damages are 
concerned. 

Mr. CHapmMan. Congressman, we made that recommendation 3% 
years ago, and the other side wouldn’t take it. They have been hold- 
ing us in ransom ever since. 

Mr. Lovre. At the present time, as counsel for the Long Beach 
Bank, you would so recommend? 

Mr. Cuapman. I have previously, and would so recommend, that 
we go ahead with our litigation and they give up the Los Angeles 
Bank. It is the Los Angeles Bank here asking us for this. They 
dragged the Long Beach Federal into this because they are trying to 
prevent the restoration of the Los Angeles Bank. 

Mr. Horrman. I cannot figure out why, if you want it in court, and 
the Government wants it there, why it is not in court. 

Mr. CHapman. I am not the attorney for the Los Angeles Bank. 


FURTHER TESTIMONY OF DONALD D. MacGUINEAS, ATTORNEY, 
CLAIMS DIVISION, DEPARTMENT OF JUSTICE 


Mr. MacGurneas. I anticipate that the Department of Justice will 
make a formal statement in the record as to its position in this case at 
a later date. I think perhaps, however, at the present time it will be 
helpful to the members of the subcommittee if vou bear in mind that 
whenever reference is made, or quotation is made from various findings 
made by the district court, it is true the district court made those 
findings, but the Government is contesting those findings, both on 
their correctness in fact, and as to their merit in law. So that all of 
the issues which are set forth in the findings are now pending for review 
by the court of appeals. 

Mr. Lanuam. There is a fundamental question there, and I want to 
ask you if it is the position of the Department of Justice that a 
department of the Government is not bound by a Federal court order, 
where it has not been superseded pending an appeal? 

Mr. MacGutneas. If you use “bound” in the sense I do, I agree 
with you, Congressman Lanham. 

Mr. Lanuam. The Board is not acting that way. They have issued 
this order after a court has ordered this money paid into court, and it 
has not been appealed. 
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Mr. MacGurnzeas. If you mean where a party to a lawsuit disputes 
the basic jurisdiction of the court and takes it on appeal, if he wants to 
continue to dispute that jurisdiction pending the appeal, then he is 
free to do so. That is his legal privilege. 

Mr. Lanuam. Not unless he supersedes the order. 

Mr. MacGurnpeas. If he does not get a supersedeas, the district 
court may take appropriate action against him to enforce that judg- 
ment in the meantime. But, that is something the litigant has a 
choice on if he chooses to take it. We are abiding by the judgment 
of the district court in the sense that the insurance money is in the 
courts and is still in the district court. 

Mr. Lanuam. But you do not have anything to do with it. You 
are not abiding by the order of the court but are attempting again 
to raise the same question that has already been decided by the court. 

Mr. MacGurneas. If you mean we are not conceding that the 
Bank Board, whom Congress has vested with the authority to hear 
charges of that kind—-if we do not concede that it has been ousted of 
jurisdiction by this, to us, wholly erroneous order of the district 
court, then you are correct. We certainly do not agree it has been 
ousted of jurisdiction by the order of the district court. 

Mr. Lanuam. But you are bound by the order of the court unless 
it is superseded or appealed. 

Mr. MacGurneas. We are adhering to that in the sense that the 

Mr. Lanuam. If that isn’t true, and if a governmental department 
isn’t bound by an order of the Federal court, then we had better 
make some change in our law. 

Mr. MacGurneas. We are adhering to it in the sense that the 
Board, in deference to the injunction of the order of the district court, 
is not taking any steps to hold the hearing called for by the adminis- 
trative order. So, we are abiding by the order of the district court, 
but at the same time we are appealing it and expect to have the court 
— say that the district court was in error when it made that 
ruling. 

Mr. Lanuam. If I ever heard double talk that is it. 

Mr. Fiscnpacnu. I would like to clarify one point, Mr. MacGuineas. 
You stated that the issues before the Circuit Court of Appeals both 
as to fact and as to law are raised by your appeal, whereas it has been 
my understanding that the only thing the Government is appealing 
is the jurisdiction of the court. 

Mr. MacGurneas. I do not know where you get that understanding. 
You certainly didn’t get it from the Department of Justice, because 
it is quite erroneous. 

Mr. Fiscupacn. So you take the position that your appeal to the 
circuit court of appeals goes both to the law and to the facts? 

Mr. MacGurneas. Yes. Our appeal raises many issues—juris- 
dictional ones and other issues, but it does not limit it to jurisdictional 
issues. I can only regret that our brief is not now available. It will 
be, I certainly hope, within 2 weeks, and if I then may submit copies 
you may then have an authoritative statement as to what the Govern- 
ment’s position really is on this appeal. Then you may see what points 
we are raising on the appeal. 

Mr. Houirietp. Mr. MacGuineas, I would like to ask you as a lay- 
man and not as a lawyer, if -your appeal to the court is based on two 
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factors: First, on the objection to the jurisdiction of the district court 
over any actions of the Home Loan Bank Board administration; and. 
secondly, that your appeal is also from factual findings of the court? 

Mr. MacGuineas. Subject to the qualification that I think your 
first statement on our jurisdictional appeal is too broad. We are not 
saying that the court does not have any jurisdiction over the Home 
Loan Bank Board. What we are saying is that under the circum- 
stances of this case, this district court did not have jurisdiction to do 
what it did with reference to the administration of the Home Loan 
Bank Act. 

In other words, we are raising the issue as it has been raised in this 
case, and I think it would be unfortunate if any member of this com- 
mittee were to get the impression that we were making sweeping gen- 
eralizations that the Home Loan Bank Board is above the law or 
above the courts. 

We are not making any such generalizations. 

Mr. Houirrevp. It is 20 minutes after 12. At this time I think the 
subcommittee should adjourn until 2:30, in this room. (Whereupon, 
at 12:20 p.m. the subcommittee adjourned until 2:30 p.m. the same 
day.) ; 

AFTERNOON SESSION 


Mr. Houtrie.tp. The subcommittee will come to order. Mr. Adams, 
will you resume your place at the witness stand, please. 


FURTHER TESTIMONY OF J. ALSTON ADAMS, MEMBER OF THE 
HOME LOAN BANK BOARD 


Mr. Houirretp. You may proceed, Mr. Fischbach. 

Mr. Fiscupacn. We were discussing order No. 2015, Mr. Adams, 
and your attention was invited to the fact that the third ground 
asserted in order No. 2015, as the reason for the action taken by that 
order, was the matter of the insurance premiums. I want to go 
back to ground No. 2, which relates to the reports. Will you identify 
this photostatic copy of a document which I am about to hand you; 
can you identify that document? 

Mr. Apams. I have never seen it before; no. 

Mr. Fiscurnacn. Let the record show that the document stated by 
the witness to be a document he has never seen before, purports on its 
face to be the report of an examination of the Long Beach Federal 
Savings and Loan Association made as of the close of business, July 
16, 1949. In connection with that, let me call attention to the fact 
that order No. 2015 is dated shortly thereafter. This document 
appears, on its face, to be a report of an examination made by Clifford 
F. Turner, chief examiner in charge. Mr. Adams, do you know 
whether there is such a person as Clifford F. Turner, and employed 
as an examiner of the Federal Home Loan Bank Board? 

Mr. Apams. I have seen his name on our list of employees. | 
never have met him, to-my knowledge. Let me say that the Board 
as such does not go over some 1,500 of these examinations that are 
made annually, including the joint examinations with State-chartered 
institutions. Our chief supervisor has that duty, and has a substantia! 
staff that analyzes and brings it to the attention of the Board. 
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Mr. Houtrrevp. In a case like this, who would be your chief super- 
visor—would that be Mr. Turner? 

Mr. Apams. No; Mr. John Wyman. 

Mr. Hourrretp. In case the Board should decide to seize an insti- 
tution, would it not be a part of your administrative procedure to ask 
for a report on that particular institution before signing an order for a 
conservator or receiver? 

Mr. Apams. That is correct. 

Mr. Houtrieip. Did your Board ask your chief supervisor to make 
a report upon this institution and give you the benefit of this examina- 
tion which occurred shortly before the order 2015 was issued or did 
it not? 

Mr. Apams. Yes, we did. I believe I can recall spending, if my 
memory serves me, at least two major parts of two afternoons with 
the chief supervisor in going over items in that report. The report 
as such I have never seen. 

Mr. Houirietp. Maybe I misunderstood you. I understood you 
to testify just a minute ago that you had not seen this document, the 
original of this? 

Mr. Apams. I have not, to my memory, I have not seen that. 

Mr. Houirietp. How could you go over it, the items in that report 
with him, unless you had seen it? 

Mr. Apams. I have gone over the items in which he has picked out 
and called to the attention of the Board, not the full report, but items 
that he thought deserved the attention of the full Board. 

Mr. Houirietp. And did you pick out some items in that report 
upon which to base the order 2015 which was issued? 

Mr. Apams. As I recall, I think, his report to the Board would, 
probably, be a matter of record. I do not recall all of the items. The 
only one I recall getting full discussion by the Board and emphasis 
by our chief supervisor is some of the loans made by the Long Beach, 
and I believe our chief supervisor is prepared and ready to bring all 
of that information to this committee. 

Mr. Houirietp. Were those loans made prior to the first seizure or 
after the institution was restored? 

Mr. Apams. After the institution was restored, between the date 
of the conservator’s withdrawal and this examination. 

Mr. Houirtevp. I see. 

Mr. Apams. I think you will find that is quite an item. 

Mr. Houiri1eip. Were those items of, let us say, criticism by the 
examiner contained in your numbered items as causes for the seizure, 
the second seizure 2015? 

Mr. Apams. They were considered before that 2015 was issued. 

Mr. Hourrietp. But not outlined and not delineated in the com- 
plaint to show cause for seizure? 

Mr. Apams. Covered in point 4. 

Mr. Houtrieip. Point 4? 

Mr. Apams. Yes. 

Mr. Houirie.p. All right; proceed. 

Mr. Fiscupacnu. Do you not know, as a matter of fact, Mr. Dolan, 
chief examiner of the Los Angeles or California area, reported to this 
committee, or to its personnel, that the examination made by Mr. 
Turner, which I showed you before, and which you said you could not 
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identify, had revealed absolutely nothing that required supervisory 
action; there was absolutely no criticism of anything that had trans- 
pired at the association with respect to its management since the 
founding management was restored? 

Mr. Apams. I know of no report; no. I also know that, as the 
district examiner, Mr. Dolan’s duties are not one of supervision. He 
is in charge of the Examining Division of the group that finds the facts, 
and those facts are submitted to the chief supervisor in Washington, 
so that Mr. Dolan does not make up that report. He manages the 
individual examiners, routing them and so on and so forth, but it is 
entirely separate between the fact finding and the analysis of these 
reports that are done by two separate bureaus. 

Mr. Fiscnpacu. Was there called to your attention, prior to the 
time that you acted or voted for the adoption of order 2015, any 
criticism of the management of the Long Beach Federal by the manage- 
ment of that association since the time that it was restored, since the 
conservator was ousted? 

Mr. Apams. I just answered that, I think, for Congressman 
Holifield. 

There was one item I remember in particular, the loans that were 
made since the take-back of the association, and I believe I will state 
again our chief supervisor is prepared to bring that information to 
this committee. 

Mr. Fiscupacn. All right. 

Mr. Apams. I go this far, that my recollection of those conferences 
with the chief supervisor and the Board are that there is a continu- 
ance of a policy in making loans that prevailed before the conservator 
was put in. ; 

Mr. Horrman. May I ask a question so as to get this straight in 
my mind? May I ask Mr. Chapman a couple of questions? 

Mr. Houtrrevp. Yes. 

Mr. Fiscupacn. Will you step up, Mr. Chapman. 


FURTHER TESTIMONY OF CHARLES K. CHAPMAN, ATTORNEY, 
LONG BEACH, CALIF. 


Mr. Horrman. The book I have in my hand says, ‘‘United States 
District Court, No. 5021,” and we were referring to that this morning, 
something about findings. Were those findings made by the district 
court? 

Mr. Cuapman. That is right, Congressman. 

Mr. Horrman. You were present? 

Mr. Cuapman. I was there during all of those hearings. 

Mr. Horrman. Now, were you present when these findings were 
made? 

Mr. CuapmMan. No; our process in doing that, Mr. Congressman, 
is that each side submits to the judge the proposed findings. 

Mr. Horrman. When the judge fixed this up, he met one day along 
about 5 o’clock in the afternoon, continued along until 11 o’clock 
at night, did he not? 

Mr. Cuapman. That was during the hearing. 

Mr. Horrman. At the hearings. 

Mr. Cuapman. The hearings continued until, not 5 o’clock, but 
2:30 in the morning, because the Home Loan Bank Board refused 
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to continue their hearing until we could conclude the court proceed- 
ings. Can I finish? 

Mr. Horrman. When the judge made these findings—I do not 
want a long statement, it will take too long; I will waive it here, if 
that is what you are going to do—is not it true you were present 
when the findings were made? : 

Mr. Cuapman. I want to finish my answer to your first question. 

Mr. Horrman. I do not care anything about that. Were you not 
present when the findings were made? 

Mr. Cuapman. No. 

Mr. Horrman. Are you sure about that? 

Mr. CHApMAN. Yes. 

Mr. Horrman. You do not know who was? 

Mr. Cuapman. I understand that the judge signed the order. 

Mr. Horrman. I do not care when he signed it. You know how 
lawyers draw up findings. 

Mr. CuapMan. Legally they are made when he signs the order, 
when the judge does. 

Mr. Horrman. If you want to be technical about it. 

Mr. Cuapman. That is correct. 

Mr. Horrman. As to the discussion of what was to go into the 
findings, you were present, were you not? 

Mr. CHapMaNn. Yes. 

Mr. Horrman. Were there any attorneys there for the Government ; 
and, if so, who was it? 

Mr. Cuapman. I think that there were four attorneys present. 

Mr. Horrman. As a matter of fact, when you were discussing these 
hearings finally before Judge Hall, the Government was not repre- 
sented at all, was it? 

Mr. CHapMANn. That is not correct. 

Mr. Horrman. What? 

Mr. Cuapman. That is not correct. 

Mr. Horrman. Well, name me a man that was there representing 
the Government. 

Mr. CuapMan. Mr. Siegel was not there, because he chose not to 
submit any findings. 

Mr. Horrman. I did not ask who was not there. Wait, listen, I am 
getting old and impatient. I just want you to name the fellow repre- 
senting the Government who was there. 

Mr. CuapMaAn. Mr. Siegel was not there, because he chose not to be. 

Mr. Horrman. I do not care who was not there. 

Mr. CuapmMan. Who was there? 

Mr. Horrman. Yes. 

Mr. Cuapman. I was there. 

Mr. Horrman. You heard what I asked you. 

Mr. CuapMan. Will you have the reporter read your question? 
I have had so many. 

Mr. Horrman. He apparently does not want to tell me. 

Mr. Cuapman. If you will give me a chance. 

Mr. HorrMan. I asked him, fair and square, who was representing 
the Government, who was there. Mr. Siegel was not there, he said. 

Mr. HouirieLp. Will you please be responsive to Mr. Hoffman’s 
question and answer him directly if any representative of the Govern- 
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ment or the Department of Justice or the Home Loan Bank Board was 
present at the time which he has indicated? 

Mr. Cuapman. They were not present when I was there. I am 
er they were present at a session of their own when I was not 
there. 

Mr. Fiscupacn. Is it-your position that the court received counsel 
from both sides of the litigation at different times? 

Mr. CuapMman. That is correct. The drawing. 

Mr. Horrman. When these findings were written up or proposed, 
you were the only fellow that was there as an attorney, were you not? 

Mr. CuapMan. No: absolutely not. There were four lawyers there. 

Mr. Horrman. Who else was there? 

Mr. Cuapman. There were four lawyers there. 

Mr. Fiscnracn. Will you name them? 

Mr. Cuapman. Yes. The special master, Ronald Walker, was 
there. 

Mr. Horrman. That is right. 

Mr. CuapMan. I was there. Mr. W. I. Gilbert was there. 

Mr. Horrman. Who is Mr. Gilbert? 

Mr. Cuapman. Mr. Gilbert is the attorney for one of the Los 
Angeles bank plaintiff associations. 

Mr. Horrman. Go ahead. 

Mr. CuapmMan. Mr. Westover was there. 

Mr. Horrman. Who was he? 

Mr. Cuapman. He is the attorney for the Shareholders’ Committee. 

Mr. Horrman. For what? 

Mr. Cuapman. The Shareholders’ Committee. I think there was 
another lawyer there. I cannot give it from memory, but, Con- 
gressman, I want to be fair with the subcommittee. 

Mr. Horrman. I do not care anything about that. I know you do. 

Mr. Cuapman. I would like to complete this answer. It is my 
responsibility to tell the truth. I am the one under oath. The 
drawing of this order extended over 2 weeks. 

Mr. Horrman. Somebody else can ask him that. He cannot put 
that in in answer to my question. I asked him about who was there. 

Mr. Lanuam. I think the witness has a right to answer the ques- 
tion. He has aright to make a statement in answer to any question. 

Mr. Houtrretp. I will take the responsibility of asking you, Mr. 
Chapman, to make a short statement at this time in explanation of 
any questions which have been asked you. 

Mr. Horrman. Let the record show he is not answering any 
questions I asked him. 

Mr. Cuapman. The drawing of the findings extended over several 
weeks. ‘There was served upon Mr. Siegel and the United States 
attorney at Los Angeles, Mr. Siegel being the representative of the 
Department of Justice, our proposed draft of the order of the court. 
Under our court rules they have 5 days within which to file their 
counter-proposed draft if they have any findings that they want the 
court to make. That has to be served on opposing counsel. Our 
draft was served on them. They never served any counterdraft of 
any proposed findings that they wanted upon us, and they never 
filed any with the court. The drawing of the order extended over a 
period of several weeks because Judge Hall was engaged in a jury 
trial. He worked all day with his jury case, and he took this matter 
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on in the evenings and on holidays. There were several drafts of 
the findings. I was present at only one of them. ‘The final result 
was signed by Judge Hall and served on the various parties. 

Mr. Houirie.p. The findings, you say, were served on the various 
parties? 

Mr. CuapMan. Yes. 

Mr. Lanuam. After the final draft was made, were you present? 

Mr. Cuapman. I was present when it was dictated, but not when 
it was signed. 

Mr. Lanuam. Who dictated it? 

Mr. Cuapman. Judge Hall. We made our suggestions. We had 
our rough draft that he had torn apart; but, if you knew Judge Hall, 
he makes his own findings, and no one else does. If you will observe 
the findings through this injunction in the original form, you will 
see that he struck through with his own pen and initialed almost 
every page before signing it. That is, on the final draft. I think 
that covers the situation in connection with the findings and the ques- 
tions that have been asked. 

Mr. Fiscuracn. I observe Mr. McKenna has risen to the occasion 
and apparently would like to make a statement. 
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Mr. Houiriretp. Would you like to make a statement? 
Mr. McKenna. Yes. 
Mr. Fiscupacu. State your full name for the record. 

Mr. McKenna. W. F. McKenna. I do not want to be talking 
here as if I were writing the brief for the Government; but, since that 
point is contemplated to be covered in the brief of the Government 
and since I have had a hand in the writing of that brief, I would like 
to state, if it assists the committee, my version of what happened 
there because I was there preceding that particular hearing. 

The day before Armistice Day of 1949 I went to the judge’s cham- 
bers with Mr. Melvin H. Siegel, who was then special assistant to the 
Attorney General of the United States, and I was with Mr. Siegel 
when he reque ted the district judge’s permission to be present at 
the hearings at which the final order of injunction would be drafted. 

| Judge Hall told Mr. Siegel in my presence that he did not wish any 
» representative of the Government; he did not wish us to be present. 
' | am not certain whether he said any representative of the Govern- 
ment or not, but Mr. Siegel was the official representative of the 
Government in the case. We were much surprised later to find that 
a hearing started on Armistice Day, the following day; at 9 o’clock 
in the morning and continued until after midnight that date; that 
that was the hearing at which we had requested to be present; and 
that the judge, at the beginning of the hearing, stated that he con- 
sidered it was his privilege to exclude such counsel from such confer- 
ences as he felt were not desirable. I forget his language. You can 
see it from the record. There is a transcript of proceedings. 

Mr. Houtrrevp. Had he exercised that same privilege in excluding 
other counsel from conferences in which you and Mr. Siegel had been 
alone with the judge in his chambers? 
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Mr. McKenna. I am not aware of that. I am certain that we 
never discussed the merits of the case with Judge Hall at any time. 

Mr. Houtr1e.p. But did you discuss the findings? 

Mr. McKenna. I am certain we did not. 

Mr. Houtrrevp. Or any of the facts in the findings at all? 

Mr. McKenna. I am certain we did not. 

Mr. Hourrretp. What did you discuss? 

Mr. McKenna. We asked him the privilege of being present when 
he went over the findings. At that conference from which we were 
excluded, and which is part of this voluminous record in front of 
you, an extremely voluminous record, you will find that, I believe, 
and this is subject to correction, that Mr. Chapman, representing the 
Long Beach Association, Mr. Westover, representing Long Beach 
shareholders; that the attorney for the title service company which 
is owned by the directors of the Long Beach Association, and one 
other, I believe, attorney for one of the plaintiffs besides Mr. Gilbert 
were present, in addition to the special master in the case who had 
formerly represented the United States in these proceedings. And in 
the brief, I believe, it is contemplated by the Government that we 
will object to the presentation of objections and criticism of the Govern- 
ment’s position in that case, in that closed proceeding from which 
Government counsel were expressly excluded and, particularly, 
since the Government’s position was criticized by former counsel for 
the Government in those closed proceedings. However, the tran- 
script of proceedings is present here and that will verify or correct 
anything I have said. ; 

Mr. Lovre. Is that customary in the judicial system in California? 

Mr. McKenna. I have never heard of it any place. I believe it 
is customary in California to have a settling of the order with the 
victorious parties present only. Here you had a situation in which 
the lawyers, I would say, were testifying as to facts in the case, and 
former counsel for the Government was joining in the criticism of the 
Government's case, as well, I believe, as in the discussion and unsworn 
testimony as to the facts. 

Mr. Lovre. That is rather unusual, is it not? 

Mr. McKenna. We found it quite astonishing, and are presenting 
that in our brief to the court of appeals. 

Mr. Cuapman. I would like to point out the date of the signing 
of this injunction. He discusses an Armistice Day conference and 
that, as I recall, is November 11. The injunction is dated December 
1, more than 3 weeks later. And the record will show that the docu- 
ment drafted in the conference of which he complains was served 
upon the Government counsel, with their opportunity to propose 
counterfindings and to object, and that they made no such effort. 

Mr. Houtrretp. Are there any further questions? 

Mr. Fiscupacu. Mr. McKenna, do you have any observation to 
make in connection with Mr. Chapman’s statement? 

Mr. McKenna. I will say that is substantially correct. We felt 
completely futile to try to answer the material that had been so 
thoroughly discussed before the district judge on facts which we 
consider to be erroneous, on presentation of our case by people who 
were either hostile to us or neutral, when we were not present. We 
felt it was completely hopeless to try to correct that by written 
statements afterward. 
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Mr. Houirietp. You mean to say, at that point you felt that the 
findings which had been arrived at by the judge, that you did not care 
to make any appeal or to answer any of the facts with which you 
disagreed in those findings? 

Mr. McKenna. We felt, sir, that those facts are so contrary, so 
completely contrary, to the findings, so ‘completely contrary to any 
facts that were before the district court, and that they were so woven 
out of a texture which we had no privilege of viewing before it was 
woven, that we were not permitted to be there when the judge was 
filled with these facts—that it was just hopeless to try to do anything 
in writing to controvert it, except in our appeal, and that, I believe, 
the Government plans to do. 

You see, of course, I am not a representative of the Department of 
Justice. They are responsible for the case. I just assisted the Depart- 
ment to the extent that I could, and they will have to answer, they will 
have to tell you officially what their position is. 

Mr. Cuapman. I have one more observation to make. The record 
will disclose that the judge offered to vacate the injunction and hear 
the entire case on the merits, and that no one availed themselves of 
that opportunity, and that their appeal was not taken until a month 
after the signing of the injunction. 

Mr. Horrman. Mr. Chapman, before they go ahead, just for my 
information, so that I may grasp, if I can, what the issue is, 1 want to 
ask Mr. Fischbach, counsel, with reference to order 2015 which, as I 
understand, is an order to show cause, is it, why the receiver should not 
be appointed? 

Mr. Fiscupacu. That is right. It is an order starting an adminis- 
trative hearing toward that end. That is the order that Mr. McKenna 
referred to—‘‘Let us come in and talk it over.” 

Mr. Horrman. Here it sets forth four reasons. 

Mr. Fiscuspacu. That is right. 

Mr. Horrman. What is the purpose; what are we trying to get at 
here now with reference to that order? Do you claim the order should 
not have been, or the facts set forth in the order are not true? 

Mr. Fiscuspacu. I will be glad to answer that question in executive 
session. I will be glad to. If you want to clear the room, | will be 
very happy to answer that question. 

Mr. Horrman. I would not want to bother the people to go out. 
I can restrain my curiosity, but I do not know what it is all about. 
I do not see how this testimony—undoubtedly it is, or you would not 
offer it—is material to what we are trying to decide. I will wait until 
you get around to it. It will not take much time to finish this up this 
afternoon. 

‘ =" Houtrretp. Thank you, Mr. Hoffman. Proceed, Mr. Fisch- 
ac 

Mr. Fiscupacu. Before leaving the subject which these last ques- 
tions have almost thrust upon us, I would like the privilege of asking 
Mr. McKenna another question at this point. 

Mr. Horrman. I am not objecting to anything. I said ‘ would 
wait for your executive session. 

Mr. Fiscupacn. Mr. McKenna, will you not make a check on this, 
please. I would like to see if you agree with this, as a fair statement 
of the subject to which you and Mr. Chapman have just addressed 
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yourselves. I think the subcommittee will need it at a later date 
when it comes to a consideration of this entire matter. 

Following the receipt in California of order No. 2015, Long Beach 
Federal and its Shareholders Committee, acting through their respec- 
tive counsel, commenced proceedings before the United States district 
court, which proceedings had as their ultimate objective the issuance 
by the court of an injunction to restrain the proceedings contem- 
plated by order No. 2015; is that correct? 

Mr. McKenna. A preliminary injunction, I believe. 

Mr. Fiscusacu. Notice of the institution of those proceedings was 
given to the United States attorney, and through the United States 
to the Home Loan Bank Board. 

Mr. McKenna. My recollection is that the initial restraining order 
was an ex parte proceeding. I think that was on the 18th of October 
of 1949. Of course, this is subject to some correction. That was, of 
course, the 10-day restraining order. You realize, under the Federal 
rules, the district judge is allowed to issue two ex parte restraining 
orders before his preliminary injunction becomes an appealable inter- 
locutory order. ‘That first temporary restraining order was renewed 
on October 29, again, without hearing, although Government counsel 
were then present in court. The final hearings commenced at 2 p. m., 
on the afternoon of November 7, which was, of course, 1 day before 
the expiration of the statutory 20-day period within which a district 
judge can make his restraining orders effective without allowing the 
privilege of an appeal. 

Mr. Fiscupacn. And the judge had an all-night session, or what 
has been referred to by the parties as an all-night session. 

Mr. McKewnna. I would also refer to it as an all-night session. 

Mr. Fiscnspacu. Let me see if we cannot get a few other facts in 
the record which are helpful. These are undisputed. 

Mr. McKenna. Those we have gone over so far, I do not dispute 
those. I said, I certainly do not dispute it. 

Mr. Fiscusacu. It would be helpful to get some facts which are 
undisputed. So let us go a little bit further on that proposition. 
You adverted to the fact that under the Federal rules there was a 
limitation on the time which a court could validly extend the terms 
of a temporary stay before hearing. 

Mr. McKenna. That is correct. 

Mr. Fiscuspacn. Judge Hall had other business, I presume. 

Mr. McKenna. I believe so. 

Mr. Fiscusacn. During the period which intervened after the 
first temporary stay in connection with order No. 2015? 

Mr. McKenna. I believe the judge is supposed to give first pre- 
cedence to this type of injunctive proceeding. 

Mr. Fiscuspacu. That is not what I asked you. 

Mr. Horrman. What is it, again? 

Mr. McKenna. I believe a district judge is required to give first 
precedenee to this type of injunctive proceeding. ‘There used to be 
quite a lot of difficulty with orders that were issued by district judges 
without the opportunity of appeal, and they would continue indef- 
initely, so one judge would be able to affect matters of national con- 
cern and still there would be no possibility of an appeal, or else prob- 
ably a private party would be injured, so that the Congress sometime 
back put in this limitation on the time during which a district judge 
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can make his injunctive orders effective without affording the oppor- 
tunity of an appeal. 

Mr. Fiscupacn. Coming back to what I asked you, Judge Hall 
had some other business, did he not? 

Mr. McKenna. He was a district judge, and I remember, I think, 
that he had other proceedings during that period, yes, sir. 

Mr. Fiscupacn. Now, did he not have quite an active criminal 
calendar? 

Mr. McKenna. That may be so, but I think injunctive proceedings 
have, that is, this type of injunctive proceeding has to be given 
precedence over a criminal calendar. 

Mr. Fiscupacu. You gave us your views on that. I am sure the 
record reflects them. But let us see if we cannot agree that after the 
first 10-day period expired and Judge Hall made an order extending 
for a further period of 10 days the time within which a hearing should 
be had, was not a request made specifically of you and of Mr. Siegel, 
representing the Department of Justice, that the Board in Washington 
postpone the proceedings contemplated by order No. 2015, so that 
the hearing, instead of proceeding in an all-night session, might go 
forward in an orderly fashion? 

Mr. McKenna. That is not a correct representation of it. 

Mr. Fiscuspacn. Tell us what the correct thing is, because we 
want to have the correct version of it. 

Mr. McKenna. My understanding of it is this—and I was there, 
we were getting a little groggy at that hour of the night—my under- 
standing is this, that Mr. Siegel, representing the United States, re- 
peatedly offered to guarantee that the administrative proceedings 
would not continue until a reasonable time after the judge had made 
his determination. Mr. Siegel repeated, as I recall it, many times 
that it was not necessary to go into the night, that the Home Loan 
Bank Board would not go forward with these proceedings: until a rea- 
sonable time after the conclusion of the court hearings in Los Angeles. 
And he was offering that guaranty as attorney for the Government. 
Judge Hall, however, wanted an agreement that the formal order of 
the court would be continued beyond that time, which Mr. Siegel 
believed and with which I agreed, that the Government could not 
consent to without sacrificing its vital interests. 

Mr. Fiscupacn. Did not the judge make this statement: 

But in view of the attitude of the Board setting this for hearing tomorrow at 
10 o’clock in Washington, D. C., 3,000 miles away from here, the location of all 
of the parties, all of the files, all of the records, and everything else, I cannot 
assume that the Board will not proceed or attempt to proceed with that hearing 
in spite of your assurances and in spite of your good faith that you may have in 
making those assurances. 

Mr. McKenna. I think that represents the judge’s viewpoint, that 
he could not accept the assurances of the United States. 

Mr. Fiscupacu. The assurances of the United States, or the assur- 
ances of counsel who were appearing there? 

Mr. McKenna. Mr. Siegel had filed his appearance, his formal 
appearance signed by the Attorney General for the United States and 
its agencies in these proceedings. He was speaking for the United 
States as formally as any person ever can. 

Mr. Fiscusacu. All right. So, because of the fact that the court 
felt that it could not accept the assurances extended by Mr. Siegel, 
proceedings were commenced at what hour? 
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Mr. McKewna. I believe, at 2 p. m., and they lasted until 3- 
something the following morning. 

Mr. Fiscupacu. Following the conclusion of those hearings at 3 or 
4 o’clock the following morning, there came a time when the court 
announced its decision? 

Mr. McKenna. It gave an oral opinion and instructed Mr. Siegel 
and, I believe, me, too, to wire our clients that they were enjoined from 
going forward with the administrative proceedings, which we imme- 
diately did. 

Mr. Fiscusacu. Allright. The business of formalizing the judge’s 
decision came next; is that not right? 

Mr. McKenna. That was the natural result. 

Mr. Fiscusacu. So the parties 

Mr. McKenna. I might point out there that as of that time it is 
probable that the judge’s order was not effective; that it really was 
not a preliminary injunction; that we did not have to abide by it, 
but the United States made the decision to abide by the judge’s order, 
even though, technically, it believed it did not have to. 

Mr. Fiscuspacnu. Well, I take it you were conscious of your respon- 
sibilities as an officer of the court while you appeared before the court? 

Mr. McKenna. The Home Loan Bank Board was responsible for 
its responsibilities to the United States, because the decision to go 
forward or not was one for the Home Loan Bank Board. And we, 
as its attorneys, could only state to it that, “You are not bound by 
these proceedings, but in justice it looks as though you had better 
follow along with the court,” and the Home Loan Bank Board did that. 

Mr. Fiscupacn. So the Board followed your advice? 

Mr. McKenna. The Board made its own decision not to cause 
confusion. 

Mr. Fiscunacu. Then the next major step was the question of 
formalizing the judge’s decision; is that correct? 

Mr. McKenna. Of making it effective; that is mght. I suppose 
they could have filed the transcript and made the opinion of the 
court then an order, but that procedure was not followed. 

Mr. Fiscusacu. In connection with the formalizing of the court’s 
decision, the parties who had applied for the injunction were given 
an opportunity to submit their proposed findings of fact and con- 
clusions of law, and they did so, and they served them upon you; 
is that not a fact? 

Mr. McKenna. They were served. This is a terrifically vol- 
uminous order. It is a tremendous thing. I think it was served 
on the United States attorney in Los Angeles, if my recollection is 
correct. That is subject to check. 

Mr. Fiscnracu. So their proposed findings of fact and conclusions 
of law were served upon:the United States attorney and came into 
your possession in due course? 

Mr. McKenna. Came into the United States attorney’s possession. 

Mr. Fiscuracu. And after the receipt of those proposed findings, 
you had an opportunity, or the Government had an opportunity, 
did it not, to formalize its own proposed findings of fact and con- 
clusions of law? 

Mr. McKewnna. I do not know whether that is true. I would 
presume so, under California procedure. 
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Mr. Fiscupacu. Is it not true, under the Rules of Federal Practice, 
whether in California or North Dakota? 

Mr. McKenna. I believe that would be the local district rule. Iam 
not certain, however. The opportunity would normally be accorded 
by the judge. 

Mr. Fiscusacn. You do not claim before this committee that the 
United States was not afforded the opportunity to formalize cross 
findings of fact and cross conclusions of law? 

Mr. McKenna. I would say that the United States was hopelessly 
prejudiced in these proceedings by being excluded from representation 
at the time when the individual findings were discussed before the 
judge, and when lawyers in effect testified as to the facts in this case; 
and when that was done, it was absolutely hopeless to present any 
further facts to that judge. 

Mr. Fiscusacu. All right, Mr. McKenna. Did you ever formalize 
that position and file it with the court? 

Mr. McKenna. We have every intention of formalizing it and 
presenting it before the court of appeals. 

Mr. Fiscusacu. But you did not formalize it and present it to 
Judge Hall, did you, in the Federal court at any time? 

Mr. McKenna. We requested Judge Hall, the very day before this 
hearing was conducted—we requested the right to be present, and 
he refused it to us. 

Mr. Fiscupacn. All right. Did you ever make a motion, or did 
anybody on behalf of the Government ever make a motion addressing 
itself to the specific order which the judge ultimately signed, incorpor- 
rating the court’s findings of fact and conclusions of law, seeking the 
vacature of that decree on the grounds that you have now stated? 

Mr. McKenna. Of course not. You know, Mr. Fischbach, that 
in those proceedings under those circumstances you would appear as 
counsel for your client. 

Mr. Horrman. May I ask a question again: What is the relevancy 
of this line of testimony? The judge made his order and there it is. 
And then later, or before that, the Board made an order that they 
wanted to appoint a receiver. What is the issue, now, again? 

Mr. Fiscusacn. I thought it might be helpful to the subcommittee 
at a later date, when you will not have the advantage of your immedi- 
ate recollection, to have in the record an undisputed statement as to 
what the progression of events was and what the complaint was that 
is being made. Of course, I think we have covered the ground 
adequately at this point. The relevancy of it, I think, is directly 
in ratio to the need of the subcommittee at a future time for chrono- 
logical statements of undisputed facts as to what this order 2015 is, 

Mr. Lanna. I have not heard any undisputed facts yet. 

Mr. Hourrretp. I think that the subcommittee should have confi- 
dence enough in this counsel to allow him to place facts before the sub- 
committee, or try to obtain the facts for this subcommittee’s consider- 
ation. Mr. Fischbach is a man of quite an extensive experience in 
congressional committee work. He has a background with the Smith 
committee of investigating this case which resulted in the unanimous 
conclusion of the Smith committee’s membership, of which you were 
a member, Mr. Hoffman. The purpose of this subcommittee is to find 
out why those recommendations whien you joined in making have not 
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been carried out. I believe that we should allow Mr. Fischbach to 
proceed, and if we at any time find in the future that this line of 
questioning is irrelevant, why, I think then we have the opportunity 
to insist that he proceed otherwise; but I believe we should have that 
much confidence in the counsel, unless he commits a glaring error 
which is apparent to all of us. 

Mr. Lanuam. I have the utmost confidence in Mr. Fischbach, but 
we will go on interminably with these hearings unless we do hold to 
the relevant matters, it seems to me. This may all be perfectly 
relevant, but I do not quite see it. 

Mr. Houirrevp. I am exactly in the same position as you are, Judge, 
but I am in this position: That I do know that this case is so com- 
plicated, I do believe that these gentlemen who are experts in the case 
and have lived with it for several years are possibly more the judge of 
relevancy than we are right at this point. 

Mr. Lannam. Well, suppose we do for a few minutes have an 
executive session and let us see what the relevancy is. 

Mr. Hourrievp. I think that would be all right. 

Mr. Horrman. Let me say this: That I do not doubt the ability of 
Mr. Fischbach. Our subcommittee in the Eightieth Congress em- 
ployed him. That is not my point at all. I think that we are all 
very busy now. ‘They are debating this $38,000,000 bill in the House. 
Each of us has office work to do. I think it would help—I know it 
would help me, as I have discovered here that there are other members 
of the subcommittee who do not seem to know just exactly what the 
issue is—if we could have a statement from the counsel as to the 
issues which are involved before this subcommittee. 

Mr. Houtrrevp. Rather than to have the spectators excluded, I will 
temporarily call a recess, and the members of the subcommittee and 
counsel will retire to the other room. 

Mr. Lanuam. You recall that Mr. Fischbach suggested, when we 
began these hearings, that he have 10 minutes before we started these 
sessions, and w’ jiave not granted him that privilege. 

Mr. Hourrre.p. That is true. 

Mr. Lanuam. There is no criticism of Mr. Fischbach. 

Mr. Hotirre_p. We will recess for 10 minutes in the next office for 
an executive session. 

(A short recess. ) 

Mr. Houtrretp. The subcommittee will be in order. You may pro- 
ceed, Mr. Fischbach. 


FURTHER TESTIMONY OF J. ALSTON ADAMS, MEMBER OF THE 
HOME LOAN BANK BOARD 


Mr. Fiscuspacu. Mr. Adams, did you know, prior to your affirma- 
tive vote on Order 2015, that this document which I show you existed? 

(The document placed before the witness is the examination report 
of Long Beach Federal, as of July 16, 1949.) 

Mr. Apams. No; I do not recall ever seeing it. After all, Mr. Fisch- 
bach, I want to be just as helpful as I can to this committee, naturally, 
in anything that I can answer. But when you start asking me about 
documents, and you see that pile of stuff there, it is just impossible, as 
an administrator, on a three-man board, to keep up with the detail, 
and so on, with this thing. It just cannot be done, with a thing the 
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size of this. You would not. be doing anything else. I admit my in- 
adequacy there. I rely on the staff and advice that is given me by the 
Justice Department and our own legal staff. That is the best that I 
can do in executing my duties, as I see them. So that I am just at a 
loss on this. 

Mr. Houirretp. Mr. Adams, I want you to understand that it is 
not an attempt of the subcommittee to embarrass you in any way. 
We realize that you have 1,500 of these organizations to serve. The 
subcommittee, of course, must in its obligation to the purpose for 
which it was created, explore some of these administrative acts and 
some of these orders such as 388 and 2015. 

Mr. Apams. Yes, sir. 

Mr. HoutrieLp. We, of course, want to know if the Board acted 
with full knowledge or if it depended upon subordinates. In any case, 
where you had to depend upon a subordinate, I think you should state 
fairly and honestly to this subcommittee that you did depend upon a 
subordinate for that type of information, and the subcommittee will 
appreciate the burden of work which you have to do. At the same 
time we do believe, and I think I speak for all of us—at least, I speak 
for myself, as chairman of the subecommittee—that an order which has 
the effect of eliminating a conservator or a receiver previously ap- 
pointed for a $26,000,000 institution should have more than cursory 
examination by the Board. There should be certain documents upon 
which you based your second order of seizure, and we feel that, as 
administrators, before signing such an order, you should look into the 
facts involved—either that, or just state to the subcommittee that 
you have done so on the advice of your attorneys. 

Mr. Apams. Yes; that is what I am attempting to do. 

Mr. Fiscupacn. Did you rely upon information that was lodged 
before you in voting for 2015? 

Mr. Apams. Yes; I would say, on the advice of our legal depart- 
ment, the Justice Department. But as far as I personally am con- 
cerned, I would say I relied on the advice and comments and the 
facts made known to us by our chief examiner. That impressed me 
more than these legal gymnastics. I have heard nothing but criticism 
for months, from ar sides, of each other’s lawyers—they did this, 
this was trickery, that was trickery. I have heard hours and hours 
of it which, I tell you now, that I have to rely on the Justice Depart- 
ment. That is, the attorney for the Board. We have no choice of 
picking our attorneys, as an ordinary client would. And up to now I 
have no reason to distrust the representation that we have had from 
the Justice Department or from our own counsel. 

Mr. Fiscupacn. I want it to appear fairly in the record here 
whether the idea of 2015 originated with the Board or whether it 
originated with your lawyers? 

Mr. Horrman. What difference does it make? He adopted it. 

Mr. Fiscupacn.-We have to get the background of that, Mr. 
Hoffman. I think it is important to get the background of that. 

Mr. Horrman. He said—he has already said—that he relies upon 
the lawyers and the Justice Department. 

Mr. Fiscupacn. For the advice he got in connection with it. Now 
the question 

Mr. Horrman. I do not propose to sit here silent and have the 
witness put into some position that he cannot thereafter maintain. 
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Mr. Houirrevp. Is that an embarrassing question to you, Mr. 
Adams? 

Mr. Horrman. Let me finish my statement. I think the witness 
made a fair, sincere statement when he testified. Of course, if you 
want to change it 

Mr. Houtrretp. Are you against further cross-examination of the 
witness after he makes a prepared statement? 

Mr. Horrman. Iam not. I do not think that he should by adroit 
questioning—and no one I have ever met is any more adroit or has 
any more ability than Mr. Fischbach—— 

Mr. Fiscupacu. Except Mr. Hoffman. 

Mr. Horrman. I am not criticizing your motives at all, just under- 
stand that; but I have seen too many witnesses, and there is a lot of 
criticism against congressional and senatorial committees for the way 
they use witnesses—and I do not want to see anybody get into a posi- 
tion that he does not mean to get into. 

Mr. Fiscupacu. I want to get at the facts. 

Mr. Horrman. You asked him about an order for which he has 
assumed full responsibility. You asked him whether originally it 
was his idea or whether it was the idea of some attorney. What 
difference does it make? He might have grabbed it off a radio 
program—if he adopted it, it is his, and he is responsible for it. 

Mr. Fiscusacu. I think the question is very, very important for 
the determination of these matters. 

Mr. Houtrretp. May I interrupt there: Mr. Adams, is counsel 
embarrassing you by asking you these questions? 

Mr. Apams. Not when they are facts with which I am familiar. 
Only when he gets over into the legal side of it. 

Mr. Houtrreip. Of course, we do not know with what facts you 
are familiar. The object if this subcommittee is to find out if the 
Board was acquainted with the facts when they took certain actions. 

Mr. Apams. I believe it originated with the Board after the con- 
ferences with our chief supervisor. I will answer this direct: I have 
no knowledge or had no suspicion of it being a brain child of the 
Justice Department to help along their litigation. I just have no 
knowledge of that, if that is what you are trying to lead up to, Mr. 
Fischbach. I do not recognize it as such. 

Mr. Fiscupacnu. Let me ask you this, Mr. Adams: In connection 
with ‘'2015,”’ when did you hear about that for the first time? 

Mr. Apams. I believe that it was the consensus of the Board, 
after conferences with the Chief Supervisor, that such action should 
be taken to clear up a lot of these questions that were popping up 
again, that were part of the original Fahey charges. 

Mr. Fiscupacn. Was it ever suggested to you as a member of 
the Board that the purpose of ‘2015”’ was to forfeit the charter of the 
Long Beach Federal? ; 

Mr. Apams. To forfeit it? 

Mr. Fiscupacn. Yes. 

Mr. Apams. Not to my knowledge, never heard that reference, that 
approach. 

Mr.. Houirretp. May I ask counsel to please either speak louder 
or come closer to the subcommittee, because we cannot hear your 
questions. 
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Mr. Fiscupacnu. You never heard such a thought expressed by any- 
body in connection with 2015? 

Mr. Apams. I do not recall it; no, sir. 

Mr. Fiscuspacn. Did you consider, in the formulation of 2015, 
the fact that the Federal Savings & Loan Insurance Corporation was 
to be appointed as receiver? 

Mr. Apams. That, I do not recall. 

Mr. Fiscusacu. Well, it is in the order—I mean, would it help 
you, Mr. Adams, if I showed you a copy of the order? 

Mr. Apams. Well, if it is a matter of record. I am just admitting 
I do not know. 

Mr. Fiscupacn. As a businessman, having had charge of one of 
these associations, and as a member of the Board, you are familiar 
with the Board’s regulations and the distinction between appointing 
a conservator and appointing the Insurance Corporation as receiver, 
are you not? 

Mr. Apams. Yes. 

Mr. Fiscupacn. And it is true that under the regulations, when 
the Insurance Corporation is appointed as a receiver, it is not for the 
purpose of acting as a conservator, but for the purpose of liquidation; 
is it not? 

Mr. Apams. That is correct. 

Mr. Fiscupacn. With that before you, I would like to call your 
attention to order No. 2015, and ask you to be good enough to explain 
to me, if you can, what the origination was of that provision which 
calls for the appointment of the Federal Savings & Loan Insurance 
Corporation; and in that connection I will call your attention to this 
provision: 

It is hereby ordered— 
and then we will skip to the part of the order which reads— 


that Long Beach Federal shows cause, if any it has, why the Home Loan Bank 
Board should not, for the reasons hereinbefore stated, enter its order, including 
the appointment of the Federal Savings & Loan Insurance Corporation as 
receiver for said association. 

With that before you, does that refresh your recollection as to any 
discussion with relation to the appointment of a receiver, as dis- 
tinguished from the appointment of a conservator? 

Mr. Apams. Well, isn’t this calling for a hearing at which time we 
would make that determination, at a later date? 

Mr. Fiscupacu. Yes. 

Mr. Apams. After we have the facts before us? I tell you, frankly, 
I have not the slightest idea on some of those old charges, and some 
that have been inferred in the last examination, whether they are true 
or whether they are not. I would love, personally, to hear Tom’s 
explanation of a lot of those things. 

Mr. Fiscupacu. You also would like to see. that he gets a fair 
hearing, would you not? 

Mr. Apams. Absolutely, absolutely. 

Mr. Fiscnpacn. You realize that one day, if you had an adminis- 
trative hearing, you would be called upon to sit in judgment on the 
testimony? 

Mr. Apams. That is right. 
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Mr. Fiscnsacn. And would you want to do that, if you were going 
to be a witness in the proceeding, yourself? 

Mr. Apvams. I do not follow you there. 

Mr. Fiscnpacu. If you knew that you were to be a witness on the 
charges that were preferred in order No. 2015, would you want to 
participate thereafter as a judge to evaluate all of the facts, or would 
you think that unfair? 

Mr. Apvams. I am sorry, but I did not get it. j 

Mr. Fiscuspacn. Let me put it another way: If your attention 
were called to the fact that in connection with an administrative 
hearing of the charges that are preferred and contained in order No. 
2015, it were necessary to call Mr. Adams and Mr. Divers and Mr. 
LaRoque as witnesses, would you want to be a party to an adminis- 
trative hearing where you would later sit as judge and have to pass 
on the testimony that you yourself and your colleagues gave? 

Mr. Avams. I do not know. I have not thought of that. My 
line of thinking at this time was, if this hearing had to come to pass, 
we were going to have an independent hearing officer, we were going 
to take every precaution and lean over backward that they got a fair 
hearing, and that we got the facts on which to base our judgment. 

Mr. Fiscusacu. But if you were to sit as a judge in that, would you 
want to sit and pass on your own testimony, and would you want to 
sit and pass on the testimony of emplovees of the Board? 

Mr. Lovre. I think he has answered that satisfactorily. 

Mr. HouiFretp. Not to my satisfaction. 

Mr. Lovrr. I fail to see that he has not. 

Mr. Ho.trretp. Not to my satisfaction. Will you please answer? 

Mr. Fiscupacu. Would you want to do that, Mr. Adams? 

Mr. Horrman. It depends on whether he is sitting as an adminis- 
trator charged with the execution of the law himself, or sitting as a 
court. Of course, a judge never wou!d sit in any case where he was 
going to be a witness. On the other hand, an administrator might 
have some knowledge of facts that he was called upon to be used in 
determining his judgment. 

Mr. Apams. The part that I do not follow is in—— 

Mr. Lovre. It is confusing. 

Mr. Apams. In such a hearing up here as a witness. 

Mr. Fiscusacn. If you knew that you were going to appear as a 
witness. 

Mr. Apams. I had no knowledge of that. That is not as I viewed it. 

Mr. Hourrietp. Mr. Adams, this question we want you to thor- 
oughly understand, that is, what counsel is asking you; and if vou 
are not clear in your mind as to what he is asking you, take your 
own time to be sure that you understand what he is asking you. We do 
not want you to be under any pressure to answer something where 
you do not quite understand the nature of the question. We want 
you to fully understand what counsel is asking. So take your time. 

Mr. Apams. Thank you, Congressman Holifield. a 

Mr. Houtrrerp. Will you please restate your question? 

Mr. Apams. Go elementary on it, please. 

Mr. Fiscupacu. Let us see if we cannot agree on these things, Mr. 
Adams. You know this whole aura of charges against Gregory in the 
management of the Long Beach Federal has been a matter of some 
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concern ever since this Board was organized, and it was a matter of 
concern the very first day he went in. Is that not right? 

Mr. Apams. Correct. 

Mr. Fiscupacn. And during the course of your work as a member 
of the Board, you became aware of the fact, did you not, that there 
was such a thing as a conservator in the person of Mr. Ammann? 

Mr. Apams. Yes, sir. 

Mr. Fiscupacn. You became aware of the fact that Mr. Ammann 
refused, among other things, to give a receipt when he went in as 
conservator under Mr. Fahey’s order—were you aware of that—is 
that right? 

Mr. Apams. I have heard such a statement made; yes. 

Mr. Fiscuracn. All right. You became aware of a lot of things in 
connection with this whole situation, did you not, as a result of your 
personal participation in it? 

Mr. Apams. That is right. 

Mr. Fiscuracn. Could you not have reasonably foreseen that as 
a result of your own acts taken in good faith—and I do not want 
you to sit there and think for an instant that I am imputing to you 
anything but the best of faith—but you surely were aware, were you 
not, when order 2015 was voted, that because of your own action 
taken in good faith you might be a witness in the administrative 
hearing and in the determination of the validity of the charges that 
were preferred? 

Mr. Apams. No; I may be dumb, but I did not recognize that—no, 
sir; I did not. 

Mr. Horrman. Is this not true, that he is in the same position, for 
example, a similar position to that where the Senate is called upon, 
in their committees, time and again to investigate the suitability 
or the qualifications of an official? You would not sav every Senator 
would have to have some personal knowledge of the characteristics of 
every appointee? 

Mr. Fiscupacu. Of course not. 

Mr. Horrman. That is about what his position is. He could not 
be a judge and a witness. If he is charged with a statutory duty, 
you cannot always find an administrator who does not know any- 
thing about anybody connected with the case, or any of the facts. I 
think it is apparent to everybody that Mr. Adams here is a fair and 
sincere, conscientious administrator. He may be just as dumb or 
just as blind as some Congressmen, but he is still doing his best job. 
Is that not all we can ask of him? 

Mr. Fiscuracu. I would like to say this for the record and for the 
edification of the subcommittee: It is my sincere belief that if the other 
members of the Board were actuated by the same motives which 
actuated Mr. Adams, we would not have this problem today. You, 
gentlemen, would not be sitting in judgment on the action of the 
Board. That is my position. I have the greatest esteem, and I 
want to show the greatest deference to Mr. Adams, but I think it is 
my duty to bring out certain facts which, unfortunately, do place 
Mr. Adams in a position where he would have to be a witness and 
decide his own case. I am sure that Mr. Adams would not want to 
be cast in that role. 

Mr. Horrman. Is there any possibility now of there b ein 
ministrative hearing on these charges? 
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Mr. Fiscuspacu. If Mr. MacGuineas’ position is sustained by the 
circuit court of appeals, then that is the position. 

Mr. Lovre. I think they would like to have Mr. Adams sit on that 
Board, because he is very sympathetic to Tom. 

Mr. Horrman. He seems to be a sort of buddy, as he calls him. 

Mr. Lovre. You should not have any trouble with Adams. 

Mr. Fiscusacu. I do not think we will have any trouble with Mr. 
Adams. 

Mr. Horrman. You are getting me all harried-up here. 

Mr. Fiscusacu. I dare say Mr. Adams will agree with this, that 
there has not been a day, since he has been a member of this Board, 
that he has not endeavored to find some solution to this problem; 
is that not true? 

Mr. Apams. I certainly have endeavored. I cannot remember of 
a day I have missed; no. 

Mr. Fiscupacu. Let me ask you this—I think the members of the 
committee would like to get your frank answer as a businessman— 
are you in a position, as an administrator or one of the members of this 
Board, to decide this matter as a matter of business judgment, or are 
you hemmed in on all sides by lawyers? 

Mr. Apams. Never having been in such a law suit before, not even 
a small one, I do not know just what freedom any client has when he 
gets in the clutches of a lawyer, particularly when there are $6,000,000 
in court to shoot at. You want it straight—I will give it to you 
straight—this is a lawyers’ battle. And God only knows, nobody will 
ever get it cleared up until something is done with that money and the 
boys stop shooting at it. That is what I think. I have thought that 
for 2 years. I have told Tom Gregory, 2 vears ago over the phone: 
“Tom, your lawyers are running you,” and if you go out to California 
and see the number of lawyers in this thing, you will realize that. Why, 
they are hooking on by the day down there because of these fees. 
You know that. 

Mr. Fiscusacu. I know it, and we discussed it before this hearing, 
did we not? 

Mr. Apams. Yes. 

Mr. Houirie_p. That is one of the reasons this subcommittee is 
sitting. It is because we feel that undue expenses are being accrued 
to the savings and Joan industry and undue expenses are being ex- 
pended by the Government in the continuing of this litigation. That 
is one of the reasons this subcommittee is sitting, to save public 
moneys. 

Mr. Apams. Congressman Holifield, I would like to make just this 
statement, first, in defense of the two gentlemen with whom I have the 
pleasure of serving on this Board: As far as Chairman Divers is con- 
cerned, I want you to know that I have implicit confidence in that 
man. I think he is one of the fairest-minded men I have ever been 
privileged to be associated with. 

Mr. Fiscnpacnu. Of course you do. 

Mr. Apams. He has placed every card on the top of the table, the 
3 years I have been associated with him. I have every confidence in 
the world in that man. The same way with Mr. LaRoque, who has 
a wonderful background and experience in this business. J think he 
is doing a swell job. I am not going to tell you how it pains me to 
brag these Democrats up to this point, but there are two men doing a 
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good job, in my humble opinion. I think I should say that, in their 
defense, because it is as I believe it. 

Mr. Houirretp. Mr. Adams the Democrats on this subcommittee 
have also praised you. 

Mr. Apams. That is nice; thank you. 

Mr. Fiscupacu. Yet the fact of the matter is that not only is 
Tom Gregory hemmed in by lawyers, but how about you gentlemen— 
let us have it fairly? 

Mr. Apams. Yes. Well, it isnotfunny. J am just trying to smile. 
As a minority member on any board in Washington, I would say that 
if he has not learned his limitations, he has not learned his job. This 
is the one thing that I have tried to make sure of. I am convinced 
from my own questioning and investigation that this case is getting 
the same treatment in the Justice Department that the other 90,000 
eases I understand that they have over there are receiving. And if 
you think a minority member of any board in Washington could have 
any influence on changing the policy or procedures in the Justice 
Department, I am just out of my head. Maybe that is a little crude, 
but it is frank, at least. I fail to see, and I have been interested, 
because I have talked with Congressman King, who described this 
situation as one butting his head against an iron curtain in the Justice 
Department, but it looks to me like this case is getting just exactly 
the same treatment that they are in others; that they are following 
the policies and procedures set down by the Attorney General. And 
just recently, in a conference just prior to you folks coming in, the 
Board was in conference with the Attorney General, and he said a 
thing that I was interested in; “‘We have got 90,000 cases here. I 
cannot run from one to the other. What kind of an organization 
would I have, if I did that?” That is very understandable to me, as 
an administrator in a much smaller organization than the Justice 
Department. So those are my feelings on that subject. 

Mr. Houirtetp. The burden of your testimony—and if I mis- 
understand you, please correct me—is that while Mr. Gregory seems 
to be in the hands of his attorney, the Home Loan Bank Board, as 
far as any settlement of this kind is concerned, and as far as any 
administrative acts in California are concerned, is strictly under the 
control of the Department of Justice? 

Mr. Apams. I would say this, as a layman, if I understand an 
Executive order, a Presidential order, that says that the Justice 
Department shall settle claims for the United States, that an adminis- 
trator will have the business judgment and will make the business 
judgment in those cases; but that business judgment must have the 
approval of the Justice Department. That is my understanding of 
it at the moment, if that is correct. So that, yes, thank God, I am 
in the hands of some lawyers. Look where we’d be—what could a 
layman do, or an administrator do, without a battery of lawyers in a 
case like this? Where would you be? 

Mr. Horrman. May I just suggest this to you? Something was 
said about this thing getting into the hands of the lawyers, having at 
one time thought I was a lawyer, did you ever know of a lawyer 
being in a case without somebody asking him to be? 

Mr. Apams. No, sir. 

Mr. Horrman. Then it is not so much the fault of the lawyer as 
it is of the fellow that hires him; is it? 
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Mr. Apams. I agree with you thoroughly on that. 

Mr. Horrman. Do not lay it all on the lawyers all of the time. 

Mr. Apvams. I made those statements with full knowledge that I 
am far outnumbered here, Congressman. 

Mr. Fiscupacu. Has the Board hired any outside lawyers in 
connection with this matter? 

Mr. Apams. To my knowledge, we retained Siegel for the purposes 
of working on briefs, and so on, with a limit—I believe I am correct— 
on the amount of fee during the term of the case, which, I believe, was 
$5,000. 

Mr. Fiscupacu. Have you been called upon to approve the fees of 
the lawyers for the San Francisco bank? 

Mr. Apams. Yes. 

Mr. Fiscusacu. Do you know how much you approved in the way 
of fees? 

Mr. Apams. Not offhand. It is a matter of record. I will be glad 
to get that for you. 

Mr. Fiscupacu. I believe someone of the Board is going to come 
up and bring those figures? 

Mr. Apams. Yes. 

Mr. Fiscusacnu. And place them before the subcommittee. 

Mr. Apams. They have been collected, I know. 

Mr. Fiscuspacn. In your opinion, has a totally disproportionate 
amount of money been spent on this litigation? 

Mr. Apams. Of the San Francisco bank board budget? 

Mr. Fiscupacnu. Yes. 

Mr. Apams. I would not say “disproportionate’”’; no. 

Mr. Fiscupacu. Would you say that a substantial sum of money 
has been spent in this litigation? 

Mr. Apams. I do not know. I do not know it. 

Mr. Horrman. I challenge his capacity to pass on that one. 

Mr. Apams. I do not know the current figures. They will be made 
available to you. 

Mr. Horrman. He is a banker, but he is not a lawyer and does 
not know the value, so far as the record shows, of legal services. 

Mr. Fiscupacu. Can you tell us, in your own words, what you 
understand this whole controversy is about? 

Mr. Apams. The claims for damages being made by the Long 
Beach Federal Savings and Loan Association for the association. 

Mr. Lovre. I would like to ask you this question: On page 5 of 
your prepared statement, you state as follows: 

The Board thereupon undertook to resolve the remainder of the controversy, 
which involved finding a basis for the reestablishment of the Los Angeles bank. 
Discussions and negotiations looking toward this end were conducted in 1948, 


but ran into an unexpected obstacle in the demand of the Long Beach Association 
for damages from the Board and San Francisco bank on charges of fraud. 


Is that the main issue involved? 

Mr. Apams. That is my understanding; yes. 

Mr. Lovre. Then you disagree with Mr. Chapman this morning in 
his testimony, wherein he stated the main issue was the reestablish- 
ment of the Los Angeles bank, and it had nothing to do with the 
question of damages for Tom Gregory? 

Mr. Apams. I do. I also disagree when he says we are holding 
them as hostage for the return of that bank. It certainly has never 
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been the part of my thinking, or any members of the Board, to my 
knowledge. 

Mr. Lovee. Your opinion then is that if the question of damages 
had not been raised on the part of Tom Gregory, this matter could 
have been settled? 

Mr. Apams. Yes, sir. It was my full intention, after returning the 
Long Beach, that our very next step, as soon as we could do it in an 
orderly fashion, would be to reestablish the two banks. 

Mr. Lovre. Is that the opinion of the other members of the Home 
Loan Bank Board? 

Mr. Apams. I believe so; yes, sir. 

Mr. Houirietp. Mr. Adams, along that very line of questioning, do 
vou take the position, as an individual, that no damage was done to 
Mr. Gregory’s institution by the seizure of it and the reduction of its 
assets from $26,000,000 to $13,000,000, making of the $6,300,000 
loan to the San Francisco bank? 

Mr. Apams. Congressman Holifield-——— 

Mr. Hourrietp. | asked you as an individual who has quite a bit of 
knowledge of this—I will ask you, as an individual, if you feel that no 
damage was done to Long Beach Federal. 

Mr. Horrmay. Is that not asking him to give an opinion on a ques- 
tion that will come up hereafter? 

Mr. Houirievp. If you do not care to answer it, you can say so. 

Mr. Apams. I frankly was of the opinion that the amounts at one 
time, when we thought we had a settlement, were conceded was a 
part of that. 

Mr. Houirie.tp. You agree to the Portland agreement, which did 
award attorneys’ fees, that is, the payment of attorneys’ fees and a 
certain advantageous loan—you did agree to that, in view of the fact 
that damages had occurred? 

Mr. Apams. We agreed to the waiver of expenses involved during 
conservatorship and examination, the ones we have referred to, in the 
amount of about $90,000. 

Mr. HouiFieLp. You did agree, in court, to the payment of one- 
third of $540,000? 

Mr. Apams. I believe that is where we ended up; yes, sir. 

Mr. Hourrie.p. And I notice that in your statement on page 5, that 
you said: 

The breakdown in negotiations followed a rather bitter controversy over an 
interim partial allowance to those attorneys of $540,000 by the court. Through 
efforts of the Department, the allowance was reduced to approximately one-third. 

Of course, you did not mean to convey that the $540,000 fee was 
cut to $160,000, but you meant that the $160,000 was a partial pay- 
ment of that, and that it was not a settlement in full of the amount? 

Mr. Apams. I am not sure I follow you on that, Congressman 
Holifield. 

Mr. Hourrtetp. Let us review that case. As I understand it, the 
Federal district court, under Judge Hall, in an adversary proceeding 
of attorneys of record in the case, made an allowance of $540,000 in 
fees. It was at that point that the Department of Justice objected 
to the amount of the fees, but an interim settlement of $160,000 was 
approved, the remainder of the fees to-be settled later by adversary 
proceedings. Is that not the record? 
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Mr. Apams. That is as I understand it, as it has been explained to 
me; yes. 

Mr. Houtrrevp. So at that time the Board did, by virtue of ap- 
proving that interim allowance, make an allowance to the attorneys 
of a certain fee. The Board also agreed to discharge certain obliga- 
tions of interest and other matters at that time. And the Board 
also did agree to an advantageous loan above the normal line of 
credit to Mr. Gregory in the Portland agreement? 

Mr. Apams. I am not clear whether that loan was ever agreed to 
or not—that $10,000,000 loan at Portland. As you know, Mr. Divers 
did the negotiating at Portland. I wasnotthere. If you contemplate 
calling him, I think that would be a proper question to ask him. 

Mr. Houirte.ip. Do you think it is a proper question to ask you? 

Mr. Apams. I did talk about it. 

Mr. Ho.irietp. The reason I am indulging in this line of ques- 
tioning is that Mr. Lovre brought up the fact in his questioning that 
the only reason why the settlement was not made was that claims of 
damages had arisen, and I wish to establish the fact for the record 
that damages had occurred to Mr. Gregory, and that the Board had, 
on one occasion, formally admitted, in a settlement which was placed 
before the court, that such damages had occurred and that, also, 
they were willing to compensate Mr. Gregory to a certain amount 
for those damages not to the extent of $20,000,000 as Mr. Gregory 
testified before this committe that he had been damaged, but to a 
normal extent. That was not my question. That was my statement 
as to my line of questioning evolving from Mr. Lovre’s questioning. 

Mr. Apams. My answer to Congressman Lovre’s question was this: 
These were the terms I was thinking in. If it had not been for the 
suit for damages for fraud after the Long Beach had been returned, 
I believe, in a period of 30 to 60, maybe 90 days, the Board would have 
reestablished both banks. It was certainly our intention. It was 
just Mr. Divers and myself at that time. Frankly, we were hurried 
on it. We had pressures from several angles being put on it. I had 
just been through a very harassing period prior to that, as I described 
this morning, and the major objective was to get the Long Beach 
Federal back to its shareholders. That we accomplished. The other 
brought on other considerations. We wanted to be sure we were 
right on it. We wanted a little more time. And we expected that 
to be the next project on which the two-man Board would func- 
tion. And if it had not been for the suits for damages, and so on, 
that brought it in, and this has been my layman’s thinking on that 
right along, that it has been pointed out to me that these damages 
and claims and judgments, if obtained, would follow the assets, which 
would mean that we would follow them right back up to Portland, to 
the Portland bank. And, as I set forth here, it would be the smallest 
bank in the System, it would have the smallest reserves and undivided 
profits; it would not be able to stand this litigation, if we could not 
get it settled, and a judgment might get us a defunct bank almost as 
soon as we got it established. That could happen. I think that 
would be a pretty ridiculous position for any administrator, that 
type of judgment, when those facts were present. 

Mr. Ho.trretp. Did you. think that the Portland bank assets, 
alone, would stand in jeopardy, and not the Los Angeles bank and 
the San Francisco bank, and its enlarged stock? 
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Mr. Apams. It was a matter, on the basis of the best lawsuit, the 
contention that the San Francisco bank is still illegally operated, I 
believe, by the bong Beach group; and I have taken it, at least, for 
a fact, that those claims would follow the assets up to Portland. I 
think that is probably a question that should be followed through 
with our own counsel for more intelligent discussion. 

Mr. Fiscusacu. Does that flow from the thought that the directors 
of the Portland bank did not resent Mr. Fahey’s instructions, but 
proceeded to acquiesce in what he directed them to do? 

Mr. Apams. I suppose so, yes; I do not know. Again, you are 
getting me into law. 

Mr. Fiscuspacnu. This is purely fact. 

Mr. Apams. Why do you add the Portland directors failed to resist 
Mr. Fahey’s instructions? 

Mr. Fiscupacu. Why do I? 

Mr. Apams. Yes. 

Mr. Fiscusacu. Is that not the fact? 

Mr. Apams. Apparently; I have heard that discussed many times. 
I had the privilege of serving as an elected director on the Federal 
Home Loan Bank of New York for 6 years, and I have my doubts as 
to whether we would be able to resist an order of the Washington 
administrators, if such an order had come through, to merge it with the 
Boston bank or one of the others. I probably would not have felt 
that I could afford to go out and hire counsel out of my personal 
pocket, and probably have been right in the same kind of scrape that 
the directors are in out there. My sympathies are with them. I 
do not think they anticipated that. I do not think they did it will- 
ingly. And I think they used some bad judgment. 

Mr. Fiscnpacn. You would like to see Long Beach Federal reim- 
bursed for the expenses of this conservatorship? 

Mr. Lovre. I think that is an unfair question, so far as Mr. Adams 
is concerned, because, perhaps, some day he will have to sit in on 
judgment on this, and I think it is highly prejudicial. 

Mr. Fiscupacu. If you think it unfair, Mr. Lovre, I will withdraw 
the question. 

Mr. Lovre. I certainly do. It is up to the chairman to decide. 

Mr. Houirte_p. That question is withdrawn. Mr. Adams, may I 
ask you if at any time your Board has considered the liability of the 
Federal Savings and Loan Insurance Corp. in this matter, the reserves 
of which have been accumulated, as being an asset which might stand 
part of the expense of the Government? 

Mr. Apams. We have briefly discussed it. 

Mr. Houtrretp. Has your Board taken a formal position on that? 

Mr. Apams. Not that I recall at the moment. 

Mr. Hourrretp. Not that you recall? 

Mr. Apams. No. 

Mr. Houirtetp. Do you know how much in reserves have been 
accumulated in the Insurance Corporation? 

Mr. Apams. Close to $100,000,000. 

Mr. Houtrrevp. Close to $100,000,000? 

Mr. Apams. Yes. 

Mr. Houirtetp. Do you know for what purposes those reserves 
were accumulated? 

Mr. Apams. To pay losses. 
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Mr. Houtrietp. To pay losses and claims against the Home Loan 
Bank System wherever they might occur? 

Mr. Apams. That, I would have to be briefed on, Congressman 
Holifield. You are getting into a point of law that I would take 
advice of counsel concerning. 

Mr. Houtriep. I think that is probably a good answer from you 
at this time. As a matter of fact, all of the Federal savings and loan 
associations do contribute toward that fund, do they not? 

Mr. Apams. Yes; all insured institutions. 

Mr. Hourrrevp. All insured institutions, all of the institutions 
in the Eleventh and Twelfth Regional Bank districts have contributed 
to that fund and helped build up that $100,000,000 reserve? 

Mr. Apams. That is correct—all insured Federal and State- 
chartered institutions. Now, there are members of the Home Loan 
Bank System that are not insured, that is, State-chartered institutions 
that are not insured. 

Mr. Houirrevp. All of those that are members and have the benefit 
of that insurance have contributed toward it according to their 
assets? 

Mr. Apams. Yes; according to their-—— 

Mr. Houtrrevp. Their receipts and deposits, that is, according 
to their savings deposits; correct? 

Mr. Apams. That is correct. 

Mr. Hourrievp. That is all at this point. 

Mr. Lovre. I would like to ask one question. 

Mr. Homrievp. Yes. Proceed with your question. 

Mr. Lovre. Reference has been made to this Portland agreement. 
Was there anything in that agreement to the effect that Tom Gregory 
would be absolved of any claims, known or unknown, that the Govern- 
ment may have against Tom Gregory? 

Mr. Apams. Congressman, I cannot answer that from memory. I 
do not know. I will be glad to refer to that so-called Portland agree- 
ment, which I believe was oral at that time—later put into a written 
agreement stipulation down at Los Angeles—but if I can supply you 
with an answer to that, I will be glad to. 

Mr. Lovre. I wish you would, sir. 

Mr. Fiscusacn. In point of fact, Mr. Adams, in connection with 
the reestablishment of the Los Angeles bank and the Portland bank, 
was it not the intention of the Board not too long ago to do precisely 
that, notwithstanding this litigation? 

Mr. Apams. To reestablish it? 

Mr. Fiscupacu. Yes. 

Mr. Apams. Why, we have spent days and hours trying to figure 
out how we could do it safely and legally and without jeopardizing it. 

Mr. Fiscupacu. But the advice you got, that because of the pend- 
ency of this litigation and because of the complications which would 
flow from the litigation, as members of the Board you decided not 
to take that action at that time? 

Mr. Apams. That is right. 

Mr. Fiscupacnu. That position is still your position today? 

Mr. Apams. That is right. 

Mr. Lovre. How can you absolve anyone of claims, known or 
unknown, when you have already testified that you have not had a 
chance to go into the charges that were made against Mr. Gregory; 
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how can you absolve a man of something that you do not know 
anything about? 

fr. Apams. I do not think we can; I do not think we can. I have 
heard for a long time of various charges of losses that are taken by the 
Long Beach, of bad loans that have been made, and things of that 
type. I am telling you, I would love to know the detail on them, and 
if those losses are imaginary with Tom Gregory, or whether they are 
actual. I would love to know that. I do not know, today. 

Mr. Lovee. You want to let the chips fall where they may? 

Mr. Apams. I would hope to use sound and fair judgment in any 
decision on it; yes, sir. 

Mr. Lovre. On all of those charges, there should be an administra- 
tive hearing; and if there is anything wrong, it should be brought to 
light? 

Mr. Apams. I think so. 

Mr. Lovers. If Mr. Gregory has been accused falsely, he should be 
exonerated, should he not? 

Mr. Apams. Definitely so. By all means. 

Mr. Fiscupacu. Could that not be done without appointing a 
receiver in the meanwhile—how about that? 

Mr. Apams. I do not know. I expect it could be. We have re- 
cently had questions raised on the examination where we have 
contacted the board of directors and asked the management to appear 
before the board for a hearing. They showed up. We went into the 
detail, we have got the facts, and it is working out beautifully. 

Mr. Fiscusacn. You did not do that in order No. 2015, though, did 

ou? 

" Mr. Apams. No; but in the other case we did not have 100 lawyers 
to deal with, either, and all of the gymnastics that are involved in 
this thing. 

Mr. Horrman. Is it not true that the Long Beach branch is the 
one that asked for the injunction to hold up the hearing? 

Mr. Fiscupacu. Yes. 

Mr. Horrman. That is what I thought. 

Mr. Lovre. Why did they do that? 

Mr. Horrman. You said there ought to be a hearing, and they 
started to hold one, and Long Beach held them up. 

Mr. Fiscupacnu. Let me see if I cannot develop some points that 
will be of interest to you. At the time you made order No. 2015, you 
knew Tom Gregory was under a million-dollar bond, did you not? 

Mr. ApDAMs. t Wbeve I was aware of that. 

Mr. Fiscupacu. And you would not sit there and expound the 
theory that if Mr. Ammann, as conservator, did anything that was 
wrong, that he should be absolved, would you? 

Mr. Apams. No. 

Mr. Fiscupacuw. You know that he was to make an accounting, 
do you not? 

Mr. Apams. I am confused on this accounting. I understand the 
court has rejected it. As a matter of fact, I have made inquiry to 
Se ins where 11 FBI men came from, that are out there now, and 

n —_——- 

Mr. Fiscnpacu. Did you find out? 

Mr. Apams. I am told they are out trying to get the voluminous 
detail which Mr. Gregory wants, apparently, in the court. That is 
why they are out there now. 
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Mr. Fiscusacu. You would not sit there and deny that Gregory 
has a right to an accounting, would you? 

Mr. Horrman. Why are we arguing that now? 

Mr. Fiscupacu. Let us get a few facts straight in the record. 

Mr. Karsten. We want to know why this administrative hearing 
was held up. 

Mr. Fiscupacu. A court order was made enjoining it. 

Mr. Karsten. Why did Mr. Gregory and his associates enjoin the 
administrative hearing? 

Mr. Fiscupacu. If you want my statement, I will be glad to give 
it to you. I would like to have Mr. Adams’ statement. 

Mr. Karsten. I should like to get the answer. I do not care who 
answers it. 

Mr. Fiscupacn. I should think you would rather have it from Mr. 
Chapman than from my investigation of the matter. 

Mr. Karsten. It makes no difference. 

Mr. Hourrretp. As soon as you have finished with Mr. Adams, if 
it is desired by Mr. Karsten, we will ask Mr. Chapman to explain 
that point again. 

Mr. Fiscusnacn. You would not sit there and deny that Gregory 
and Long Beach Federal are entitled to a full and complete accounting 
as to what Mr. Ammann did as conservator? 

Mr. Apams. I think they are entitled to it; yes, sir. 

Mr. Fiscuspacnu. You would be perfectly willing to see that Mr. 
Ammann go ahead and complete his accounting? And if it should 
develop, Mr. Adams, in the course of the examination of that account- 
ing, that the Long Beach suffered very substantial damages, what 
would you do about it? 

Mr. Apams. I do not know. I would try to do the right and fair 
thing, as the facts are disclosed. That I would want to be privileged 
to do. 

Mr. Fiscupacn. All of the charges that you have pending, or that 
you have in your files, in connection with Long Beach Federal, or 
Tom Gregory, could they not be resolved without the action of a 
receiver hanging over the head of Gregory and Long Beach Federal? 

Mr. Apams. We are back in the chain of our lawyers. That, I 
would have to consult with the Justice Department and our own 
attorneys. 

Mr. Fiscuzacnu. So that I would take it from your statement that 
it was not your idea, the provision in there for the appointment of 
the Savings and Loan Insurance Corporation as the receiver of Long 
Beach Federal pending these hearings? 

Mr. Horrman. Let us have that question again. We are going 
back over some stuff that we have already been over. You have 
been over it three or four times. 

(The question was read.) 

Mr. Horrman. Did he not sign an order to that effect—did he 
not ask for a hearing on that? 

Mr. Fiscupacu. He signed the order. He voted for the order. 

Mr. Horrman. Is it fair to ask him whether or not he intended to 
do that, when they have not had any hearings? 

Mr. Fiscupacu. The order speaks for itself. 

Mr. Horrman. Sure, it does. The order calls for hearings. Now 
you ask him, if I understand it correctly—maybe I do not understand 
it—whether or not he was in favor of having a receiver. 
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Mr. Fiscusacu. The record before us shows the affirmative answer 
of Mr. Adams on a cold, simple business proposition that these charges 
against Gregory could have been heard and could be heard without 
having this threat of a receiver hanging over the Long Beach Federal. 

Mr. Horrman. Yes. All right. 

Mr. Fiscupacu. Therefore, I want to ask this witness whether it 
was his idea, when he voted for order No. 2015, that the receiver 
should be part of that order; I think that is a perfectly fair question. 

Mr. Horrman. He evidently did think that the question of whether 
a receiver should be appointed was to be determined at the hearing; 
otherwise, he would not have signed the order. 

Mr. Fiscuxpacn. I do not want to speculate on it. It is too 
important. 

Mr. Horrman. Is he required to give a congressional committee 
in advance an opinion as to what he was going to do? 

Mr. Fiscupacn. I think we are entitled, though, to know what he 
had in mind when he did make it. 

Mr. Horrman. All right, go ahead. Here we have a fight between 
two or three Government agencies, one questioning the motives of 
the other, and the appropriateness of the other. 

Mr. Fiscuspacu. As I understand your position, you for a long 
time have been perfectly willing to hear both sides of the controversy, 
the charges against Gregory, and Gregory’s side of it? 

Mr. Apams. Right. 

Mr. Fiscupacu. I also understand from you that it is completely 
unnecessary, in connection with the hearing of such charges, that 
there be a threat of a receiver over the association involved; is that 
not right? 

Mr. Apams. I suppose so. I think the Board could ask the man- 
agement to come in, and if they were willing to discuss those, all of 
those problems and charges, and were satisfied with that, on both 
sides, I think it could be done. In minor cases, we have done that. 
There was not a whole pile of litigation, and so on, and I did not pre- 
judge when I consented or voted for that order; I did not prejudge 
the case, that it was going to end up with a receiver. I did not know 
and I do not know, today, because I have not heard them. I certainly 
would not issue them with a view that we were going to get this fellow 
and going to put in a receiver. That certainly has never been 
that intention on the part of the Board at any spot. 

Mr. Fiscusacu. Did you publish that order in the Federal Register? 

Mr. Apams. I suppose so. I do not know that it is a matter of 
pep We could refer and see. The Secretary is charged with that 

uty. 

Mr. Fiscupacn. How about it, Mr. McKenna? 

Mr. McKenna. This order, if it were published in the Federal 
Register 

Mr. Fiscnpacn. Was it published or not? 

Mr. McKenna. Might hurt the Long Beach Federal. 

Mr. Fiscupacu. Was it published, or something—will you please 
answer my question? 

Mr. HoutrreLtp. Mr. McKenna, you will please answer the counsel. 
That is a very simple question. as or was not this order published 
in the Federal Register? 

Mr. McKenna. This order, to my knowledge, was not, and no 
order of its nature ever is. 
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Mr. Houirreip. That is all, Mr. McKenna. You may proceed. 

Mr. Fiscupacu. One of the recommendations of the Smith com- 
mittee was that the Board should publish its orders in the Federal 
Register, was it not? 

Mr. Apams. I do not recall. I think it would be most inadvisable 
to make a record of that type on a financial institution. 

Mr. Fiscusacn. Why—because it might cause a run? 

Mr. Apams. It might do interminable damage. I do not know. 

Mr. Fiscupacu. Could this whole thing have been brought up before 
the Board, so far as the charges were concerned? 

Mr. Apams. Starting from scratch, yes—starting from scratch, 
why, sure, yes. That is, as I have already said this morning, that I 
do not go along, neither does the Board, in the methods used in the 
original case. [have told you that. Iam onrecord. I think it was 
wrong. I do not think it was the procedure at all. This Board has 
never used that procedure And out of some 4,000 insured institu- 
tions, we have always had problems. 

Mr. Fiscupacu. What I am asking you today, here, in 1950, is, 
in the light of the fact that Gregory has a million-dollar bond on file 
in the court, and in the light of the fact that the Board and the System 
could recover for any mismanagement, why do you proceed with a 
threat of a receiver in connection with determining the validity of the 
charges against Mr. Gregory? 

Mr. Horrman. Could you say that it is a threat? Did they not 
have a right? 

Mr. Fiscupacu. I can say it is a threat to such an extent that they 
have not published it in the Federal Register, because the witness has 
just testified that they refrained from doing so for the sake of avoiding 
arun. Certainly, it is a threat. 

Mr. Horrman. All right. Do you claim, as a matter of law, that 
it should have been published, that it is invalid because it was not 
published in the Federal Register? 

Mr. Fiscupacu. I say, as a matter of law, the Smith committee 
found and, I think, very properly, that the Administration was 
violating the law in failing to publish its orders in the Federal Register. 
I say/that this committee, before it gets through, has to examine into 
the same situation, because, apparently, the Board is not publishing 
in the Federal Register. I say, also, as a matter of law, that it 
appears undisputed of record that Mr. Gregory had on file a million- 
dollar bond, and that all of the charges that tne Board claims it has 
undetermined against Mr. Gregory could have been administratively 
heard and determined without the necessity of putting in a require- 
ment to show cause why the institution should not be liquidated. 

Mr. Horrman. Mr. Chairman, will counsel answer my question? 
Do you claim, as a matter of law, that this order, in order to be valid, 
that is, order No. 2015, must be published in the Federal Register? 

Mr. Fiscusacu. I think so. 

Mr. Horrman. Have you got any authorities to that effect? 

Mr. Fiscupacnu. Yes; the Federal Register Act. 

Mr. Lovre. Let me ask counsel one question as one lawyer to 
another. 

Mr. Horrman. Wait until I get through; then you say that what 
the Board should have done was to have published this order, even 
though it might have caused a run on the bank, do you? 
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Mr. Fiscupacu. The Board—that is not what I said. 

Mr. Horrman. I am asking that question. 

Mr. Fiscupacn. That is not what I was saying. I am answering 
your question. 

Mr. Horrman. No, no. Do you say 

Mr. Fiscupacn. The Board could have had an administrative 
hearing without any reference whatever to the appointment of the 
Federal Savings & Loan Insurance Corp. and could have published 
such an order, and would have been perfectly within its jurisdiction 
and within its broad discretion under the law in so calling the matters 
up for hearing. 

Mr. Horrman. Do you say that if you had been in the position of 
the Board, that you would have published it in the Federal Register? 

Mr. Fiscupacu. Had I been in the position of the Board, I would 
not have made Order 2015. 

Mr. Horrman. Would you have published it in the Federal Regis- 
ter, if you had made the order? 

Mr. Fiscupacn. If I had I certainly would. 

Mr. Horrman. If you had made the order? 

Mr. Fiscuspacu. If I had made the order, I would, certainly, have 
published it. 

Mr. Horrman. And endangered the run on the bank? 

Mr. Fiscuspacn. Would I have drawn the order so it would not 
have endangered a run on the bank? 

Mr. Horrman. You say that if you had made the order as it is, 
you would have published it in the Register? 

Mr. Fiscupacn. I would not make it as it is. 

Mr. Horrman. He knows I was asking a hypothetical question, 
and, lawyer-like, he does not answer it. 

Mr. Ho.irrevp. As one lawyer to another, you may ask counsel a 
question. 

Mr. Lovre. Do you mean to tell us that this $1,000,000 bond that 
Mr. Gregory is under, would cover any illegal acts that had transpired, 
if any—and I do not know as to that prior to the time of the issuance 
of the $1,000,000 bond? 

Mr. Fiscupacn. Certainly not. 

Mr. Lovre. Of course not. All right. 

Mr. Fiscupacn. Certainly not. All this is supposed to relate to 
matters, as we understand Mr. Adams’ testimony, that took place 
after Gregory got back the institution. 

Mr. Lovre. Before, too, if I understand this. 

Mr. Fiscupacu. Those before, I think, they washed out by their 
own order of “388’’; is that not right? 

Mr. Apams. I do not agree to that; no, sir. 

Mr. Lovee. We agree on this: Any acts, any illegal acts, if 
any transpired prior to the $1,000,000 bond, are not covered by this 
big bond you are talking about? 

Mr. Fiscusacn. There is the $200,000 bond before that, and that 
would cover it. 

Mr. Lovre. $200,000? How many assets is he in charge of? 

Mr. Fiscupacn. I am glad you raised that. ‘Twenty-six million. 
Ane how much do you think Mr. Ammann’s bond was? One hundred 
thousand. 
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Mr. Lovre. There is no justification for that. Two wrongs do not 
make a right. 

Mr. Fiscupacn. Right. I would like to call Mr. Moore at this 
point. 

Mr. Houtrretp. I would like to say that in 12 minutes the subcom- 
mittee will adjourn; that is, with the consent of the membership, at 
4:45. 

Mr. Fiscusacu. I would like to call Mr. Moore. 

Mr. Hourrretp. Mr. Moore, will you be sworn. You swear that 
. the evidence which you are about to give to this subcommittee will be 
the truth, the whole truth and nothing but the truth, so help you God? 

Mr. Moors. I do. 

Mr. Houirietp. Thank you, and be seated. 


TESTIMONY OF J. FRANCIS MOORE, SECRETARY, HOME LOAN 
BANK BOARD, WASHINGTON, D. C. 


Mr. Fiscupacu. Mr. Moore, would you state your full name, 
please? 

Mr. Moore. J. Francis Moore. 

Mr. Fiscupacu. I understand you are secretary of the Home Loan 
Bank Board? 

Mr. Moors. Yes, sir. 

Mr. Fiscupacnu. Prior to that, you were secretary of the original 
statutory Board, and you were secretary to the Federal Home Loan 
Bank Administration? 

Mr. Moore. Yes. 

Mr. Fiscusacn. It is part of your duties, is it not, to maintain the 
record of the minutes of the meetings of the Home Loan Bank Board? 

Mr. Moore. Yes, sir. 

Mr. Fiscupacu. Was it part of your duties to maintain the records 
of the action taken by Mr. Fahey, as Administrator of the Federal 
Home Loan Bank Administration? 

Mr. Moore. Yes, sir. 

Mr. Fiscupacu. I have asked you to be good enough to produce 
for the use of this subcommittee the record of the action taken by Mr. 
Fahey back in 1947 in fixing a certain administrative hearing to be 
held, as I recall, in or about the month of December 1947, at Los 
Angeles. Have you produced such a record? 

Mr. Moore. I have a record of it. I do have the minutes of the 
meeting of December 4, 1947, at which a resolution was adopted. 

Mr. Fiscupacu. Canceling the administrative hearing I am talking 
about? 

Mr. Moore. Postponing it; yes, sir. 

Mr. Fiscusacu. How about the record of Mr. Fahey’s action or 
the Board’s action in setting that hearing? 

Mr. Moore. As I understand it, the hearing which was the subject 
of the meeting of December 4, 1947, was an order of the Federal 
Home Loan Bank Administration, dated June 5, 1946, and was order 
No. 5309. That hearing had been extended from time to time until 
the last date which was included in the resolution of December 4 to 
December 15. 
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Mr. Fiscnspacn. You point to order No. 5309, dated June 5, 1946, 
as the subject matter of a hearing, a meeting which took place in 
December of 1947? 

Mr. Moore. Yes, sir. 

Mr. Fiscnpacn. Was there any action by the Federal Home Loan 
Bank Administration with respect to order No. 5309, dated June 5, 
1946, subsequent to this order? 

Mr. Moore. Not by the Administrator. 

Mr. Fiscupacu. Was there any order maintaining the validity of 
this Administration order ever entered by the Board? 

Mr. Moore. Nothing entered by the Board with reference to the 
validity of that, except as order No. 139 of December 4 would order 
the postponement to a later date. 

Mr. Fiscupacn. Did I not understand you a minute ago, Mr. 
Moore, to say that in December of 1947 there was a meeting of the 
Home Loan Bank Board? 

Mr. Moores. Yes, sir. 

Mr. Fiscusacu. But this order No. 5309 had been continued from 
June 5, 1946, at various intervals? 

Mr. Moore. Not by the Board. 

Mr. Fiscusacu. Who continued it, and by what action? 

Mr. Moore. In the minutes of the meeting of the Board, the 
Home Loan Bank Board, on December 4, 1947, and in the afternoon 
of the day on which this resolution was adopted—the resolution was 
adopted in the morning—there is this notation: 

Chairman Fahey referred to Resolution No. 139, adopted at the morning session 
of December 4, relative to the postponement of administrative hearing in the 
case of Long Beach Federal Savings & Loan Association, Long Beach, Calif., 
set for December 15, 1947. 

Mr. Fiscuspacu. Who set it for December 15, 1947? 

Mr. Moore. I think this following statement would clarify that: 

Chairman Fahey pointed out that the Home Loan Bank Administration Order 
No. 5309, dated June 5, 1946, relative to administrative hearing in this case, 
included a provision that a hearing officer may adjourn the said hearing from 
time to time if in his judgment it is desirable to the orderly conduct of the said 
hearing or to promote the just determination of the ultimate issue. 

So that it is my understanding that the hearing which is ordered 
under Home Loan Bank Administration order No. 5309, dated June 5, 
had been extended from time to time by the hearing officer. 

Mr. Fiscupacu. Who was the hearing officer? 

Mr. Moors. Mr. Harrison. 

Mr. Fiscupacu. Is Mr. Harrison in Washington? 

Mr. Moore. Yes, sir. 

Mr. Fiscusacu. Did he make an order extending the adminis- 
trative hearing from time to time? 

Mr. Moors. It is not a part of the Board’s records. 

Mr. Fiscusacn. Well, that is not what I asked you. 

Mr. Moors. He may have. 

Mr. Fiscupacu. He may have? 

Mr. Moors. Yes, sir. 

Mr. Fiscupacu. Was such an order ever called to your attention? 

Mr. Moors. Not specifically, although I may have seen it in the 
papers at the Board. 
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Mr. Fiscusacu. On whose authority would Mr. Harrison have 
made such orders? 

Mr. Moores. Under his authority as hearing officer I would take 
it, and under the authority of order No. 5309, although I am not quali- 
fied to interpret his authority or to indicate wherein he might derive 
that authority. 

Mr. Fiscusacu. Is this a fair statement, Mr. Moore, that on the 
morning of the meeting, that is, the meeting of 

Mr. Moors. December 4. 

Mr. Fiscusacu. Of the Board consisting of Mr. Fahey, Mr. Dyke 
and Mr. Adams, on December 4, 1947—may I look at this? 

Mr. Moore. Sure. 

Mr. Fiscuzpacu. That on the morning of the meeting of the Board 
on December 4, 1947, Mr. Adams read a resolution relating to the 
postponement of the administrative hearing on the Long Beach 
Savings & Loan Association case set for December 15. Mr. Dyke 
moved the adoption of the resolution, was seconded by Mr. Adams. 
Mr. Dyke called for the question. The Chairman, Fahey, pointed 
out the responsibilities of the members of the Board in passing the 
resolution, and over the protest of Chairman Fahey the Board adopted 
resolution No. 139 without discussion and directed the resolution be 
incorporated by attachment as part of the minutes. That is a fair 
statement of what happened there? 

Mr. Moore. Yes, sir. 

Mr. Fiscusacu. Then, in the afternoon session of the same day, 
the Board reconvened at 2:20 p. m. and with the same gentlemen 
present, the resolution referred to by you as No. 139 was again dis- 
cussed, and was there not also a resolution to the effect that no further 
action should be taken in the California situation until each individual 
contemplated action had been considered by the Board? 

Mr. Moore. I have not examined that to see what that would say. 

Mr. Fiscusacu. Will you refer to Resolution No. 142 and tell us 
what that was? 

Mr. Moore. Resolution No. 142, which was adopted by the Board 
on December 4, included in its resolved clause that Chairman John 
H. Fahey is requested to take no further’action with regard to the 
California situation until each individual contemplated action has 
been considered and approved by the Board. 

Mr. Fiscupacu. Will you also state, for the edification of the mem- 
bers of the subcommittee, what the whereas clauses of that resolution 
are? 

Mr. Moors (reading): 

Whereas, Chairman John H. Fahey has been independently pursuing a course 
in connection with the Long Beach Federal Savings and Loan Association, Long 
Beach, Calif., and, whereas, Board Members Adams and Dyke have been com- 
pletely uninformed by the Chairman of his action: Now, therefore, be it 

Resolved. 

Mr. Lovre. Read it. I would like to hear the rest of it. 

Mr. Moore (reading): 

Be it resolved, That Chairman John H. Fahey is requested to take no further 


action with regard to the California situation until each individual contemplated 
action has been considered and approved by the Board. 
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Mr. Fiscuspacu. Mr. Chairman, may I offer as an exhibit the entire 
contents of the proceedings of the Board on December 4, 1947—that 
is, also, with the resolutions appended? 

Mr. HouirireLp. Without objection, it will be included as part of 
the record. 

Mr. Horrman. With reference to that, are we not making an 
unnecessarily large record? I thought Mr. Adams testified to some- 
thing of that kind. I did not know there was any dispute. I assumed 
it had been conceded all the way through that Fahey is charged with 
acting arbitrarily, on his own. 

Mr. Hourrrevp. I believe, Mr. Hoffman, that if this is worth 
investigating at all, it is worth having the original documents that 
caused these actions included in the record; and I point out to you that 
you submitted seven letters yesterday, of which I had no knowledge, 
and I accepted them on your presentation as being important enough 
for the record. Certainly, those letters from individuals outside of 
the Home Loan Bank Board were pertinent to the record—that is, 
if they were, then this official action and the official minutes of the 
Board in taking some of these actions is pertinent to the record. 

Mr. Horrman. That is up to you. My point was that this was 
an issue about which there was no dispute. The letters I introduced 
yesterday were from the President of the United States and his 
Secretary, stating his position, who is the over-all boss of the-loan 
organization. 

Mr. Hourrievp. I was glad to accept those as part of the record. 

Mr. Fiscupacu. I would like to read resolution No. 139. This is 
resolution No. 139. It is just to show you how only portions of these 
things have come to the attention of the subcommittee. Just listen to 
this resolution: 

Be it resolved, That the administrative hearing in the Long Beach case set for 
December 15 in Los Angeles without any knowledge of the Board is hereby post- 
posed to a later date and until the Board has had more time to study the facts in 
this case and select another hearing officer; and no officer or employee of this 
Board shall take any further action with respect to any administrative hearing 
in regard to Long Beach Federal Savings & Loan Association, including any 
action in regard to any resumption of any proceeding relating to the appointment 
of conservator for Long Beach Federal Savings & Loan Association until further 
order of this Board, and then pursuant only to the terms of such order or action 
of this Board, and a certified copy of this resolution shall forthwith be sent by 
registered airmail to the clerk of the United States Court at Los Angeles and all 
others concerned. 

Mr. Horrman. I should like to ask counsel, is it not conceded on 
the record that Fahey was running the show and that he was deter- 
mined to get rid of this Los Angeles bank? 

Mr. Fiscupacu. The Long Beach Federal, you mean? 

Mr. Horrman. The Los Angeles, first, and the Long Beach, second. 

Mr. Fiscupacu. In order of priority, Mr. Fahey first dissolved 
the Los Angeles bank, then he appointed a conservator for the Long 
Beach Federal. 

Mr. Horrman. No one, so far as you know, has said that he did 
not act arbitrarily, have they? 

Mr. Fiscupacu. That is right. 

Mr. Horrman. What is the use of putting all of this in? 
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Mr. Fiscuspacnu. Let the record reflect the fact that the paper 
which I handed to Mr. Adams, which he stated he could not identify, 
is the report of examination of the Long Beach Federal Savings & 
Loan Association as of the close of business of July 16, 1949, which 
was made by Examiner Turner. 

Mr. Houirretp. The meeting is recessed until 10 o’clock in the 
morning in room 1501. 

(Whereupon, at 4:45 p. m., the hearing was recessed to reconvene 
10 a. m., Wednesday, December 13, 1950.) 
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WEDNESDAY, DECEMBER 13, 1950 


House oF REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
ExecuTIvE DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10 a. m., in room 219, 
Old House Office Building, Hon. Chet Holifield (chairman of the 
subcommittee), presiding. 

Present: Representatives Holifield, Lanham, Hardy, Karsten, 
Huber, Hoffman of Michigan, and Lovre. 

Also present: Hyman I. Fischbach, special counsel to the sub- 
committee; Herbert Roback, subcommittee staff director and Dorothy 
Morrison, clerk. 

Mr. Ho.iF1eLtp. The subcommittee will please be in order. 

Referring to the exhibit, Mr. Fischbach, that we were discussing 
off the record a few moments ago, if yesterday’s record does not show 
that this exhibit was accepted, it will be accepted at this time, unless 
there is objection. Will you give it the appropriate exhibit number? 

Mr. Fiscuspacnu. Mr. Moore, will you describe these papers? 
These are the minutes of the nineteenth meeting of the Home Loan 
Bank Board, are they? 


FURTHER TESTIMONY OF J. FRANCIS MOORE, SECRETARY, 
HOME LOAN BANK BOARD, WASHINGTON, D. C. 


Mr. Moore. This is a copy of the minutes of the nineteenth meet- 
ing of the Home Loan Bank Board held on December 4, 1947, and 
attached to the minutes, and made a part of the minutes, are the 
various resolutions which are numbered and which are referred to in 
the minutes. 

Mr. Harpy. One of these resolutions was to the effect that the 
Administrator’s hearing, previously scheduled, would not be held? 

Mr. Moore. Postponed until a later date. 

Mr. Fiscusacu. Let the record show that these minutes will com- 
prise Home Loan Bank Board Exhibit No. 1. 

Mr. Houirietp. Without objection, this exhibit will be accepted. 


Home Loan Bank Boarp Exuisit No, 1 
MINUTES OF THE NINETEENTH MEETING OF THE HOME LOAN BANK BOARD 


The Board met in room 827, 101 Indiana Avenue NW., Washington, D. C., at 
11:18 a. m., on Thursday, the 4th day of December 1947. 

Present: Mr. Fahey, presiding; Mr. Dyke; Mr. Adams; Mr. Moore, secretary; 
and Mr. Caulsen, assistant secretary. 
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Chairman Fahey upon entering the meeting was accompanied by General 
Counsel Heisler, whereupon Mr. Dyke made the following motion: 

“That we have an executive meeting and just have the Board and no one present 
except the secretaries.” 

The motion was seconded by Mr. Adams; Mr. Dyke called for the question. 
Chairman Fahey stated that he had asked Mr. Heisler to come to the meeting in 
reference to‘replies to requests before the Board. 

Note.—The requests referred to by Mr. Fahey were those included on the 
Board agendum: 

Long Beach Federal Savings and Loan Association—consideration of 
Board response to the following: 

1. Letter of November 24, 1947, from Paul L. Mallonee, chairman, Share- 
holders Committee. 
. 2. Protest by Shareholders Committee against holding of administrative 

earing. 

3. Request by Long Beach Federal Savings and Loan Association for 
postponement of administrative hearing. 

Mr. Adams read a resolution relating to the postponement of administrative 
hearing in the Long Beach Federal Savings and Loan Association case set for 
December 15, 1947. Mr. Dyke moved the adoption of the resolution; it was 
seconded by Mr. Adams; Mr. Dyke called for the question. Chairman Fahey 
pointed out the responsibilities of the members of the Board in passing the 
resolution. Over the protest of Chairman Fahey, the Board adopted Resolution 
No. 139, without discussion, and directed that said résolution be incorporated 
by attachment as part of these minutes. 

Mr. Adams then read and offered the following motion: “It is moved and 
seconded that Board Members Adams and Dyke be appointed a committee of 
two for examination of the necessity for and propriety of Bulletin No. 54, appearing 
on page 4948 of the Federal Register of March 25, 1946, Docket 46.” 

The motion was seconded by Mr. Dyke, and was carried; the resolution is 
‘dentified as number 141 and is attached hereto as part of these minutes. 

Mr. Dyke then read and offered resolution requesting Chairman Fahey to 
take no further action with regard to the California situation until each individual 
contemplated action has been considered by the Board. The motion was sec- 
onded by Mr. Adams. Mr. Fahey agreed to vote for the resolution which was 
adopted and is No. 142. The Board directed that said resolution be incorporated 
by attachment as part of these minutes. 

Mr. Adams then read a resolution relative to the chief examiner of the Board 
making complete examination and audit of the books and records of the conserva- 
tor of the Long Beach Federal Savings and Loan Association. 

Mr. Dyke moved the adoption of the resolution; it was seconded by Mr. Adams. 

Mr. Fahey requested that he be recorded as voting in favor of the resolution 
which is identified as No. 148. The Board directed that said resolution be in- 
corporated by attachment as part of these minutes. 

Mr. Dyke then read and offered resolution providing for recall to Washington 
of Bank System employees now in California and who had been, or are now, 
engaged in activities of any kind in connection with the California situation. 

The motion for the adoption of the resolution was seconded by Mr. Adams. 
Mr. Fahey stated that he saw no objection to the employees coming here:and 
talking to the Board, but raised question of the authority of the Board to adopt 
the resolution, and advised the members with respect to embarrassments that 
may result from such action. 

The Board adopted Resolution No. 146 and directed that said resolution be 
incorporated by attachment as part of these minutes. 


The Board reconvened at 2:20 p. m., with the following present: Mr. Fahey, 
presiding, Mr. Dyke, Mr. Adams; Mr. Moore, secretary; Mr. Caulsen, assistant 
secretary. 

Chairman Fahey informed the Board that audit of the books of the conservator 
of the Long Beach Federal Savings and Loan Association, Long Beach, Calif., is 
now in process, and suggested that the chief examiner be notified of any special 
information desired by the Board, not included in the customary form of audit. 

Notrr.—Examination and audit of books of conservator of the Long Beach 
Federal Savings and Loan Association is referred to in Resolution No. 143 adopted 
at the morning session of December 4, 1947. 

Chairman Fahey referred to Resolution No. 139, adopted at the morning 
session of December 4, relative to the postponement of administrative hearing in 
the case of the Long Beach Federal Savings and Loan Association, Long Beach, 
Calif., set for December 15, 1947. Chairman Fahey pointed out that Federal 








NA SE EOS (2 eRe Sno 























fT AA SIN NSP ROSIN 











ee: 
a 


‘gl 
bP 
aa 
a 
3 
: 
Be 
<4 
Bat 





INVESTIGATION OF HOME LOAN BANK BOARD 313 


Home Loan Bank Administration Order No. 5309, dated June 5, 1946, relative to 
administrative hearing in this case, included provision that the hearing officer 
“may adjourn the said hearing from time to time, if, in his judgment, it is desirable 
to the orderly conduct of the said hearing or to promote the just determination of 
the ultimate issue.”” Then followed discussion of matters relating to the Long 
Beach Federal Savings and Loan Association. 
Reference was made to, but no action taken on, the following matters listed on 
the Board agendum: 
Long Beach Federal Savings and Loan Association—consideration of 
Board response to the following: 
1. Letter of November 24, 1947, from Paul L. Mallonee, chairman, Share- 
holders Committee. 
2. Protest by Shareholders Committee against holding of administrative 
hearing. 
3. Request by Long Beach Federal Savings and Loan Association for post- 
ponement of administrative hearing. 
(Copies of proposed responses by the Board to the above letter and protests 
will be found in MEF No. 413.) 


Certified to be a true and correct copy of the Minutes of the Home Loan Bank 
Board held on December 4, 1947, insofar as they pertain to matters concerning the 
Long Beach Federal Savings and Loan Association and related subjects. 


J. Francis Moors, Secretary. 

DECEMBER 17, 1950. 

Mr. Fiscupacn. Mr. Moore, these minutes of the nineteenth 
meeting of the Home Loan Bank Board comprise, do they not, the 
complete record of the action of the Board in relation to the subject 
matter concerning which we interrogated you yesterday? 

Mr. Moore. Yes, sir. 

Mr. Fiscupacu. And there are no other papers that bear upon this? 

Mr. Moore. No, sir. You asked me to bring along any exhibits 
that might be referred to in connection with these matters. 

Mr. Fiscusacn. Do you have any exhibits which bear on the Cali- 
fornia controversy? 

Mr. Moore. | have. On page 6 there is a reference to matters 
that were included in our exhibit file and I have brought those along. 
They are our original exhibit file. I can have copies made, if you 
would like to have that as an exhibit. 

Mr. Fiscupacn. Yes. I would like to have these marked as a 
supplemental exhibit to the minutes of the nineteenth meeting. 

Mr. Moors. May I have permission to supply you with a certified 
copy of this, as this is our original record? 

Mr. Fiscupacn. Yes, surely. Let this be marked ‘Home Loan 
Bank Board Exhibit No. 2.”’ 


Home Loan Bank Boarp Exnaisitr No. 2 
HOME LOAN BANK BOARD RESOLUTION NO. 139 


DECEMBER 4, 1947. 

Be it resolved, That administrative hearing in the Long Beach case set for 
December 15 in Los Angeles without any knowledge of the Board is hereby 
postponed to a later date and until the Board has had more time to study the 
facts in this ease and select another hearing officer; and that no officer or emplovee 
of this Board shall take any further action with respect to any administrative 
hearing in regard to Long Beach Federal Savings and Loan Association, including 
any action in regard to any resumption of any proceeding relating to the appoint- 
ment of conservator for Long Beach Federal Savings and Loan Association 
until the further order of this Board and then pursuant only to the terms of such 
order or action by this Board, and a certified copy of this resolution shall forth- 
with be sent by registered air mail to the clerk of the United States court at 
Los Angeles and all others concerned. 

By the Home Loan Bank Board: 





, Secretary. 
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HOME LOAN BANK BOARD RESOLUTION NO, l4l 


DeEceMBER 4, 1947. 


It is moved and seconded that Board Members Adams and Dyke be ig ert 
a committee of two for examination of the necessity for and propriety of Bulletin 
No. 54, appearing on page 4948 of the Federal Register of March 25, 1946, Docket 
46 


By the Home Loan Bank Board: 





, Secretary. 





HOME LOAN BANK BOARD RESOLUTION NO. 142 


DEcEMBER 4, 1947. 


Whereas, Mr. John H. Fahey, Chairman of the Home Loan Bank Board, has 
been independently pursuing a course in connection with the Long Beach Federal 
Savings and Loan Association, Long Beach, Calif., and 

Whereas, Board Members Adams and Dyke have been completely uninformed 
by the chairman of his action: Now, therefore, be it 

Resolved, That Chairman John H. Fahey is requested to take no further action 
with regard to the California situation until each individual contemplated action 
has been considered and approved by the Board. 

By the Home Loan Bank Board: 





, Secretary. 





HOME LOAN BANK BOARD RESOLUTION NO. 143 


DecreMBER 4, 1947. 

Resolved, That the chief examiner of the Board is directed forthwith to cause a 
complete examination and audit to be made of the books and records of the 
conservator of the Long Beach Federal Savings and Loan Association, Long 
Beach, Calif., and of the books and records of said association, since the con- 
servator took charge thereof, including expressly all expenses of such conservator 
or conservatorship by whomsoever paid, and to cause a complete and detailed 
report of such examination and audit to be filed at the earliest possible date with 
each member of this Board; but to hold such report and all matters related to 
such examination and audit wholly confidential within the Examination Division, 
except as to matters reported simultaneously and in writing to each member of 
this Board. 

By the Home Loan Bank Board: 





, Secretary. 


HOME LOAN BANK BOARD RESOLUTION NO. i46 


DECEMBER 4, 1947. 


Whereas, there has been too much confusion in regard to the handling of the 
California situation; and 

Whereas, Board Members Dyke and Adams have been kept completely unin- 
formed as to actions taken and contemplated; Therefore, be it 

Resolved, That all employees of the Federal Home Loan Bank System who have 
been or are now in California engaged in activities of any kind in connection with 
the California situation be immediately recalled to Washington for a series of 
conferences with the Home Loan Bank Board, and that no one else be delegated 
or assigned to California in any way without the approval of the Board. 

By the Home Loan Bank Board: 





, Secretary. 





Reference was made to, but no action taken on the following matters listed on 
the Board agendum: 

Long Beach Federal Savings and Loan Association—consideration of 
Board response to the following: 

1. letter of November 24, 1947 from Paul L. Mallonee, chairman, Share- 
holders Committee. 

2. protest by Shareholders Committee against holding of administrative 
hearing. 
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3. request by Long Beach Federal Savings and Loan Association for 
postponement of administrative hearing. 
(Copies of proposed responses by the Board to the above letter and protests 
will be found in MEF No. 413.) 


I hereby certify that the above is a true and correct excerpt from the Minutes 
of a Meeting of the Home Loan Bank, Board held December 4, 1947. 


H. Cautsen, Assistant Secretary. 





Home Loan Bank Boarp 


Interoffice Communication 
DECEMBER 1, 1947. 
From Office of the General Counsel. 
To Mr. J. Francis Moore, secretary. 
Subject: Long Beach Federal Savings and Loan Association, Long Beach, Calif. 
Reference is made to letter of November 24, 1947, from Paul L. Mallonee, 
chairman, Shareholders Committee of Long Beach Federal Savings and Loan 
Association. Attached for consideration by the Board is a suggested form of 
reply to Mr. Mallonee’s letter. 
KENNETH G. HeEISLER, General Counsel. 


(Suggested answer to Mallonee letter of November 24, 1947) 


Mr. Paut L. MALLONEER, 
Long Beach, Calif. 

Dear Sir: The Home Loan Bank Board has received your communication of 
November 24 and has asked me to acknowledge receipt of the same. 

Grave charges of impropriety, necessitating the appointment of a conservator, 
have been made against the officers of the Long Beach Federal Savings and Loan 
Association, and it is only fair to them and to the Government that these officers 
should be given an Opportunity to answer these charges in an administrative 
hearing where they will be accorded a full opportunity to hear the charges made 
against them and to give their justification thereto. On the basis of the charges 
and the answers the Home Loan Bank Board will decide, pursuant to section 206.2 
of our regulations, whether the conservator should have been appointed and 
whether or not an order should be entered discharging the conservator. 

This procedure conforms to the best administrative practice in such cases, and 
the parties involved can be assured of a full and fair hearing, with a decision by 
the Board solely upon the record. Since the hearing is set for December 15, it 
would seem advisable to await the outcome of the decision of the Board before 
considering the manner in which the conservatorship should be terminated and 
the association restored to normal operation. 

In other words, we are not in a position to discuss matters relative to the 
disposition of the control of the association until the demand for hearing made 
by the existing directors of the association has been passed upon by the Home 
Loan Bank Board or such directors have waived their objection to the charges 
by withdrawing their demand for a hearing. 

Yours very truly, 
J. Francis Moors, Secretary. 


SHAREHOLDERS COMMITTEE OF Lona BEACH 
FEDERAL SAVINGS AND Loan ASSOCIATION, 
Long Beach, Calif., November 24, 1947. 
Joun H. Fauey, 
Commissioner, Home Loan Bank Board, 
Washington, D. C. 

Dear Str: In the hearing of November 4, 1947, in the Federal district court of 
Hon. Peirson M. Hall in the case of Mallonee v. Fahey, Mr. Walker, United 
States deputy district attorney, made the following statement: 

“Tt must be obvious to the court by this time that an attempt is being made 
to obtain relief other than by action in court through, perhaps, the individual 
members now constituting the Board.” 


22 
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Mr. Walker made other statements which you will find on pages 101 and 102 
of the reporter’s transcript of the hearing. 

Now, I want to make it very clear that no offer of a compromise has ever been 
made to the Shareholders Committee by anyone with authority to speak for the 
Home Loan Bank Board. 

And if anyone, whomsoever they may be, including the Shareholders Commit- 
tee’s attorneys, has represented themselves with having authority to negotiate 
they have done so without the knowledge or consent of this committee. 

If there is the slightest possibility of an honest and just compromise being 
made, I wish at this time to inform you that I would like to avail myself of that 
privilege. 

Yours truly, 
Paut L. MALuonesz, Chairman. 





Home Loan Bank Boarp 
Interoffice Communication 


From Office of the General Counsel. DeEcEMBER 1, 1947. 
To Mr. J. Francis Moore, secretary. 
Subject: Long Beach Federal Savings and Loan Association, Long Beach, Calif. 

There has been submitted to the Home Loan Bank Board and to each member 
thereof a protest against holding of administrative hearing. The protest sub- 
mitted by Paul Mallonee, C. H. Newhouse, and Winnie Bucklin, individually 
and as shareholder members of the protective committee, was received on Novem- 
ber 28, 1947. The grounds of the protest are: 

1. The administrative hearing would not provide an adequate remedy. 

2. It would lack jurisdiction of many parties, issues, and property. 

3. It would necessitate the bringing of a multiplicity of suits. 

4. The Federal Home Loan Bank Administration should not act as judge in 
determining the charges involved. 

5. The results of the administrative hearing have been predetermined by 
John H. Fahey. 

6. The determination upon the hearing would be subject to review by Federal 
courts. 

7. It would cause extra expense. 

8. It would be contrary to the recommendations made by the Select Com- 
mittee To Investigate Executive Agencies. 

9. The new Board would in effect be ratifying and adopting the policy of the 
“former one-man so-called Board consisting of defendant John H. Fahey and of 
his staff.’’ 

10. The holding of the hearing is unnecessary because a Federal court has 
already taken jurisdiction. 

11. The requirements of the Administrative Procedure Act are not met by the 
order being protested. 

In my opinion the grounds stated have no basis in law or in fact. The first, 
second, and third grounds are disposed of by the fact that the Board, after hearing, 
is authorized to return the association to the management of its officers, the very 
remedy which is being sought in court. The fourth and fifth grounds have already 
been disposed of by the decision of the Supreme Court and by the fact that 
Reorganization Plan No. 3 of 1947 is now in effect. Although the Supreme Court 
purposely refrained from answering the question raised by the sixth ground, under 
the law such court review is not in any event available until the remedy afforded 
through the administrative hearing has been exhausted. 

The expense involved in a premature court hearing would be a complete loss, 
and the seventh ground is therefore untenable. 

The eighth ground refers to the recommendation of the Smith committee. As 
is well known, that recommendation was not made upon the basis of the facts 
which prompted the appointment of the conservator. As is also well known, that 
recommendation has been ignored by Congress. And, of course, that report 
could not be produced properly in any court hearing. 

The ninth ground is apparently an objection to the provision of the Reorganiza- 
tion Act which continues in force orders made prior to any reorganization. 
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Numerous decisions of the Supreme Court raise serious questions as to the 
jurisdiction of the Federal court when the administrative remedies which have 
been provided have not been exhausted. Instead of the hearing being unnecessary, 
as stated in the tenth ground, it would eo that such hearing is essential to the 
assumption of jurisdiction, if any, by a Federal court. 

The eleventh | alee is based upon a misapprehension of the provisions of the 
Administrative Procedure Act. he Attorney General of the United States has 
specifically ruled, and Congress in its debates has specifically said, that the Admin- 
istrative Procedure Act is not to apply to a hearing of this nature. 

The protest goes at length into all the allegations made by the plaintiffs and the 
officers of the association in both the Mallonee suit and the suit by the former 
Federal Home Loan Bank of Los Angeles. Some of the same arguments which the 
Supreme Court disposed of are again repeated, including the argument that the 
administrative hearing would be prejudiced and that the conservator was ap- 
pointed before a hearing. 

The Supreme Court in its unanimous opinion, in which it quoted at length from 
the regulations governing appointment of conservators, stated: 

“The Board adopted rules and regulations governing appointment of conserva- 
tors. * * * They are sufficiently explicit, against the background of custom, 
to be adequate for proper administration and for judicial review if there should be 
a proper occasion for it. 

“It is complained that these regulations provide for hearing after the conservator 
takes possession instead of before. This is a drastic procedure. But the delicate 
nature of the institution and the impossibility of preserving credit during an 
investigation has made it an almost invariable custom to apply supervisory 
authority in this summary manner. * * * 

‘“*t * * We cannot agree that courts should assume in advance that an 
administrative hearing may not be fairly conducted. * * * 

“Our decision is that it was error in the court below * * * to enjoin the 
administrative hearing * * ¥*.,” 

Although the document merely protested the holding of the hearing there is 
added to it a note signed by the same shareholders who signed the protest in 
which it is requested that the Board take immediate action canceling the hearing 
and that the protestants be advised sufficiently in advance of the hearing in order 
that they may take appropriate action if necessary. 

It appears that this protest, as well as other action taken by the plaintiffs and 
the officers of the Long Beach Federal Savings and Loan Association, is for the 
purpose of forestalling the disclosure of the actual facts in connection with the 
operation of that association. Only through an administrative hearing would it 
be possible to bring to light all those facts. It would be possible in a court 
hearing for the plaintiffs and the officers of the association to avoid their disclosure. 

In any event, the protest and the request for cancellation of the hearing are 
based on an inadequate understanding of the regulations. They are based on the 
assumption that the administrative hearing may be granted or withheld at the 
option of the Board. That assumption is wrong. The regulations provide that, 
upon demand therefor, a hearing shall be ordered. As the Supreme Court of the 
United States has many times held, the regulations have the force and effect of 
law. They are therefore binding not only upon associations but upon the Board 
as well,-and the Board would be without authority to deny a hearing demanded 
by an association pursuant to section 206.2 of the regulations. Unless and until 
the association by its board of directors withdraws the demand for hearing here- 
tofore made, in my opinion, no legal authority exists for canceling the hearing. 

The statement in the protest that the officers and directors of the Long Beach 


‘Federal Savings and Loan Association have been “ousted” is not correct. They 


may not exercise authority in connection with the operations of the association, 
but they still hold their offices as such and are specifically authorized by the 
regulations to represent the association at hearings provided for in the rules and 
regulations. The directors therefore may on behalf of the association withdraw 
the demand for hearing. But, as has been said, until such withdrawal, in my 
opinion, no authority exists to cancel the hearing ordered by order No. 5309. 
There is transmitted herewith a suggested answer submitted for the considera- 
tion of the Home Loan Bank Board. 
KENNETH G. HEISLER, General Counsel. 
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(Suggested answer to request for cancellation of hearing) 


Mr. Paut L. MALLONEE, 
Mr. C. H. Newnouse, 
Mrs. WINNIE BUCKLIN, 

Long Beach, Calif. 

GENTLEMEN: I have been instructed by the Home Loan Bank Board to advise 
that it has received and carefully reviewed your protest against holding of admin- 
istrative hearing and your request that the hearing be canceled. 

The demand for the hearing was properly submitted under section 206.2 of 
the rules and regulations. Pursuant to the demand, order No. 5309 was pro- 
mulgated, which provided the hearing. Under the regulations there is no alter- 
native to directing a hearing when it is demanded by an association acting 
through its directors. The Board therefore is unable to cancel the hearing upon 
the request of any shareholder or any group of shareholders, since such action 
would be violative of its duty under the regulations and the law. 

The protest against and request for cancellation of the hearing are apparently 
based upon a misapprehension of its purpose. Certain charges have been made 
against officers of the association. Those charges affect the safety of the asso- 
ciation. The purpose of the hearing is to give an opportunity to dispel those 
charges. 

The request for cancellation of the administrative hearing must therefore be 
denied. 

You are, of course, aware that under the provisions of order No. 5309 you and 
any other shareholders or any other interested party may appear and present 
your position. Your appearance and the position which you present will be 
made a part of the record in the case and will have the consideration of the Home 
Loan Bank Board when it reviews the record and makes its determination. 

Yours very truly, 
J. Francis Moore, Secretary. 





In THE District Court oF THE UNITED States, SOUTHERN DIstTRICT OF 
CALIFORNIA, CENTRAL Drviston 


Pavut Mationer, C. H. Newnouse and WINNIE Buck Lin, individually and as 
the Shareholders Committee, a. k. a. Shareholder Members Protective Com- 
mittee, as representatives of a class, suing for and on behalf of all of the share- 
holder members of the Long Beach Federal Savings and Loan Association, 

Plaintiffs and Protestants, vs. Joan H. Fanny, A. V. AMMANN, et al., Defendants 


Civit Action Fite No. 5421—P. H. 


Protest Against Holding of Administrative Hearing Pursuant to Purported 
Order No. 5309 of Federal Home Loan Bank Administration or Supplements 
or Additions Thereto 


To the Honorable Home Loan Bank Boarp, successor to the FepERAL Home 
LoAN Banx Boarp, and to Joun H. Faney, Chairman, and to J. ALSTON ADAMS, 
Member of the Board, and to NaTHANIEL D. Dyxer, Jr., Member of the Board: 

The Shareholder Members Protective Committee of the Long Beach Federal 
Savings and Loan Association, also known as the Shareholders’ Committee of said 
association, unanimously present this their protest to the Home Loan Bank 
Board and to the honorable individual members thereof, protesting the holding of 
an administrative hearing under purported Order No. 5309 of the Federal Home 
Loan Bank Administration, or any supplements or additions thereto, regarding 
the appointment of a purported conservator for the Long Beach Federal Savings 
and Loan Association on May 20, 1946. 

That the said administrative hearing should not be held for the following 
reasons: 

GROUNDS OF PROTEST 


I 


It would NOT provide an adequate remedy as it could not clear title to real 
property, issue injunctions, enforce its decree against persons not parties to the 
action, enforce the taking of depositions, punish recalcitrant witnesses for con- 
tempt, ete. 
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IT 


It would lack jurisdiction of many parties, issues and property, in that; 

(a) It would have no jurisdiction of such independent parties as Title Service 
Company, a California corporation, trustee holding legal title on $12,000,000.00 
worth of deeds of trust, on the homes of approximately 8,000 borrowers, nor of said 
borrowers; 16,000 shareholder members whose savings aggregate $22,000,000.00; 
nor of the Federal Home Loan Banks of Los Angeles, Portland or San Francisco; 
nor of the $55,000,000.00 in assets of said banks; nor of their 94 California State 
Building and Loan Association stockholders; nor of their 75 Federal Savings and 
Loan Association stockholders, situated in California; Land Title Insurance 
Company, an intermeddling California corportion; Robert H. Wallis, inter- 
pleading cross-claimant; unless they voluntarily submitted to its jurisdiction, 
which they have not done. 

(b) It would not have jurisdiction to pass upon many of the issues, such as the 
validity of its own creation as an administrative tribunal, nor of the legal issues of 
whether or not the defendant Fahey, acting as the Federal Home Loan Bank 
Administration, adopted rules and regulations which are valid, constitutional and 
gave valid authority to appoint a conservator or whether the acts of the defendant 
John H. Fahey acting as a board were in excess of his authority, if any. The 
administrative tribunal would be trying itself and would be determining its own 
authority. 

(c) It lacks jurisdiction of the property such as the $1,300,000.00 now on deposit 
in the Registry of the Federal Court, the approximately $12,000,000.00 worth of 
recorded notes and trust deeds, the $7,000,000.00 of United States Bearer Bonds 
which were on deposit for safekeeping only with the Federal Home Loan Bank of 
Los Angeles, the $46,000,000.00 of assets seized from the Federal Home Loan 
Bank of Los Angeles, the $9,000,000.00 of assets from the Federal Home Loan 
Bank of Portland, and of many other properties, 


Ill 


It would necessitate the bringing of a multiplicity of suits by numerous an 
various parties on the numerous and various issues to clear the clouds on numerous 
and large amounts of property not within the jurisdiction of the administrative 
hearing tribunal, e. g., there might be approximately 8,000 quiet title suits 
necessary by borrowers. = 


The Federal Home Loan Bank Administration should not act as judge in 
determining the charges here involved that the seizures here involved were part of 
a fraudulent scheme to permit the improper domination of the management of 
federal home loan banks and associations by the defendants John H. Fahey and 
A. V. Ammann and the members of the staff of the Federal Home Loan Bank 
Administration itself, as it was then constituted. 


V 


This administrative hearing has already been predetermined by the defendant 
John H. Fahey and his staff and would be open to the criticism that it would be a 
biased, prejudiced tribunal even were the two new board members to participate. 


VI 


The determination, if any, by such a proposed administrative tribunal would be 
reviewable in the Federal Courts by trial de novo and hence the partial trying of 
a limited part of the total litigation by an administrative tribunal would be an idle 
act and unnecessary. val 


It would cause extra expense, totaling hundreds of thousands of dollars wasted 
of the moneys and assets belonging to these protestants, the 16,000 Shareholder 
Members of the Long Beach Federal Savings and Loan Association. 


VIII 


It would be contrary to the direct recommendations made by the Congressional 
Investigating Committee on July 25, 1946, that the commissioner revoke the 
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appointment of a conservator and restore the association to its management; and 
that the commissioner re-establish the Federal Home Loan Bank of Los Angeles. 
The defendant John H. Fahey has ignored and adopted a policy contrary to the 
Congressional Committee’s recommendation by, for the past fifteen months, 
continuing his unwarranted conservatorship of the association. 


IX 


The new Board, would in effect be ratifying and adopting the acts and policy of 
the former one-man so-called Board consisting of the defendant John H. Fahey 
and of his staff, by the holding of the proposed administrative hearing, contrary 
to the recommendations of the Congressional Investigating Committee. 


xX 


The holding of the proposed inadequate and expensive administrative hearing 
is unnecessary as the United States Federal Courts have already taken jurisdiction 
and denied the motions of the defendants Ammann and Fahey for dismissals of 
the various interpleaders, cross actions, interventions and third party complaint, 
and thereby have already taken complete jurisdiction of all of the issues and of all 
of the parties and of all of the property, and can and will of necessity have to make 
a complete determination of all the matters involved in one trial at @ minimum of 
expense to these Shareholder Members. 


XI 
The requirements of the Administrative Procedure Act are not met by the 


order here protested. 
SUPPORTING FACTS 


This shareholder members protective committee, from its investigations, 
statements of witnesses, affidavits, verified pleadings, and the testimony of 
witnesses under oath, has become informed and believes and therefore in support 
of this protest, states the following facts: 

1. The protestants here are a shareholder committee duly formed and licensed 
to act as such by the Department of Investment, Division of Corporations of the 
State of California, License No. LA—A-37621; that this committee, also known 
as the Shareholder Members Protective Committee, was organized immediately 
after the seizure of the Long Beach Federal Savings and Loan Association here- 
inafter described, for the protection of the approximately 16,000-shareholder 
members of the said association; that this committee has received from approxi- 
mately 56 percent of the shareholder members of said association written author- 
ization and proxies to so represent them. 

2. On May 20, 1946, defendant Ammann presented an unauthenticated and 
unsigned order purporting to be a copy of a Federal Home Loan Bank Admin- 
istration Order No. 5254, authorizing and directing himself to take possession 
of the property, assets, business, management and affairs of the Long Beach 
Federal Savings and Loan Association, and he did then himself sign said order, 
purporting to certify it. By the use thereof, together with threats and intimida- 
tion, the defendant, A. V. Ammann, together with a number of his alleged servants, 
agents, and deputies, did take forcible possession of the said association and did 
oust its regular duly elected officers and management. 

3. The Long Beach Federal Savings and Loan Association had grown from 
its original organization capital of $7,500.00 in approximately thirteen years, all 
under the same management, to a $26,000,000.00 financial institution entirel) 
solvent, with a surplus of approximately $1,300,000.00 when it was so seized on 
May 20, 1946, under the color of authority of the purported Order No. 5254; and 
that in the month immediately preceding said seizure the shareholder savings 
accounts had increased by $600,000.00. 

4. The purported Order No. 5254 did not state any facts whatsoever nor did 
it contain any facts warranting the said seizure or the appointment of a purported 
conservator, but was only a technical order containing only legal conclusions 
copies from Regulation No.- 206.1 issued’ by the former Board consisting solel) 
of the defendant, John H. Fahey. 

5. Said purported Order No. 5254 was issued without anv prior complaint 
having been made to the officers, directors, or management of said Long Beach 
Federal Savings and Loan Association or to any of its shareholder members, and 
was issued without cause, prior notice, hearing, trial, or opportunity for said 
association or its shareholder members to be heard. 
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6. The purported Order No. 5254 purported to automatically suspend the 
owers of the officers and directors of said association to do any act or to protect 
their shareholder members in any way other than to petition the seizing authority, 
towit: the one-man Board for an administrative hearing, asking him to determine 
whether he himself had acted properly in so ordering the seizure of said association. 
7. The seizure of said association by the defendants, John H. Fahey and A. V. 
Ammann, commenced a “‘run’’ upon the Long Beach Federal Savings and Loan 
Association, which resulted in the withdrawal of approximately $6,000,000.00 
in the first six days thereof, and was not stopped until over $10,000,000.00 had 
been so withdrawn. 

8. On May 27, 1946, this Shareholders Committee filed an action in the United 
States District Court for the Southern District of California, Central Division, 
entitled ‘‘Paul Mallonee, et al. vs. John H. Fahey, et al., No. 5421 P. H.”’ 

9. The bringing of said action and the prompt action of the United States 
Federal Court in issuing appropriate restraining orders when publicized, partially 
restored confidence in said association and diminished the rate of said ‘“‘run’’ and 
eventually was successful in virtually stopping said ‘‘run’’. 

10. That subsequent to the filing of said legal action by the shareholder mem- 
bers protective committee, the ousted officers and directors of said association 
did make a request for an administrative hearing, pursuant to Section 206.2 of 
the Rules and Regulations for the Federal Savings and Loan System. This re- 
quest for said hearing was made prior to their having received any further state- 
ment of specific causes or reasons for the appointment of said purported conserva- 
tor and prior to their having any knowledge that such hearing had been pre- 
determined and would be biased, prejudiced, inadequate, and fraudulent. 

11. Thereafter on June 5, 1946, the Federal Home Loan Bank Administration, 
to wit: the defendant John H. Fahey, issued its Order No. 5309 providing for an 
administrative hearing in Los Angeles, California, on July 3, 1946, for the limited 
purposes as stated in said order of permitting the association to appear and show 
cause (1) why a conservator should not have been appointed for it; (2) why such 
conservator should be removed. 

12. That the said so-called administrative hearing was not requested by this 
Shareholder Members Protective Committee nor by any member of the said 
Long Beach Federal Savings and Loan Association except only the said ousted 
officers and directors, and none of the other shareholder members of said associa- 
tion nor this committee nor any member thereof are or ever have been nor could 
they be made a party to said administrative proceeding. 

13. That said administrative tribunal could have no authority to force any 
person, torporation, organization or association to become a party to said hearing 
and would have jurisdiction only over such parties as might voluntarily appear 
and submit to the jurisdiction of such administrative tribunal. 

14. That this Shareholder Memkers Protective Committee, upon consideration 
of the recommendations made by the Congressional Investigating Committee, 
after full investigation and hearing, cannot and does not. voluntarily submit to the 
jurisdiction of so-called administrative tribunal. 

15. That on September 30, 1946, the three-judge statutory court of the United 
States Southern District of California, Central Division, pursuant to motion of 
this Shareholder Members Protective Committee in civil action No. 5421 P. H. 
did issue an injunction, restraining the holding of an administrative hearing on the 
ground that Sec. 5 (d) of the Home Owners Loan Act of 1933, as amended, was 
unconstitutional, which said injunction was continued in force until dissolved 
by order of the United States District Court on November 10, 1947, following the 
decision of the United States Supreme Court, holding Section 5 (d) of the Home 
Owners Loan Act of 1933 as amended, constitutional. 

16. That since the filing of said suit in the United States District Court, active 
litigation of various kinds in connection with this matter has been proceeding, 
cross claims and counter claims have been filed, numerous and many parties, 
including the Federal Home Loan Banks of Los Angeles, Portland and San Fran- 
cisco and their stockholders, have been joined in said action, as well as independent 
companies such as the Land Title Insurance Company and the Title Service 
Company, and other individuals, to wit: Robert H. Wallis, as well as a great many 
intervenors, have joined and become parties in said litigation in the Federal Court. 
That the Federal Court has complete and adequate jurisdiction over all of the 
issues, parties and property, and as a court of equity, is able to therein determine 
all of the matters involved in this complicated litigation. 

17. The matter now pending in the United States District Court has been 
partially heard and determination made by the United States Supreme Court 
upon appeal that the Home Owners Loan Act, Sec. 5 (d) thereof, is constitutional, 
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and the case remanded to the United States District Court for further proceedings 
and the mandate of the United States Supreme Court directed to the United 
States District Court for the Southern District of California, Central Division, 
has been received and spread: an allowance on account of expenses and attorneys 
fees on account of services rendered prior to March 1, 1947, amounting in total 
to approximately $67,000.00, was made by the United States District Court and 
the application of the defendants John H. Fahey and A. V. Ammann to the 
United States Supreme Court for Writs of Mandamus, Prohibition and/or In- 
so a were denied by the United States Supreme Court, which in its opinion 
stated: 

“‘An allowance of $50,000.00 will hardly destroy a $26,000,000.00 association 

during the time it would take to prosecute an appeal’”’— 

and the defendant A. V. Ammann, under instructions from defendant Fahey, 
has now appealed to the United States Circuit Court of Appeals, Ninth Circuit, 
and has pending before said Court his application to stay the execution of the 
Court’s order. 

18. It is evident that the United States District Court has complete and 
adequate jurisdiction of the entire subject matter and of all of the parties necessary 
to adjudicate the entire matter on a fair, impartial, unbiased, expeditious, and 
equitable basis. 

19. It appears to this Shareholders Protective Committee that the appointment 
of a conservator for the Long Beach Federal Savings and Loan Association was not 
required by reason of any act of mismanagement, or any other cause done by the 
management of said association, or by reason of the financial condition of said 
association, but that the same was done by the then Federal Home Loan Bank 
Administration and its sole commissioner, John H. Fahey, by and with the 
assistance of his governors, deputies, servants, and agents, in retaliation for the 
activities of the president of the association, i. e., T. A. Gregory, in actively 
participating in seeking legal redress and for his part in obtaining a Congressional 
Investigation of the acts of said John H. Fahey, and his subordinates with 
reference to the seizure of the solvent Federal Home Loan Bank of Los Angeles, 
a 46 million dollar financial institution and its summary merger with the small 
Federal Home Loan Bank of Portland, and the transfer of the merged assets of 
said two Federal Home Loan Banks to San Francisco, and the redesignation 
thereof as the Federal Home Loan Bank of San Franctsco, together with the 
dissolution of the former twelfth Federal Home Loan Bank District and the merger 
thereof with the Eleventh Federal Home Loan Bank District, see orders 5082, 5083, 
and 5084. This was done for the sole purpose of intimidating the sajd T. A. 
Gregory, and for the sole purpose of intimidating the managing personnel of 
other member institutions of the said Federal Home Loan Bank of Los Angeles 
and to prevent them from testifying before the Congressional Committee investi- 
gating the acts of the Federal Home Loan Bank Administration under the sole 
direction of the said John H. Fahey. 

The controversy between members of the Home Loan Bank of Los Angeles and 
John H. Fahey arose by reason of the following described events: 

Following the death of the former president of the Federal Home Loan Bank of 
Los Angeles, one M. M. Hurford, in 1944, the board of directors of said Los 
Angeles Bank elected one Charles E. Berry as the president of said Los Angeles 
Bank. That said election was subject to the approval of the Federal Home Bank 
Board, then constituted in the person of John H. Fabey, as commissioner. That 
the said John H. Fahey declined and refused to approve the election of the said 
Charles E. Berry and set the same aside. That thereafter the directors of said 
Federal Home Loan Bank of Los Angeles again, unanimously reelected Mr. 
Charles E. Berry, which election the said John H. Fahey again refused to confirm. 
That thereafter the said directors of the said Los Angeles Bank did again elect 
the said Charles E. Berry, which election was unanimously ratified by all of the 
members of said Federal Home Loan Bank of Los Angeles. That during the 
course of the controversy over said election a committee of the members of the 
Federal Home Loan Bank of Los Angeles was appointed to entreat with Mr. 
Fahey with reference to the election of a new president, and that T. A. Gregory, 
president of the Long Beach Federal Savings and Loan Association, was one of 
the most active members of such committee which went to Washington, D. C., to 
consult with Mr. Fahey. That John H. Fahey insisted that one of his nominees, 
one James Twohy be named as the president of the Federal Home Loan Bank of 
Los Angeles. That by reason of the adamant position taken by Mr. Fahey, said 
committee and particularly the said T. A. Gregory, consulted with numerous 
members of the House of Representatives of the Congress of the United States, as 
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a result of which a Congressional Investigation was instituted into the acts of the 
said John H. Fahey and the Federal Home Bank Administration. That the 
hearing before such Congressional Committee was scheduled and calendared for 
the month of June 1946. 

20. The Los Angeles Bank’s Board of Directors adopted.a resolution author- 
izing the employment of counsel to assist such directors in preparing for the 
Congressional hearing investigating the Federal Home Loan Bank Administra- 
tion and to attend the hearing and for such other purposes in connection with the 
controversy as might be appropriate, and a memorandum of the Los Angeles 
Bank Directors action in adopting such a resolution was transmitted by memo- 
randum from Assistant Governor Harland Keller to Mr. John H. Fahey, Com- 
missioner, on or about March 18, 1946, although it appears that Mr. John H. 
Fahey, the Commissioner, according to the Congressional Investigating Com- 
mittee report, at page 12: “testified that such knowledge was first brought to his 
attention by letter from the chairman of your committee, dated April 1, 1946 and 
‘received several davs after the day it was dated.’ ”’ 

21. At the time of the seizure of the Federal Home Loan Bank of Los Angeles 
on March 29, 1946 the Long Beach Association had on deposit with that bank, 
United States Bearer bonds of a value of approximately $7,000,000 and one of the 
purposes of the present litigation is the recovery of these bonds for the benefit of 
the association and its shareholder members. 

The stock of the Long Beach Association in the Los Angeles Bank had a value 
of approximately $360,000. Through the litigation this may be recovered. 

22. Shortiy after the seizure of the Los Angeles Bank, a special committee was 
organized by the stockholders of that institution to ascertain and take appropriate 
legal steps to protect the interests of the stockholders of the Los Angeies Bank on 
which committee Mr. T. A. Gregory, president of the Long Beach Federal Sav- 
ings and Loan Association, and one of the member stockhoiders of the Los Angeles 
Bank was very active. 

23. That for the purpose of intimidating the representatives of the active 
stockholders of the Los Angeles Bank, the defendants Fahey and Ammann, caused 
a spot examination of the associations which had publiely recorded their indig- 
nation and resentment and opposition to the alleged dissolution of the Los Angeles 
Bank. Approximately 20 to 30 of such stockholder member associations were so 
spot checked, examination of them being directed to their disbursements of 
moneys with particular reference to disbursements of attorneys fees and special! 
services in connection with the resistance of these associations to the domination 
of Mr. Fahey. 

On or about Apri! 18, 1946, such a spot check examination of the Long Beach 
Federal Savings and Loan Association was made for the purpose of intimidating 
its President, Mr. T. A. Gregory, and in an effort to prevent his testifving before 
the Congressional Investigating Committee (See transcript of Hearings before 
Special Committee to Investigate Executive Agencies, Part. 7, “Complaints of 
Federal Home Loan Bank of Ios Angeles and Federal Savings and Loan Asso- 
ciation of Long Peach vs. the Federal Home Loan Bank Administration’’, page 
255 to 258, inclusive). 

23. That said committee, to wit: the ‘Select Committee to Investigate Execu- 
tive Agencies Acting Beyond The Scope of Their Authority’’, a committee of the 
House of Representativ es, 79th Congress, Second Session, met and conducted said 
hearings on the 12th, 13th and 14th of June in 1946, and made its report on the 
25th day of July 1946, recommending in part as follows 


‘RECOMMENDATIONS 


“The recommendations of your committee are— 

(1) That the Commissioner revoke the order reducing the number of dis- 
tricts from 12 to 11 in the Federal Home Loan Bank System. 

(2) That the Commissioner take all necessary steps to reestablish a Federal 
Home Loan Bank of Los Angeles and a Federal Home Loan Bank of Portland, 
and revoke the order or orders by which the assets of these two district banks were 
intermingled. 

(3) Should the Commissioner, in the light of the evidence adduced before your 
committee, still adhere to the opinion that the number of districts should be 
reduced from 12 to 11, and is still of the opinion that he has the legal authority to 
reduce the number of districts, he should proceed to give due notice of such 
intention to all of the associations in the area affected, hold hearings, and give due 
weight to the recommendations of the officials of the banks involved and to the 
views of the associations which are members of the regional banks affected, and 
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should likewise take into consideration the views of the industry generally. Any 
sudden and unheralded action, such as that taken in the case of the Los Angeles 
Bank, is certain to have an unfavorable effect on the confidence of the public in the 
institutions involved. 

““(4) That the Commissioner revoke the order appointing a conservator for the 
Federal Savings and Loan Association of Long Beach and restore the assets and 
affairs of the association to its duly elected management, and render a proper 
accounting for the same, as expeditiously as is consistent with judicial determina- 
tion of the questions at issue. Your committee questions whether the law ever 
contemplated that the Board should have the extraordinary power to seize and 
appoint a conservator for a solvent institution as a part of the supervisory functions 
entrusted to the Board over member banks. 

“(5) That the appropriate committees of Congress give consideration to the 
necessity (if, in the opinion of such committees, the necessity exists) of amending 
the Federal Home Loan Act in the following particulars: 

(a) Clarifying the authority of the Board in the matter of approval of elective 
officers of the regional banks to the end that neither the Board nor other officials 
may exercise such authority arbitrarily. 

“(b) Clarifying the authority of the Board or the Administrator to increase or 
decrease the number of regional banks, and specifying the condition and procedure 
under which such changes may be made. 

“(c) Prohibiting the agency from appointing conservators for any member 
association, except under specific and well-defined limitations. 

““(6) It developed in the hearings that the order relating to the appointment of a 
conservator for the Federal Savings and Loan Association of Long Beach had not 
been filed with the Federal Register, as required by law. The Division of the 
Federal Register advised your committee that only on three occasions has the 
Federal Home Loan Bank Administration complied with the requirement that 
its orders be filed with the Federal Register. Your committee further reeommends 
that the Administrator comply with the law in this respect in the future.”’ 

24. That at the time of the hearing of the Congressional Committee, as afore- 
said, it became evident that an administrative hearing would be a sham and a 
farce and had already been prejudged in that the defendant Fahey referred to 
Mr. Gregory, the president of the association’s ‘‘unscrupulous practices” without 
naming any, and Mr. Harold Lee, Deputy Commissioner and Governor of the 
Federal Home Loan Bank, testified—‘‘I don’t think Mr. Gregory can ever get 
it back from that institution’. By institution he meant Mr. Fahey acting as the 
Federal Home Loan Bank Administration. Mr. Lee further testified—‘‘I am 
afraid they, (the directors) will get back * * *,.” It further appeared in the 
report of the hearing of the above mentioned committee that the Board of Direc- 
tors of the association had adopted the following resolution for attorneys fees on 
May 8, 1946, as follows: 

‘‘Whereas, there have been indicacions that retaliation against this associa- 
tion by those purporting to be representing the Federal supervising author- 
ities, because the representative of this association duly elected as director 
of the Federal Home Loan Bank of Los Angeles did not disregard the legal 
rights and best interests of said bank and submit to the dictation of the Fed- 
eral Home Loan Bank Commissioners, and 

‘‘Whereas, such retaliations are unwarranted and violate the principles of 
our democratic government and are detrimental to the best interests of this 
association, 

“‘Now, Therefore, be it hereby resolved that the officers of this association 
be and they are hereby authorized to employ legal counsel to conduct appro- 
priate legal proceedings to restrain said Federal Home Loan Bank Commis- 
sioner or his deputies from interfering with the normal and proper conduct of 
this association’s affairs. 

“The sum of one hundred thousand dollars ($100,000.00) is hereby appro- 
priated and authorized to be expended for that purpose.” 

The above described protective measure on the part of the Board of Directors 
was seized upon by the defendants Fahey and Ammann as their principal excuse 
for the seizure of the assets of the association. Mr. Lee, in the course of his testi- 
mony before the Congressional Committee, stated that his office recognized that 
there was nothing improper in the Board of Directors authorizing action to be 
taken to restrain Mr. Fahey and his deputies from interfering with the normal and 
proper conduct of the association’s affairs. He stated that his objection was to 
the size of the defense appropriation rather than to its purpose. e stated: 

‘“Now I do want to make clear that we never have questioned and never would 
question the withdrawal of a fair and reasonable amount to challenge the authority 
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of the Federal Home Loan Bank Administration. It has been done time and time 
again and can always be done, but to spend hundreds of thousands of dollars out 
of these mutual institutions out there in this thing, we thought, is going too far.”’ 

In other words, at the time of the Congressional hearings it was the attitude of 
the administration that it was quite proper for the directors of the association to 
appropriate a defense fund and that the only objection to the issuance of a check 
for $50,000.00 was the size of the check and not its purpose. Since that time as 
elsewhere described, it has become evident that $50,000.00 was entirely inadequate 
to serve as a defense fund for resisting the malicious and unlawful acts of Mr. 
Fahey, and the United States District Court has already awarded the sum of 
$50,000.00 as an interim allowance on account of attorneys fees for services rend- 
ered prior to March 1, 1947 to the attorneys for the Shareholder Members Protect- 
ive Committee, together with an additional $17,065.06, on account of costs and 
expenses. At the hearing on this fee application the defendants Fahey and Am- 
mann reversed their position and objected to the fees as such but not to the amount 
ofthe same. Mr. Fahey has seen to it that the litigation to protect the association 
from his dictatorial actions would be very expensive and he, contrary to the testi- 
mony of his Mr. Lee, as above set forth, is still trying to prevent the Shareholder 
Members from using any of their money for their own protection. He has applied 
once to the Supreme Court of the United States to prevent the making of any order 
allowing fees, and the defendant Ammann has endeavored to obtain stays of execu- 
tion pending an appeal to the Circuit Court of Appeals, Ninth Circuit, to prevent 
these protestants from using their own money for their own defense. Said objec- 
tions and appeals are in the nature of dilatory proceedings aimed only at prevent- 
ing the shareholder members from recovering their own property and exposing the 
fraud of the actions of Mr. Fahey. This very conduct on the part of Mr. Fahey 
and his agent, Mr. Ammann, is, in itself, evidence of the fraud, bias and prejudice 
on the part of Mr. Fahey, such as to make an administrative hearing by his ap- 
pointees who report to him as the present chairman of Home Loan Bank Board, 
a farce and a travesty on justice. 

A cross claim in the nature of interpleader involving the $50,000 issued to 
Robert H. Wallis is‘a part of the litigation now pending in the United States 
District Court. 

25. That since said Congressional Committee made its report Mr. Fahey and 
those who took orders from him have continued to hold on to the possession of the 
association and have maintained the defendant Ammann in charge of said associa- 
tion at an additional cost to the shareholder members of approximately $450 per 
day, and has refused to remove Mr. Ammann as such conservator in spite of the 
fact that said conservatorship was unjust, extremely costly, and unwarranted, in 
spite of the mismanagement by defendant Ammann the association is believed to 
be still solvent although it cannot be expected to remain so i# Mr. Ammann re- 
mains as conservator much longer. Mr. Ammann has already cost the association 
some $10,000,000 in deposits, all of which constitutes irreparable damage. 

26. In the meantime the litigation in the Federal Courts has been drearily pro- 
ceeding. Many additional parties have been brought into the proceedings and the 
action instituted by Shareholder Members Protective Committee has had con- 
solidated with it action No. 5678-WM brought by the Federal Home Loan Bank 
of Los Angeles, and its stockholders, as a class action against the Federal Home 
Loan Bank of Portland, et al. The plaintiffs in the consolidated action, i. e., the 
stockholders of the Federal Home Loan Bank of Los Angeles, brought that suit as a 
class action, brought by and on behalf of all of the stockholders of that bank, the 
same being both building and loan associations, organized under the laws of the 
State of California and Federal savings and loan associations situated in Cali- 
fornia, Arizona, Nevada, and Hawaii. The consolidated action now involves two 
cross-claims in interpleader; several cross-claims; a third party complaint, and 
several hundred borrowers have intervened. All this is aside from the pending 
appeal in the United States Ninth Circuit Court of Appeals in the matter of fees. 
During the current month some 11 motions have been decided by the district 
court, clarifying many of the issues raised and preparing the way for a trial of all 
the issues on the merits. 

27. The several hundred borrowers who have intervened have done so after 
first obtaining leave of court to deposit the amount due upon their respective 
promissory notes, in the registry of said court, as a means of obtaining reconveyance 
of the deeds of trust, securing said promissory notes, and affecting the real property 
owned by such borrowers. These intervention proceedings have resulted in the 
deposit in the registry of the federal court in Los Angeles of cash in excess of 
$1,200,000. The intervention proceedings are still continuing but have been 
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objected to by the defendants Fahey and Ammann, who have refused to consent 
to the borrowers clearing their title to real property through the only mechanics 
therefor which have been devised by the court or counsel. The defendants Fahey 
and Ammann have indicated an intention to appeal from the orders of the district 
court relieving said borrowers and available to the thousands of remaining bor- 
rowers to relieve them from the cloud cast upon their titles by said Fahey and 
Ammann, and unless this board or the courts offer some relief, the defendants 
Fahey and Ammann may be expected to continue their obstructionist tactics to 
the acute financial distress of the thousands of GI’s and other home owners who 
constitute the borrowers from the association. 

28. It has come to light that said A. V. Ammann as the purported conservator 
for the Long Beach Federal Savings and Loan Association, has, assigned approxi- 
mately $12,000,000 of promissory notes secured by deeds of trust of the Long 
Beach Federal Savings and Loan Association to the purported Federat Home Loan 
Bank of San Francisco, which assignment has been made by rubber stamp without 
dating or other identification, of which many such promissory notes and deeds of 
trust have been purportedly cancelled by the Federal Home Loan Bank of San 
San Francisco and returned to the said A. V. Ammann, such purported cancella- 
tion having been made by rubber stamp, without date, signature or other identifi- 
cation; that the legal existence of the purported Federal Home Loan Bank of 
San Francisco is a matter in issue and now pending in the Federal District Court 
for the Southern District of California in actions No. 5421—P. H. and No. 5678- 
WM, consolidated; and that at a meeting of the stockholders of the purported 
Federal Home Loan Bank of San Francisco, held at San Francisco, Calif., on the 
28th day of July 1947, the following resolution was adopted: 

“Whereas it appears to the stockholders of the Federal Home Loan Bank 
of Los Angeles and to the stockholders of the Federal Home Loan Bank of 
Portland, here assembled in San Francisco, on this 28th day of July, 1947, 
at a meeting of stockholders of the purported Federal Home Loan .Bank 
of San Francisco, that the existence of the Federal Home Loan Bank of San 
Francisco is wholly unlawful; 

“Now therefore be it resolved, That this assembly does hereby protest the 
holding of this meeting as a meeting of stockholders of the purported Federal 
Home Loan Bank of San Francisco and does hereby declare this meeting to 
be a joint meeting of the stockholders of the Federal Home Loan Bank of 
Los Angeles and of the stockholders of the Federal Home Loan Bank of 
Portland.” 

That the funds of the Federal Home Loan Bank of Los Angeles, as purportedly 
transferred to the Federal Home Loan Bank of San Francisco, have been used 
by said San Francisco Bank as consideration for such assignments or promissory 
notes and the deedg of trust to it by the said A. V. Ammann, as the purported 
conservator for the Long Beach Federal Savings and Loan Association; 

29. All of the acts of the said A. V. Ammann and the said purported Federal 
Home Loan Bank of San Francisco are in dispute and are the subject matter of 
litigation now pending in the Federal Court. 

30. All of the matters in controversy with reference to the summary dissolution 
of the Federal Home Loan Bank of Los Angeles, its summary merger with the 
Federal Home Loan Bank of Portland and the purported transfer thereof to San 
Francisco, Calif., and the establishment of the purported Federal Home 
Loan Bank of San Francisco, and the validity of the acts of the said A. V. Ammann 
as the purported conservator for the Long Beach Federal Savings and Loan 
Association, and the validity of the appointment of the said A. V. Ammann by 
the said John H. Fahey as such purported conservator are all now in issue and 
will be determined in the one proceeding in the Federal Courts. 

31. An administrative hearing held by the Home Loan Bank Administration 
under the provisions of Section 206.2 of the Regulations of the Federal Home 
Loan Bank System could not adjudicate or determine any of the rights of any of 
the parties hereto, save and except only why said A. V. Ammann should not 
have been appointed as the conservator for such’ Long Beach Federal Saving 
and Loan Association; and why he should now be discharged as such conservator 
which adjudication would be subject to review in the Federal Courts of the 
United States, and the holding of such administrative hearing would further sub- 
ject the shareholders of the Long Beach Federal Savings and Loan Association 
to additional and vexatious litigation and further expense and could only result 
in further delay and irreparable damage to all of the parties to such Federal 
Court litigation. 
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CONCLUSION 


Now therefore, the Shareholder Members Protective Committee of the Long 
Beach Federal Savings and Loan Association unanimously respectfully protest 
to the Home Loan Bank Board, and to each of the individual members thereof, 
the holding of the proposed administrative hearing for the following reasons: 

(a) An administrative hearing would not have jurisdiction of all the parties, 
nor of the issues, nor could it determine the purely legal questions of its own 
jurisdiction which are now pending and being determined in the Federal Courts. 
Therefore, it would not be able to relieve the 16,000 shareholders, or the 8,000 
borrowers from their present difficulties, nor could such administrative hearing 
enforce its determination against parties over whom it has no jurisdiction. 

(b) Duplication by the hearing of the process of the Federal Court unneces- 
sarily wastes hundreds of thousands of dollars of shareholders’ money and may 
further delay justice for months or vears. 

(ec) The entire proceedings, if held, will be retried in the United States District 
Courts or possibly both proceedings may be held at the same time to the confusion 
of witnesses and parties and possibly including interference with the United 
States District Court proceedings. 

(d) Under Section 2 (b) of Reorganization Plan No. 3 of 1947, John H. Fahey, 
Chairman of the Home Loan Bank Board, purportedly in charge of personnel, 
hearing officers, etc.; is a defendant in the Federal Court proceedings and is 
therein being tried for fraud, malice fraudulent seizure orders, bias, and prejudice, 
which disqualify him from participating in a decision of trial of himself, by himself, 
and for himself. 

(e) The legality and validity of regulations, orders and actions of one man 
“board” will be decided by the United States Federal Courts, in the course of 
litigation now pending. The Board, attempting such decision would interfere 
with strictly legal matters over which the United States District Court has 
already taken jurisdiction and over which the United States District Court for 
the Southern District of California, has exclusive jurisdiction. 

(f) A Congressional Investigating Committee, after full hearing, has recom- 
mended that the Los Angeles Bank be reconstituted and Long Beach Association 
be returned to “its duly elected management and render a proper accounting of 
the same * * *” ‘This is a Congressional direction for a Court, not an 
administrative trial. (Footnote: Quotation is from House Reports No. 2659, 79th 
Congress. 2nd. Session) 

(g) The Administrative Procedure Act, Title 5, U. S. Code See. 1011, et seq., 
60 Stat. 244, Chap. 324, June 11, 1946, is now in effect and any administrative 
hearing which might, under any circumstances, be held would have to be held 
pursuant to the terms of said Act. Purported order No. 53809 of Mr. John H. 
Fahey, acting under the name of Federal Home Loan Bank Administration, does 
not comply with the requirements of the Administrative Procedure Act. 

(h) For the defendant Fahey to participate in administrative proceedings 
under the pretence that they would be quasi judicial, it is submitted, would be 
not only illegal but immoral and contrary to American traditions of fair play, 
and his participation therein would obviously involve the other members of the 
Board in participating in or reviewing the acts of their Chairman. 

Respectfully submitted, 
Westover & SMITH, 
By Wyckorr WEsTOVER 
Attorneys for Plaintiffs and Protestants, 
PauL MALLONEE, 
C. H. Newnouss, 
WINNIE BUcKELIN, 
Plaintiffs and Protestants 
(Individually, and as Shareholder Members Protective Committee). 


Note.—That since the above protest was prepared, there has been received a 
letter from one T. Wade Harrison, signing himself as hearing officer, stating that 
an administrative hearing re: “appointment of conservator for Long Beach Federal 
Savings and Loan Association, Long Beach, California” will be “resumed at 
10:00 o’clock in the forenoon on Monday, the 15th day of December, 1947.” 

It is respectfully requested that action of this Honorable Board be taken forth- 
with cancelling said hearing and that these protestants be advised sufficiently 
in advance of the said hearing as to this Honorable Board’s action in order that 
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they may take appropriate action, if necessary, to protect the interests of the 
16,000 shareholder members, whom they represent. 
Paut L. MALLONER, 
. H. NEwHousE, 
WINNIE BUCELIN, 
Plaintiffs and Protestants 
(Individually, and as Shareholder Members. Protective Committee). 





In THE District CourT OF THE UNITED STaTEs, SOUTHERN DISTRICT OF 
CALIFORNIA, CENTRAL DIVISION 


Paut MALLONEE, et al., Plaintiffs, vs. Joun H. Faney, et al., Defendants 


Civiz Action No. 5421—P. H. 


AFFIDAVIT OF MAILING 
STATE OF CALIFORNIA, 
County of Los Angeles, ss: 

Marion Jacques, being first duly sworn says: 

That affiant is a citizen of the United States and a resident of the County of 
Los Angeles; that affiant is over the age of 18 years and is not a party to the 
within and above-entitled action; that affiant’s business address is 215 West 
Sixth Street, Los Angeles, California; that on the 25th day of November 1947, 
affiant served copies of the following documents as follows: 

Protest against holding of administrative hearing pursuant to purported 
Order No. 5309 of Federal Home Loan Bank Administration or supplements or 
additions thereto, on the following parties to the above-entitled action, at the 
office addresses as follows, to wit: 

To defendant Home Loan Bank Board, 101 Indiana Avenue NW., Wash- 
ington, D. C. 
To defendant John H. Fahey, 101 Indiana Avenue NW., Washington, D. C, 
To defendant J. Alston Adams, 101 Indiana Avenue NW., Washington, D. C. 
To defendant Nathaniel Dyke, Jr., 101 Indiana Avenue NW., Washington, 
Au, 
by placing one copy thereof in an envelope addressed to said parties at their 
office addresses and by then sealing said envelope and depositing the same with 
postage thereon fully prepaid covering air mail—special delivery—registered 
mail—return receipt requested, in the United States Post Office at Los Angeles, 
California, where is located the office of the attorneys for the persons by and for 
whom said service was made. 

That there is delivery service by United States mail at the place so addressed 
or there is a regular communication by mail between the place of mailing and the 
place so addressed. 

MARION JACQUES. 


Subscribed and sworn to before me this ——— day of November 1947. 
[SEAL] Fay V. DEALEYy, 
Notary Public in and for the County of Los Angeles, Calif. 


My Commission expires February 24, 1951. 





Home Loan Bank Boarp 
Interoffice Communication 


DECEMBER 1, 1947. 
From: Office of the General Counsel 
To: Mr. J. Francis Moore, secretary 
Subject: Long Beach Federal Savings and Loan Association, Long Beach, Calif. 
There is attached for consideration by the Board an amended demand for 
hearing and request for postponement of hearing by Long Beach Federal Savings 
and Loan Association, which has reference to the administrative hearing which 
has been set for December 15 in Los Angeles. The demand and request for post- 
ponement is signed by the Long Beach Federal Savings and Loan Association by 
A. Gregory, president, and J. E. Gregory, secretary, and was submitted through 
the association’s attorney, Charles K. Chapman, Long Beach, Calif. 
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The document refers to and attaches as an exhibit the demand for hearing 


“made by the association on or about the 30th day of May 1946. It amends its 


original demand, and requests the postponement of the hearing to a date subse- 
quent to a trial in court, and the basis for the request is set forth in a series of 
statements summarized as follows: 

1. A great deal of time has elapsed and new matters have transpired. 

2. Since the original demand, Reorganization Plan No. 3 has become effective. 

3. The orders in respect of the Federal Home Loan Bank of Los Angeles, the 
Federal Home Loan Bank of Portland, and the Federal Home Loan Bank of San 
Francisco were made ‘maliciously, fraudulently, falsely, without justification or 
cause whatsoever.” 

4. A repetition of allegations made in the Mallonee suit and in the suit by the 
former Federal Home Loan Bank of Los Angeles. 

5. A statement that, upon reversal of the Mallonee case by the Supreme Court, 
that Court ‘‘ordered said action remanded to said United States District Court 
for trial on the merits of the facts alleged concerning the appointment of said 
conservator from malice, fraud or other matters charged in said action by said 
shareholders’ committee to said defendants, John H. Fahey, and A. V. Ammann.” 

6. A statement as to the recommendations of the Smith committee. 

7. Statements as to operation of the Long Beach Federal Savings and Loan 
Association, both before and after the appointment of the conservator, and 
statements as to the dealings of the Long Beach Federal Savings and Loan 
Association with the Federal Home Loan Bank of San Francisco since the appoint- 
ment of the conservator. 

8. Statements as to the suits in intervention that have heen filed by borrowers. 

9. A statement that the administrative hearing would duplicate court pro- 
ceedings, expenses and delays and would be unable to determine all the issues 
involved. 

In the main the amended demand and request for postponement duplicates 
what was said in the request for cancellation heretofore submitted by Paul 
Mallonee, C. H. Newhouse, and Winnie Bucklin. It requests air mail or tele- 
graphic notification of the action taken by the Board upon the amended demand 
and request. 

From a legal standpoint, the granting of the request for postponement of the 
administrative hearing would be inconsistent with the argument which was made 
by the Department of Justice before the United States District Court and before 
the Supreme Court in defending the litigation involving the Long Beach Federal 
Savings and Loan Association. It was urged in those courts that the association 
must first exhaust its administrative remedy and that it may seek court relief 
only if the administrative remedy has not afforded the relief which is sought. 
This doctrine was approved by the Supreme Court as applicable to this case in 
its decision of June 23, 1947,in the case of Mallonee v. Fahey et al., wherein the 
regulations providing for an administrative hearing after the appointment of a 
conservator were upheld. 

The granting of the request for postponement of the hearing until after a trial 
in court would be tantamount to a surrender of authority by the Board to hear 
and determine the cause. The Supreme Court decision specifically notes that 
it does not decide whether the determination of the Board in an administrative 
hearing is subject to any manner of judicial review. 

Attached for consideration by the Board is a suggested form of reply to the 
request for postponement of the administrative hearing. 


KENNETH G. HeEtsierR, General Counsel. 





(Suggested answer to request for postponement of hearing) 


Lona Breacu FEDERAL SAVINGS AND LOAN ASSOCIATION, 
Long Beach, Calif. 


GENTLEMEN: This will acknowledge receipt of your amended demand for 
hearing and request for postponement of administrative hearing which has been 
set for December 15, 1947, in Los Angeles. This matter has been considered by 
the Board and this letter is written at its direction. 

Pursuant to section 206.2 of the Rules and Regulations for the Federal Savings 
and Loan System, you requested a hearing on the issue of whether the conservator 
should not have been appointed and whether an order should be entered dis- 
charging the conservator. 
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The Board feels that, in view of the Supreme Court decision in this matter, it is. 


under a duty to hold an administrative hearing if the same has been duly requested 
before it can make any disposition of this matter. 

It may prejudice the interests of all parties concerned, including the public and 
the plaintiff shareholders in the case of Mallonee v. Fahey, et al., for a court 
decision to be rendered without a prior administrative hearing. The Board has 
yet had no opportunity to consider the evidence and pass upon the propriety of the 
appointment of the conservator, and the holding of the administrative hearing 
would afford it an opportunity to pass upon this question. 

Under all the circumstances, the Board deems it advisable in the publie interest 
for the administrative hearing to proceed without postponement. 

Yours very truly, 
J. Francis Moors, Secretary. 





In THE District CourRT OF THE UNITED STATES SOUTHERN DISTRICT OF 
CALIFORNIA CENTRAL DIVISION 


Paut Mauuonesr, C. H. Newnous®, and WINNIE BuckLin, individually and as 
the Shareholders Committee, a.k.a. Shareholder Members Protective Committee, 
as representatives of a class, suing for and on behalf of all of the shareholder 
members of the Long Beach Federal Savings and Loan Association, Plain- 
tiffs vs. Joun H. Fanery, A. V. AMMANN, et al., Defendants 


Civit Action FILE No. 5421—P. H. 


AMENDED DEMAND FOR HEARING AND REQUEST FOR POSTPONEMENT OF HEARING 
BY LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION 


To Joun H. Fanuery, Chairman; J. Ausron ApAams, Member, and NATHANIEL 
Dyke, Jr., Member Federal Home Loan Bank Board; and to FepgERAL Homes 
Loan Bank Boarp: 

Whereas, on or about the 30th day of May 1946, there was executed and served 
by Long Beach Federal Savings and Loan Association a document entitled, “To: 
Federal Home Loan Bank Administration, Honorable J. Francis Moore, Secretary 
thereof; John H. Fahey, A. V. Ammann, and Roy V. Dougherty, both individually 
and in whatever official capacities they or any of them may occupy.” 

“Demand for hearing pursuant to section 206.2 of rules and regulations 
of Federal Savings and Loan System heretofore adopted by Federal Home 
Loan Bank Administration and by other governmental authorities.’’ 

“Answer and demand for hearing of Long Beach Federal Savings and 
Loan Association, Long Beach, Calif.’’ 

And, Whereas, since the service, execution and delivery of the foregoing docu- 
ment on the Federal Home Loan Bank Administration approximately one and 
one-half years time has elapsed and numerous changes, litigations, events, and 
matters have transpired completely altering and changing the situation which 
existed at the time of the making and service of such original demand for hearing 
by the said Long Beach Federal Savings and Loan Association, a portion of which 
new nratters are set forth and recited herein, and 

Whereas, from February 1942 until September 1947, the so-called Federal 
Home Loan Bank Board consisted of but one man, John H. Fahey, designated as 
Federal Home Loan Bank Commissioner and sometimes designated as Federal 
Home Loan Bank Board, and 

Whereas, during the month of August 1947, by Reorganization Plan No. 3, 
promulgated by the President of the United States, a change in the personnel of 
said Board took place and said Board apparently now consists of three individuals, 
the present apparent membersbip of said board being, John H. Fahey, Chairman, 
J. Alston Adams, Board Member, Nathaniel D. Dyke, Jr., Board Member, which 
is a change in the personnel of said Board since the making of said former demand 
and the commencement of the complex and extensive litigation which has ensued 
between various parties subject to the control and dominion of said Board and 
said administration, and 

Whereas, said former demand for hearing and answer are incorporated herein 
by reference, attached hereto, marked Exhibit A, and made a part hereof the same 
as if set forth herein at length, and 

Whereas, on or about the 29th day of March 1946, by Orders Nos. 5082, 5083, 
and 5084, the said one-man board purported and attempted to liquidate, dissolve, 
and merge the Federal Home Loan Bank of Los Angeles which then had approxi- 
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mately $46,000,000.00 in assets and was then solvent and had a surplus in excess of 
$1,900,000.00 and which had never at any time been accused of any misconduct, 
mismanagement, bad business or other faults or derelictions of any nature or sort 
whatsoever and which liquidation, merger and dissolution are alleged by the share- 
holders of said Federal Home Loan Bank of Los Angeles and by other interested 
parties to have been made fraudulently, maliciously, falsely, without justification 
or cause of any nature whatsoever and to have been done solely and purely out of 
fraud, malice, spite and hatred, and 

Whereas, at the time of said merger, liquidation and dissolution of said Federal 
Home Loan Bank of Los Angeles, the Long Beach Federal Savings and Loan 
Association was a stockholder in said bank, owned stock therein of an approximate 
value of $360,000.00 and had on deposit ‘n said Federal Home Loan Bank of Los 
Angeles, United States Government bonds of an approximate value of $7,000,- 
000.00 to $10,000,000.00, and 

Whereas, the President of said Long Beach Federal Savings and Loan Associa- 
tion, T. A. Gregory, was a member of the Board of Directors of said Federal Home 
Loan Bank of Los Angeles, and 

Whereas, by law and regulation whereunder the said Long Beach Federal 
Savings and Loan Association was organized and had its existence in order for it 
to exist as a Federal Savings and Loan Association it was compelled to, and re- 
quired to, be a member of a Federal Home Loan Bank, and therefore, the very 
welfare, continued existence, financial prosperity and millions of dollars of property 
of said Long Beach Federal Savings and Loan Association were involved, jeop- 
ardized and menaced by the said merger, liquidation and dissolution of said 
Federal Home Loan Bank of Los Angeles, and 

Whereas the said T. A. Gregory, and other officials of said Long Beach Federal 
Savings and Loan Association took an active and vigorous part in activities of 
the shareholders of said seized and dissolved Los Angeles Bank looking toward 
the bringing to court and congressional! attention of action, litigation, and demands 
against the said John H. Fahey for his said seizure and destruction of the said 


Aantal 


4 Federal Home Loan Bank of Los Angeles; and 
: Whereas on or about the 20th day of May 1946 the said A. V. Ammann was 


appointed as conservator for the Long Beach Federal Savings and Loan Asso- 
ciation and took under such appointment possession of a $26,000,000.00 in assets 
which said appointment was alleged by the shareholders of said Long Beach 
Association and by the Association itself and by all parties except the defendants 
Fahey and Ammann to have been made maliciously, fraudulently, falsely, without 
justification or cause whatsoever and despite the fact that said association had 
never been mismanaged nor had its business affairs been improperly handled in 
any way whatsoever and despite the fact that at the time of said appointment of 
said conservator said association was completely solvent, had a surplus in excess 
of $1,300,000.00, and had gained more than $600,000.00 in new deposits in the 
last month before it was seized; and that such seizure and appointment of said 
defendant Ammann as conservator was completely and wholly without justifica- 
tion, cause, or right, of any nature whatsoever and that all of the allegations and 
charges in said Order and in all other Orders concerning said Association wherein 
various types of misconduct and mismanagement are alleged by the said John H. 
Fahey are each and allof the same false, fraudulent, and untrue, maliciously made 
by the said Fahey knowing the same to be untrue and false at the time they were 
made; and 

Whereas the said Association had approximately 16,000 shareholder depositors 
at the time of its said seizure by the defendant A. V. Ammann and a Shareholders’ 
Protective Committee representing said shareholders has been organized and said 
committee on the 27th day of May 1946 instituted action in the Federal Courts 
of Los Angeles, California, against the said John H. Fahey and the said A. V. 
Ammann seeking to set aside the appointment of said conservator and all of his 
activities thereunder as false, fraudulent, unwarranted; and 

Whereas said Shareholders’ Committee in said Action in said Federal Courts 
obtained a restraining order against the said defendants Fahey and Ammann 
restraining and prohibiting them or either of them from merging said Long 
Beach Association into any other institution; and 

Whereas the said Shareholders’ Committee alleged that the said acts of the said 
Fahey and Ammann and the law under which they purported to take the same 
were unconstitutional and void and pursuant to United States Laws and Statutes 
& statutory three-judge court was convened at Los Angeles, California, which 
heard the matter of said actions brought by said Shareholders’ Committee and 
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declared said statutes to be unconstitutional and ordered the said defendant 
A. V. Ammann removed as conservator; and 

Whereas said judgment was appealed by the defendants Fahey and Ammann 
to the United States Supreme Court which upon decision of said appeal held said 
law was constitutional but nevertheless ordered said action remanded to said 
U. S. District Court for trial on the merits of the facts alleged concerning the 
appointment of said conservator from malice, fraud, and other matters charged 
in said action by said Shareholders’ Committee to said defendants John H. Fahey 
and A. V. Ammann; and 

Whereas, said litigation involving enormous amounts has been tremendously 
expensive and there has already been allowed by said Federal Court on account 
of attorneys’ fees and costs thereof approximately $70,000.00 from which allow- 
ance, a writ of injunction and/or prohibition and/or mandamus was taken by said 
defendants Fahey and Ammann to the United States Supreme Court which writ 
of mandamus and/or prohibition and/or injunction was denied by said United 
States Supreme Court whereupon said defendants Fahey and Ammann have 
taken an appeal from said order to the Honorable Ninth Cireuit Court of Appeals 
of the United States sitting at Los Angeles and San Francisco, California, and 
said appeal is now pending in said Ninth Cireuit Court; and 

Whereas since the time of said partial allowance on account of said fees and 
expenses made in April 1947, prior to the appeal to the United States Supreme 
Court, enormous amounts of additional time, expense, and delay have gone into 
said | tigation and expenses, attorneys’ fees, costs, and other matters concerning 
said litigation have multiplied manifold, all of which expenses, charges, ete. will 
eventually become a charge upon the assets of said Long Beach Assoe‘ation and 
must of necessity be paid from the shareholders’ accounts therein; and 

Whereas an action has been brought in United States District Court at Los 
Angeles, California, by the shareholders of the purportedly seized, merged, 
liquidated, and dissolved Federal Home Loan Bank of Los Angeles which action 
in said District Court has been, by the Court, consolidated with the action of the 
shareholders in the seized Long Beach Federal Savings and Loan Association; and 

Whereas both actions so consolidated are now pending in said District Courts 
and will soon be entered upon a factual trial thereof where all of the issues, 
charges, countercharges, and denials of each and all of the parties will be fully and 
thoroughly tried, litigated, and decided in an impartial United States District 
Court; and 

Whereas, pursuant to requests made by the parties concerned in the seizure 
and confiscation of the Federal Home Loan Bank of Los Angeles, and the seizure 
and attempted confiscation of the Long Beach Federal Savings and Loan Asso- 
ciation, a Congressional Committee of the Congress of the United States entitled 
‘“Select Committee to Investigate Executive Agencies’’ has conducted its investi- 
gation and hearing into the matters of both of said seizures and has made its 
recommendations in part as follows: 

‘*(1) That the Commissioner revoke the order reducing the number of districts 
from 12 to 11 in the Federal Home Loan Bank System. 

(2) That the Commissioner take all necessary steps to reestablish a Federal 
Home Loan Bank of Los Angeles and a Federal Home Loan Bank of Portland, and 
revoke the order or orders by which the assets of these two district banks were 
intermingled. * * * 

““(4) That the Commissioner revoke the order appointing a conservator for the 
Federal Savings and Loan Association of Long Beach and restore the assets and 
affairs of the association to its duly elected management, and render a proper 
accounting for the same, as expeditiously as is consistent with judicial deter- 
mination of the questions at issue. Your committee questions whether the law 
ever contemplated that the Board should have the extraordinary power to seize 
and appoint a conservator for a solvent institution as a part of the supervisory 
functions entrusted to the Board over member banks. 

““(5) That the appropriate committees of Congress give consideration to the 
necessity (if, in the opinion of such committees, the necessity exists) of amending 
the Federal Home Loan Act in the following particulars: 

‘“‘(a) Clarifying the authority of the Board in the matter of approval of elective 
officers of the regional banks to the end that neither the Board nor other officials 
may exercise such authority arbitrarily. 

“(b) Clarifying the authority of the Board or the Administrator to increase or 
decrease the number of regional banks, and specifying the condition and procedure 
under which such changes may be made. 
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“(e) Prohibiting the agency from appointing conservators for any member 
association, except under specific and well-defined limitations. 

(6) It developed in the hearings that the order relating to the appointment of 
a conservator for the Federal Savings and Loan Association of Long Beach had 
not beem filed with the Federal Register, as required by law. The Division of 
the Federal Register advised your committee that only on three occasions has the 
Federal Home Loan Bank Administration complied with the requirement that 
its orders be filed with the Federal Register. Your committee further recom- 
mends that the Administrator comply with the law in this respect in the future,” 
which recommendations were made on or about the 25th day of July 1946 and 
approximately 16 months have elapsed, and the reports of said committee have 
been ignored by the said John H. Fahey and A. V. Ammann and none of the same 
have been carried out in any manner whatsoever; and 

Whereas said Defendants Fahey and Ammann caused wide publicity to be 
given in the newspapers by circularization of the depositors of said institutions, 
and by other methods, of their false, malicious, and fraudulent claims of mis- 
management, misconduct, and endangering the affairs and business of said asso- 
ciation by said management, which said false statements were relied upon by 
numerous shareholders and investors in said association which caused a run of 
withdrawals to ensue wherein approximately $6,000,000.00 was withdrawn in 
the first week after the appointment of said Ammann and before said run sub- 
sided approximately $10,000,000.00 or nearly one-half of the total deposits and 
shareholder accounts of said Association were so withdrawn by frightened and 
alarmed shareholders and investors which said fright and alarm was caused de- 
liberately and maliciously by the said defendants Fahey and Ammann and their 
circularization of the false and malicious statements and charges concerning the 
management of said association; and 

Whereas in the year and a half in which the said A. V. Ammann, conservator 
appointed by the said John H. Fahey, has been purportedly in charge of the affairs 
and business of said Long Beach Federal Savings and Loan Association among 
many other things he has done the following: 

a. Has sold, pledged, assigned, transferred, or delivered all of the notes and 
deeds of trust, loans by said association aggregating approximately $12,000,000.00 
in value on approximately 8000 separate home of borrowers all located in the State 
of California and all within 50 miles of the home office of said Association at Long 
Beach, California, to the purported Federal Home Loan Bank of San Francisco. 
That as consideration for such transfer millions of dollars of assets seized by the 
said defendants Fahey and Ammann in the merger, liquidation, and dissolution 
of the Federal Home Loan Bank of Los Angeles have been transferred from said 
purported Federal Home Loan Bank of San Francisco and commingled, and inter- 
mixed, with and into the assets of the said Long Beach Federal Savings and Loan 
Association. 

b. The said purported conservator, A. V. Ammann, has, acting under the di- 
rection and control of the said John H. Fahey, sold approximately 7 to 10 million 
dollars in face value of the United States Government Bonds owned by, and the 
property of, said Long Beach Association. The possession and custody and con- 
trol of said U. 8S. Government bonds was obtained by the said defendants Fahey 
and Ammann, either (a) in their seizure and confiscation of the Federal Home 
Loan Bank of Los Angeles, or (b) in their seizure and purported appointment of 
the conservator for the Long Beach Federal Savings and Loan Association. 

c. The said defendants Fahey and Ammann have caused to be transferred 
approximately $360,000.00 worth of stock in the Federal Home Loan Bank of 
Los Angeles and have taken in exchange therefor stock in amounts unknown and 
values unknown in the purported Federal Home Loan Bank of San Francisco and 
have purchased hundreds of thousands of dollars of additional stock in said Federal 
Home Loan Bank of San Francisco using for such purchase money assets seized 
by defendant Ammann when he seized possession and control of the Long Beach 
Federal Savings and Loan Association. 

d. That said defendant, A. V. Ammann, with intent to destroy the good will 
(built up by the said Long Beach Association over a period of 12 years of its 
existence when it grew from $7,500.00 initial capital to $26,000,000.00 capitel at 
the time of its seizure), has discharged and terminated the employment of all of 
the loyal employees (with very few minor exceptions) who had been with said 
Association for many years and who were well known to, and liked by, all of its 
thousands of customers, depositors, borrowers, and others dealing with said 
Association. 
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e. That the said A. V. Ammann has withdrawn and transferred all of the bank 
accounts of said Association amounting to millions of dollars; and 

Whereas, as a direct and proximate result and cause of the said false, fraudulent, 
malicious, and unwarranted appointment of the said A. V. Ammann, as con- 
servator of the said Long Beach Association and the said false, fraudulent, 
malicious, and destructive purported liquidation, dissolution, and merger of the 
Federal Home Loan Bank of Los Angeles and of the dealings, assignments, 
transfers, sales, and transactions conducted by the said defendants A. V. Ammann 
end John H. Fahey by and with Los Angeles Bank seized assets and Long Beach 
Association seized assets and their attempts to evade litigation brought by the 
stockholders, members, and investors in both of said seized institutions and as a 
direct and proximate result of their rubber stamped, unauthorized, unauthenti- 
cated, undated, dealing with and transferring and cancelling of millions of dollars 
of promissory notes and deeds of trust and other assets of both institutions, the 
titles to the homes of the 8,000 borrowers from the Long Beach Federal Savings 
ond Loan Association have become hopelessly entangled, enmeshed, clouded, and 
impaired and said home owners, even upon payment in full of the amount bor- 
rowed from said Long Beach Federal Savings and Loan Association are unable 
to obtain a clear or marketable title; and said borrowers have been compelled to, 
2d have, intervened in said court proceeding and only by the aid of said Federal 
Court and the requirement by said Court that the said defendant Ammann 
deposit in Court the total amount paid to him and the payment into court by 
the borrowers of any unpaid balance due upon said note and the physical deposit 
in the Registry of the Court of the original notes and deeds of trust have said 
borrowers been enabled to secure a clear and marketable title to their homes. 
That the said defendant A. V. Ammann, at the behest of defendant Fahey, has 
since September 1947 resisted and opposed all efforts on the part of said Court 
to clear the titles to said borrowers homes and have threatened to appeal from 
ell orders made so clearing such titles, thereby leaving said borrowers hopelessly 
entangled in the litigation caused and created by the said defendants John H. 
Fahey and A. V. Ammann and has by such obstructive tactics attempted to 
preclude even the courts giving relief to the innocent borrowers and to clearing 
the titles of their homes. That there has been deposited in the Registry of said 
Court as a result of numerous interventions by said borrowers (wherein approxi- 
mately 43 separate parties have intervened involving the titles to approximately 
400 or 500 separate homes), the sum of about $1,200,000.00. That there is now 
pending before said court in the process of being cleared, titles to an additional 
70 or 80 parcels of property representing 70 to 80 homes and involving between 
$300,000.00, and $400,000.00 face value of loans. That in order to obtain a clear 
title to their homes, all remaining borrowers will be likewise compelled to intervene 
in said action. That the said A. V. Ammann has resisted all of said proceedings 
now pending and has threatened to, and unless prevented by this Honorable 
Board, probably will appeal said Court intervention proceedings thereby further 
entangling and endangering the titles to said borrowers homes for an additional 
period of months or years; and _ } 

Whereas all of said matters in said court have been brought almost to the 
point of a factual trial on the merits and the adjudication and determination of the 
many complex conflicting and involved issues involving multimillion dollar 
amounts which in the Long Beach and Los Angeles seizures combined involved 
approximately 70 million dollars in assets involving 24,000 borrowers and de- 
positors in said Long Beach Federal Savings and Loan Association and indirectly 
involving many thousands of additional persons in the Los Angeles Bank seizure 
matter; and 

Whereas the conducting of an administrative hearing at any time prior to said 
court adjudication would only unnecessarily duplicate all of the complex proceed- 
ings and experises and delays; and 

Whereas said administrative hearing would be unable to determine all of said 
issues and in fact could determine but a tiny fraction of the issues which have 
arisen since the year and a half which has elapsed since the date of the said Long 
Beach seizure and the 20 months that has elapsed since the date of the said Los 
Angeles seizure; and 

Whereas all of such expenses are coming directly from the assets of the said 
seized association and have become charges upon and expenses to the share- 
holders, borrowers, stockholders, and members thereof, which duplication of 
expenses is whoily unnecessary, unwarranted and improper; and 

Whereas said administrative hearing regardless of how, when, or where decided 
cannot terminate the litigation of necessity ensuing because of the dealings and 
wrongdoing on the part of said Fahey and Ammann; and 
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Whereas the 16,000 shareholders of said Long Beach Association acting by and 
through their Protective Committee have protested to the Home Loan Bank Board 
and to the officers and directors of the Long Beach Association this duplication of 
unnecessary expense, time, delay and trouble incident to the double trial in the 
administrative hearing and in the Federal Courts of the same issues and the same 
matters and that the said administrative hearing is completely inadequate to 
grant relief, justice, or decide the matters necessary to a determination of the 
litigation: 

Now, therefore, the undersigned, Long Leach Federal Savings and Loan Asso- 
ciation, hereby amends its original request for hearing, respectfully urges and 
requests the three board members and the board above addressed to postpone 
any and all hearings until such time as the matters pending in the Federal Courts 
have been tried and adjudicated and to only hold such hearings if such Federal 
Court proceedings after final adjudication prove unable to completely decide, 
determine and remedy the complex situations only partly above outlined. 

A notification, by air mail (or telegraph) of the action taken by the board upon 
this request is respectfully requested, as notice has just been received that said 
hearing has been set for December 15th, 1947, and the action of said board upon 
this request for postponement will materially affect the steps necessary to protect 
said association and its members. 

In witness whereof, the Long Beach Federal Savings and Loan Association has 
caused this Amended Demand For Hearing and Request For Postponement of 
Hearing By Long Beach Federal Savings and Loan Association to be signed by 
its President and its Secretary-Treasurer, this 29th day of November 1947. 

Lona Bracu FEDERAL SAVINGS AND 
Loan ASSOCIATION, 
By T. A. Grecory, President. 
By J. E. Grecory, Secretary. 





Exuipir A 


DEMAND FOR HEARING PURSUANT TO SECTION 206.2 or RULES AND REGULATIONS 
or FEDERAL SAVINGS AND LOAN SystEM HERETOFORE ADOPTED BY FEDERAL 
Home Loan BANK ADMINISTRATION AND BY OTHER GOVERNMENTAL 
AUTHORITIES 


ANSWER AND DEMAND FOR HEARING OF LONG BEACH FEDERAL SAVINGS AND LOAN 
ASSOCIATION, LONG BEACH, CALIFORNIA 


To: Federal Home Loan Bank Administration; Hon. J. Francis Moore, Secretary 
thereof; John H. Fahey, A. V. Ammann, and Roy V. Dougherty, both 
individually and in whatever official capacities they or any of them may 
occupy. 

Whereas the undersigned Long Beach Federal Savings and Loan Association 
has not by its Board of Directors or otherwise consented to or requested the 
appointment of either a conservator or receiver nor either of them nor any other 
action; and 

Whereas one A. V. Ammann did, on the 20th day of May 1946, physically seize 
and wrest possession of the said association, premises, assets, securities, bank 
accounts, and books from the officers and members of said association, claiming 
to be empowered and authorized to do so by an order purportedly made by the 
Federal Home Loan Bank Administration, as Order No. 5254, purportedly dated 
May 20, 1946, and purportedly signed by Ray V. Dougherty, assistant secretary ; 
and 

Whereas a copy of Order No. 5254 purportedly issued by the Federal Home 
Loan Bank Administration purportedly dated May 20, 1946, was received by an 
officer of said association on or about the 23d day of May 1946, and said associa- 
tion has made demand upon the said Federal Home Loan Bank Administration, 
John H. Fahey, A. V. Ammann, and Ray V. Dougherty for a definite statement 
of grounds, reasons, and causes of the purported seizure of the premises, assets, 
securities of said association; and 

Whereas the said association, its officers, members, directors, and other inter- 
ested parties are unable to ascertain from a copy of said purported order No. 5254, 
from the said John H. Fahey, A. V. Ammann, Ray V. Dougherty, Federal Home 
Loan Bank Administration, or from any or all of them, any ground, reason, or 
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justification whatever for the seizure of its said premises and assets, of the pur- 
ported appointment of the said A. V. Ammann as conservator of it; and 

Whereas the said purported order No. 5254 contains no facts whatsoever 
justifying said: appointment, but merely states ‘unlawful’ “unauthorized,” 
“‘unsafe,’”’ ‘‘unfit,’’ ete., as grounds for such order. 

Now therefore, as answer to said Order, said Long Beach Federal Savings and 
Loan Association denies each and every statement in said Order contained indi- 
vidually, separately, and severally, and further alleges that said association is 
solvent and has at all times been, and now is, solvent and able to pay in full all 
of its memberships, shares, creditors, and all other obligations and in addition 
thereto had at the time of the said purported seizure by the said A. V. Ammann 
a surplus above all other obligations of approximately One Million Three Hundred 
Thousand Dollars ($1,300,000.00). 

Said association further alleges that its business has at all times prior to its 
seizure by the said A. V. Ammann been, and was then, conducted in a proper, 
authorized, safe, and fit manner, in no way injurious to the interests of any 
person whomsoever and in no way jeopardizing the interests of any person 
whomsoever. 

In addition, demand is hereby made for a hearing upon the matter of the 
purported appointment of said conservator and his purported appointment of 
said conservator and his purported seizure of possession and control of the assets, 
premises, and securities of said association. 

It is respectfully requested that said hearing be held in the District of the 
Federal Home Loan Bank, of which said Federal Association is a member, to 
wit: Los Angeles, California, to which place of hearing (Los Angeles, California) 
consent is hereby given in writing. 

Said association further reserves the right to file a supplementary, amended or 
different answer when (if ever) it has received definite charges, assertions or alle- 
gations to which it can plead or answer. 

The undersigned Board hereby vehemently states that it has not at any time, 
nor will it ever consent to, or request, the appointment of any conservator, nor 
of any receiver, and that there are not now and never have been any grounds 
whatsoever for the appointment of such conservator, nor for the seizure of the 
assets of said association. 

This Answer and Demand for Hearing is made without prejudice to the rights 
of said association and all its members, officers, directors or other interested 
parties to assert the invalidity of said purported seizure of possession of the 
premises, assets, securities, etc., of said association and/or to assert the invalidity 
of the said purported appointment of the said A. V. Ammann as conservator of 
said association. 

Address for the service of said Notice of said hearing and for the service of any 
and all other matters in connection with said Long Beach Federal Savings and 
Loan Association is hereby designated as follows: Long Beach Federal Savings 
and Loan Association, c/o its President, T. A. Gregory, 350 E. Fourth Street, 
Long Beach 2, California. 

In witness whereof, the Long Beach Federal Savings and Loan Association, a 
corporation, has caused this Answer and Demand for Hearing to be signed by 
its President and its Secretary-Treasurer this 30th day of May 1946. 

Lone Beacu FEeEpERAL SAVINGS 
AND LOAN ASSOCIATION, 

T. A. Grecory, President, 

J. E. Grecory, Secretary- Treasurer. 

Mr. Fiscupacnu. What action, if any, do your records reflect, 
Mr. Moore, was taken by the Home Loan Bank Board in connection 
with the California controversy subsequent to the minutes of the 
nineteenth meeting? 

Mr. Moore. I have not checked the minutes to determine all 
actions. I brought with me those minutes which you had requested 
vesterday. 

Mr. Fiscusacn. Will you state for the record what the minutes are 
that you brought with you and what exhibits are related thereto? 

Mr. Moors. The minutes of the thirty-fourth meeting of the Home 
loan Bank Board held on January 17, 1948. 
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Mr. Fiscupacnu. The witness producesasan addendum to the minutes 
of the thirty-fourth meeting of the Home Loan Bank Board Order 
No. 388 and I should like to mark this as ‘‘Home Loan Bank Board 
Exhibit No. 3.” 


Mr. Hourrietp. Without objection, it will be accepted. 
(The exhibit referred to follows:) 


Home Loan Bank Boarp Exutsit No. 3 
MINUTES OF THE THIRTY-FOURTH MEETING OF THE HOME LOAN BANK BOARD 


The Board met in room 827, 101 Indiana Avenue NW., Washington, D. C., at 
11.55 a. m., on Saturday, the 17th day of January 1948. 

Present: Mr. Divers, presiding; Mr. Adams; Mr. Moore, secretary. 

It was moved by Mr. Divers and seconded by Mr. Adams that resolution 
No. 388 be adopted, and the Board directed that said resolution be incorporated 
by attachment as part of these minutes. 

The meeting was adjourned. 

J. Francis Moore, Secretary. 
Wa. K. Divers, Chairman. 


Home Loan Bank Boarp—No, 388 
_ January 17, 1948. 

Re it hereby resolved, That the Federal Home Loan Bank Administration Order 
No. 5254 appointing a conservator for the Long Beach Federal Savings and Loan 
Association be and the same is hereby rescinded, such rescission to become effec- 
tive upon the request of the shareholders of said association through their author- 
ized representative that the assets of said association of any and every nature 
whatsoever belonging to or pertaining to said association, together with all books, 
records, and accounts of every nature pertaining to said association be delivered 
to such shareholders upon demand made through their authorized representative. 

Re it further resolved, That the conservator be and he is hereby authorized and 
directed to deliver all of the aforesaid assets, records, and books of any and every 
nature to said shareholders through their authorized representative and to make 
a full and complete accounting to said shareholders for all assets and liabilities 
of any and every nature pertaining to said association, and a copy of such account- 
ing be filed with the District Court of the United States in and for the Southern 
District of California. 

Re it further resolved, That the conservator be, and he is hereby directed, to 
make available for inspection at the office of the association all of the records and 
books of said association to counsel for the shareholder’s committee or an agent 
of the shareholders of said association, or to a representative of the Distriet Court 
of the United States in and for the Southern District of California, central division. 

He it further resolved, That a certified copy of this resolution be forthwith deliv- 
ered to the above named court and to counsel for each of the parties of record 
in actions numbered 5254 P. H. and 5678 (WM) P. H. in said court, except counsel 
for intervenors in said actions, and that a copy be furnished to the conservator, 

By the Home Loan Bank Board: 
—_——-, ————, Secretary. 

Mr. Moores. Ihave brought to the subcommittee also the minutes 
of the two hundred and twenty-sixth meeting of the Home Loan 
Bank Board, September 9, 1949, with resolutions attached and made 
a part of those minutes. 

Mr. Fiscuspacnu. Are there any exhibits relating to the minutes of 
the two hundred and twenty-sixth meeting? 

Mr. Moore. I have an additional file which represents copies of 
letters by which resolution No. 2015 was transmitted to the persons 
to whom the secretary: was directed to send copies of order No. 2015, 
with copies of the registry receipts. 

_ Mr. Fiscuracn. I think it is clearly established that the parties in 
interest received order No. 2015; and I do not think it would add to 
our record to have the affidavit of mailing or the registered receipts 
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concerned. But I would like to ask you, Mr. Moore, in connection 
with the adoption of order No. 2015, do you have any papers which 
show what the Board had before it in connection with points one, two, 
three and four of order No. 2015? 

Mr. Moors. No, sir. 

Mr. Fiscupacu. Are there any records which show what facts were 
lodged before the Board in connection with order No. 2015? 

Mr. Moore. I did not check our agenda file for that data. I could 
do that. 

Mr. Fiscupacu. Have you anything which would show what the 
deliberations of the members of the Board were in connection with the 
determination either that there be a hearing such as is specified in 
order No. 2015 or that the order include the requirement that Long 
Beach Federal show cause why the Federal Savings and Loan Insur- 
ance Corporation should not be appointed as receiver for the associa- 
tion? 

Mr. Moors. I would have to check our agenda for that data. | 
have not done that. 

Mr. Fiscnpacn. Those minutes are of critical importance in this 
hearing and I would appreciate it if you would check your records in 
that respect. Could you report back to us before noon? 

Mr. Moore. Surely. 

Mr. Fiscunacu. We would appreciate it very much. 

Mr. Moore. All right. 

Mr. Fiscusacn. In connection with the minutes last produced by 
Mr. Moore, the minutes of the two hundred and twenty-sixth meeting, 
insofar as they relate to the California controversy, I would like them 
considered as an exhibit in this matter and have it marked as ‘Home 
Loan Bank Board Exhibit No. 4A.”’ 

Mr. Hourrietp. Without objection, it will be accepted. 

(The exhibit referred to follows:) 


Home Loan Bank Boarp Exursitr No. 4A 


MINUTES OF THE TWO HUNDRED AND TWENTY-SIXTH MEETING OF THE HOME 
LOAN BANK BOARD 


The Board reconvened at 5:15 p. m. with the following present: Mr. Divers, 
presiding; Mr. LaRoque; Mr. Adams; Mr. Moore, secretary; Mr. Heisler, general 
counsel. 

The Board adopted order No. 2015, and directed that said order be incorporated 
by attachment as part of these minutes. 

The meeting was adjourned at 5:40 p. m. 

J. Francis Moors, Secretary. 
Wn. K. Divers, Chairman. 


Certified to be a true and correct copy of the minutes of the Home Loan Bank 
Board held on September 9, 1949, insofar as they pertain to matters concerning 
the Long Beach Federal Savings and Loan Association and related subjects. 

J. Francis Moors, Secretary. 


HOME LOAN BANK BOARD RESOLUTION NO. 2015 


SEPTEMBER 9, 1949. 

Whereas it appears to the Home Loan Bank Board chat: 

1. The Long Beach Federal Savings and Loan Association, Long Beach, Calif., 
has failed to file the monthly and annual reports required by the rules and regu- 
lations for the Federal Savings and Loan System; 

2. Said association has failed and refused to furnish an affidavit of its president 
or secretary or other officer that, to the best of his knowledge and belief, the books 
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of said association correctly reflect the financial condition thereof, as required 
of all Federal savings and loan associations: 

3. Said association has failed to pay the premiums for insurance of its accounts 
and the installments thereon due and payable on or about June 5, 1948, December 
5, 1948, and June 5, 1949, in the total amount of $36,487.25, in violation and 
disregard of the statutes of the United, States, the rules and regulations for 
insurance of accounts, and its contract with the Federal Savings and Loan 
Insurance Corporation; 

4. Said association and its officers have committed and are committing other 
violations of law and regulations, including violations set out in the more definite 
statement submitted to said association on May 29, 1946, and have pursued and 


. are pursuing a course that is jeopardizing and injurious to the interests of its 


members, creditors, and the public; it is hereby 

Ordered, Pursuant to the authority vested by law in the Home Loan Bank Board 
and pursuant to the rules and regulations for the Federal Savings and Loan System, 
That the Long Beach Federal Savings and Loan Association, Long Beach, Calif., 
appear at a hearing, as hereinafter provided, and show cause, if any it have, 
why the Home Loan Bank Board should not, for the reasons hereinbefore stated, 
enter its order or orders for such action as it deems necessary or appropriate, 
including the appointment of the Federal Savings and Loan Insurance Corpora- 
tion as receiver for said association; and it is further 

Ordered, That said hearing be held before the Home Loan Bank Board or a 
member thereof or before a hearing officer of this Board as shall be determined 
by the Board, and be convened at 10 a. m. on October 25, 1949. in room 831, 
Federal Home Loan Bank Board Building, 101 Indiana Avenue NW., Washing- 
ton, D. C. The Board or member thereof, or the hearing officer who presides 
at said hearing, is hereinafter referred to as presiding officer; and it is further 

Ordered, That the presiding officer shall have complete charge of the hearing 
and shall have authority to administer oaths or affirmations; receive, admit, 
allow, exclude and deny petitions, motions, and evidence; limit the time within 
which briefs and reply briefs may be filed and require the furnishing of copies 
thereof to other parties; make rulings and note objections; hear arguments; 
adjourn the hearing from time to time and from place te place; and do all such 
things and exercise all such powers as are necessary or proper to the orderly 
conduct of the hearing; and it is further 

Ordered, That any person, partnership, association, or corporation claiming to 
have an interest in the subject matter involved may, at any time before the closing 
of the hearing, file with the presiding officer a petition for leave to intervene at 
said hearing: and it is further 

Ordered, That the Long Beach Federal Savings and Loan Association, the 
Home Loan Bank Board, and any party whose petition for intervention has been 
allowed, shall have the right, by counsel or otherwise, to appear and be heard at 
the hearing, to produce, examine and cross-examine witnesses, to introduce 
documentary or other evidence, and to file briefs and reply briefs; and it is further 

Ordered, That if the presiding officer is a member of the Board or a hearing 
officer of the Board he shall, after the close of the hearing, make proposed findings 
of fact which he shall file as promptly as possible with the secretary to the Home 
Loan Bank Board together with (1) the complete transcript of testimony taken, 
and any exhibits, briefs or other material incorporated in the record of said hearing, 
and (2) the certificate of the presiding officer that he has mailed, by registered 
mail, a copy of the said proposed findings of fact to the Long Beach Federal 
Savings and Loan Association, Long Beach, Calif.; and it is further 

Ordered, That the secretary or an assistant secretary to the Home Loan Bank 
Board, promptly upon the filing of said proposed findings of fact and said trans- 
script, advise all parties, by registered mail, return receipt requested, of the filing 
thereof, and make such proposed findings of fact and such transcript available 
for inspection by any party at a price which will cover the reasonable cost of 
preparation, as determined by the secretary; and it is further 

Ordered, That the secretary of the Home Loan Bank Board shall receive for the 
consideration of the Home Loan Bank Board objections of parties to the said 
proposed findings of fact, provided that said objections are received within 45 
days from the date on which the said proposed findings of fact are filed by the 
presiding officer with the secretary to the Home Loan Bank Board as hereinbefore 
provided; and it is further 

Ordered, That within a reasonable time after the expiration of the time for 
filing objections to the proposed findings of facts or, if the hearing is held before 
the Board, within a reasonable time after the close of the hearing, the Board will 
make a final determination and enter its order or orders thereon; and it is further 
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Ordered, That notice of said hearing be served by the secretary to the Home 
Loan Bank Board by mailing a copy of this order, by registered mail, to the Long 
Beach Federal Savings and Loan Association, 328 American Avenue, Long Beach, 
Calif., to Thomas A. Gregory, in care of Long Beach Federal Savings and Loan 
Association, 328 American Avenue, Long Beach, Calif., to J. E. Gregory, in care 
of Long Beach Federal Savings and Loan Association, 328 American Avenue, 
Long Beach, Calif., and to Ethel L. Roberts, in care of Long Beach Federal! 
Savings and Loan Association, 328 American Avenue, Long Beach, Calif. 

By the Home Loan Bank Board: 

eet wont Hecretary. 

Mr. Fiscnracu. Do you have any other records in conformity with 
the request which was made of vou, Mr. Moore? 

Mr. Moore. You asked me to bring copies of any protests that had 
been made and I brought with me this document. 

Mr. Fiscnnacu. The witness produces a protest dated October 8, 
1949, signed by Mrs. Paul Mallonee, by Winnie Bucklin, and by 
Wyckoff Westover of Westover & Smith, attorneys for the share- 
holders of Long Beach Federal. I take it that this protest is the one 
that was lodged before the Board in connection with order No. 2015? 

Mr. Moore. Yes, sir. 

Mr. Fiscpnacu. Do you have additional copies of this document? 

Mr. Moore. You may have that one. 

Mr. Fiscnracu. I would like this marked as an exhibit in relation 
to the last exhibit as Home Loan Bank Board Exhibit No. 4B. 

Mr. Hourrisip. Without objection, it will be accepted. 

(The material referred to may be found in the files of the sub- 
committee. ) 

Mr. Fiscnpacn. Mr. Moore, | want to thank you for your prompt 
compliance with our request. I would appreciate it very much if you 
would report back to us before noon on the balance of these papers. 

Mr. Moore. Yes, sir. 

Mr. Fiscusacnu. I would also appreciate it if, in the interval, you 
would be good enough to examine the minutes of the Home Loan 
Bank Board and the exhibit file of the Home Loan Bank Board to 
determine whether there are any other actions of the Board in relation 
to the California controversy, and to determine specifically whether 
there is anything in the records of the Home Loan Bank Board show- 
ing what facts were lodged before the Board and what facts the 
members considered at the time or prior to the time of the adoption 
of order No. 2015. 

Mr. Moore. Yes, sir. 

Mr. Fiscusacu. That is all of Mr. Moore. I should like to call 
Mr. Ammann. 


FURTHER TESTIMONY OF A. V. AMMANN, ASSISTANT CHIEF 
SUPERVISOR, HOME LOAN BANK BOARD 


(The witness was duly sworn by Mr. Holifield.) 

Mr. Fiscupacu. Will you state your name and your official con- 
nection with the Home Loan Bank Board? 

Mr. AMmMann. A. V. Ammann. I am employed by the Home 
Loan Bank Board in the position of assistant chief supervisor. 

Mr. Fiscupacn. How long have you been connected with the 
Home Loan Bank Board? 

Mr. Ammann. Since the middle of 1937. 
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Mr. Fiscupacu. You were appointed as conservator of the Long 
Beach Federal Savings & Loan Association by order of Mr. Fahey; 
is that not so? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscuspacn. And on or about the 20th of May 1946, you 
entered into possession of that association? 

Mr. AmMMANN. That is true. 

Mr. Fiscupacu. At the time that you presented yourself at Long 
Beach, Calif., at the offices of the association, were you accompanied 
by other persons? 

Mr, AMMANN. The examiners were then engaged in making an 
examination. I came out that morning to Long Beach with the 
examiners on the interurban and I went to see Mr. Gregory and had 
one of the examiners with me when I went in there and talked to 
Mr. Gregory. 

Mr. Fiscupacn. You had been in California for some time, I 
believe it was established in your testimony before the Smith com- 
mittee? 

Mr. Ammann. I[ was out there on two or three different occasions. 
I guess | was out there a week or something like that, maybe a little 
longer, prior to May 20. Maybe it was 2 weeks. I do not remember 
just how long. 

Mr. Fiscupacn. On the morning that you presented yourself at 
the Long Beach Federal, you had with you an uncertified copy of the 
order designating you as conservator? 

Mr. Ammann. That is true. 

Mr. Fiscupacn. And at Mr. Gregory’s request you certified it? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscurnacn. And handed it to him? 

Mr. AMMANN. That is right. 

Mr. Fiscuspacu. Did not Mr. Gregory and other officers of the 
association on that occasion request that you furnish a receipt for the 
currency and the securities and other papers and records of the asso- 
ciation prior to your taking over or simultaneous with your taking 
over as conservator? 

Mr. AMMANN. I want to answer that question and I wish I might 
be permitted, if the subcommittee please, first to make a request. 

Mr. Fiscusacn. I want to say this, Mr. Ammann; that this subcom- 
mittee, as was the Smith committee, is interested in getting all of the 
facts. If I should happen not to ask you for something that you 
think is germane, I would appreciate it and I know the members of 
the subeommittee would appreciate it if you would volunteer that 
information. I want you to state whatever you want to state as fully 
and as fairly as you can and as succinctly as possible. 

Mr. AMMaANN. What I had in mind, Mr. Fischbach and members 
of the subcommittee, was this. Some very serious charges have been 
made here against my personal integrity. Mr. Gregory testified 
quite freely on November 29. He also was permitted to read into the 
record a statement on Monday in which he made further allegations 
and assertions which involved me, and statements were made bythe 
chairman during the course of the hearing that a fair and equal 
opportunity would be given, and I took that as an assurance at least 
to me 





Mr. Fiscnupacu. You may. 
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Mr. Ammann. That I would have an opportunity to refute those 
allegations. Prior to the resumption of this hearing on Monday I 
prepared a brief statement covering Mr. Gregory’s testimony so far 
as it concerned me, on November 29. I was not here to hear all of his 
testimony or his statement that he read on Monday. I was able to 
get a copy of it too late to prepare a full statement on that. 

What I had in mind, if the committee please, ‘s this. I should like 
to read the brief statement that I have, which is confined solely to 
Mr. Gregory’s testimony on November 29 concerning the question 
you have asked and other things in his statement on Monday. If I 
might then, after reading that statement, go down through Mr. 
Gregory’ s testimony point by point as he has made it, ina preliminary 
way, I would be glad to do that, with the understanding, I hope, that 
I may also later submit for the record a more full statement covering 
Mr. Gregory’s statement of Monday. If I am able to do that, if it 
please the committee, 1 would be able to follow the order in which 
the other material has been presented and I would be able to give each 
piece of information in full at that point rather than to have it in 
pieces which would add, I think, to confusion. 

Mr. Fiscupacu. Mr. Chairman, in view of the gravity of the asser- 
tions made concerning Mr. Ammann’s action by Mr. Gregory, I think 
he should be afforded the fullest opportunity to answer before he leaves 
the stand. I want him to tell me and the members of this subcom- 
mittee that he has had a full and complete opportunity to place before 
us anything and everything that he would like to have heard and 
considered, 

Mr. Houirretp. Mr. Ammann, I am sure that this subcommittee 
wants all of the facts and we shall certainly give you the courtesy of 
making such statement as you wish to make; and, of course, you will 
later be submitted to cross-examination, as was Mr. Gregory. Upon 
your request you may proceed as you have suggested, if there is no 
objection on the part of the subcommittee. 

Mr. Harpy. Mr. Chairman, may I raise a question at this point, 
before Mr. Ammann starts? I know each of the members of the sub- 
committee wants to afford him every opportunity to get the record 
straight, especially with respect to those allegations which directly 
concern him and bear some reflection on his integrity. I note from a 
preliminary glance at the copy of his statement “that he is taking up 
these things point by point and I am wondering whether it is going 
to be in order to try to clear up questions which might arise in the 
minds of the subcommittee on these points as we go along. 

Mr. Houirietp. That will be at the pleasure of the subcommittee. 
The method that was adopted with Mr. Gregory was to allow him to 
make his statement without interruption, and we made notes of our 
questions and then at the conclusion of the statement, the cross- 
examination occurred. I believe that is the orderly way to proceed 
and I hope that the committee will adopt that proc ‘edure at this time. 
I think it is the fair thing to do as long as we followed that procedure 
with Mr. Gregory. 

Mr. Harpy. I ous it is and I have no particular preference. 
Of course, when Mr. Gregory testified, we did not have the benefit 
of the other side of the picture. We now have Mr. Ammann and 
as he goes along we will have had an expression on both sides which 
automatically is going to raise in our minds certain questions and 
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just as a matter of keeping things in their proper position I was 
wondering which would be the better procedure. I have no particular 
preference, except I think if we could dispose of each point as it comes 
up, we might have a more complete picture. 

Mr. Houtrretp. Mr. Ammann, which method of procedure would 
you prefer? 

Mr. AMMANN. I would be happy to do it either way, as the subcom- 
mittee would like. In this statement I first quoted three or four 
statements that Mr. Gregory made, because they are pretty much 
related. Then I endeavor to answer those in a similarly related 
answer. I do not think I break it down into too many pieces. 

Mr. Hourrrevp. If there is no objection, we shall permit Mr. 
Ammann to proceed as Mr. Gregory did and make his complete 
statement and then we shall question him. 

Mr. Ammann. On his statement on Monday, which goes into a 
variety of facts, I answer that in a preliminary fashion here and 
doubtless questions would be preferable and then later, it seemed to 
me, if the subcommittee would like we can discuss those. 1 would be 
glad to do it any way you want. 

Mr. Lanuam. It seems to me we might omit a lot of these quotations 
and get down to the real statement. 

Mr. Horrman. Mr. Chairman, let us ‘‘crank her up and let him go.’’ 

Mr. Houirietp. Proceed, Mr. Ammann. 

Mr. AMMANN. Statements were made to the subcommittee on 
November 29, 1950, by T.. A. Gregory which are erroneous and 
misleading. 

In response to a question by Mr. Holifield, Mr. Gregory stated: 

The accounting ordered in the resolution and by the court order, has not yet 
been made to the satisfaction of the court, and we do not yet have much of the 
assets back that was provided to be returned by the resolution. 

In answer to the question by Mr. Lanham as to where the $8,300,000 
of Government bonds now are, Mr. Gregory stated: 

Five million and three hundred thousand dollars are in the registry of the court. 
Mr. Ammann is to account for the balance of them, which he claims went into 
the assets of the association, but a sufficient accounting has not been filed to either 
be acceptable to the court or to the association. 

Mr. Lanham, referring to the $6,300,000 Mr. Gregory had earlier 
stated the conservator borrowed from the San Francisco bank, asked: 

Has he accounted for this money that he borrowed? 

In answer, Mr. Gregory stated: 


No, sir. He filed an accounting for example in three or four figures added 
together amounts to some nine-hundred-and some-odd-thousand dollars interest 
collected, with no detail from whom it was collected, the rates paid, or anything 
about it or what dates it paid the interest. Just a lump-sum figure. The same 
is true of the accounting for the expenditures of the conservator while he was 
there, which amounted to seventy-some-odd-thousand dollars which were paid, 
and additional claim of ninety-odd-thousand dollars. There are other elements. 
For example, the association had $4,000,000 or approximately that of collections 
for other people where we collected as a courtesy for them. There has been no 
accounting as to what he did with the documents seized or any accounting, as to 
what he did with the assets or collection. 


If by these statements, Mr. Gregory meant to convey the impression 
that I withheld or am withholding any of the association’s assets, or 
have failed to account for them; or that $5,300,000 of bonds are not 
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available to the association because I placed them in the registry of 
the court; or that $3,000,000 or any other amount of these bonds have 
not been accounted for by me; or that I embezzled, misused, or failed 
to account for money borrowed from the San Francisco bank; or that 
I have not furnished the details he mentions as to interest collected, or 
reimbursement made to the Federal Home Loan Bank Administration 
or the Home Loan Bank Board for expenses and costs in connection 
with the conservatorship and examinations, or as to collections handled 
by the association for others, then his statements are deliberate and 
malicious lies. 

The facts in respect to these matters are: 

Pursuant to the order of the court, I delivered over to the officers 
of the association and to their control all of dts assets, including 
Government bonds, except only such assets as were delivered into 
court on motion of the association or its officers pursuant to court 
order. All of the Government bonds owned by the association and 
that were not held by the association itself, were held by the Los 
Angeles branch of the San Francisco bank, either for safekeeping or as 
collateral for the loans made by that bank to the association. None 
of these bonds was placed in the registry of the court by the conserva- 
tor. Such bonds as were delivered to the court by the bank were 
delivered on motion of the association and pursuant to court order. 

Throughout the entire period of the conservatorship a detailed 
record was made of all receipts and disbursements of funds showing, 
as to individual transactions, such details as date, payor or payee, 
amount, purpose and kind, and how and to what accounts charged 
or eredited. Those books, accounts, and records, which were de- 
livered over pursuant to the court’s order and have now been in 
Gregory’s possession for almost 3 years, account in detail for all of 
the Government bonds and for all transactions pertaining to such 
bonds, including such detail as, the identity of each bond, its issue, 
rate, par value, cost or sale price, the date bought or sold, and the 
premium paid or received. The dates, amounts and terms, and the 
receipt of proceeds of all loans obtained from the San Francisco bank 
by the conservator are also set out in those records, as also are the 
details as to the disbursement or disposition of such proceeds. 

Those books and records also set out in detail by date received, 
payee, amount, rate, the date paid to and the balance unpaid, if any, 
of interest, principal, tax payments, and so forth, on the association’s 
loans. The details as to individual loans are shown by separate 
respective ledger cards and files. Amounts paid to the Federal Home 
Loan Bank Administration or Home Loan Bank Board are shown in 
the records, and are evidenced by canceled checks, supported by 
vouchers, and invoices or bills. Those records also show the receipts 
on collections handled for others, including such detail as the date and 
amount, how applied or credited as to principal, interest, and so 
forth, the amounts remitted or credited to the owners of the collection 
items, and the amounts received and not then so remitted. The 
accounting practices and procedures followed and the records main- 
tained during the conservatorship were in accordance with those set 
out and recommended in the official Accounting Guide for Federal 
Savings and Loan Associations. 

Mr. Lanuam. Were these records turned back to the association? 

Mr. AmMANN. Yes, sir; every bit of it. 
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Federal examiners had begun an examination on May 18, 1946, and 
had obtained the customary auditor’s control of records and assets in 
the office. Following the taking of possession by the conservator on 
May 20, they continued such control insofar as they found necessary 
for purposes of a reliable and thorough examination, and—in accord- 
ance with the regulations—they also ‘made a detailed inventory of all 
assets and liabilities in order to establish what these were at the in- 
ception of the conservatorship. Those examiners, in performing such 
duties, were responsible neither to Gregory nor to me, but to the 
Federal Home Loan Bank Administration. I also delivered copies of 
that examination and inventory to the United States attorney’s 
office, with the understanding that they were to be furnished to the 
association’s officers. 

A complete examination and audit and another inventory was 
likewise made by Federal examiners as of January 24, 1948, when the 
conservatorship was terminated. This examination and inventory 
cover the full period from May 20, 1946, to January 24, 1948, except 
only for the 2 days of October 1 and 2, 1946, when Gregory was in 
charge of the association under an order of the district court. A copy 
of this examination and inventory, comprising almost 600 legal- 
length pages, was filed with the court as a part of the conservator’s 
accounting, and I understand copies were also furnished to association 
officers. Since none of the business transacted on October 1 and 2, 
under Gregory’s management, had been entered in the aia’. 
books and records, the conservator endeavored, by requiring em- 
ployees to work day and night on October 3 and 4, to make the best 
accounting possible in the cireumstances for the business done on 
those 2 days in order that the records would re flect the true status of 
accounts, 

Throughout the making of this latter examination and inventory, 
accountants and others employed by Mr. Gregory or the association 
worked beside the Federal examiners. I also understand that inde- 
pendent accountants engaged by the association have since made an 
extensive check and audit of the association’s assets and records. 

At the end of each month throughout the period of the conservator- 
ship, | made a certified monthly report to the Federal Home Loan 
Bank Administration and the Home Loan Bank Board in accordance 
with the requirements of its regulations. This is the form of report 
mentioned in Mr. Gregory’s testimony. If, as charged by Mr. 
Gregory, I had withheld or failed to account for association assets, 
or if I have falsified its records or the said reports, I would be subject 
to criminal prosecution. 

However, notwithstanding that fact, and notwithstanding the fact 
that Gregory has been in possession of the books, records, and ac- 
counts for almost 3 years, and has had them gone over by public 
accountants, Mr. Gregory has brought forth nothing of substance to 
support the repeated loose and general allegations. The only support 
that has been offered of which I have any knowledge, is in effect, that 
all of the association’s books and records or all of the mass of detail 
therein contained, and in the exclusive possession of the association, 
have not been filed with the court, and the allegation that the con- 
servator was illegally appointed and therefore had no legal authority 
to perform the duties of his office. 
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A further statement was made by Mr. Gregory in answer to the 
following question by Mr. Fischbach, referring to the date of May 
20, 1946: 

Did you have any free liquid assets? 

Mr. Gregory stated: 

We had $8,300,000 of United States Government bonds on deposit with the 
Federal Home Loan Bank of Los Angeles for safekeeping, at the time it was 
seized, and we were unable ever to recover them from the San Francisco bank 
after the seizure of the Los Angeles bank. 

I understand that statement to mean that after the bank merger 
in March 1946, and prior to May 20, 1946, the association requested 
and was refused the return to it of Government bonds held in safe- 
keeping for it by the bank. 

Mr. A. C. Newell was in charge of the operation of the Los Angeles 
branch of the San Francisco bank throughout the period between 
those dates. He has told me that at no time during that period was 
any such request made of, or denied by him and that, had any such 
request been made of him, it would have been granted just as would 
have been done for any other member of the bank. 

Mr. Hourrie tp. Are there any questions? Mr. Lanham? 

Mr. Lannam. No. 

Mr. Hourrietp. Mr. Hardy? 

Mr. Harpy. I think not. 

Mr. Hourrietp. Mr. Karsten? 

» Mr. Karsten. Ihave one. The allegation has been made on more 
than one occasion that when the conservator took over the office he 
failed to give a receipt. Is that true, Mr. Ammann? 

Mr. AMMANN. Yes, sir. 

Mr. Karsten. Could you explain that? 

Mr. AmMMANN. I tried to touch on it here. Mr. Gregory mentioned 
it in his earlier testimony, too. At the time I went in there was no 
inventory, nobody knew what the assets and liabilities and detailed 
items were. The Federal home loan bank examiners, who were 
thoroughly competent in my judgment to do the job, undertook such 
an inventory. As soon as it was made I think it was filed with the 
Federal Home Loan Bank Administration in Washington. Copies 
were delivered to him. 

Mr. Fiscupacn. To whom did you deliver those? 

Mr. AMMANN. To the United States attorney’s office. It was 
either Ronald Walker or Judge Dougherty that asked me to bring 
them up. 

Mr. Fiscupacu. I did not mean to interject, but I just wanted 
to clarify that. 

Mr. Karsten. You did not furnish any receipt, but did furnish 
the inventory which would be an admission of what you had? 

Mr. AmMMANN. Yes. 

Mr. Karsten. In your possession? 

Mr. Ammann. Those were the assets, in other words, and the 
liabilities for which the Federal Home Loan Bank Administration 
could hold me, as its appointee, accountable. 

Mr. Harpy. How would anybody know, Mr. Ammann, that that 
was a full accounting? 
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Mr. AMMANN. Well, the Federal examiners maintained possession 
or control over all of the assets in that respect until they had made 
their inventory. For example, in the operation of the business from 
day to day, while making the inventory, if somebody had to go into 
the vault to get out a file, the examiner at the door of the vault made 
a record of what he had, went over it at that point, to make certain 
of what was there and that it came back, and so on. The examiners 
can explain to you better how they do that than I can, but they do it, 
and they also did it at the termination of the conservatorship. 

Mr. Lanuam. I have one question. The statement has been made 
that your accounting was not acceptable to the court. I would like 
for you to explain that and state whether or not it was refused by 
the court and you were asked to make a more complete accounting. 

Mr. AmMMANN. I have seen no charge that the assets were not ac- 
counted for and supporting the things in detail. My understanding 
of the objection is this—— 

Mr. Lanuam. I am asking whether your report was accepted .by 
the court or whether they asked you to make an additional account- 
ing. 

Mr. AMMANN. When it was filed with the court the other parties 
objected to it, and the court, as I understand it, in effect, sustained 
their objections to the accounting. 

Mr. Lovre. When you say ‘‘other parties,’ 
reference to? 

Mr. AMMANN. The association, Mr. Gregory. 

Mr. Lannam. Then the court sustained their objections that your 
accounting was not in proper form and not complete? 

Mr. AMMANN. Only to this extent, as I understand it; for example, 
they asked that the accounting include, or, insisted that it should 
include a detailed showing of the amount of interest collected on each 
loan, from May 20 down to the end of the conservatorship; if there 
was any adjustment in tbe rate of interest, to show that adjustment, 
how much was collected, how much interest would have been col- 
lected if the interest rate had not been reduced, the date the interest 
was paid to, and so on; all of the items of detail which constitute the 
individual record transaction on individual accounts in the institu- 
tion on its loans, for instance; and similar details with respect to 
other transactions, all of which details they have. And if I were to 
furnish it I would have to go to them to get it. 

Mr. Horrman. He says they had it. And if he has to furnish it, 
he would have to go to them to get it. 

Mr. Lanuam. They simply have the record, you mean, of the bank 
during the time you were in charge? 

Mr. AMMANN. Maybe I can answer it in a technical manner in 
this way; a borrower had a loan in effect from May 20 on which he 
had made payments. The record of that loan and the payments is 
on a ledger card. When I came in on May 20, we continued to add 
to it. After May 20 we continued to record on those same accounts 
the transactions that followed May 20. 

Mr. Lannam. Did you record occasions where you did lower the 
interest rate? The charge has been made that for some purpose you 
did encourage the refinancing of these loans at an lower rate of 
interest. 
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Mr. AMMANN. The interest rate on some loans was reduced. 

Mr. Lanuam. Is that shown by the records in the bank? 

Mr. AMMANN. Yes, sir; in every instance. 

Mr. Lannam. Would it take an auditor to get those things? 

Mr. Ammann. No. 

Mr. Lannam. A public accountant or somebody like that? 

Mr. AMMANN. You could see by the ledger card. Each loan also 
has a separate file in which the evidence of reduction of the interest 
rate would be filed; correspondence, a letter or request and approval 
or whatever the evidence of the action would be, that also would be 
marked on the ledger card. So you can look right at the card and 
tell what the interest rate is supposed to be. You can see how much a 
month interest is paid, and how much remains unpaid on each indi- 
vidual loan. 

Mr. Lanuam. If the court approved the objections to your ac- 
counting, what have you done since to try to supply the information 
needed or requested? 

Mr. Ammann. The Department of Justice attorneys in the case [ 
understand worked out an arrangement with the court under which 
accountants for the FBI have gone in to compile some of this infor- 
mation. I am not sure in what details they are doing that, just how 
far they will carry out this request for all of the details, whether there 
has been some compromise over there or whether they are compiling 
all of it. 

Mr. Lannam. Have you been directed by the court to file an addi- 
tional accounting? 

Mr. Ammann. I do not understand that I have. That is a legal 
question, perhaps. 

Mr. Fiscusacu. Judge Lanham, I might say for the record that I 
am sure Mr. MacGuineas of the Department of Justice will agree 
with me that the court has made such a correction. The court has 
made such an order. Is that not correct? 


FURTHER TESTIMONY OF DONALD B. MacGUINEAS, ATTORNEY, 
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Mr. MacGurneas. I think that Mr. McKenna will attempt to 
find the court’s order in the record. 

Mr. Fiscupacn. There is such an order? 

Mr. MacGurneas. I do not know. I would want to see the order. 

Mr. Fiscupacu. You do not know? 

Mr. MacGuingas. I will not characterize that order without seeing 


Mr. Fiscusacu. Will you find that order right now, Mr. Chapman? 

Mr. MacGutneas. J think it would be helpful to the subcommittee if 
I, as a representative of the Department of Justice, might inform 
you of what I understand to be the legal steps taken in this case in 
court with respect to this aspect of the accounting. I would like to 
give that information to the committee at this time, if you care to 
hear it. 

Mr. Lanuam. It might clarify it. 

Mr. Houirievp. That is perfectly all right. 

Mr. Hoffman. I think it can be conceded that there was such an 
order. What is the use of taking a lot of time and words to do that? 
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Counsel says there is such an order. It is a matter of record. Why 
fuss about it? He says he does not know it. 

Mr. Houir1ep. I think we have to be fair with these people, and 
if their counsel wishes to make an orderly and legal statement, I think 
we have got to accept it. 

Mr. Harpy. Mr. MacGuineas wants to be technical, that is all. 
That is a prerogative of the attorney. 

Mr. Hourrrevp. J think in your presentation, of course, you will 
be brief and to the point, but give us fully what you think the subcom- 
mittee should have. 

Mr. Horrman. I was not fussing about him. I was talking about 
what Mr. Fischbach was hunting up in the record. Mr. Fischbach 
says it is there. What is the use of fussing about it? 

Mr. Houirie.p. He does not admit that it is in there. It is a fact 
that has to be established. 

Mr. Lanuam. I suggest that Mr. MacGuineas do that. 

Mr. Houirie.p. Proceed, please. 

Mr. MacGutneas. May I first say, Congressman Hardy, I regret 
your characterization of my remark as technical. My point is this, [ 
do not have a memory which can bear in mind the terms of the 
thousands of orders that have been entered in this case. 

Mr. Harpy. That is all right. 

Mr. MacGuinzeas. I will not say what a precise order says unless I 
have it before me. That is besides the point. 

The legal situation, as I understand it, is this: As Mr. Ammann 
stated, he filed with the district court his accounting in a form which 
had been approved by his superiors, the Home Loan Bank Board. 
The Long Beach association then filed a very lengthy list of objections 
to that accounting, and it is my understanding or my recollection that 
in substance those objections made the point that the accounting 
itself did not set forth precise details with respect to each individual 
transaction handled by Mr. Ammann. Judge Hall considered the 
objections made by the Long Beach association. He then referred 
the matter to his special master for the taking of evidence on the 
question as to the extent to which there has been a failure to account 
by Mr. Ammann. 

It may be said that Judge Hall must have thought there was some 
substance to the charges of insufficient accounting by Long Beach, or 
otherwise presumably he would not have referred it to a special 
master, but it is a fact that that question, that issue, has been referred 
to the special master, is under consideration by the special master at 
this time, and that the special master as of yet has issued no deter- 
mination that the accounting was insufficient in any respect. 

Then last February, I think, or early last year, when I was in a 
hearing in Los Angeles before Judge Hall, he then indicated that he 
would want to have Mr. Ammann come back to California to work 
on this matter of furnishing additional details of the accounting. 

It was our position that in the first place it would be advisable, in 
view of all of the controversial issues that have arisen abc ut this, and 
the charges of bad faith on both sides, we in the Department of Justice 
thought it would be advisable to have a reexamination of that account- 
ing done by undoubtably independent officers. And those agents of 
the FBI who are in the Los Angeles office were assigned by the 
Department of Justice to that function. They went into it. 
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Mr. Harpy. I do not want to interrupt your line of thinking, but 
I take it then the substance of your comment is that Judge Hall did 
not issue an order requiring Mr. Ammann to make an additionai 
accounting, but referred the matter to a special master, is that right? 

Mr. MacGurnzeas. It is certainly my position that he referred the 
matter to a special master. Please do not think I am technical. I 
am not saying that he did not issue such-and-such an order, because 
as I say, he has issued hundreds of orders in this case. 

Mr. Harpy. Certainly Mr. Ammann should know whether he has 
an order from the court, and if you are representing him as his at- 
torney, you ought to know, too? 

Mr. MacGuineas. I am representing him. There are many thou- 
sands of pages in this record that I freely confess that there are things 
in there that I do not know, and I do not think any of the attorneys 
know them, either, in the case. 

May I continue for just one minute? 

Mr. Houtrtevp. Proceed. 

Mr. MacGurneas. I would like to make this statement. This is 
important from the standpoint of the Government in this case. In 
our view the accounting followed by Mr. Ammann was adequate. 
We did enter into an agreement to furnish a reexamination, if 1 may 
put it that way, by the FBI, but that was not done under any con- 
cession whatever that Mr. Ammann’s accounting was in any respect 
deficient or inadequate. We think the contrary. 

Mr. Horrman. It is correct, is it not, that while the accounting 
was somewhat general, that the cards that they referred to here of 
each loan did give the facts? 

~Mr. MacGurneas. You understand [ myself have never examined 
any of these records. It is my understanding that every scrap of 
paper on which Mr. Ammann recorded his transactions was turned 
back to the Long Beach association, and that is verified by the fact 
that when the FBI agents wanted to conduct their examination the 
only place they could go to to get the records was to go right back 
to Mr. Gregory’s association. And they have been in his office exam- 
ining his records, to make their own report. 

Mr. Horrman. That raises a question. And if there is anybody 
in the room who knows of anyone who knows the facts, I should like 
to know. Is this true that Mr. Gregory’s association, or whoever 
asked, or objected rather, to this accounting at the time they made 
those objections had possession of the records which carried the 
information, and to make the subsequent accounting you had to go 
back to the fellow who asked for it, that is for the information, to 
get it? 

Mr. MacGutnzsas. I will answer it. 

Mr. Horrman. Is that so? 

Mr. AmMann. That is true. 

Mr. Houirrevp. Let us take this in order now. 

Mr. Fiscusacu. If you will permit me—— 

Mr. Houtrretp. Let Mr. MacGuineas finish his statement, and if 
Mr. Ammann wants to answer the same question which has been 
asked, he may, and then the cross-examination will proceed. 

Mr. MacGurtneas. The only further thing I have to add is that 
the FBI agents at the present time are still pursuing their examination 
of the records which are in the Long Beach association. 
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FURTHER TESTIMONY OF A. V. AMMANN, ASSISTANT CHIEF 
SUPERVISOR, HOME LOAN BANK BOARD 


Mr. Houtrietp. Mr. Ammann, is that substantially correct? 

Mr. AMMANN. I understand they are there. 

Mr. Houirie_p. You have nothing to add of fact to that statement 
of Mr. MacGuineas? 

Mr. Ammann. No. 

Mr. Houtrrevp. All right. Now the counsel may proceed. 

Mr. Fiscupacu. Mr. MacGuineas, I want to try to get certain 
facts which you and I know are correct before this subcommittee. 
Let’s start with order No. 388, which was made January 1948, and 
required an accounting, is that correct? 
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Mr. MacGurneas. It required an accounting to the Home Loan 
Bank Board. 

Mr. Fiscupacu. Well, apparently we cannot even agree on that. 
May I have vour copy of the order, Mr. Chairman? 

Mr. Hourrievp. Here it is right here. 

Mr. Fiscuspacu. Thank you. January 17, 1948, order No. 388 
contains the requirement that the conservator be directed and he is 
directed to make available for inspection, rather the conservator is 
hereby authorized and directed to make a full and complete account- 
ing to such shareholders, that is, the shareholders of the Long Beach 
Federal, that is what that means, does it not? 

Mr. MacGurineas. That is what that language says. I would like 
to see the order before 1 answer any questions. I do not recall the 
terms of that order. 

Mr. Fiscupacu. All right, read the second paragraph of that order. 

Mr. MacGurnzeas. If you will give me a minute I will read the 
order and then my recollection will be refreshed. 

Mr. Fiscuspacn. I will take the responsibility for making this 
statement, and I will base the accuracy of this statement on the 
document before the subcommittee. 

Starting in January of 1948, that is, January 17, 1948, order No. 
388 of the Home Loan Bank Board directed Mr. Ammann to file an 
accounting, that is to make an accounting, a full and complete ac- 
counting to the shareholders of the Long Beach Federal. The order 
also contained a proviso that the accounting be filed in the office of 
the clerk of the Federal court of Los Angeles. That is correct, is it 
not? 

Mr. MacGuingas. That is certainly correct. That was done. 

Mr. Fiscusacu. Following such order, Mr.. Ammann made up an 
accounting. It is true, as he says, that his accounting consisted of 
some 600 pages. 

Mr. Horrman. What date was that? 

Mr. Fiscupacnu. All right, Mr. Ammann, tell us the date of your 
accounting? 

Mr. AMMANN. It is as of January 24, 1948. 

Pe Horrman. When did you make the accounting, when did you 
ile it? 
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Mr. Ammann. I think it was filed in September of 1948, along about 
in August or September. 

Mr. Horrman. Is that right? 

Mr. Firscuspacu. Yes; September of 1948. 

Order No. 388 was implemented by a judgment of the court which 
restored the Long Beach Federal to its shareholders and to its manage- 
ment, and the order of the court also required Mr. Ammann to make 
an accounting. 

In pursuance of that order, and in pursuance of the Home Loan 
Bank Board Order No. 388, Mr. Ammann made an accounting, and 
filed it in the court. That accounting was examined and a list of 
detailed objections to the accounting were filed. 

Thereupon, the court made this order: “The petition and motion 
for order of court appointing appraisers and requiring compliance with 
the court’s prior order to render a full and complete accounting came 
on regularly for hearing on Monday, January 23, 1950, before the 
undersigned United States district judge,’ and, gentlemen, I am 
paraphrasing so as to save you some unnecessary language from page 
8987 of the record on appeal. This application came on before the 
court in courtroom No. 1, and the hearing was upon, one, an account- 
ing by A. V. Ammann as conservator for the assets and liabilities of 
Long Beach Federal. Order to be rendered by the previous judgment 
of the court of January 23, 1948. The accounting previously filed 
September 27, 1948. ‘Two, petition and motion for an orde r appoint- 
ing appraisers and requiring compliance with the court’s prior order 
to render a full and complete accounting. All filed with the court 
December 15, 1949. Three, preliminary objections filed December 
15, 1949, to the purported accounting inventory and report of examin- 
ation and order of A. V. Ammann as purported conservator. Four, 
a motion to strike these objections filed by the plaintiffs in connection 
with the accounting and to defer and postpone any hearings on the 
accounting, wh'ch motion was filed by Government officials. Five, 
the answer anc opposition of the Home Loan Bank Board to the 
petitioner requiring the accounting. Six, the supplemental points and 
authorities with regard to the time for reference to a special master 
filed by the Home Loan Bank Board, dated January 26, 1950. Seven, 
the enjoinder of tne Federal Home Loan Bank of San Francisco, and 
the motion of the Home Loan Bank Board and so forth to strike the 
preliminary objections which the plaintiffs filed to that accounting. 
Eight, the enjoinder of the Federal Home Loan Bank of San Francisco 
in answer and opposition to Ammann petition and motion for order 
of the court appointing appraisers and requiring compliance with the 
court’s prior order to render a full and complete accounting. Nine, 
statement of opposition to the motion. ‘Ten, an affidavit of Thomas 
M. Flynn filed by the Home Loan Bank Board. 

The court having considered the documents and the evidence and 
the records and the files and proceedings heretofore had in said action, 
and particularly in connection with said accounting, and preliminary 
objections thereto, announced that the accounting was not a full and 
complete acc ounting as ordered and required by either Resolution 388 
of the Home Loan Bank Board or as ordered and required by the 
previous order of the court. Such proposed order having been sub- 
mitted to the court and considered at a conference of counsel on 
February 10, 1950, at the hour of 2 p. m., at which were present Mr. 
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Chapman, Mr. Westover, Mr. Gilbert, in support of the preliminary 
objections, and Mr. McKenna and Mr. MacGuineas and Mr. Paul 
Fitting—Mr. Fitting is one of the assistant United States attorneys in 
Los Angeles—and Mr. Irving G. Bishop, one of the attorneys for the 
San Francisco bank, appearing in behalf of their clients, w hich clients 
are referred to, for brev ity, as the official defendants. And also present 
was Ronald Walker, the special master. 

The court goes on and finds after those preliminary recitals as to 
what the matters before the court were, and who appeared, and what 
they filed, as follows: The purported accounting of Mr. Ammann as 
conservator for the assets of the Long Beach Federal, which includes a 
report of examination, an inventory, is not a full and complete ac- 
counting as ordered and required by, one, the Resolution No. 388 of the 
Board, or two, the order and judgment of this court dated January 
23, 1948, or otherwise. And therefore the court goes on and orders a 
special master to hear the preliminary objections. 

I think that should establish, for the sake of our own later con- 
sideration, what the true facts are in a chronological fashion with 
respect to this matter. 

I would like to go further with Mr. MacGuineas at this point. 

Mr. Horrman. Will you let me ask one question there? 

Mr. Houtrretp. Please let the counsel finish this point. 

Mr. Horrman. We have been on this for many minutes, and all he 
has said, as I understand it, is what has been admitted before. It is a 
matter of record. For example, the court ordered an accounting. 
They filed an accounting. It did not suit the court, and the court 
ordered a full and more complete accounting. 

Mr. Hourrieip. You are the only one that is objecting to the line 
of questioning. 

Mr. Horrman. It is not that. 

Mr. Hourrireip. And the introduction of evidence which is taking 
place at this time. I believe that you might bear with the counsel and 
let him finish the statement which he is making. 

Mr. Horrman. That is all right. I want to put on the record at 
this point my objection to the waste of time and the recital which does 
not establish a single thing that is not admitted in the case by 
everybody. 

Mr. Houirteip. That is a matter for each one of the committee 
members to decide as to whether that is correct. If you wish to have 
your views recorded, they have been recorded. 

Mr. Fiscupacu. May I confer with Mr. Hoffman for a few minutes? 

Mr. Horrman. I am just objecting to this. The complaint all the 
way down, one of the principal ones, is that the lawyers are wasting 
time in getting fees, and we are doing the same thing, in my judgment. 
I may be entirely wrong. 

Mr. Lannam. There are no fees here. 

Mr. Houirreip. Let us get back to the order of the subcommittee, 
and let us proceed in an orderly manner. 

Mr. Horrman. We are not proceeding in an orderly manner. My 
objection is in order. I have been here and have remained here and 
given you a quorum when you could not get one anywhere else. | 
will keep putting my objections on for your education and my en- 
lightenment. 
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Mr. Houirietp. Your objections will be considered and reported 
in the record. Will you proceed? 

Mr. Fiscusacu. I think it would be helpful if vou would draw upon 
your knowledge of the correspondence files in this case, as far as your 
office is concerned and also draw upon your knowledge of your contact 
with this matter, and see if you will agree that this is a fair statement 
of the fact, that the Government—and I am not asking you to concede 
or diminish any of your claims of jurisdiction, | am merely asking 
vour cooperation to get a statement of the fact before the committee 
without prejudice, that the Government through Mr. Meyerson, who 
is in charge of the FBI office in Los Angeles, had one man wor king on 
this accounting, that Mr. Meyerson’s estimate of the length of time 
that it would take for the accounting to be completed was one man 
4 vears, four men 1 vear, but thereafter 11 men were put on the job 
and are on the job now; that as part of the effort of the court, the 
Government and litigants to get this new accounting formalized, the 
court, the FBI, the litigants and the Government devised a certain 
form which would be revealing as to what action was taken by Mr. 
Ammann during his period as conservator and are now engaged in the 
process of filling out the information on that form so as to prepare the 
new accounting. Is that not a fair statement? 

Mr. MacGutneas. In my understanding of what you have stated, 
that is substantially correct. Let me make it plain that I have not 
been out at Los Angeles myself on these particular matters; but, as 
reported back to me from the United States attorney’s office in 
Los Angeles, what you have said is substantially correct. 


FURTHER TESTIMONY OF A. V. AMMANN, ASSISTANT CHIEF 
SUPERVISOR, HOME LOAN BANK BOARD 


Mr. Fiscunacn. If I could proceed from that point back to Mr. 
Ammann, I think I have gotten before the subcommittee the facts 
which it is entitled to have. 

Mr. Houirieip. Proceed. 

Mr. Lovre. I would like to ask just one question here. The 
conservatorship was terminated on January 24, 1948; is that correct? 

Mr. AMMANN. Yes. 

Mr. Lovre. At that time all of the files and records and everything 
that you had under your control as conservator pertaining to the 
Long Beach bank were turned over to Mr. Gregory, were they? 

Mr. AMMANN. They were. 

Mr. Lovre. So from January 24, 1948, he had everything in his 
possession pertaining to the Long Beach bank; is that correct? 

Mr. AMMANN. Yes, sir; everything that I had. 

Mr. Horrman, One more question. When you filed your report in 
September 1948, who had possession of the files that it was necessary 
to examine to make a more complete report? 

Mr. AMMANN. The association. 

Mr. Horrman. Who is that? 

Mr. Ammann. Mr. Gregory or the association. 

Mr. Horrman. Then is it true that Mr. Gregory, or whoever repre- 
sented him, when they went into court and asked for this amended or 
further order, they had possession of the original material themselves? 

Mr. AMMANN. Yes, sir. 
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Mr. Harpy. On what basis would the association or its officers or 
shareholders have any knowledge as to whether all the records were 
there or whether all transactions had been recorded? 

Mr. AMMANN. The Federal examiner, at the termination of the con- 
servatorship, worked side by side with auditors and employees engaged 
by the association. A photostatic copy, | believe, was made of a great 
deal of the detail. In order to answer your question in layman’s lan- 
cuage, the inventory, for example, the accounting identified and listed 
every mortgage loan, showing the balance on May 20; the total of 
those agreed with the books of the association as of the date of the con- 
servatorship. ‘The same information is shown, I believe, as at the close 
of business September 30, when the conservator was removed under an 
order of the district court, and as of October 2, when the conservator 
came back in, on January 24, 1948, every loan was listed, so that what 
the total showed in the balance sheet was supported and provable by 
those items. Each one of those loans has individual ledger cards. 
You can go to the individual ledger card, which is the history and de- 
tailed transaction from the inception of the loan down to date, and see 
every entry that affected that loan. 

Mr. Harpy. How many ledger cards were there when you took over? 

Mr. AMMANN. Well, I do not remember how many there were. 

Mr. Harpy. Approximately, do you know? 

Mr. AMMANN. How many loans the association had? Around 3,500 
loans, I would estimate. 

Mr. Harpy. How many were there when you took them back? 

Mr. AMMANN. Approximately the same. In fact, the ledger cards 
that were there when I came were all still there, plus one that had been 
started during my time. 

Mr. Hourrreip. Are there any further questions? 

Mr. Ammann. If it would be helpful, I might explain this account- 
ing. It starts with a balance sheet as of these various dates, an oper- 
ating statement showing the income and the expense. 

Mr. Harpy. Mr. Chairman, I would like to pursue that line of 
thought for just a second. 

At the time you took possession as conservator, the officers and 
shareholders of Long Beach were, to all intents and purposes, evicted 
from any control w hatever over the assets, records, or anything else 
that belonged to the association; is that correct? 

Mr. AMMANN. The officers were; ves, sir. 

Mr. Harpy. So that any accounting that you made at the time “ 
acknowledgment of the assets which you took over were ¢ omputed and 
compiled under your supervision and without their supervision; is 
that correct? 

Mr. AMMANN. No; the Federal examiners, in making their examina- 
tion and audit and in compiling the inventory, did not put in or take 
out anything that I told them to take out or put in. They were re. 
sponsible to the Board for that. 

Mr. Harpy. At the time that you took over— 

Mr. Fiscunpacu. That is not an answer to your question. 

Mr. Harpy. No. 1 will get back to that. That was at the time 
you took over that the Federal examiners examined the bank to de- 
termine what was there? 

Mr. AMMANN. Yes, sir; that was one of the purposes. 
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Mr. Harpy. But the operation of that bank and the total assets 
were under your control and not under the control of any elected 
officer of the Long Beach association, and none of them had any 
access to see whether you counted the stuff right; is that right? 

Mr. AMMANN. Well, only to an extent. 

Mr. Harpy. To what extent? 

Mr. AMMANN. Well, the examiners had control over what they 
needed to have control over while they were making their examination. 
They would not turn that over to me or anybody else until they had 
satisfied themselves as to what was there. As they counted and 
accounted for various items, they then released them, released them 
to me. 

Mr. Harpy. Let me take a brief and simple analogy. I am trying 
to understand what happened; that is all. 

Suppose a fellow comes up to me and says, ‘I have an order from 
the FBI to take what you have in your pockets.” I say, “Give me 
a receipt for it.” “No,” he says, “I will not give you a receipt. I 
will get some other fellow down here tomorrow, sometime this year, 
to count what I have.’”’ And then he counts it, and maybe he has 
got it all, and maybe he does not have it all. Is that not about what 
what happened in this case? 

Mr. AMMANN. No; it is not. 

Mr. Fiscunacn. In what way is it different? 

Mr. Ammann. In the first place, Mr. Gregory did not own these 
assets any more than I owned them. 

Mr. Harpy. But he was elected to handle them. 

Mr. AmMANN. I was appointed by proper authority. 

Mr. Harpy. By the owners? 

Mr. AmMMANN. I[ was appointed by proper authority in the interests 
of the owners, the same as—— 

Mr. Harpy. Presumably, but not by the owners, and the owners 
did not have one earthly thing to do with your taking over, did they? 

Mr. AMMANN. No. 

Mr. Harpy. So that the people who owned all of that money that 
you took over had absolutely no control and no scrutiny of any 
determination as to how much was there; is that right? 

Mr. Ammann. Do I understand your question, Mr. Hardy, to be 
that if the examiners went into an association, for example, and found 
some employee putting the assets of the association in his automobile 
to go to Mexico with the cash or something, we should have a meeting 
of the shareholders before we try to stop him? Is that what you 
mean? 

Mr. Harpy. I do not know whether that would fit or not. I am 
just trving to see what happened. I think that in an institution of 
this kind, it is a privately owned institution, even though it comes 
under Federal supervision, or under the supervision of the Home Loan 
Sank Board. It is owned by the people who have their money in 
there; is that not right? 

Mr. Ammann. That is correct. 

Mr. Harpy. And it is supposed to be supervised to protect their 
interests? 

Mr. AmMMann. That is right. 

Mr. Harpy. Theoretically, I suppose, you went in with that sole 
purpose and objective; at least you were authorized to go in for that 
reason? 
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Mr. AMMANN. I was ordered to go in to conserve and protect the 
assets. 

Mr. Hourrieip. Mr. Hardy, in line with your thought that the 
public owned these assets, the man who was responsible to the public 
that owned those assets was the duly elected chairman of the board 
of that organization, Mr. Gregory, was he not; is that not right? 

Mr. AmMANN. Up to a point. Beyond that point, the agency of 
the Government is responsible to the shareholders, to see that their 
interests are protected. 

Mr. Houtrieip. Yes; but, if that man is responsible under the law 
for the custody of the valuables that are put in his keeping, he has a 
responsibility to the public to know what those assets are and to be 
responsible to the public for a known list of assets; and, if it changes 
ownership, if he is suddenly removed from that spot and prevented 
from discharging his responsibility, do vou take the position that he 
does not have the right to know what the assets were at the moment 
of his removal? 

Mr. AMMANN. I take the position that in the circumstances and 
under the responsibilities and authorities of the Board, which looks 
out for the public interest as much as the management does, that was 
done. 

Mr. Harpy. I am certainly not going to get into any argument 
whether or not they have authority. That is a technical question. 
Probably he will keep on. There is just one observation that I would 
like to make in that connection. It seems to me, when somebody else 
is counting my money, I would like to watch it counted. 

Mr. AMMANN. While the money was being counted, the employees 
of the association stood right beside the examiners. 

Mr. Harpy. They were not the employees of the association any 
longer. They were your employees; is that not right? 

Mr. AmMmMann. They were counting the money when the examina- 
tion started on May 18. I was not even there. 

Mr. Fiscupacn. When you took over on May 20—— 

Mr. AMMANN. It was counted again. 

_Mr. Fiscupacu. Was it counted in Mr. Gregory’s presence or in 
the presence of any officer of the Long Beach Federal? 

Mr. Ammann. I do not think so. It was not counted in my pres- 
ence, either. 

Mr. Fiscuspacn. Let us face the facts. You were requested to 
furnish either a receipt or an opportunity to make a joint check of 
the currency that was there, were you not? 

Mr. Ammann. Joint check of all of the assets. 

Mr. Fiscupacu. And you denied that? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscusacu. How much currency was around? 

Mr. AmMMANN. I do not know. I imagine that as a general rule 
there would be something between twenty and thirty-five thousand 

dollars, something like that. I do not know how much there was 
that day. The examination work would show. 

Mr. Fiscupacu. The Long Beach Federal had vaults, too, safe- 
deposit vaults? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacnu. You gave no receipt either for the cash or the 
securities or the contents of the vaults there, did you? 
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Mr. Ammann. I gave Mr. Gregory no receipt, if that is what you 
mean. 

Mr. Fiscupacu. Were you instructed not to? 

Mr. AMMANN. No, sir. 

Mr. Fiscuspacu. Why did you not give them a receipt? 

Mr. AMMANN. Well, I felt, first of all, that the inventory would 
give him a receipt. There was not any inventory at the moment he 
asked for it, to find out, to see what the assets were. Other considera- 
tions from an operating standpoint to me were that it would take a 
long time to compile all of that detail, during which time Mr. Gregory 
and the officers who had been removed by the appointment of the con- 
servator would be in the institution. He had indicated to me that 
he would do everything he could to resi8t and obstruct the operation. 

Mr. Fiscupacnu. Tell us what he said. 

Mr. AmMann. Well, I can tell you better by what he did. 

Mr. Fiscuspacn. All right; tell us what he said or did. 

Mr. AMMANN. Some of that is covered by this other. He had a 
reporter come in, to whom he made a number of statements. 

Mr. Fiscuspacnu. Are you referring to Mr. Reddick? 

Mr. Ammann. I believe that is his name. Those appeared in the 
papers. He called the employees together. I asked him to call them 
together to advise them what had happened and to urge that they be 
asked to go on with their duties and take no participation on one side 
or the other in any controversy, but to carry on the institution’s 
operations. He told them that this appointment had been made, 
that he considered it arbitrary and unreasonable. He was going to 
oppose it in any way he could. 

Mr. Fiscupacu. That was his right, was it not? 

Mr. AMMANN. Yes; that was his right. 

Mr. Fiscuracu. All right. Now go ahead. 

Mr. AMMANN. I suppose he had a right to do all of the things he did. 

Mr. Fiscurica. Why did you object to them? 

Mr. Amman... Because they damaged the operation of the institu- 
tion. 

Mr. Fiscarnacnu. For one thing, you said that he called in the 
reporter? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscusacu. You objected to the publicity? 

Mr. AMMANN. Yes, sir. 

Mr. Horrman. May I most humbly and respectfully ask the 
counsel what the purpose of this is, when it is admitted whatever 
actions were taken, were taken? What is the purpose of this testi- 
mony? 

\{r. Fiscpnacu. The answer to that comes in the next question. 

Did you not, on the very next day after you went in as conservator, 
send a release to every shareholder of the Long Beach Federal? 

Mr. Ammann. No, sir; I will tell you what the facts are on that. 

Mr. Fiscuracu. Who did it? 

Mr. AMMANN. I sent out a statement, but not on the next day. 
The facts were these: that those newspaper stories resulted the next 
morning in a great line of people outside of the institution’s front 
door. They were scared. They wanted their money. The evening 
papers of May 20, the morning papers on the next day carried these 
statements, and that run then began on the next day, continued for a 
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considerable time, during which time these statements were being 
made to the public, during which time the employees were being kept 
under a kind of control by Mr. Gregory, and I phoned in, I believe, 
to Washington, and asked that they get out something to the share- 
holders that would reassure them, that they were being scared to death 
that the institution was in bad shape, that they were going to lose their 
money, that they could not get it. And so on May 22, a letter went 
out, that is, on the 22d or the 23d, it is dated May 22, I believe. 
I sent out a copy of the news release which the administration in 
Washington had given to the newspapers. 

Mr. Fiscuspacn. What was said in that release? 

Mr. AmMMANN. I do not recall now. You have a copy of it. 

Mr. Fiscupacn. Would you bring a copy for the afternoon session, 
and try to acquaint yourself with what was said in that release? 

Mr. Horrman. May | renew my request, Mr. Fischbach? What do 
you seek to establish by this line of testimony? 

Mr. Fiscupacn. | will be glad to answer that in executive session. 

Mr. Horrman. It is established here, is not disputed, that Gregory 
claims that this man went in there arbitrarily and seized this asso- 
ciation. 

Mr. Fiscupacu. He disputes it. 

Mr. Houirietp. The Government is disputing that. 

Mr. Horrman. Disputing that? 

Mr. Houirrevp. That they went in there arbitrarily and mali- 
ciously, and malignantly, and did that. 

Mr. Horrman. And indignantly. Put thatin. But this man said, 
as I get it, that Gregory said this was all without authority of law. 
The question here indicates from Mr. Hardy’s questions that the one 
Government agency seized this thing and would not account to any- 
body. The fact of the matter is, and you cannot get around it, if it 
is assumed that the Long Beach Federal is part of the Government, 
or exists under the Government, or under Government supervision 
and control, then whoever was in authority, sent this other man down 
there, and he superseded him. 

Mr. Fiscunacnu. Let me tell you, Mr. Hoffman, what the Home 
Loan Bank Board says about these associations. Each supervised 
institution, like Long Beach Federal, is privately owned, and is 
governed by its own board of directors, which selects the management, 
and which is primarily responsible for the safe conduct of the insti- 
tution’s affairs. 

Mr. Horrman. You advised me of that before, but you will have 
to admit that in some way the Federal Government has some super- 
vision even over Long Beach Federal, has it not? 

Mr. Fiscupacu. I proclaim it. I do not merely admit it. 

Mr. Horrman. Allright. Proclaimit. And this fellow comes along 
under the same boss, and he supersedes the other fellow. As a matter 
of fact, all of these assets are in the possession of some department of 
the Government, are they not? 

Mr. Fiscupacu. No. 

Mr. Horrman. Who has them now? 

Mr. Lovre. It appears to me that we are rattling a lot of bones, 
and doing nothing but adding confusion upon confusion. One ques- 
tion to you, Mr. Ammann. 
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Did you violate any rules or regulations of any kind when you refused 
to give Mr. Gregory a receipt of the assets of the Long Beach bank at 
the time you took over as conservator? 

Mr. Ammann. No, sir. 

Mr. Fiscuspacn. Do you not think that is a very good point, and 
this committee ought to legislate on that subject? 

Mr. Lovre. I want to know if he violated any rule or regulation. 

Mr. Horrman. They had an inventory. 

Mr. Fiscupacu. Who had the inventory? 

Mr. Horrman. As L understand it from his testimony, the Govern- 
ment, whoever it was—I do not know what agency of the Govern- 
ment—somebody made an inventory of what they were taking over 
from Long Beach; did they not? 

Mr. AMMANN. Yes. 

Mr. Fiscnupacu. When? 

Mr. Horrman. Who had it? 

Mr. AMMANN. It began as promptly as possible after May 20, and 
as soon as it was done, it was furnished to the Federal Home Loan 
Bank Board, or administration, and I delivered copies to the United 
States attorney’s office for delivery, as I understood it, to the associa- 
tion’s officers. 

Mr. Horrman. Does Mr. Gregory now claim there was any item 
that belonged to the Long Beach Federal that was not listed in that 
inventory? 

Mr. Fiscupacu. Yes. 

Mr. Horrman. What are they? If you will give us a list of that, 
that will be good, and we can ask him about it. 

Mr. Fiscusacu. Here is what Mr. Gregory claims: The auditor 
for the association, Mr. L. D. White, who was a member of F. W. 
La Frentz Co., certified public accountants of Los Angeles, and who 
are the regular auditors for the association, were present, and Gregory 
demanded that the auditor be permitted to make an itemized list of 
the bonds, the cash, and the securities, and the properties being seized 
from the association by Mr. Ammann. 

Mr. Horrman. Did he not already have that? 

Mr. Fiscnpacu. No; he did not. 

Mr. Horrman. Did not Gregory know what he had when this man 
walked in? 

Mr. Fiscupacn. You cannot walk into any one of these associations 
without striking a balance and taking account of your cash and your 
bonds, and so forth, at any given hour of any given day, and know that. 

Mr. Horrman. Know as of some thagiose: a date, not too far back. 
Mr. Gregory must have known what his association had. 

Mr. Fiscupacu. Of. course. 

Mr. Horrmay. All right. 

Mr. Houtrretp. But not at the time of seizure. 

Mr. Lovre. Is there any claim of embezzlement here against 
Mr. AMMANN; any claim of embezzlement? 

Mr. Fiscuracn. If there is any such claim, it has never been brought 
to my attention. 

Mr. Lovre. You do not know of any, so far as Mr. Ammann is 
concerned? 

Mr. Fiscupacnu. No. 
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Mr. Houtrre.tp. I think we need a little clarification. If the 
subcommittee will bear with the chairman, I will put it strictly on 
a business basis. 

I happen to own a merchandise business, and on the Ist of every 
month I know what the inventory of that business is. I know how 
much cash I have in the bank, and how many debts I owe. But if 
you should come into my business establishment any day during the 
month and say, “We are taking the key to this place,” I would want 
an inventory as of that hour and that time, of everything that I had. 
If I did not get it, that is, get that inventory, I would have no way of 
knowing at all as to w hat I had at the moment of seizure in the cash 
drawer, or anywhere else, unless a balance was struck at that time, 
of the books. The same kind of a balance that I strike as of the end 
of the month. 

And to carry the analogy just a little bit further, the matter of 
acceptance of an inventory between two parties is always a matter of 
mutual agreement. 

I rented my home out in Virginia, and I took an inventory of the 
furnishings. I presented the inventory to the tenant. I asked the 
tenant to check it over and sign it. And the tenant did check it over 
and did sign it; and I signed a copy and gave it to the tenant. We 
both agreed upon the inventory as of the moment that the tenant 
moved into my home in Virginia. That is the businesslike way to 
do it. ‘ 

Mr. Lovre. I do not question the wisdom of that statement at all. 
I think it is right and proper, but, on the other hand, Mr. Ammann 
has already testified that what he did was strictly in accordance with 
the rules and regulations, be they right or wrong, so there is no use to 
go back. There is nothing that we can do about that. That is water 
over the dam. 

Mr. Houirretp. Part of the purpose of this subcommittee is to 
ascertain where the basic law needs correcting, and to make certain 
legislative recommendations. We have got to establish the defective 
procedure in the law, before we can write constructive legislation. 
That is exactly what we are trying to do. 

Mr. Lovre. That has been established now. 

Mr. Hourrievp. It has not been in my mind. 

Mr. Harpy. So far as I am concerned, I certainly have no basis for 
making a determination that Mr. Ammann, or anybody else, violated 
the law or the regulations. 

Mr. Hourrievp. I have not, either. 

Mr. Harpy. There seems, in my mind, however, to be very serious 
question as to the propriety of the type of action that was taken. 

Mr. Hourrretp. And, also, there seems to be a question in my mind 
as to the sufficiency of the provisions of the basic Home Loan Bank 
Act that would permit such a proceeding. 

Mr. Fiscupacu. If that can happen under the law, then the law 
certainly needs correction. 

Mr. Horrman. It is under the rules and regulations that the 
Congress gave the Board authority to write, is it not? 

Mr. Houirretp. But we are constantly amending laws and chang- 
ing laws when we find out they are not accomplishing the purpose of 
the Congress. 
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Mr. Horrman. You are going to get into the position where you 
will find this Administration has acted arbitrarily and vindictively 
and maliciously. 

Mr. Hourriep. If I find that it has done so, I will sign the report 
saving so. 

Mr. Lovre. Maybe that is the reason why California voted 
Republican. 

Mr. Hourrrerp. Like the Smith committee report, which was 
unanimous, and which committee was composed of both Republicans 
and Democrats, and it criticized certain actions of the Administration. 
And I point out there were some very stanch Democrats that signed 
the unanimous report. And I do not yield the integrity of either a 
Democrat or a Republican. 

Mr. Horrman. You are both. 

Mr. Houtrtetp. That is right. I shall discharge my responsibility 
to both parties when it comes time to sign a report. 

Mr. Horrman. A sort of bipartisan business. 

Mr. Houirretp. That is correct. 

Mr. Horrman. Except that the Democratic sentiment predomi- 
nates, 

Mr. Houirietp. The subcommittee is recessed to reassemble at 2 
o'clock. 

(Whereupon, at 12 noon, a recess was taken until 2 p. m. of the 
same day.) 

AFTERNOON SESSION 


The subcommittee resumed at 2 p.m., Hon. Chet Holifield (chair- 
man) presiding. 
Mr. Fiscupacu. I will recall Mr. Moore. 


FURTHER TESTIMONY OF J. FRANCIS MOORE, SECRETARY, 
HOME LOAN BANK BOARD, WASHINGTON, D. C. 


Mr. Moore, you were requested to examine the files under your 
supervision to ascertain whether there were other papers relating to 
the California controversy or other references in the minutes Of the 
Board. Have you found any such documents? 

Mr. Moors. Yes, sir. 

Mr. Fiscupacu. Will you present them, please, and tell us what 
they are. 

Mr. Moore. I have examined the Board’s minutes from the time 
of order No. 2015. I did not go before that. I would be glad to do it, 
if you wish, but I carried it from 2015 forward to the present. I under- 
stood that to be your request. 

Mr. Fiscusacu. It really was the other way around, but go ahead, 
anyway. 

Mr. Moore. Minutes of the two hundred and fortieth meeting of 
the Board on the 14th day of October 1949, which incorporates a 
telegram which the secretary was directed to send to Mr. Chapman in 
connection with order 2015. 

Mr. Fiscuspacnu. Proceed. 

Mr. Moore. Minutes of the two hundred forty-fifth meeting of the 
Board, on October 21, 1949, approving a letter to be transmitted by 
the chairman to the Attorney General in connection with this case; 
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referring to a letter which was filed in the minute exhibit file which 
I have also brought with me. That is my original exhibit and I would 
like to have copies made of that, with your permission. 

Mr. Fiscusacu. All right. 

Mr. Moore. Minutes of the two hundred and forty-sixth meeting of 
the Home Loan Bank Board of October 27, 1949, in which there was 
approved a resolution No. 2140, authorizing agents of the Board to 
appear in the district court and testify as to certain matters. 

Mr. Fiscupacu. May I see that, please? 

Proceed. 

Mr. Moore. Minutes of the two hundred and forty-seventh meet- 
ing, on October 28, 1949, ordering the postponement of the hearing 
which had been set by Order No. 2015; postponing it to November 8. 

Minutes of the two hundred and fifty-fourth meeting of November 
§, 1949, also postponing the hearing date. 

Minutes of the two hundred and sixty-second meeting of December 
1, 1949, in which was adopted resolution No. 277, authorizing the 
secretary to certify as to certain documents. 

Minutes of the two hundred and eighty-fifth meeting of January 19, 
1950, in connection with the retention of Mr. Siegel on a fee basis. 

Mr. Fiscupacn. Do you have a memorandum referred to in the 
minutes of this two hundred and eighty-fifth meeting identified 
minutes exhibit file No. 413? Are they attached? 

Mr. Moore. Yes, here they are. 

Mr. Fiscupacnu. Proceed. 

Mr. Moorr. Minutes of the two hundred and ninety-first meeting 
held on February 2, 1950, approving three letters sent by the Chair- 
man of the Board addressed to the judges of the United States Dis- 
trict Court for the Southern District of California, to Mr. McGrath 
and to Mr. Noon. 

Mr. Horrman. May I ask again, Mr. Chairman, if there is any 
controversy about the facts that evidently counsel is attempting to 
establish here, so that it is necessary to encumber the record with 
all this correspondence? 

Mr. Fiscupacu. I do not know of any other way to submit the 
evidence before you. 

Mr. Horrman. What is it that you are trying to prove now? 

Mr. Fiscupacu. I want to get all the actions of the Board in rela- 
tion to the California controversy, and particularly what the Board 
had before it when it executed and authorized the adoption of order 
No. 2015. 

Mr. Horrman. Are we at liberty to inquire into all the things that 
caused the Board to act? 

Mr. Fiscusacnu. If you do not, I do not see how you could possibly 
reach any determination about the controversy that has been lodged 
before this subcommittee, nor do I see how you will have aay basis for 
exercising the supervisory respousibility of this subcommittee over 
the Board which it brought into being under one of the reorganization 
plans of 1947. 

Mr. Horrman. In lawsuits they often have statements of fact 
setting forth the issues and many times many of the facts are not 
disputed. It would seem to me that a summary could be made of 
some of these matters so as to avoid having such a voluminous record. 
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Mr. Fiscusacu. I would be very glad to get a summary statement, 
but when I called upon counsel to assist me La getting before the sub- 
committee the things that apparently are or should be undisputed— 
as an illustration, look at the court’s order. Was there an order in 
connection with Mr. Ammann’s accounting? Look what we went 
through on a simple matter like that. 

Mr. Horrman. The order itself would settle it regardless of what 
anybody else would say. 

Mr. Fiscuspacnu. I am trying to get these records so that there can 
be no controversy about it. 

Mr. Horrman. I do not know what you expect to claim—that the 
Board acted arbitrarily in this matter? And do you expect that this 
correspondence that you are introducing will show that? Is that the 
idea? 

Mr. Fiscusacu. I think when we have the record of the action of 
the Board we will at least know without dispute and without any 
further cavil what the Board did. Then we can get to the question 
of what they had before them when they made order No. 2015. 

Mr. Horrman. And when you get all the record in here, the written 
record, you are still at sea because, as a matter of fact, the Board 
comes in and says, “Well, there were other facts that I acted on, I do 
not recall at the moment.’’ Then you are stalled again. 

Mr. Fiscusacu. No; we are not stalled. We will know what they 
have of record and will permit them to state what additional facts 
there are. 

Mr. Horrman. Apparently there is not any question but what Mr. 
‘ahey acted as it suited him and apparently the Board did the same 
thing. 

Mr. Fiscuspacu. Will the Board so stipulate? 

Mr. Horrman. That they acted the way they wanted to act? | 
should think they would. 

Mr. Houtrre.p. Proceed. 

Mr. Horrman. Let the record note my protest again, against what 
I consider to be an unnecessarily voluminous record being made here 
on issues that should be settled and can be settled by a summary of 
the record that might very well be made by counsel, instead of intro- 
ducing all this evidence. 

Mr. Fiscupacn. Will you proceed? 

Mr. Moore. I had just before referred to the minutes of February 2. 
This is the file and exhibit. 

Mr. Fiscupacu. If the Chairman will permit me to do so, I will be 
very happy to spend a few hours with Mr. Heisler, counsel for the 
Home Loan Bank Board and prepare a summary statement of the 
documents prepared by Mr. Moore so that we will have them all 
wrapped up in their material aspects in one document, which I would 
like to be considered as part of the Home Loan Bank Board Exhibit 
No. 4, which was heretofore tatroduced in evidence. (See pp. 338-40.) 

Mr. Houtritetp. Without objection, I think that would be accept- 
able. I would suggest, in order to keep the printed record down, that 
wherever possible we enter these documents which are thought to be 
pertinent as exhibits rather than as part of the printed record. In 
that way we will keep down the record quite a bit, but the exhibits 
will be available for any interested party to look over. 
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Mr. Fiscupacu. Mr. Moore, I would like you to do the same with 
regard to the records of the Board antedating order No. 2015 so that 
we will have before us an abstract of all the actions of the Board in 
relation to the California controversy. 

(The documents referred to may be found in the subcommittee files.) 

Mr. Moors. I have the minutes of the two hundred and ninety- 
fourth meeting which designates Mr. Newell to examine certain files. 

Mr. Fiscusacu. That is all for Mr. Moore, Mr. Chairman. 

Mr. Hourrretp. Thank you, Mr. Moore. 2s 

Mr. Moore. May I have permission to make copies of my original 
records here? 

Mr. Fiscnpacu. Surely. 

Mr. Moore. I will see that these get back to you. 

Mr. Fiscupacnu. I will recall Mr. Ammann. 


FURTHER TESTIMONY OF A. V. AMMANN, ASSISTANT CHIEF 
SUPERVISOR, HOME LOAN BANK BOARD 


Mr. Ammann, when you were appointed conservator by order of 
Mr. Fahey and before you went in as conservator of Long Beach 
Federal, cid you make arrangements to get a bond as conservator? 

Mr. AMMANN. That was arranged in Washington. 

Mr. Fiscursacn. Did you ever sign an application for a bond? 

Mr. AmMMANN. I do not recall that I did. 

Mr. Fiscuspacu. How much of a bond was arranged for you? 

Mr. AMMANN. $100,000 which was the amount required by the 
regulations. 

Mr. Fiscupacu. Did you ever make a recommendation at any 
time that the amount of your bond be increased? 

Mr. Ammann. No, sir. 

Mr. Fiscunacn. Did you regard a $100,000 bond as sufficient in 
connection with assets of an institution which apparently was some- 
where in the neighborhood of $26,000,000? 

Mr. Lovee. Mr. Chairman, that did not come within his right. 
He complied with the rules and regulations. 

Mr. Houtrteip. Counsel is asking if he thinks that is a sufficient 
bond and the subsequent questioning will show that a bond of $1,000,- 
000 was required of Mr. Gregory for fidelity of performance and 
responsibility in connection with approximately $13,000,000. Is that 
right, Mr. Counsel? 

Mr. Fiscupacu. That is right. 

Mr. Horrman. Let the record show further objection on my part 
Whether he did or did not think it was sufficient is immaterial. 

Mr. Lovre. That question should be propounded to whoever is 
in charge of these bonds. Mr. Ammann is not. 

Mr. Fiscusacu. If the members of the subcommittee are aware of 
this gentleman’s position in the hierarchy of officialdom of the Home 
Loan Bank Board, you will doubtless recall that Mr. Ammann is a 
factor of no little consequence and doubtless is in a position of very 
important supervisory responsibility ; and is in a position to have some 
views that might be very helpful to the subcommittee when it comes to 
the question of considering what should or should not be done via 
the legislative process or via recommendations to the Congress in 
connection with the administration of this important law. 
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Mr. Horrman. Of course, the obvious answer is, having in mind 
his own integrity and his own honesty, that he thought a $100,000 
bond would protect the Government. 

Mr. Houirrevp. I suggest that the member permit the witness to 
testify. 

Mr. Horrman. I am just showing the--— 

Mr. Houtrieip. I hope that the membership of the subcommittee 
will not harass counsel for the subcommittee who is trying to lay this 
case before the subcommittee and obtain the facts. I have never 
served on a subcommittee before where continual objection to counsel’s 
questions was part of the subcommittee members’ actions; and I have 
been here 8 years. 

Mr. Horrman. As far as I am concerned, as long as I am serving 
on the subcommittee, I am going to make any objections that I deem 
relevant. I cannot perform my duty any other way. 

Mr. Houtrrevp. It interferes with and prolongs the hearings, in my 
opinion. 

Mr. Horrman. If you want to see an exhibition of prolonging the 
hearings, I will give one to you. The first time you do not have a 
quorum, I am going to make the point, Mr. Holifield, in view of that 
statement. Go ahead, as far as I am concerned. 

Mr. Fiscupacnu. I do not want to suggest anything that would be 
a matter of disputatious argument before the members of the subcom- 
mittee; and possibly it would be more palatable to Mr. Hoffman if | 
endeavored to develop that through another witness, if that is your 
wish, Mr. Hoffman. 

Mr. Horrman. I am not concerned over whether it is agreeable to 
me or not. That is not the point at all. The only point that I am 
trying to make is that we should confine ourselves to the issues and 
not attempt to build up a case for some future purpose or individual 
who might file a claim. 

Mr. Lovre. I cannot see where this is material at all, Mr. Chair- 
man. If I thought it was, | would suggest that you go ahead as far 
as lam concerned, But I cannot see where it is pertinent at all. 

Mr. Fiscupacu. May we go off the record for a few minutes? 

Mr. Hourrrevp. Off the record. 

(Discussion off the record.) 

Mr. Houtrretp. Mr. Counsel, please proceed. 

Mr. Fiscusacn. I would like to have the Reporter read the last 
question. 

(The Reporter repeated Mr. Fischbach’s last question as above 
recorded.) 

Mr. Fiscupacu. Did you? 

Mr. Ammann. I did. I would like to make a statement in connec- 
tion with that, an explanation, if I may. 

Mr. Fiscupacu. Apparently any explanation you might make 
would be so offensive—— 

Mr. Harpy. Now, wait a minute, Mr. Fischbach. Let him go 
ahead and make the statement. 

Mr. AMMann. Would you like to make the statement for me, Mr. 
Fischbach? 

Mr. Fiscuspacnu. Did you ask me a question, Mr. Ammann? 

Mr. Ammann. Yes. You asked me a question and then proceeded 
to answer it for me. 1 thought maybe you wanted to answer the 
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question. I was not sure whether you wanted me to answer it. Do 
you want me to answer the question? 

" Mr. Fiscupacu. I have asked you the question as to whether you 
thought——- 

Mr. Lanuam. Mr. Chairman, I think that is very improper on the 
part of the witness. 

Mr. Houirievp. I will ask the witness to be responsive to the 
questions and | will ask counsel to be direct in his questions and not 
make any comments about what he thinks the witness may be going 
to say. 

Mr. Fiscupacu. Make whatever statement you desire. 

Mr. Ammann. The amount of the bond is determined by the 
Board and the Federal Savings and Loan Insurance Corporation on 
the basis of experience of business, after consultation with leaders of 
the business, the various leagues, the United States League, the 
National League, and others. And over a long period of experience, 
the amount of the bond required in the regulations was found to be 
reasonable and sufficient. Mr. Gregory had at the time of my 
appointment a $200,000 bond which was twice what the regulations 
required him to have. He had $1,000,000 bond filed in court, I am 
told, which he offered. I do not understand that 1t was required. 
1 understand, too, that that bond was issued by the same bonding 
company which he represented on commission when he was running 
his insurance agency in the association. What relation that may 
have, | am not sure. 

Mr. Fiscusacu. Is it an acceptable surety company? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscuspacn. You have never challenged it, as a supervisory 
officer of the Board? 

Mr. Ammann. No, sir. It is thoroughly reliable, so far as 1 know; 
both of them, the one I had and the one he had. 

Mr. Harpy. The amount of the premium would not have been as 
much on a $100,000 bond as on a $1,000,000 bond? 

Mr. AMMANN. I understand not. 

Mr. Harpy. And therefore the commission to the agency wouid 
not have been as great? 

Mr. Ammann. That is true. 

Mr. Fiscuspacn. During the course of your acting as conservator, 
did you take charge of all of the assets of the association? 

Mr. AmMANN. Yes, sir; as far as I could find them. I think I got 
them all. 

Mr. Fiscupacu. Did you ever have occasion to call any of the 
directors of the association into consultation with you with regard to 
what the policies of the conservatorship would be? 

Mr. AMMANN. Not as to the policies of the conservatorship; no, sir. 

Mr. Fiscaspacu. Did you consult with them in any respect at all? 


Mr. AMMANN. In various respects; ves, sir. 
Mr. Fiscusacu. What matters did you take up with them? 
Mr. Ammann. Well, some of that is developed in my preliminary 


answer to Mr. Gregory’s statement. For example, immediately upon 
taking possession of the office and assets of the association, control of 
them, I discussed with Mr. Gregory the manner of working together 
In respect to the loans which the association then had in process of 
making, the papers and details of which were in the files and records 
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of the Title Service Co., which he moved out of the association. 
Those records and documents were essential to the completion of the 
details of those loans. I endeavored to work out an arrangement 
with him for the processing of that so that the borrowers would go 
ahead and get what they had been promised by the association that 
they would get. 

I carried out the association’s commitments that were then out- 
standing on loans that it had not completed. 

I also discussed with him in an endeavor to work out arrangements 
as to actions by the Title Service Co. as trustee under the deeds of 
trust. I worked out arrangements, agreed to an arrangement by which 
at his request some of the employees of the association for the time be- 
ing would be permitted to work with those records of the Title Service 
Co., because they, as employees of the association, had been doing 
that and they were familiar with it and, for a matter of days, that 
arrangement was continued until it was found that it was being abused 
and it was not being followed at the other end of the line. I dis- 
continued that. 

I also pleaded with Mr. Gregory at the time he first came into the 
association that he do nothing publicly or in respect to the employees 
which would disrupt the operation of the institution or the public 
confidence, that if he wanted to fight this case in any fashion, the 
courts would be the place to do it, but not to do it in the newspapers 
because it would cause a run and wreck the institution. 

Mr. Fiscupacu. Immediately after you became conservator, did 
you not have a hand in the distribution or the dissemination of certain 
communications to the shareholders of the association? 

Mr. Ammann. I did. And may I answer that in the context of 
that letter? 

Mr. Fiscusacu. I was about to ask you to produce the letter that 
was distributed. 

Mr. AMMANN. I made a memorandum as complete as I could fol- 
lowing the turn-over to me of the association and this letter fits into 
what followed at that time. Taken by itself I do not think it has a 
true meaning and it would give you only half of the truth. 

Mr. Fiscusacn. All we want to know is what you sent out to the 
shareholders. 

Mr. AMMANN. I sent out a letter. 

Mr. Harpy. If there is any background, I think we ought to know 
that, too. 

Mr. Fiscunacu. Yes. 

Mr. AMMann. The substance of my answer was that newspaper 
stories and pictures headed ‘Bank run,” and so forth, were appearing 
in the papers. Congressman King came out to Long Beach and 
stories were carried in the papers about his protesting the arbitrary 
action. He came into the association office with a reporter and made 
a speech which was quoted in the paper. There were hundreds of 
thousands of dollars being withdrawn long before this letter ever went 
out and the endeavor that I made by putting out this letter was in 
trying to acquaint the shareholders with the fact that the institution 
was in responsible hands, that they had no reason to fear, the money 
was safe, and trying to discourage them from coming in and with- 
drawing the money. 

Mr. Fiscupacn. Let us see what you said. 
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Mr. AmMMaANnNn. When the reporters came into the conference Mr. 
Gregory and I were holding on May 20, they asked what happened 
and I told them that the Federal Home Loan Bank Board Adminis- 
tration had appointed a conservator. 

Mr. Fiscupacn. Mr. Ammann, I do not know whether you mis- 
understand my question. You sent out a letter. I would like to see 
that letter. 

Mr. Ammann. All right, sir. I have it. 

Mr. Fiscupacu. Well, let us have it. 

Mr. Horrman. He is telling you the circumstances. You are great 
on detail. Why do you not get the detail? 

Mr. Ammann. I do not want. you to blame the run on the letter. 

Mr. Fiscupacn. Do not worry about our blaming the run on the 
letter. Just let us see the letter. 

Mr. AmMaANnn. Mr. Gregory made the statement that I sent out a 
letter which caused the withdrawals. 

Mr. Fiscupacu. Mr. Ammann, I think you were told at the out- 
set—and I am sure the chairman will verify this—that before you 
leave the witness stand you will have an opportunity to lay before the 
subcommittee anything and everything that you think is germane. 

The letter produced by the witness is now offered as ‘‘Ammann 
Exhibit No. 1.” 

Mr. Harpy. What is the date of that letter? 

Mr. Fiscupacu. May 22, 1946. 

Mr. Harpy. The bank was taken over on May 20? 

Mr. Fiscupacu. May 20. 

Mr. Lovre. At this time, would it not be a good idea to get the 
background that Mr. Ammann started to tell us so that we will have 
full information as to what happened and what prompted him to 
send this letter? 

Mr. Huser. When are you going to read the letter? 

Mr. Fiscnpacn. Right now. 

Mr. Huser. That will help, too. 

Mr. Fiscupacu. I would like to note for the record that appended 
to the letter is a document entitled “Release to All Papers.” I 
would like to have the letter and the release marked ‘Ammann 
Exhibit No. 1.” 

(The matter referred to was marked ‘Ammann Exhibit No. 1.’’) 

Mr. Harpy. I believe a moment ago Mr. Ammann said that long 
before the letter was issued there had been items in the newspapers, 
and so forth. It could not have been more than 2 days before. 

Mr. Ammann. No; you see, this letter was dated on May 22. My 
recollection is that the time it took to address all the envelopes to 
the shareholders off the ledger cards of the association—this was done 
at night, we were too busy in the daytime to do it—took such a period 
of time that it was some time after the date of the letter as written 
before it went out, and it did not go to all the shareholders at once. 
We took it over to the post office in packages. 

Mr. Harpy. So some of them presumably went out on the 22d? 

Mr. AMMANN. I am not sure whether it was that, or it may have 
been the 23d or the 24th. 

Mr. Fiscupacn. It may have been also the 21st, too? 

Mr. AMMANN. No, sir. 

Mr. Fiscusacu. Here is the letter, “Ammann Exhibit No. 1.’ 
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AMMANN Exuirit No, 1 


To Each Shareholder of the Long Beach Federal Savings and Loan Association: 
Attached, for your information, is a copy of a press release which was released 
May 21, 1946, by John H. Fahey, Federal Home Loan Bank Commissioner, with 
regard to the Long Beach Federal Savings and Loan Association, Long Beach, 
Calif. 
This is the document which went out, according to the letter, on 
May 21. 


Release to all papers: John H. Fahey, Federal Home Loan Bank Commissioner, 
today announced appointment on May 20, 1946— 


And I call attention to the fact that evidently this release went out 
on the 20th of May, coincident with the appointment of Mr. Ammann 
as conservator. 


John H. Fahey, Federal Home Loan Bank Commissioner, today announced 
appointment on May 20, 1946, by the Federal Home Loan Bank Administration 
of A. V. Ammann as conservator of the Long Beach Federal Savings and Loan 
Association, Long Beach, Calif. This action was necessary to protect the members 
of this association from the continued removal of their funds authorized by those 
in control of the institution, including T. A. Gregory, who has been its president. 

The safety of the investments of this institution is guaranteed up to $5,000 for 
each member by the Federal Savings and Loan Insurance Corporation. The associ- 
ation remains open and is conducting normal business activities under the direction 
of the conservator. Mortgage loans are being made and savings accounts ac- 
cepted and paid as usual. The current examination being made by the Federal 
Home Loan Bank Administration disclosed, among other things, that T. A. Greg- 
ory from September 11, 1945, to March 7, 1946, received from the funds of the 
association over $14,000 and then, to obviate the necessity for accounting for these 
funds, caused his salary to be raised from $8,250 to $20,000. At the same time in 
1946 he attempted to have his salary increased retroactively the same amount 
through the entire calendar vear of 1945. 

On May 18, 1946, the examiners of the Federal Home Loan Bank Administra- 
tion discovered an attempt to appropriate $100,000 of the funds belonging to the 
association for the purpose of employing legal counsel to restrain the Federal 
Home Loan Bank Administration from taking supervisory action. After office 
hours Saturday, May 18, 1946, and before office hours Monday, May 20, a 
check for $50,000 was taken from the institution and an attempt was made to 
convert it into cash or funds beyond control of the members or their proper repre- 
sentatives. The threat of removal of this exorbitant amount required the imme- 
diate entry of a conservator to protect the assets of the association for the members 
in the manner contemplated by law. 

The association has over 16,000 members whose investments and shares total 
over $20,000,000. In an effort, however, to assure continuance of control, several 
of the directors, including the president, were at the time of entry by the con- 
servator attempting to change their relatively small investments in the institution, 
plus other funds aggregating $21,000 to 21,000 accounts of $1 each. This was 
intended to give them control over the 16,000-share account holders owning over 
$20,000,000 in the association. 

The Federal Home Loan Bank Administration is charged by law with the duty 
of supervising and regulating and examining Federal savings and loan associations 
and examinations are required to be made at least once each vear. The current 
examination for this vear began May 18, 1946, at which time the attempted ap- 
propriation of $100,000 was first disclosed. 

This is undoubtedly the document which was sent to all the share- 
holders, is it not? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscusacu. Did you find that this had a salutary effect on the 
shareholders? 

Mr. AmMMaAnn. I did. 

Mr. Fiscunacu. Was that reflected in their deposits or with- 
drawals? 
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Mr. AMMANN. Well, it is impossible to tell you how much effect 
it might have had, because the withdrawals continued, but a number 
came into the office, a number of those affeeted—— 

Mr. Fiscuspacu. How much was withdrawn? 

Mr. Ammann. I thought I brought with me the detailed daily 
record and I find I did not. I brought what it was by months. I 
meant to bring the other and I can bring the other to show you what 
it was by days. But on May 21 it was several hundred thousand 
dollars. It ranged as high as, on the 21st, the 22d or the 23d, a peak 
of half a million dollars or more a day. 

Mr. Horrman. Mr. Chairman, the record already shows that there 
was $6,000,000 drawn out in 6 days and before they got through it 
was $10,000,000; is not that right? 

Mr. Houtrretp. I do not remember. 

Mr. Horrman. Is not that right, Mr. Fischbach? 

Mr. Fiscuspacnu. | have a chart here which might throw some light 
on it. You have seen this chart, I am sure, or a counterpart of it, 
have you not? 

Mr. AMMANN. No, sir; I never saw it. 

Mr. Fiscupacu. Well, can you interpret that at first glance? 

Mr. AMMANN. I thought I had here the exact day-by-day figures. 
I do not know whether this is correct or not. I never saw it before. 

Mr. Fiscupacn. Was there not a run which started on the 20th 
of May 1946, and before the end of that month brought the association 
down to approximately $13,000,000? 

Mr. Ammann. The run started I believe on the 21st after the papers 
got the stories. During the remainder of May it ran better than 
$6,000,000. During June $1,500,000 and July, which is always a high 
withdrawal month in the savings and loan business anway, it ran 
$3,700,000. Then it dropped down to $788,000 in August, $666,000 
in September, $1,600,000—almost $1,700,000—in October, and that, 
| believe, includes what I consider a fictitious in-and-out million 
dollars on October 1 and 2. November, $364,000, and in November 
the receipts were more than the repurchases were, and so were they 
in December. 

Mr. Fiscupacu. What was the association down to in the month 
of October 1946? 

Mr. Ammann. At the end of October it was $12,881,000. 

Mr. Fiscupacu. When you started in May, it was what? 

Mr. AMMANN. The share accounts on May 18 were $22,800,000-o0dd. 

Mr. Fiscupacu. And by October it was down to $12,800,000? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupaca. And that went along until about January of 1948 
when you went out as conservator. What was the level of the associa- 
tion at that point? 

Mr. Ammann. I do not quite understand your question. You say 
that went on—TI do not understand that. 

Mr. Fiscupacn. Suppose I strike that and ask a different question. 
In January of 1948, when the order No. 388 was made, removing you 
as conservator, what were the share accounts of the association at 
that time? 

‘ee AMMANN. A little over $12,900,000—about $12,949,000, I 
elieve. 
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Mr. Fiscupacu. Do you have any idea what they were the follow- 
ing month? 

Mr. Ammann. I do not know what they were after January 1948. 

Mr. Fiscupacu. Do you know what they are now? 

Mr. Ammann. No, I do not know what they are. I have heard, 
but I do not know whether it is true. 

Mr. Fiscuspacn. You have heard it said that it is over $28,000,000. 

Mr. AMMANN. $28,000,000, $29,000,000, something like that. 

Mr. Fiscupacn. You referred to a fictitious in-and-out million 
dollar deal. ‘Tell us a little bit about that. 

Mr. AMMANN. I am jumping around a lot here, from May down to 
October. I have not had a chance, I think, to answer what you had 
in mind on your causes of withdrawals to start with, but when I went 
out of the association, in control of it, on September 30, 1946, under 
the United States district court’s order, the officers came in, and on 
October 1, my recollection is, they gave a story to the papers which 
appeared in the newspapers to the effect that they, because of the 
overwhelming sympathy of the public with them and confidence in 
them, had brought in more than a million dollars that day. On 
October 2, that million dollars was withdrawn. 

Mr. Fiscnspacn. By whom? 

Mr. AMMANN. Well, if I may—— 

Mr. Fiscupacu. Did you ask them by whom? 

Mr. Huser. Who put it in? 

Mr. AmMMANN. I am not sure. I wanted to give you the story, and 
then the details, if I may. Do you want the details as we go along? 

Mr. Fiscuspacu. Who put in the million and who took it out; yes, 
sir. 

Mr. AmMMANN. The million dollars was represented by borrowings 
from a local bank by four or five people who had been closely favor- 
ing and associated in one way or another with the offices of the asso- 
ciation on the security of the savings accounts which that money 
went into, in the association. 

Mr. Fiscuspacn. You mean, people who lived in Long Beach, put 
money into the Long Beach Federal; is that the idea? 

Mr. AMMANN. They went over to the bank apparently. 

Mr. Fiscuspacu. Were they genuine peopie? 

Mr. AMMANN. Yes, they were real people. 

Mr. Fiscusacu. Were they fictitious people? 

Mr. AmMMANN. I think the action was a fictitious thing. 

Mr. Fiscupacu. Just a moment. These people were resident of 
Long Beach, Calif.? 

Mr. AMMANN. Yes. 

Mr. Fiscupacu. And they actually drew money out of one bank 
and put it into the Long Beach Federal? 

Mr. Ammann. No. 

Mr. Fiscunacn. They brought money into Long Beach Federal, 
did they? 

Mr. Horrman. Why do you not let him tell it in his own way? 

Mr. AMMANN. They went to the bank, and on the security of the 
savings accounts which they were going to put the money in, they 
borrowed the million dollars from the bank and put it in the associa- 
tion, and, then, on the second day, apparently, they must have left 
withdrawal notices of some kind over there, because instanter on that 
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day, their notes were wiped out by crediting back the share accounts 
that had been withdrawn. 

Mr. Fiscupacu. On the second day they took their money out of 
the Long Beach, when you came back into it? Is that the idea? 

Mr. AMMANN. They undid what they did on the first; ves, sir. 

Mr. Fiscupacu. On the first day, when you were out, pursuant to 
the court order which was subsequently reversed, some people, who 
lived in Long Beach, deposited in the Long Beach Federal, and then 
the next day, when that order of the California court was stayed by 
Mr. Justice Rutledge of the Supreme Court and you went back in as 
conservator, they drew their money out; is that the fact? 

Mr. AMMANN. Well, that is the way I have said it. 

Mr. Horrman. What day did you go back, on the 2d? 

Mr. AmMMANN. I went in after the close of business on October 2, 
I believe it was. Now, the examiners who were in the association 
and the men who were assisting me but working as assistants to the 
conservator went into those details. They went over and talked to 
the bank about the details, about how that transaction occurred. 

Mr. LannAM. What bank do you refer to? 

Mr. AMMANN. The Farmers and Merchants Bank in Long Beach. 

Mr. LAnnAM. A commercial bank, the same bank where the $50,000 
was changed over to a cashier’s check before business opened on May 
20? 

Mr. AMMANN. Those examiners can tell you more precisely just 
exactly what the facts were as shown by the records than I can. 

Mr. Fiscupacn. Now, the $50,000 check to which you have just 
alluded and which was referred to in Mr. Fahey’s release to the press, 
that was deposited in the Federal court, was it not? 

Mr. AMMANN. Sometime afterward, I understand it was. 

Mr. Fiscupacnu. And the check was never cashed by the payee, 
was it? 

Mr. Ammann. I do not know. 

Mr. Fiscupacu. Did you not look into that as conservator? 

Mr. AmMMANN. The association’s check was cashed. With it, I 
understand, a cashier’s check issued by that bank was issued. Now, 
I have been told that the check was in court. I have never seen it in 
court. I do not know. 

Mr. Frscnupacu. When you took over the affairs of the Long Beach 
Federal, Mr. Ammann, I presume that, with the examiners of the 
Home Loan Bank Board, vou made a complete audit and investiga- 
tion of everything that had gone on in the Long Beach Federal under 
the regular management? 

Mr. Ammann. I did not; no, sir. 

Mr. Fiscnpacn. The results of such an audit were made known to 
you, were they not? 

Mr. AMMANN. Yes, I have learned what they are. 

Mr. Fiscnsacu. Did you, at any time while you were conservator, 
during that 20 months’ period, make a recommendation that an action 
be brought, either against Mr. Gregory or Mr. Gregory and the surety 
company which wrote his bond to recover any damages i in behalf of 
the Long Beach Federal? 

Mr. Ammann. My recollection of that is that a letter was written 
with advice of counsel to the bonding company, telling that there was 
a possibility of loss and claim under the bond, giving “them notice re- 
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quired by the bond, and the matter of pursuing that further was left 
in the hands of counsel. 

Mr. Fiscupacn. As conservator, you were in a position to bring-an 
action against Mr. Gregory and his surety company, were you not? 

Mr. AMMANN. I turned it over to the attorneys, with the under- 
standing that such action as they determined proper would be taken. 

Mr. Fiscupacu. Was there ever a time that they brought a law suit 
against Mr. Gregory on behalf of Long Beach Federal? 

Mr. AmMMANN. No, for a reason which they explained to me. 

Mr. Fiscusnacu. Who made the determination not to bring such an 
action? 

Mr. Ammann. I do not know whether it was the attorney in charge 
at the United States attorney’s office, or whether it was the attorney 
who was advising me, or whether it was the attorneys here in Wash-. 
ington. I do not know. 

Mr. Fiscupacu. You adverted a moment ago to reasons explained 
to you, and I am very anxious to get before the subcommittee the 
proper witness to give us testimony on why no lawsuit was ever 
brought against Mr. Gregory for any of these charges of maladmin- 
istration. 

Mr. Ammann. I think the lawyers probably could answer that—— 

Mr. Fiscupacn. Which lawyer? 

Mr. AMMANN. Better than I can. Judge Dougherty was handling 
the matters with the United States attorney’s office. I do not re- 
member. 

Mr. Harpy. May I interpose there to ask about something else? 
As conservator, it would have been your responsibility to take the 
action, would it not, even though you would presumably have been 
advised by some legal counsel? 

Mr. Ammann. I did that. I put the matter in the hands of counsel. 

Mr. Harpy. But the final decision would have been yours, and the 
action would have had to have been taken by you; would it not? 

Mr. Ammann. The advice I had from counsel, as I recall it, was that 
a number of these matters could not be determined in exact amount 
until the examination had been completed, and, perhaps, until they 
had been established as a matter of fact in the hearing. 

Mr. Harpy. I do not want to cut you off, but I am trying to just 
get at one thing. As conservator, any action taken must have been 
taken by you; is that right, or is it not? 

Mr. Lanuam. On advice of his counsel. 

Mr. Harpy. That is right. So that if you were in error in not 
taking action or any such action as you did take, it was because you 
had bum counsel? 

Mr. Horrman. Because of what? 

Mr. Harpy. Because be had bum counsel, if he was in error. 

Mr. Fiscupacn. Did you, at any time, Mr. Ammann, having had 
the result of all of these audits of the affairs of Long Beach Federal 
and all of the factors of the mismanagement of Mr. Gregory, ever sit 
down or stand up and dictate a letter saying ‘‘I recommend that a 
suit be brought against Mr. Gregory for one, two, three, four, five, 
six,’ and so forth? 

Mr. AmMMaANN. No, I talked to my lawyer, did not have to write 
him, and we discussed that. 
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Mr. Fiscuspacu. Did you ever formulate any specific items upon 
which you made a recommendation that a suit be brought? 

Mr. AMMANN. No. 

Mr. Fiscupacn. You never did? 

Mr. AMMANN. No, sir. 

Mr. Fiscnrnacu. Did you ever make a memorandum of any con- 
versation which you had or you say you had with your lawvers in 
which you recorded any recommendation that a suit be brought 
against Mr. Gregory or any other official of Long Beach Federal for 
this alleged mismanagement? 

Mr. Ammann. The only memorandum that was presented to the 
counsel was the examination report. 

Mr. Fiscuracu. That is not what I asked vou. 

Mr. AMMANN. And investigation reports. I did not produce those. 

Mr. Fiscuracn. I did not ask you that at all. I will ask you what 
I asked you before. 

Did you, at anytime, for your own records, make a memorandum 
that on the 20th day of October 1946 or any other date in the year 
1946 or in 1947 or in 1948, to this effect: “I talked to So and So and 
suggested that a suit be brought against Mr. Gregory for such and 
such alleged act of mismanagement’’? 

Mr. AMMANN. No, sir. 

Mr. Fiscupacn. As conservator, it would have been your duty 
to recover all of the assets of Long Beach Federal, would it not? 

Mr. AMMANN. I assume so. 

Mr. Fiscunacnu. Well, do you assume that, or do you know that 
to be a fact? 

Mr. Ammann. I do not know. 

Mr. Horrman. What is the difference? 

Mr. Houirretp. Let us have a responsive answer. 

Mr. Horrman. That isa responsive answer. Let us quit quibbling 
about that sort of thing. 

Mr. Houtrretp. He knows what the duties of a conservator are, 
and an assumption is not a responsive answer | do not think. 

Mr. Horrman. He said they were. 

Mr. Hourrretp. He knows whether the duties call for him to con- 
serve and recover all assets possible or not. I am sure he is able 
to answer. 

Mr. AMMANN. I think it was, and I delivered to the—there was 
delivered to counsel all of the facts, with instructions to proceed under 
the bond insofar as legally we could recover. 

Mr. Fiscuspacn. Did you ever carry as an item on the assets side of 
any balance sheet that you signed any claim against Tom Gregory 
or anybody else connected with the management of Long Beach 
Federal? 

Mr. AMMANN. Well, this $50,000 check, I believe, was carried as an 
asset or receivable, and a number of the items 

Mr. Fiscuracn. That is not what I asked you, is it, Mr. Ammann? 

Mr. Harpy. I think that answers it. 

Mr. AmMMANN. I think a ves or no answer on that would be mislead- 
ing. ; 

Mr. Horrman. I hope vou two gentlemen will not obstruct these 
proceedings. 
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Mr. AmMANN. I think a yes-or-no answer would be misleading. 

Mr. Fiscuspacn. Go ahead. 

Mr. Ammann. A number of the transactions involving alleged 
misuse of association funds were matters of expense charged to the 
association’s expense. They were no longer an asset. They were 
wiped out. If they would be recovered they might—the recovery 
might become an asset. I did not set them as an asset on the books, 
if that is what you mean. 

Mr. Fiscupacu. You neither formulated a claim, or did you set 
up a contingent asset on any of the balance sheets that you constructed 
during your period as conservator? 

Mr. Lovre. I fail to see where this line of testimony is pertinent. 
You are going into the charges which I understand should properly 
come before an administrative board for hearing. If it is the purpose 
of this subcommittee to go into these various charges with a fine-tooth 
comb, then good and well. That is just exactly where we are getting. 
These charges that counsel is interrogating the witness about go to the 
charges that Fahey made. There has never been any administrative 
hearing on them. Are we going into that? Is that what the purpose 
of this is? 

Mr. Lanuam. I think the purpose of counsel is to ask the questions 
to show the good faith or lack of good faith on the part of 
Mr. Ammann; is that not correct? 

Mr. Fiscuspacn. That is correct. 

Mr. Lanuam. I think the subcommittee would like to knew that. 

Mr. Lovre. Is there any question as to the good faith? 

1 have not any idea about this good faih. 

Mr. Harpy. | think we have room for questioning the good faith 
of everybody who has testified before us. 

Mr. Horrman. You have what? 

Mr. Harpy. We have room for questioning the good faith of 
everybody who has testified before us. I have no feeling about it, 
but I want to get all of the facts so that I can make up my mind. 

Mr. Lovre. Let us open the door, and we can go into all of the 
charges on one side or the other. 

Mr. Hourrietp. This is no charge; this has nothing to do with 
the charge. 

Mr. Lanuam. This is not a charge. 

Mr. Horrman. The chairman of our full committee has so often 
told me that I had to agree with him, that we had to assume that 
people are acting honestly and in good faith. 

Mr. Lannam. That is a rash assumption. 

Mr. Horrman. But it comes from on high, as you might say. 

Mr. Hourrtetp. Proceed, Mr. Counsel. I think that is pertinent. 

Mr. Fiscupacu. Before you had come to your appointment as 


conservator at Long Beach Federal, you had served in another 


institution as such, had you not? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacu. Had you ever had any experience in the manage- 
ment of one of these Federal savings and loan associations? 


Mr. Ammann. I have had savings and loan management experience ; 


yes, sir. 
Mr. Fiscunacu. How much experience have you had in that respect 
and where did you have it, and when? 
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Mr. AMMANN. My training was in economics and business adminis- 
tration. I went with the savings and loan association first in 1928 
or 1929. Then, I took over the management—— 

Mr. Fiscupacu. What was your job? 

Mr. AMMANN. As a managing officer. 

Mr. Fiscuspacu. With what association? 

Mr. AMMANN. The Midcontinent Building and Loan Association in 
Eldorado, Kans., which had about three-quarters of a million dollars 
in assets. Then I took over the management of an association in 
Fort Worth which, just prior to my taking management, had resulted 
from a merger of that assoc iation and another one, both of which 
were impaired. 

Mr. Fiscupacu. You took over the management of that association 
in Fort Worth as conservator? 

Mr. Ammann. No, sir. As the managing officer. They were 
permanent stock associations, and the permanent stock was impaired. 
There also was included in the merger another association which was 
not impaired. I carried on the management of that institution during 
the depression, when they had a lot of foreclosed loans and real- 
estate delinquencies, and so forth. I worked out a segregation of the 
association, qualified the good association for insurance of accounts, 
and the segregated assets were liquidated at more than 100 cents on 
the dollar. Then I came with the Home Loan Bank Board as an 
examiner, worked as an examiner, came into Washington as a review 
examiner, then assistant supervisor, then assistant chief supervisor. 

Mr. Fiscupacu. What was your salary on May 20, 1946? 

Mr. AmMANN. I do not recall exactly now; somewhere around six 
or seven thousand dollars or eight; I am not sure, somewhere along 
in there. 

Mr. Fiscupacu. Did you go off the payroll of the Federal Home 
Loan Bank Administration when you became conservator? 

Mr. AMMANN. No, sir. 

Mr. Fiscuspacu. You continued on the payroll? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacu. Were you given an increase commensurate with 
your additional responsibilities? 

Mr. AMMANN. I was given no increase. 

Mr. Fiscupacu. You had had some e xperience in handling mortgage 
portfolios, I take it? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacn. It has been called to my attention that dur- 
ing the period you were acting as conservator vou made very substantial 
reductions in the interest rate of outstanding mortgage assets that 
Long Beach Federal had. 

Mr. AMMANN. I reduced the interest rates on some mortgage loans. 

Mr. Fiscuspacu. Why did you do that? 

Mr. AMMANN. Well, when I first came in the association, there was 
then in process of repayment to the association several hundred 
thousands of dollars of loans by one borrower for the reason that the 
association had refused to meet the competitive rate of interest, 
FHA-insured loans, and I think the interest rate was 44—they were 
able to get 4 percent elsewhere, and the association would not take it. 
Later on other borrowers came in and said they were going to take their 
loans out of the association. By that time the situation bad de veloped 
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where, because of the refusal of Title Service Co. to act as trustee at 
my request, the only way they could get clearance througb their title 
company was to pay the money into court. That would have im- 
pounded more of the institution’s funds where we could: not bave had 
any earnings on them for the benefit of the shareholders, and so I met 
the competitive rate which was offered by the banks and lending 
institutions. There were a few instances of individuals where that 
was done. The only times it was done were when the individual or 
borrower requested it and he was able to satisfy me that be already 
had firm offers from other sources for the rate which he was demanding. 
In some instances | was able to induce him to take a rate between the 
one we were charging and the one that he was offered. And so I kept 
that because they were good loans; they were seasoned loans, many 
FHA-insured loans. It seemed to me a sound investment to keep good 
loans. 

Mr. Fiscupacn. Did you find that the Gregory management had 
good loans there in Long Beach Federal? 

Mr. AMMann. The loans when I went in, I think, maybe were just, 
with two or three exceptions, what you would find in any institution— 
were good. They had become good by reason of the increase in the 
real-estate prices and not because they were good when they were 
made. 

Mr. Fiscupacu. I see. But you found that they were good 
nevertheless? 

Mr. AMMANN. It was almost impossible to make bad loans back in 
1941 and 1943 and 1944. 

Mr. Fiscupacn. You nevertheless took a lot of 6-percent loans and 
reduced them to 4 or 415; 1s that correct? 

Mr. Ammann. I do not remember what the rate was on some of 
them. There were some 6-percent loans which, I believe, I reduced the 
interest rate to 4 or 445. I do not reeall the details now. 

Mr. Fiscusacn. As a matter of fact, is that not one of the things 
that was objected to in your accounting, the fact that vou did not 
set forth exactly what you had done in regard to the reduction of 
interest on loans? 

Mr. AmMann. I understood that the objection was in that respect, 
that they wanted a detail as to each individual loan, showing the 
balance and interest rate and the date to which the interest was paid 
when | took charge, the rate of interest to which it was reduced, if it 
was reduced, the time when that was done, the status of interest at that 
time, the dollar amount of interest collected since that date, the 
amount of interest which would have been accrued bad the old rate 
prevailed, and maybe some other details which | understood was 
requested for the reason that, in contesting the legality of the appoint- 
ment of the conservator, if they could prove that the appointment was 
illegal, then they could say this amount of interest was illegally 
reduced, I guess. 

Mr. Fiscupacnu. In the regular course of vour operation as conser- 
vator, did you not keep records of the loans on which vou did reduce 
interest? 

Mr. Ammann. I did, and those 

Mr. Fiscurnacn. And did you not, before vou left California, make 
a photographic copy of the records that vou maintained as conser- 
vator? 
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Mr. Ammann. I do not know that every piece of paper was photo- 
graphed, but I do know that the individual file on those loans evi- 
deneed what had been done. 

Mr. Fiscnspacn. You took a photographic copy of every record 
vou could, did you not, before vou left? 
~ Mr. Ammann. My understanding of that is that I was not there 
personally at that time. 

Mr. Fiscuspacn. Well, did not somebody, under your supervision? 

Mr. AMMANN. There were photostatic copies made. 1 think they 
were made, however, at the instance of the special master or of the 
officers of the association. I do not recall that I asked for them. 

Mr. Fiscuracn. Well, now, did you not take a lot of records out 
of the association before vou left California? 

Mr. AmMANN. I did not. 

Mr. Fiscupacu. You did not? 

Mr. AMMANN. No. sir. 

Mr. Fiscupacn. Did you not take a lot of copies of records of 
‘things that vou had done? 

Mr. Ammann. I took copies of some correspondence that I had 
written and copies of some correspondence | had received. I did not 
rob the association of the records. 

Mr. Fiscuracn. [ am not suggesting that vou did. I do not want 
you to sit there and make such an inference. 

Mr. AMMANN. What I mean was that I did not deprive the associ- 
ation of the records. That is what I mean. The record as to what 
I did was left there and was not taken away, without the records being 
there. 

Mr. Fiscupacn. In January of 1948 you became aware of the fact 
that an order like 388 was either in contemplation or in existence, 
did you not? 

Mr. AMMANN. My first word of it was either the day that I received 
in the mail or the attorneys told me that it was on its way. No; 
that was in January of 1948 I learned that. 

Mr. Fiscunacn. Mr. Reporter, will vou read back the question? 

(The question was read by the reporter.) 

Mr. AMMANN. Yes;I misunderstood. I thought you said December 
1947. 

Mr. Fiscuspacu. Where did vou get your first knowledge of the 
existence of that order or its contemplated existence? 

Mr. AmMann. I do not recall for certain. It was either when I 
received it in the mail or word came to me from one of the attorneys 
inthe matter. Either before I received it or on the same or following 
day of my receipt I received a phone call, as I recall it, from Mr. 
Divers. 

Mr. Fiscupacu. What did Mr. Divers say to you? 

Mr. AMMANN. He told me that he wanted to reiterate what he had 
written me about the order, that the intention was that there would 
be a meeting of the shareholders to vote for an election of directors, 
that that would take a little time, and that he wanted me to under- 
stand that I was to continue in operation of the association until I had 
further instructions. 

Mr. Fiscunacu. When did vou leave California? 

Mr. Ammann. I do not recall the exact time. It was——I think 
was in December 1947, but | am not certain now. 
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Mr. Fiscunacu. Where were you when you got this telephone call 
from Mr. Divers about order No. 388; were you not in California; 
were you not in Long Beach? 4 

Mr. Ammann. Yes; I was. I made several trips back and forth, 
and the times I do not recall, but I was there when I received that 
letter. 

Mr. Fiscunacn. You were there when you got the telephone call? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscusacu. So I would take it that order No. 388, which is 
dated January 17, 1948—that you were in Long Beach on that day? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscunacu. And the day after? 

Mr. Ammann. | must have left there between that day and January 
24. Iwas not there on January 24. 

Mr. Fiscunacn. Where were you on January 24? 

Mr. Ammann. I| was in Washington. 

Mr. Fiscuracw. And why did you go to Washington after you got 
the telephone call from Mr. Divers telling you to stay there? 

Mr. Ammann. Well, after the mentioned session with the court in 
Phoenix, my recollection being that I was then in Long Beach, it was 
decided that, because of the desire of the Board that the order of the 
court be carried out without any friction and because there was a 
good deal of personal feeling between Mr. Gregory and me and the 
employees who had worked for the association and then working for 
him, that the turn-back of the association under that order would be 
ficilitated more friendly if I were not there; and we decided, in the 
interest of the expeditiously carrying out of that order, it would be 
best that [ would not be ia the association at that time. 

Mr. Fiscusacu. Whom are you referring to when you say ‘we’ 
in all of this testimony? 

Mr. Ammann. Well, I and my counsel. . 

Mr. Fiscuracu. Who? sith, 

Mr. Ammann. Well, I discussed the matter with someone in the 
United States attorney’s office and Mr. Frank Wickhem who was 
retained as counsel for the conservator out there. I may have 
discussed it on the phone with some member of the Board or someone 
else in Washington, too. I do not recall that for certain. 

Mr. Fiscupacu. So that between January 18, which [ take it is the 
fair date to fix for your telephone conversation with Mr. Divers, after 
the making on the previous day of order No. 388, and 6 days later, you 
had discussions with people in the United States attorney's office, 
with Mr. Frank Wickhem, you say, the attorney you retained out in 
Long Beach to advise you, and, also, with Mr. Divers? 

Mr. Ammann. I am not sure I talked with him about my coming 
back at that time. My recollection as to the dates these things took 
place back there, | would have to go back and see in the records just 
when I did come back, and so on, to be certain. I am trying to give 
you the responsive substance of it. 

Mr. Fiscupacn. What I would like to know is this: You told us a 
few minutes ago, on the 18th of January or thereabouts, you had a call 
from Mr. Divers in which he said, ‘Here, we have made this Order 
388.’ IT am just giving you the substance. ‘‘We want you to stay 
there until we have an election’’; is that not correct? 
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Mr. AMMANN. Well, as I recall, he said there would be an election, 
and for me to continue in operation until he had informed me further 
whether I was to continue until the election—I am not certain that he 
said that —— 

Mr. Fiscupacn. All right. After that conversation, in a period of 
5 or 6 days, you go back to Washington. What happened between 
your conversation with Mr. Divers and the time you left California to 
validate your leaving Long Beach and going to Washington? 

Mr. AMMANN. My recollection is that my return at the time was 
prompted by the action of the court in the issuance of its order. 

Mr. Fiscusacs. Did the officials of the Home Loan Bank Board 
know that you were leaving Long Beach and going back to Washing- 
ton? 

Mr. AMMann. They knew when I left, sir; they knew I was coming 
back. 

Mr. Fiscupacu. That had their approval, I take it, or did you leave 
Long Beach without their sanction? 

Mr. AMMANN. I told them I was coming, and I was not told not to 
come. 

Mr. Fiscusacu. When you got here, you immediately reported to 
the members of the Board, I take it; is that not right? 

Mr. AMMann. Well, I do not know that I reported to them. 

Mr. Fiscupacn. Did you make your presence known? 

Mr. AMMANN. They knew I was here. 

Mr. Fiscuspacn. Were you criticized by anybody in authority on 
the Board for having left Long Beach and not having stayed there as 
conservator? 

Mr. AMMANN. No, sir. 

Mr. Fiscupacn. They did not tell you to go back to Long Beach 
and continue to act as conservator? 

Mr. AMMANN. No, sir. 

Mr. Fiscusacu. And they did not insist that you go back there and 
take part in any election that they desired? 

Mr. AMMANN. No, sir. 

Mr. Fiscunacn. Now, Mr. Ammann, before you left California did 
you not know that Judge Hall had made an order requiring you to 
file an accounting? . 

Mr. AMMANN. No; I had not seen the order. 

Mr. Fiscuspacn. That is not what I asked you. 

Mr. AMMANN. I did not know what was in the order, except that 
the institution be returned to the officers. 

Mr. Fiscupacu. And you did not know that that order contained 
a requirement that you should file an accounting? 

Mr. AMMANN. That is my recollection; ves, sir. 

Mr. Fiscupacu. When did you learn that you had to file an ac- 
counting? 

Mr. AMMANN. My recollection is it was after I saw the order here. 
I am not positive in my recollection of that. 

Mr. Fiscupacn. Did you not see order No. 388 before you left 
California? 

Mr. Ammann. I could not recall! that I did. 

Mr. Fiscupacu. So the only knowledge you had of the existence of 
order No. 388 was that which was conveyed to you in a telephone 
conversation by Mr. Divers? 
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Mr. AMMANN. Are you speaking of the court order or the Board’s 
order? 

Mr. Fiscuspacu. The Board’s order. 

Mr. Ammann. Well, my knowledge of the Board’s order, I had seen 
that. I had a copy of that in Long Beach. It came to me by mail. 

Mr. Lover. Maybe the counsel for the Board can enlighten us on 
this. 

Mr. Fiscusacu. I do not think it is appropriate for counsel for the 
Board at this time. 

Mr. Hourtrrecp. I think we are getting along all right. I think he 
is answering responsively. 

Mr. McKenna. I might have some recollection of the facts. I 
only suggest that I might have some of the facts here in my own 
recollection which I think might be helpful, because I do have some 
of the facts that Mr. Ammann does not know. I was there at the 
time. 

Mr. Harpy. You would have some facts about what the order 
contained, but vou would not have any facts about the knowledge 
Mr. Ammann had of what was in the order. 

Mr. McKenna. I think it might help. 

Mr. Harpy. Do you think you know what he knew? 

Mr. McKenna. I think the facts will show that. 

Mr. Honirietp. The witness does not need any prompting at this 
time. After the witness has finished, if you wish to correct him, why 
I think it can be done. 

Mr. McKenna. I thought by a factual status—I did not mean to 
prompt—of the mechanics of the legal processes it would explain just 
what did happen and explain the testimony. 

Mr. Houtrietp. If Mr. Ammann makes a mistake in any of his 
statements and he makes them inadvertently and he wants to correct 
them, he can make those corrections. 

Mr. McKenna. This will explain the whole thing. 

Mr. Lover. He could enlighten us; that was my suggestion, being 
the counsel. 

Mr. Houtrtetp. Mr. McKenna has been on his own before, and 
he will probably be on again. So at this time let us continue with 
Mr. Ammann. We will give Mr. McKenna a chance later. 

Mr. Fiscuracu. Mr. Ammann, I just want to establish the fact 
that when you got order No. 388, you knew that there were some 
proceedings over before Judge Hall in Phoenix, Ariz.? 

Mr. Ammann. No; 1 do not think so. 

Mr. Fiscuracnu. You learned that afterward? 

Mr. AmMMann. | am not certain as to when the proceedings in 
Phoenix came to my knowledge, but whatever the date was, the date 
on which the attorneys for the Government went over there, I learned 
that day they had gone over there, whatever that day was. That 
would establish when I learned that they had gone to Phoenix, and 
that would also relate the date of my receipt of the letter from the 
chairman. I am not sure what those dates are. 

Mr. Fiscuracu. When you were in California on the 18th of Jan- 
uary and in Washington on the 24th of January, if I recall correctly 
are those the dates you gave? 

Mr. AmMann. I was here on the 24th, as I recall; yes, sir. 
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Mr. Fiscuracn. You left to others the business of turning over the 
assets and affairs? 

Mr. AmMMANN. I left to my assistant; yes. 

Mr. Fiscupacu. Who was your assistant? 

Mr. Ammann. George K. Bramley. 

Mr. Fiscusacn. Is he an employee of the Home Loan Bank Board, 
too? 

Mr. AMMANN. He was at that time. 

Mr. Fiscunacu. What was his position? 

Mr. AMMANN. He was an examiner with the Examining Division. 
He had worked as my assistant in the previous conservatorship. He 
had previously worked in savings banks up in New England, and 
because of his knowledge and experience, I asked him to come down 
and serve as my assistant, and he was borrowed for that purpose. 

Mr. Fiscunacu. Up until—I think you state, October 1, 1946— 
was the date on which you were ordered out? 

Mr. AMMANN. It was the evening of September 30, as I recall it. 

Mr. Fiscuracu. From May 20 to September 30, 1946, you retained 
substantially all of the employees of Long Beach Federal, did you not? 

Mr. AmMMANN. I do not recall how many were still there on Septem- 
ber 30. There were a number still there, and there were a number 
who were no longer there. 

Mr. Fiscusacu. Those who were there were also there 2 days later 
when you came back into possession of the association after Judge 
Rutledge issued a stay order; is that not right? 

Mr. AMMANN. I am not sure I get the sense of your question, Mr 
Fischbach. Do you mean they worked on through the Ist and 2d, 
were there again on the 3d? 

Mr. Fiscuspacn. That is right. Wher you came back on the 
morning of the 2d or 3d. 

Mr. AMMANN. There were a number who were employed on 
September 30 who were refused admission to work for the association 
on October 1. On the evening of October 2, when I learned that the 
Supreme Court had issued its order I telephoned a number of those 
people, having learned that they had thought that they were no longer 
able to work at the association, asking them to come back, and they 
came back. 

There were some, there may have been a few who worked on the 
ist and 2d, who came back on the 3d to go to work, to whom I denied 
permission to come in and work for the association. I am not certain 
about that, but there may have been a few. 

Mr. Fiscupacu. Well now, I have been told, Mr. Ammann, and 
1 would like to have you verify the accuracy of this, that on May 20, 
1946, the Long Beach Federal had about four or five bank accounts in 
commercial banks around Long Beach. Is that correct? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacn. Did you close those bank accounts? 

Mr. AMMANN. I do not recall that I closed all of them. I closed 
some of them, I remember that. I opened a new one which the 
association had not previously had. 

Mr. Fiscupacu. Did you use any of the banks the association had 
previously used? 

Mr. AMMANN. Yes. 
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Mr. Fiscupacu. Which banks? 

Mr. AmMMANN. The association’s most active account was with the 
Farmers & Merchants Bank, which I previously mentioned. It had 
a branch or two in town, at one of which, anyway, the association had 
a particular account. It had less active accounts, I believe at one 
or two other banks in the town. Some of them were for a special 


purpose. For example, the association was handling the issuance of 


the redemption of Government bonds, and I believe, as I recall now, 
that one account was used for that purpose. 

I think there was another account devoted exclusively to the payroll, 
as | remember. That was, I think, a separate account. There were 
four or five like that. 

Mr. Fiscupacu. Did you open up some new accounts after you 
closed the association’s accounts? 

Mr. Ammann. The only account I recall now having opened was 
a new account opened at the American Avenue Branch of the Bank 
of America, which was right across the street from the association. 

Mr. Frscusacu. Prior to your opening that account at the Bank 
of America, had the Long Beach Federal ever done any business with 
them? 

Mr. Ammann. Not with that branch. As I reeall, they had an 
account with the branch of the Bank of America. I am not positive 
about that. That is my recollection. 

Mr. Fiscusaca. It is your impression? 

Mr. Ammann. That is my recollection now. 

Mr. Fiscupacn. Coming back to your own salary and that of, did 
you say Mr. Bramley? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscusacu. Did you and he both continue as employees of 
the Home Loan Bank Administration, or the Board? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscuspacnu. And you drew no salaries from the Long Beach 
Federal? 

Mr. Ammann. That is correct. 

Mr. Fiscuspacu. What were these costs of approximately $160,000 
that you charged as the costs of the conservatorship? 

Mr. Ammann. I believe you may have the wrong figure there. 
There was mention of $160,000 of loans I made to somebody. You 
mean the seventy or ninety thousand dollars, do you not? 

Mr. Fiscupacnu. I take it we can both talk about the same thing. 
I am taking an aggregate figure of approximately $160,000 and I am 
proceeding upon the hypothesis that there was some $70,000 of that 
figure paid during your period as conservator and that there is some 
$90,000 still claimed. 

Mr. AmMMANN. I understand your question now, sir. 

Mr. Fiscupacn. I do not know whether it was $70,000 that was 
paid and $90,000 that is the balance, or $90,000 that was paid and 
$70,000 that is the balance. At any rate, I am talking about approx- 
imately $160,000 which was attributed in your accounting to the costs 
of the conservatorship and which are now being sought to be paid by 
Long Beach Federal. 

Mr. Ammann. My recollection is that $70,000, approximately, was 
paid out in that respect during the conservatorship. 

Mr. Fiscupacn. What for? 
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Mr. AMMANN. Well, for two things. The examination that was 
made on May 20 or May 18, and the inventory that was started as of 
May 20. ‘Then when the conservator was removed on September 30, 
another examination had to start; when he came back in on October 2, 
another one had to start; and so there were two categories of expense. 
One of them was the reimbursement of the Federal Home Loan Bank 
Administration of its costs for salaries and per diem of its examiners 
making the examination and inventory, and reimbursement of the 
Board of the salaries and per diem of myself and my assistants. 

Mr. Fiscupacn. That is the detail or, at least, the source of the 
claimed $160,000 of the conservator’s cost? 

Mr. AMMANN. There was one other item. I am not sure whether 
it was included in that or not, in recollection. The Bank Administra- 
tion had a lawyer or two at different times out there advising with me, 
and in the litigation and in the legal investigation outside of the asso- 
ciation in connection with the examination. They had some attorneys 
or investigators employed. I do not recall now whether any of those 
charges were included in the bill of $70,000 that was paid. 

The $90,000 figure, or whatever it is, that was shown as still owing, 
was the estimate by the examiner in charge of the examination January 
24, 1948, in which he endeavored to set down as best as he was able 
to estimate, what the contingent or further liability was against the 
association for that kind of charge. 

Mr. Fiscusacu. I take it that it is for me to understand and for 
the subcommittee to understand from your testimony with respect to 
that, approximately $160,000, that that is the fare for this excursion, if 
I can use that term, in referring to the conservatorship? 

Mr. AMMANN. I am not able to say, sir, for the reason I did not keep 
track of what the examiners’ time was on the examination, and the 
audit and the inventory, or how much legal expense in the w ay of 
investigation in connection with that examination might have been 
incurred. Neither did I calculate precisely what the salary and per 
diem was of each individual here in Washington. I did, as I went 
along, each month, trying to set up a provision against current opera- 
tions for those bills which would later come in, I consulted with the 
examiner to get his estimate of what the cost would be, and I put 
down the salaries and per diem of my assistants and myself, came to 
an approximate figure, and set it up on the books. Then when the 
bill came in, then I went down through the bill to see whether that 
reasonably approximated my estimate, and finding that it did, I paid 
it. I think there was more than one bill that I paid. I think there 
were two or three which aggregated this some $70,000. 

Mr. Fiscupacu. Did you consult with any of the directors of the 
association as to the payment of that charge? 

Mr. AMMANN. I did not. 

Mr. Fiscusacu. Did you consult with any of the shareholders? 

Mr. Ammann. I did not. 

Mr. Fiscupacu. You were aware, were you not, of the fact that 
some 16,000 shareholders of the Long Beach Federal had applied for 
the licensing of a committee under the laws of the State of California 
to be recognized as an acting entity of the shareholders of Long Beach 
Federal? 

Mr. Ammann. I understood that a shareholders’ committee had 
been formed by an action of the officers of the association; yes, sir. 
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Mr. Fiscupacu. Did you not understand that the shareholders’ 
committee was formed quite in contra-distinction to what you have 
just said, by action of the corporate authorities of the State of 
California? 

Mr. Ammann. Legally, technically, I guess that is true. As a 
practical matter, | think it was all the same people. 

Mr. Fiscusacu. During the period that you were acting as con- 
servator, you were aware of the existence of a regularly constituted 
and licensed committee of the owners of this association as distin- 
guished from its management? 

Mr. AmMAnN. Would you mind reading that to me? 

(The question was read.) 

Mr. Ammann. I did not know anything about the legal effect of it. 
I knew there was a shareholders’ committee. 

Mr. Fischpacu. And you neyer discussed any phase of the policies 
of your operation, which was for the benefit of the owners of the 
institution, with that committee or with its counsel, did you? 

Mr. Ammann. I did not. I would like to say why. 

Mr. Lovre. I have to object to this line of questioning again. He 
was in there as conservator. He was responsible to the Federal 
Home Loan Bank Board. He was respensible to the shareholders. 
It seems to me we are incumbering this record, and I cannot see where 
it is pertinent or material in any sense of the word. 

Mr. Houirretp. You may proceed. 

Mr. Fiscuspacn. Did you get any receipts or vouchers for this 
$160,000 in conservator expenses? 

Mr. Ammann. I got a bill for it, or bills, for the amounts I paid. 
My recollection is that they were in detail. The bills L received, 
however, whatever they were, were left with the association, as were 
the checks, the canceled checks, which paid them. 

I might say, further, in that respect, the records of the Home Loan 
Bank Board on that, as I understand it, are open where anybody can 
see What that detail is. 

Mr. Fiscupacu. During your tenure in office as conservator, during 
the 20 months you acted as such, did you every suggest that the 
shareholders of the association should have an election of officers? 

Mr. Ammann. No, sir. 

Mr. Fiscupacu. Were you directed not to hold any election at any 
time? 

Mr. AMMANN. No, sir. 

Mr. Fiscunacn. Was there any authority which prevented you 
from holding an election at any time? 

Mr. Ammann. Effectively, I think the litigation which had been 
brought, and the fact that the charges had not been aired, made a 
meeting of the members a waste of time. 

Mr. Harpy. Let me raise a question right there. If the share- 
holders had no voice in the operation of it, what would have been the 
purpose of holding an election? 

Mr. Ammann. The members, probably, were not competent to 
judge the legal value of the evidence as to the facts in the matter. 

Mr. Harpy. If I had been a member, I would resent that aspersion. 

Mr. Horrman. You still might be mistaken. 

Mr. Harpy. I do not know whether he would be mistaken. 
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Mr. AMMANN. May I explain, sir, if you please, that I did not see 
how a meeting, or a vote of the members could determine whether the 
appointment was legal, or whether the Home Loan Bank Board had 
enough merit, or the Federal Home Loan Bank Administration had 
enough merit for its action. ‘That would have to be determined, it 
seemed to me, before a decision could be made as to whether the old 
management should be returned to the institution. 

Mr. Harpy. The whole gist of the matter is that you as a repre- 
sentative were in possession, and as long as you were in possession, 
you were not going to turn it over to any set of officers, whether they 
be new ones, or old ones; is that not right? 

Mr. AMMANN. Except on proper authority. 

Mr. Harpy. That is right. So what would have been the purpose 
of an election? I do not think the question of competence of the 
membership would enter into it. 

Mr. Horrman. Point to Mr. Fischbach. He is the one who has 
been asking about the election. 

Mr. Harpy. It was a comment. 

Mr. Horrman. Pardon me. 

Mr. AMMANN. I did not mean it in the sense that he took it. 

Mr. Fiscuspacu. While you were in Long Beach did you make the 
acquaintance of any lawyers there, other than Mr. Wickhem? 

Mr. AMMANN. I made a number. I do not know that I can recall 
alloftheirnames. I met Mr. Doyle who, I understand, is an attorney. 

Mr. Fiscupacu. Mr. Doyle is, also, a Congressman? 

Mr. AMMANN. Yes, sir. I do not think he was a Congressman at 
that time. That is my recollection. 

Mr. Fiscuspacu. You mentioned the name of Mr. Doyle as one of 
the lawyers you met there. Did you meet any other laywyers? 

Mr. AMMANN. I met Mr. Necasak, | believe it is. He was active 
in obtaining some of these interpleaders, and in working in coopera- 
tion with the Title Service Co. in that matter. 

Mr. Fiscuspacu. Did you meet some other lawyers? 

Mr. Ammann. I met a number of attorneys for various borrowers, 
who were caught in the inability to get reconveyance deeds. I met 
the attorneys for the Title Insurance & Trust Co., whose names I 
do not recall. 

Mr. Fiscunacu. Now, Mr. Ammann, is there any other lawyer 
that you can remember having met in relation to the affairs of the 
association? 

Mr. Horrman. If there is some lawver that is involved in this, 
it is important that we learn who it is, why do we not ask the 
direct question? Did you meet John Jones, and so on. What is the 
use of getting all of the rest of them? 

Mr. AMMANN. There was an attorney by the name of Jones, since 
you mention it. 

Mr. Fiscuspacu. Did you meet a lawyer—— 

Mr. HorrmMan. You might ask him about Bill Smith now. 

Mr. Fiscupacu. Did you meet a lawyer by the name of Smith? 

Mr. Horrman. Why do you not go direct to it? Why do you not 
ask him? Why keep five or six of us here while you do this? We have 
a lot of other things to do. There is a lot of important work. 

Mr. Fiscunacn. Did you meet a lawyer by the name of Smith? 
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Mr. Ammann. I do not recall. I know the firm name is Westover 
& Smith. I met Mr. Westover. I do not recall whether | met Mr. 
Smith. I do not recall meeting any other Smith. 

Mr. Fiscusacu. How about Smith of Linnell & Smith; did you 
ever hear of that gentleman? 

Mr. AMMANN. I seem to recall the name of the firm. I may have 
talked to either one of those gentlemen. I do not recall at the 
moment. 

Mr. Fiscnsacu. Did you give Mr. Smith any information as to 
the affairs of the Long Beach Federal? 

Mr. AMMANN. No, sir. 

Mr. Fiscunacnu. You did not? 

Mr. Ammann. I talked to a number of the investors in the institu- 
tion about some of these charges, and calmed their fears about with- 
drawing their money. I do not know whether he was one or not. 

Mr. Fiscusacn. Did you give that gentleman, or any other gentle- 
man by the name of Smith, access to the records of Long Beach 
Federal, or the conservator? 

Mr. AmMANnN. Was that Charles Smith? I am trying to locate 
the man in my memory. There was an attorney, I do not remember 
whether his name was Smith or Jones; I was thinking it was Jones 
who brought an action on the part of some shareholders, and he 
asked for access to the report of examination as of May 18. He 
also made a demand that I bring some kind of an action in court; 
I do not remember the details of it now. I referred both of those to 
legal counsel for advice. The advice came back that it would be 
advisable to reply to his request as to litigation; that, as I recall now, 
it was not feasible at the time to do what he had proposed. And as 
to access to the examination report, my recollection is that I was 
advised that it would be proper to permit him to have access in 
representing the shareholders to that examination report, limited to 
his inspection of it in the institution’s office, and I provided a desk 
for him in the back room of the office, and he made some review of 
that report. I took it away from him when he left the association. 

Mr. Fiscupacn. Do you know when he brought his lawsuit? 

Mr. Ammann. I do not recall now. 

Mr. Fiscupacn. Would you accept my statement that it was 
brought on the 16th day of January 1948, the day before you went 
out as conservator? 

Mr. Ammann. I do not know when it was brought. He came in 
to talk with me, as I recall, considerably before that time. 

Mr. Fiscupacn. But you gave him access to the examination 
report, you say? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscunacn. Will you identify this document? Is that the 
document to which you gave him access? 

Mr. Ammann. It appears to be. 

Mr. Fiscupacu. Let the record reflect the fact that the witness 
identifies ——— 

Mr. AMMANN. I am not sure about this October 2 as the date. 
I think it was just the May 18. That is my recollection. 

Mr. Fiscuspacu. Was there a document like this which was limited 
to May 18, 1946? 
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Mr. AmMANN. I think so. I am not positive, but my recollection 
is that it was the May 18 document to which I gave him access. 

Mr. Fiscupacn. Was the May 18 document a document which 
was a report of an examination and audit of the Long Beach Federal 
Savings and Loan Association? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacu. Was that a public document? 

Mr. Ammann. No, sir. 

Mr. Fiscupacu. What kind of a document was it? 

Mr. AMMANN. Well, it was a report by examiners for the Federal 
Home Loan Bank Administration of their examination of the asso- 
ciation. 

Mr. Fiscupacn. And is that a confidential document? 

Mr. AMMANN. It 1s. 

Mr. Fiscusacu. Is this the kind of statement, or can you identify 
this as the document which you gave to Mr. Smith? 

Mr. AMMANN. Why, this, apparently, is a photostatic copy of the 
examination as of May 18, 1946. My recollection is that that is the 
examination report which | gave him access to. 

Mr. Fiscusacn. All right. Will you state what is typed on the 
face of that document? 

Mr. AMMANN. ‘“This examination,’’ you mean, this part down here? 

Mr. Fiscupacu. Yes. 

Mr. Ammann. “This examination and audit report has been pre- 
pared for the Federal Home Loan Bank Administration for supervisory 
purposes. <A copy is furnished to the directors and officers of the 
association for their confidential information, with the understanding 
that it is not to be published either in whole or in part.” 

Mr. Fiscuspacu. And despite that, you gave it to Mr. Smith of 
Linnell & Smith? 

Mr. AMMANN. On advice of counsel that they were entitled to it. 

Mr. Horrman. Wait a minute. May I make a statement right 
there? 

Supposing he did, and supposing he was acting beyond his authority, 
that he should not have done it. What can we, this subcommittee, do 
about it? Certainly we cannot make a recommendation that we pass 
a law about that. 

Mr. Houirretp. We will determine later in our report, and you will 
have a chance to write a concurring-dissenting or a dissenting- 
concurring, or dissenting report. 

Mr. Horrman. And at the moment, I have an opportunity to put 
my objection on the record. 

Thank you. 

Mr. Houirreip. The objection is received. 

Mr. Fiscunacn. What counsel advised you that you could give 
access to that document to Mr. Smith? 

Mr. AMMANN. My recollection is that I wrote a letter in to Wash- 
ington, received a reply from the Legal Department. I do not recall 
whether it was the general counsel or associate general counsel, or 
some authorized member of their staff who told me, in effect, that 
these people, being shareholders of the association, having brought 
this action, were entitled to look at it; that if I refused, they could, 
probably, go to court and get a copy of it; and, therefore, rather than 
to make it difficult, to give their attorney access to it in the office. 
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Mr. Fiscupacu. You say that if they went to court they could get 
a copy of it? 

Mr. AMMANN. I understood they could. 

Mr. Fiscusacu. In what court could they get a copy of it? 

Mr. AMMANN. I am not a lawyer; I do not know. All I know is 
what the lawyer advised me. 

Mr. Horrman. What do you say about that, Judge Lanham? 
Look at that question. 

Mr. LANHAM. I am not on the witness stand. 

Mr. Horrman. You tell us; you are an expert. That is only the 
opinion of a layman that he could get a court order. And you asked 
him what court order. 

Mr. Fiscupacnu. I do not know whether to deal with him as a lay- 
man or an official of the home-loan bank, or the Board. 

Mr. Horrman. You are dealing with him with suspicion, I would 
say. 

Mr. Lanuam. Is it your purpose to show that this was a collusive 
suit, that the suit was brought because of collusion between the Board 
and its officials and certain persons who brought the suit? It seems 
like you might go at it directly. 

Mr. Fiscupacu. On some things you can never go at them di- 
rectly. I think Mr. Hoffman knows that. 

Let me understand the witness’ position on this. 

Mr. Ammann, I understand from your testimony that a request 
was made by Mr. Smith for access to examine the report as of May 18, 
1946? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacu. And was that request made before or after the 
suit was instituted? 

Mr. AMMANN. I am not certain as to that. I am not sure when 
the suit was instituted. 1 could by reference to records, I think, give 
you the date that I wrote the letter in to Washington, or to the at- 
torney, telling him this demand had been made, and asking for legal 
advice as to whether it should be granted. 

Mr. Lanuam. Are those available. 

Mr. Fiscunacnu. That is what I would like to inquire about. Did 
you leave those letters in Long Beach? 

Mr. Ammann. I do not recall. 

Mr. Lanuam. That is the best evidence. 

Mr. Fiscupacu. I tak» it the letter you wrote, vou wrote while you 
were conservator? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacn. And that you got an answer while you were still 
consérvator? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacn. And would you have taken those letters out of 
the Long Beach file? 

Mr. AMMANN. I would have left copies there. I do not know 
whether I did or not. I did not mean to take any away. Ido know 
that—TI do feel that I have copies of them. As to whether a certain 
particular piece of paper was left there, I am not sure. My intents 
were to leave a full record. 

Mr. Fiscuracn. Did Mr. Smith ever show you the complaint that 
he filed? 
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Mr. AmMMANN. I do not recall ever having seen it. 

Mr. Fiscupacnu. Who is Mr. Kriz? 

Mr. AMMANN. Kriz was an employee of the Legal Department of 
the Home Loan Bank Board and, I think—I do not know whether 
he was an attorney or an investigator for the Legal Department. I 
am not certain just what his duties were. 

Mr. Fiscupacn. Had he ever been at Long Beach? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacnu. Did he know Mr. Smith? 

Mr. AMMANN. I do not know that he did. I do not recall that he 
did. He might have met him in the office when he came in to look 
these, this report. 

Mr. Fiscuspacu. Did you ever see a copy of the complaint that was 
made by Mr. Smith? 

Mr. AMMANN. I think I received a copy of something that was filed 
in court in respect to the action he brought. When I saw it I do not 
know. I think it came to me as a copy of what had been filed in court. 
I am not certain as to whether I even had it or saw it, but my recollec- 
tion is that 1 saw such a thing after it was filed. 

ir. Fiscupacu. Were you familiar with the more definite statement 
that Mr. Fahey furnished to Mr. Gregory? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacu. Did you make a comparison between the more 
definite statement and the complaint that Mr. Smith filed? 

Mr. AmMANN. No, sir. 

Mr. Fiscupacu. When you read the complaint that Mr. Smith 
filed, did any similarity between that complaint and the allegations 
of the complaint and the more definite statement appear to you? 

Mr. AMMANN. No, for the reason that the facts in the more definite 
statement are also contained in this examination report. 

Mr. Fiscupacn. Where in the Home Loan Bank Board would these 
letters that you have referred to exist? 

Mr. AMMANN. The Legal Department may have copies. I do not 
know that I have a copy. I would have to look and see whether there 
might be a copy there. I think there is. 

Mr. Fiscupacu. Could we now have a request put to the witness 
by the chairman to have such letters produced during this afternoon’s 
session? 

Mr. HouirreEtp. Can you produce those during this afternoon’s 
session? 

Mr. AmMMAnN. I might have to go and hunt for them myself, because 
I do not know that I can sufficiently identify them over the telephone 
to someone who would know where to look for them. 

Mr. Hourrrevp. I will say that it is rather late in the afternoon, and 
we are going to adjourn fairly soon. I think we will have a vote on 
the floor this afternoon on this bill. And I suggest that you bring 
them tomorrow morning. (See Ammann exhibits Nos. 3A-3G on 
p. 411-412.) 

Mr. AMMANN. If I can find them, I will bring them. 

Mr. Fiscupacn. Referring again to the examination report of 
May 18, 1946, was a copy of that ever furnished to the officers or 
directors of Long Beach Federal? 

Mr. AmMANN. I delivered a copy of that, and a copy of the inven- 
tory receipt for assets, to the United States attorney’s office, with the 
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understanding that they were to be delivered to the officers of the 
association, or the Shareholders’ Committee, whichever it was. 

Mr. Fiscupaca. Who gave you the understanding that the United 
States attorney was to do that? 

Mr. AmMMANN. I was told that a number of copies of that had to 
be photostated, and that a certain number were to be delivered to 
the United States attorney’s office, one of which was to go to Mr. 
Gregory, or the officers and shareholders of the committee. 

Mr. Fiscupacu. Who told you that? 

Mr. AmMANN. I do not recall whether it was Ronald Walker or 
Judge Dougherty. My recollection is that it was one or the other. 

Mr. Fiscupacn. When did you make such a delivery? 

Mr. AmMMann. Within a few days after the report was delivered to 
me. Ido not remember what the date was. 

Mr. Fiscnpacu. Would that have been in 1946? 

Mr. AMMANN. I believe that it was. 

Mr. Fiscusacu. Would it have been some time prior to the time 
the three-judge court held section 5 unconstitutional? 

Mr. Ammann. I do not think so, because it took some time to make 
that examination. I do not think it was finished in June. Was that 
not when the Smith committee met, or July? I do not believe it 
was done by that time. 

Mr. Fiscupacn. Well, was it done shortly after the Smith com- 
mittee’s proceedings were closed, was this report completed? 

Mr. AMMANN. I| am not sure when it was completed. 

Mr. Fiscupacn. Could you look at the document and tell us? 

Mr. AMMaANNn. The examiner’s certificate here is dated November 
14, 1946. 

Mr. Fiscupacn. Would it have been shortly after that date that 
you delivered it to the United States attorney’s office? 

Mr. AMMANN. I would say it would be some time after that date, 
because it would have to be typed up and photostated. I do not 
know how long that took. 

Mr. Fiscupacn. It was your understanding that that was to be 
delivered to the officers of the association through the United States 
attorney’s office? 

Mr. AMMANN. Yes, sir. 


FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, LONG 
BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, LOS 
ANGELES, CALIF. 


Mr. Fiscunacn. Mr. Gregory, you previously have been sworn. 

Mr. Grecory. Yes. 

Mr. Fiscusacu. Will you tell this subcommittee when, where, and 
under what circumstances you had access to that document for the 
first time? 

Mr. Grecory. The first time we ever saw it was about 10:30 the 
night of the hearing in reference to the preliminary injunction. It was 
never furnished to any of the officers and directors. 

Mr. Fiscunacu. What month and year? 

Mr. Gregory. That was in November 1949. 

Mr. Fiscyracn. Allright. Are there any questions of Mr. Gregory 
in connection with that? 
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Mr. Horrman. Was that when the order removing the conservator 
was made? 

Mr. Grecory. No, no. 

Mr. Horrman. Where was that order removing the conservator 
made? 

Mr. Gregory. That was in Los Angeles. 

Mr. Horrman. Whereabouts—were you there? 

Mr. Grecory. No, sir; I was not. 

Mr. Horrman. You do not know where it was made? 

Mr. Grecory. I was not there. The judge flew in from Phoe nix. 

Mr. Fiscupacn. | will straighten you out on that. Order No. 388 
was made in Washington, January 17, 1948. Immediately Judge 
Carter, who was then the United States attorney, and Ronald Walker, 
who was an assistant United States attorney, lawyers in the case, all 
went over to Phoenix, because Judge Hall was there, and they had this 
conference. Mr. McKenna was there. 

Mr. Horrman. What did they do there? 

Mr. Fiscuracn. The conference with regard to the application of 
the petition of the shareholders for an order restoring the association, 
pursuant to order 388. 

Mr. Horrman. Where did the judge make that order? 

Mr. Fiscuracu. I would appreciate your concurrence in this, Mr. 
McKenna, because you were there. 

Mr. Horrman. Let him tell. 

Mr. McKenna. I would rather tell my own story if 1 am going to 
be responsible for it. 

Mr. Fiscunacn. Judge Hall subsequently came in to California 
and made the order of the court direc ting the restoration of the asso- 
ication, providing for the bond, and so forth. That was made in Los 
Angeles, Calif. 

Mr. Horrman. The night of the 30th or the morning of the 30th of 
May? 

Mr. Fiscunacn. This is in January of 1948. 

Mr. Horrman. I was talking about that one where they restored 
the association to the Long Beach, was I not? 

Mr. Fiscunacu. Well, now, that took place nm January of 1948, 
at Los Angeles, Calif. 

Mr. HorrMan. | am mixed up then. I was thinking of that jump- 
ing of the deposits of $1,000,000. 

Mr. Lovre. That is October 1 and 2 

Mr. Fiscusacn. That order is a different one. After the appoint- 
ment of the conservator, of Mr. Ammann, in May of 1946, a three- 
judge court was convened in California. 

Mr. Horrman. I am not thinking about that. What I was won- 
dering about is where this million dollars went in and out. 

Mr. Fiscusacn. I will tell you about that. 

Mr. Horrman. You have gone way back. 

Mr. Fiscunacu. | have to in order for you to understand it. 

Mr. Horrman. The more you talk the more confused I am. 

Mr. Fiscunacnu. Fahey makes his order appointing Ammann as 
conservator. Immediately thereafter, litigation is started. A three- 
judge court is convened. That three-judge court grants a permanent 
injunction on the theory that section 5 of the act is unconstitutional ; 
ousts the conservator. The Government appeals. Pending the 
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appeal, they get a supersedeas stay from Mr. Justice Rutledge. Now 
between the day that the order was made, declaring section 5 of the 
act unconstitutional, and the time that Mr. Justice Rutledge stayed 
that judgment of the three-judge court, Ammann went in and out. 
Ammann went out pursuant to the decree of the three-judge court. 
Gregory went in. Mr. Justice Rutledge stays the three-judge court’s 
decision and mandate. And Ammann comes inand Gregory goes out. 
Is that clear? All of that took place between October 1 and 2. 

Mr. Horrman. Did not some local judge out there sign some order? 

Mr. Fiscupacn. No. 

Mr. Lover. That is where you are running up all of these expenses 
for these orders, this $70,000 that you are talking about; is that not 
right? 


FURTHER TESTIMONY OF A. V. AMMANN, ASSISTANT CHIEF 
SUPERVISOR, HOME LOAN BANK BOARD 


Mr. AMMANN. Well, the additional need of making examinations, 
those different dates, would add to time and cost, yes, sir. 

Mr. Lovre. This in and out, that is what is costing all of the 
money? 

Mr. Ammann. That would add to the cost. 

Mr. Lovre. About $160,000. 

Mr. AMMANN. I do not know how much that particular part costs. 

Mr. Harpy. I want to get back to a question that was raised this 
morning and was never completed. I would like to know just exactly 
what happened when Mr. Ammann took over in May of 1946. I think 
he testified this morning that he went out to take over with one ex- 
aminer present; is that correct? 

Mr. AMMANN. There were a number of examiners in the association, 
but one accompanied me when I went to talk to Mr. Gregory. 

Mr. Harpy. One accompanied you? 

Mr. AMMANN. Yes. 

Mr. Harpy. Just what type of credentials did you present to 
Mr. Gregory when you told him that you were taking over? 

Mr. Ammann. Well, I showed him the copy of the order which | 
had made over the telephone and which was unsigned. He objected, 
that it was unsigned. I told him that there was then on the way from 
Washington by plane a certified true copy from Washington of the 
thing or the order itself, and that as soon as it arrived he would be 
delivered that. In the meantime, I was offering him this one. He 
said it was not certified. I told him I had authority to certify to 
orders, and I certified it in his presence and gave it to him. 

Mr. Harpy. You had authority to certify on behalf of the Home 
Loan Bank Board? 

Mr. AMMANN. I had authority from the Federal Home Loan Bank 
Administration to certify as to the correctness of the document, yes, 
sir. 

Mr. Harpy. As to the document being an order of the Home Loan 
Bank Board? 

Mr. AMMANN. Well, it did not recite. Just I had authority to sign 
it. I mean, to certify it. 

Mr. Harpy. You could have written any kind of an order that you 
saw fit to write and certified it then? 
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Mr. AMMANN. I imagine anyone who is authorized to certify could 
do that. 

Mr. Harpy. I just want to be sure that I understand it. 

Mr. AMMANN. Yes. 

Mr. Harpy. What evidence did Mr. Gregory have that you actually 
had authority to certify to an order which. gave you the authority to 
take over? 

Mr. Horrman. Will vou read that, please? 

(The question was read.) 

Mr. AMMANN. My statement to him and the paper I handed him 
was all he had. 

Mr. Harpy. Your statement to him? 

Mr. AMMANN. Yes, sir. 

Mr. Harpy. Are you an intimate acquaintance of Mr. Gregory? 

Mr. AmMMANN. I knew of him. He knew I worked for the Board. 

Mr. Harpy. He knew the official position that you held? 

Mr. AMMANN. Yes, sir. 

Mr. Harpy. Did he ask vou for any credentials to establish your 
connection with the Home Loan Bank Board? 

Mr. AMMANN. I do not recall that he did. He might have. If he 
did, I showed him what I carried in the way of a card evidencing the 
fact that I was an employee of the Board. If vou please, sir, I think 
IT anticipate, I think IT know what part vou have in mind. 

Mr. Harpy. I am not thinking anvthing about you, but IT think 
we are getting to a terrible situation if an employee of the Federal 

yovernment can go into a private institution and take a piece of paper, 
not even on official stationery, and has no official signature, and say 
to the private citizen, “I have come in here to take over, ” and he says, 
‘Where is your authority?” ‘Well, [ will sign it myself.” It does 
not seem to me that that is proper. 

Mr. AMMANN. I think you have a valid point, and I would like, 
however, to recite the circumstances of that, so that they can be 
related. When the order is issued, I understand it had to be placed 
in a file for record with the Federal Register before it could be carried 
out. That had to be filed before the order could be carried into effect. 
Now if I had been in Washington, or anvone else had been in Wash- 
ington and handed the order, after it had been filed, and then had to go 
to California to carry it out, the effect would be to send a telegram 
to the people against whom the charges were made and who had been, 
apparently, determined, or were alleged at that point to be unsafe 
and unfit to be in charge of the institution. However, the circum- 
stances in this particular case were different. But if a person in an 
institution were taking assets out of it and converting them to his 
own persoral use, you do not send him a telegram that you are going 
to be there the day after tomorrow to stop him. This procedure, I 
might say, sir. is substantially the same as that which Congress has 
authorized and has long been followed in the national banking system. 

Mr. Harpy. It was handled by telephone, and the man who is to 
exercise the taking over gets the authority on the telephone and he 
copies down his understanding of the conversation and signs his own 
name to it to validate it, does he? Is that the customary procedure 
in the United States of America? 
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Mr. Ammann. I do not understand quite how it would be possibl« 
to carry out that kind of an order without somebody being there at 
the time it becomes an official order to carry it out. 

Mr. Harpy. I think that a telegraphic order is usually recognized as 
being such, but I never heard of a telephonic order being validated 
by the man who is to take over. 

Mr. Ammann. There was a telegraphic order on it, but it had not 
come in there. 

Mr. Harpy. I hope we have not gotten to the point of dictatorship 
where that can be. You could have been an imposter. 

Mr. AMMANN. I could have and have apparently valid credentials, 
too. 

Mr. Harpy. By signing your own name to it. Mr. Chairman, it 
may be legal; I do not have any point to make about that. I do not 
know; these fellows can argue that out to suit themselves, but it is not 
right. 

Mr. Horrman. Now, Mr. Hardy, if I may, Mr. Chairman, put this 
observation on the record. Congressional committees, the staffs of 
congressional committees, for instance, in the Buchanan committee, 
the representative walks right in—Mr. Lanham was right there— 
present their credentials and say, “I want to see your files,” and they 
go through them. 

Mr. Lanuam. They do not sign them themselves. 

Mr. Horrman. They have someone with them to do that. The 
fellow that looks at it does not know whether it is a forgery. In this 
case Mr. Fischbach, as I understand it, went into the files. 

Mr. Houirre.p. I want to correct the record, if it needs correcting, 
so that there is no inference made that Mr. Fischbach has ever entered 
any institution and asked to see any files without appropriate creden- 
tials and a signed subpena from his chairman, in this case myself, and 
with specific instructions as to who to serve that subpena upon. 

Mr. Horrman. Mr. Hardy seems to be amazed. 

Mr. Hourrietp. That is a different procedure altogether, than a 
man walking in and signing his own subpena, his own paper. I 
hope you do not favor such a thing. 

Mr. Fiscupacu. You do not mean subpena. 

Mr. Horrman. That is what he said. Let him testify. 

Mr. Fiscupacn. You do not mean subpena. You mean appropri- 
ate credentials. 

Mr. Houirieitp. The statement was made, as I recall, by Mr. 
Hoffman, that you walked in. 

Mr. Fiscupacu. With appropriate credentials. 

Mr. Horrman. You better wait before you talk any more; you 
better look at the record and correct it. 

Mr. Fiscupacnu. He said, ‘‘Appropriate credentials’, and he is 
absolutely right. 

Mr. Horrman. I thought you said, “Subpena.”’ 

Mr. Hourrretp. At this time, gentlemen of the subcommittee, we 
will recess until 10 o’clock in the morning at which time we will have 
a 15-minute executive session and open the session at 10:15. 

(Whereupon, at 4:10 p. m., the hearing was adjourned until 10:15 
a. m., Thursday, December 14, 1950.) 
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THURSDAY, DECEMBER 14, 1950 


House or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DrEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Homer Loan Bank Boarp, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:15 a. m., in room 
1302, New House Office Building, Hon. Chet Holifield (chairman of 
the subcommittee) presiding. 

Present: Representatives Holifield, Lanham, Hardy, Karsten, 
Hoffman of Michigan, and Lovre. 

Also present: Representative King, Hyman I. Fischbach, special 
counsel to the subcommittee; Herbert Roback, subcommittee staff 
director’ and Dorothy Morrison, clerk. 

Mr. Hourrietp. The subcommittee will come to order. Who is 
your first witness? 

Mr. Fiscnypacu. Mr. Ammann. 

Mr. Houirreip. I have a series of telegrams here, it seems mostly 
from the State of Washington. They represent various building and 
loan associations, I believe. I have not looked through all of them. 
Building and loan associations in what was the eleventh regional dis- 
trict. The telegrams, the ones I have read, have practically the same 
phrasing. So evidently, it is a concerted action. And this series of 
telegrams also includes, I see, from this last telegram that I received 
this morning, some of the building and loan associations in the San 
Francisco Bay area. It is a protest against this hearing. It is, in 
fact, a protest against this congressional committee’s hearings. 

They are here for the members to read and inspect and I suggest 
that they be received, not as part of the printed record itself, but as 
one of the exhibits that are available to anyone who is interested, in 
order to save space in the record. Is that satisfactory? 

Mr. HorrmMan. You might add the names of the senders and the 
one wire that is representative of them all. 

Mr. Houirietp. That will be done. You can pick out the wire. 
They are all about the same. 

CuHEeHAtis, Wasu., December 12, 1950. 
House CoMMITTEE ON EXPENDITURES IN THE EXECUTIVE DEPARTMENTS, 
Subcommittee Investigating Home Loan Bank Board and 
Federal Home Loan Bank of San Francisco, 
New House Office Building, Washington, D. C.: 

Congressional investigation was not requested by Savings and Loan Industry of 
the Eleventh Federal Home Loan Bank District. Entire controversy is now before 
courts for determination and legislative hearings involving such litigation cannot 
serve public interest. Have complete confidence thet Home Loan Bank Board, 
Department of Justice, and San Francisco bank will properly defend existing 
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litigation. Suggest thet public interest would not be served by payment of large 
sums by Government instrumentalities in settlement of litigation without judicial 
or administrative determination of existing serious charges against management of 
Long Beach association. 
Centralia Federal Savings’ and Loan Association, Centralia, Wash., 
M. L. Carrier, president; First Federal Savings and Loan Asso- 
ciation, Chehalis, Wash., E. R. Newgard, president; West Coast 
Savings and Loan Association, Centralia, Wash., Don A. Van 
Doren, secretary-treasurer; Lewis County Savings and Loan 
Association, Chehalis, Wash., Arthur 8. Cory, president; mem- 
bers of the Federal Home Loan Bank of San Franciseo. 
Now, Mr. Counsel, you may proceed. First, however, Mr. Mac- 
Guineas asked the chairman before the meeting convened if he might 
make a short statement. 


FURTHER TESTIMONY OF DONALD B. MacGUINEAS, CLAIMS 
DIVISION, DEPARTMENT OF JUSTICE 


Mr. MacGutneas. Mr. Chairman and gentlemen: I have two mat- 
ters to bring to the attention of the subeommittee. The first is that in 
compliance with the request of your counsel I have sent in from Los 
Angeles certain files in the office of the United States attorney. Those 
files have previously been inspected by Mr. Fischbach when he was in 
California. I understand he has microfilms, but it would be expensive 
for the subcommittee to blow them up. And, therefore, we are quite 
agreeable to making those files available to Mr. Fischbach for his use. 

I suggest that they, technically, be in my custody since they are the 
original files of the Department of Justice, but on notice from Mr. 
Fischbach I will make them available to him at any time. 

Mr. Houirretp. Thank you. That will save the subcommittee 
about $400 in reproducing the microfilm exhibits. 

Mr. MacGuineas. The other point I would like to state is that I 
have been authorized by the Attorney General to testify before this 
committee with respect to the position of the Department of Justice 
on this litigation. And I am therefore presenting myself at the sub- 
committee’s convenience to testify to that effect. 

Mr. Horrman. In view of vesterday’s testimony, does the chairman 
think it is necessary that he should produce his credentials? 

Mr. Houirietp. We all recognize Mr. MacGuineas. We have had 

lot of conferences with him, and we will accept him as being the 
representative of the Department of Justice in charge of this case. 

As soon as we can schedule your appearance and it fits in with the 
subcommittee’s calendar, why, we will do so. 

Mr. MacGuineas. Thank you. 

Mr. Hourrteip. Is there any comment on Mr. MacGuineas’ sug- 
gestion that the files remain in his technical custody, Mr. Fischbach? 

Mr. Fiscupacu. No. I recognize the need for such a precaution. 
I am glad to have it pursued in this case. 

I wonder though if it would not be practical, Mr. MacGuineas, to 
have the files lodged here with the clerk of the subcommittee. They 
could be kept in the subcommittee’s safe, or in the chairman’s safe, 
and it would be quite convenient that way. I say that from the 
standpoint of the safety of the files and the possibility of their loss, 
that I would be very happy to place at your disposal the microfilm 
copy of the entire file of correspondence that we already have, which 
was made in Mr. Walker’s office. 











CLP Pe Rate Say mS Se eRe I Se De! 














INVESTIGATION OF HOME LOAN BANK BOARD 399 


Mr. MacGurngas. I do not see why that is not agreeable to the 
Department, to let those files remain here, on the understanding, of 
course, that nothing will be removed from the files. 

Mr. Fiscupacn. Certainly not. 

Mr. Houirrevp. I think it is a fair precaution on both of our parts 
that at the time that you deliver the files to the subcommittee, the 
subcommittee will deliver to you the film recording of those files so 
that you will have, technically, in your custody, access to anything 
that you want. 

Mr. MacGurneas. That is agreeable. 

Mr. Houirrevp. | think that is a fair precaution each way. Do you 
agree with that? 

Mr. Fiscupacu. I certainly do. I am very glad to have that 
ggestion. 

Mr. MacGurineas. I take it you gentlemen understand that these 
are the original files in the United States attorney’s office, and he 
could not conduct the litigation if not available to him; therefore, 
we have to take precaution to see that they are available for him 
whenever they may be needed in the case. 

Mr. Hourrietp. We will, of course, keep those files under lock and 
key in the subcommittee room. And barring some unforeseen burglary, 
I am sure they will be just as safe here as they would be down there. 

Your first witness this morning, Mr. Counsel? 

Mr. Fiscusacu. I would like to inquire what the pleasure of the 
committee is with respect to Mr. Ammann at this point. You will 
recall that Mr. Ammann made a request that he be permitted to make 
a further voluntary statement with respect to the previous testimony, 
and if it is your desire, or his, that he be permitted to do that at this 
point, I will be glad to desist from interrogating him until he finishes 
that. 

Mr. Hourrretp. Was that your request, Mr. Ammann? 

I remember we closed rather abruptly because of the time limitation 
last night. 

Mr. AMMANN. My understanding was that after the interrogation 
had been completed on the statement which I read I would then be 
permitted to go along through the points of Mr. Gregory’s statement, 
and having stated the facts of what I had to say on those, then if the 
committee would like they might want to interrogate me on that 
before | went on to the next so that it would be related, whichever way 
you prefer it on that. I do feel, however, that from my standpoint 
that it might be desirable to go down through those, because on a 
hurried perusal this morning of yesterday’s transcript I find four 
statements which I made which I think are misleading or incorrect 
which I would like to correct. I believe that had I gone down through 
that procedure I might not have stumbled in those places, because I 
had notes there to follow, and they were out of my mind as you were 
going over these other matters. 

Mr. Lanuam. I suggest that he be permitted to do it as he thinks 
best. 

Mr. Houirietp. It is my understanding that you want to make a 
short statement at this time to correct four points upon which you 
have testified in error? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacn. Proceed to do so. 
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FURTHER TESTIMONY OF A V. AMMANN, ASSISTANT CHIEF 
SUPERVISOR, HOME LOAN BANK BOARD 


Mr. AMMANN. In the discussion of the fidelity bonds yesterday 
Mr. Hardy asked a question, and my answer to it may have beea 
taken to mean that I knew that Mr. Gregory got the commission on 
the million-dollar bond. I have no knowledge as to who received 
that whole or in part at all. I have no knowledge of that. I did not 
want to leave that impression. 

In connection with the bond matter—— 

Mr. Fiscuspacu. Do you wish to withdraw that statement, Mr. 
Ammann? 

Mr. AmMMann. Not the whole statement about the bond, just any 
implication in there that | had knowledge as to who received the 
the commission or through whose agency that bond was issued. 

Mr. Fiscupacn. Do you want to withdraw the statement, any 
statement which would give the impression that Mr. Gregory received 
a commission on a million dollar bond? 

Mr. Ammann. Yes. I had no knowledge as to that. 

Mr. Lovre. It was his company that wrote the bond, is that correct? 

Mr. Fiscusacn. It is the United States Fidelity & Guarantee Co., 
is it not? 

Mr. AMMANN. It is the same company that had written the $200,000 
bond. Is that what you mean? 

Mr. Lovre. Is that the company in which Mr. Gregory is 
interested? 

Mr. AMMANN. I think he was the agent of that company at the 
time the $200,000 bond was issued, before the conservatorship was 
started, and that same company later issued the million dollar bond. 
Whether he had any connection with the issuance of the million dollar 
bond, I have no knowledge. That is the point. 

In that connection, too, I overlooked in informing the committee. 
I intended to say that in the last several months, perhaps the last 
year, the regulations respecting fidelity bonds have been amended. 
And the minimum required amounts of bond have been increased. 
And the present regulatory minimum for an institution having 
$20,000,000 or more in assets is $200,000, whereas previously it was 
$100,000. 

Mr. Fiscupacu. When was that amendment made? 

Mr. AMMANN. I am not certain of the time, but it was in the last 
year or so. 

Mr. Fiscunacn. After the termination of your conservatorship? 

Mr. AMMANN. Yes, sir. 

In the questioning following these loans on which I reduced interest 
while I was in ‘charge of the association, Mr. Fischbach ‘asked me 
the question, “Did you find that the Gregory management had good 
loans there in the Long Beach Federal?”” My answer to that is not 
correct. I had noted in the notes following his statement the point 
where he had mentioned the matter of loans and it went from my 
mind for the moment. I did find loans that were not good, on which 
losses had been had, and on which I would be glad to present the 
facts that I have as I go down through Mr. Gregory’s statement. 
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In the discussion yesterday, Mr. Fischbach—I do not know whether 
it was on the record or not, I have not had time to read all of this— 
made a statement to the effect that I threatened to throw Mr. Gregory 
out, or words to that effect as I recall them., 

Mr. Fiscupacu. My recollection, Mr. Ammann, was that it had 
prev iously been brought out in igs during the Smith com- 
mittee hearings, that “when Mr. Gregory “questioned the validity of 
the order which you presented and then took back and certified 
vourself, that in the ensuing discussion, when he indicated to you 
that he would not comply with the order or your demand for posses- 
sion of the association, that you thereupon threatened him with arrest 
for interfering with a Federal officer; that, I believe, was the substance 
of my statement. 

Mr. AMMANN. May I give my version? 

Mr. Fiscupacu. Please do. 

Mr. Ammann. Of that? 

Mr. Fiscnpacu, Please do. 

Mr. AMMANN. It was a long and heated discussion. Along toward 
the latter part of it Mr. Gregory told me, in effect, that there were 
2 number of men stationed outside who, if he called on them to do so, 
would take me out or lead me out. I told him that I was there under 
proper authority, and I advised him against having somebody throw 
me out, because he might be held personally liable for such an action. 
I myself made no threat to throw him out. 

Mr. Hourrietp. You have just stated that you made no attempt 
to throw him out? 

Mr. AMMANN. No, sir. 

Mr. Houiriretp. But you did not tell the subcommittee what the 
charge was that you told him that unless he did comply with your 
request that you would have him arrested for interference with a 
Federal officer. Did vou tell him that? 

Mr. AMMANN. No, sir. I told him, essentially, what I have already 
said, 

Mr. Horrman. Apparently then it was according to his story 
Tom said, “I have got some friends outside that will throw you out.” 
And he says, ‘Well, maybe you will get thrown out.” 

Mr. AmMann. I advised him not to do that, because he might be 
held responsible for such an action. I was there on due authority. 

Mr. Hourrire ip. All right. 

Mr. Fiscnpacn. In connection with that last statement of yours, 
Mr. Ammann, I realize, of course, that it is difficuit for you to recall 
what you testified to in connection with the same incident before the 
Smith committee, but did you have occasion between yesterday after- 
noon and this morning to examine what your testimony was before 
the Smith committee on the same subject? 

Mr. AMMANN. No, it did not occur to me, 

Mr. Fiscupacnu. It did not occur to you to do that? 

Mr. AmMaNnn. No, sir. 

Mr. Fiscupacu. Would you be good enough, please, to examine 
your testimony before the Smith committee and come back at another 
time and ell us whether you gave any such testimony before the 
Smith committee as you have just now given; namely, to the effect 
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that Mr. Gregory said that he had men outside who were going to 
lead vou out; see if you ever gave any such testimony at any time and 
if it is not a fact, as my rec collection serves me, mr this is the first 
time you have ever brought any such statement, or brought before 
anybody the version vou have just now stated? 

Mr. Ammann. Would you recall where that is in the Smith com- 
mittee report? 

Mr. Fiscupacu. You can check it later at your leisure. 

Mr. AMMANN. There is one other matter on which I was not able 
yesterday to be as fully responsive as I wanted. I thought I had the 
information with me, and I have it now. 

The questioning was as to the effect of the May 22 letter and press 
release which I sent out upon the volume of withdrawals in the insti- 
tution, and I did not have the day-by-day-activity information with 
me. And this is what it was: On May 20 the withdrawals were 
$94,000 in round figures. On May 21 they were $1,650,000. On 
May 22 they were $1,630,000. On May 23 they were $1,300,000. 
And on May 24 they dropped down to $672,000. Then, on May 25 
down to $194,000. Then they hovered between $206,000 and $150,000 
for 3 or 4 days. Then they dropped down below $100,000. And then 
from June 6 on to the end of June they ranged from $30,000 to $16,000. 
That is per day. 

Mr. Houtrietp. The total of those withdrawals finally accumulated 
in that period of time to how much? I believe you testified about 
that. Was your figure that vou testified to yesterday correct, approx- 
imately $10,000,000? 

Mr. AMMann. Well, during the whole vear of 1946, is that what vou 
mean, from May down to the end of the year, for example? The 
cumulative withdrawals from May 20 to the end of 1946 was over 
$15,000,000. The receipts, including the dividends which were cred- 
ited, were $5,500,000. 

In 1947 the total withdrawals were $7,200,000 and the total receipts 
were $7,500,000. 

Mr. Fiscusacn. Included in any of those receipts that vou have 
just called off, did you take some $400,000 or $300,000 in profit on 
bonds that you found in the possession of Long Beach Federal? 

Mr. Ammann. This includes the amounts received from investors 
and the amounts of dividends credited to their accounts. 

Mr. Fiscunacu. I see. 

Mr. Ammann. Any profits that were made went into the earnings, 
and the dividends were paid out of all of the earnings. 

Mr. Fiscurnacu. While we are on the subject of bonds, the fact of 
the matter is that among the bond portfolio were various Government 
bonds which vou sold; is that not right? 

Mr. Ammann. That is right. I would like to comment or come to 
that. May I just mention it, go over it now? 

Mr. Fiscunacu. Just briefly. Follow me on these questions be- 
cause I am going to try to make a lot more speed. Among those bonds 
were bonds which vou sold? 

Mr. AMMANN. Yes. 

Mr. Fiscurnacu. Is that correct? 

Mr. AMMANN. Yes. 

Mr. Fiscurnacu. You found that those bonds were carried on the 
hooks of the Long Beach Federal at cost; is that not right? 
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Mr. Ammann. I believe they were. 

Mr. Fiscnuracn. And you found, when you got to take over the 
association, that the bonds were worth very substantially more than 
the figure at which they were carried? 

Mr. AmMMANN. Some of them were; yes, sir. 

Mr. Fiscnracw. And vou, in selling those bonds, realized a profit; 
that correct? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscuracu. And that profit was a profit that had been made 
on the investment of funds of Long Beach Federal while it was under 
Gregory’s management; is that not correct? 

Mr. Ammann. The profit resulting from the market value of the 
bonds; yes. 

Mr. Fiscnnacn. The bonds were purchased by Mr. Gregory? 

Mr. AMMANN. By the association; ves, sir. 

Mr. Frscunacn. You subsequently claimed, did you not, that you 
had made, that you had realized that profit? 

Mr. Ammann. I made no claim except to show the amount of earn- 
ings the institution received during the period I was there. 

Mr. Fiscusacu. All right. Yesterday you were interrogated in 
connection with the order and the certification of the order which 
you were in possession of at the time you walked into the Long Beach 
Federal. Is it not a fact, Mr. Ammann, that, when you on the earlier 
occasion, around the 29th of March 1946, went in and took over the 
Los Angeles bank, you also certified three orders of the Home Loan 
Bank Board, or rather the Home Loan Bank Administration, in blank? 

Mr. Ammann. In blank? 

Mr. Fiscupacu. Yes. 

Mr. AmMaANN. No, sir; I did not certify them in blank. 

Mr. Fiscunacu. They were uncertified at the time that you pre- 
sented them; were they not? 

Mr. AMMANN. I do not quite understand vour question. 

Mr. Fiscunacnu. Let us see. You remember orders 5082, 5088, 
and 5084? 

Mr. AMMANN. Those were the orders in respect to the Los Angeles 
bank; were they? 

Mr. Fiscupacu. Yes. 

Mr. AMMANN. I do not remember the numbers. 

Mr. Fiscupacu. Those orders had not been certified by the Board 
or adopted by the Board at the time that you for the first time 
received possession of copies; is that not right’ ? 

Mr. Ammann. That is right. 

Mr. Fiscupacn. So that when you walked in on the Los Angeles 
bank, quite like the time when you walked in on the Long Beach 
Federal, all you had were papers which you had had in your possession 
for several days before they were even adopted; is that not correct? 

Mr. Ammann. No, no; it is not. 

Mr. Fiscuspacu. Well, what is the fact? 

Mr. AMMANN. Judge Dougherty, who was in Los Angeles at that 
time, informed me that the Administration was planning to issue 
orders, of which he then had copies. They had not been adopted, 
as T recall. They had not been certified. 

Mr. Fiscupacn. So the point is that, when you first received 
possession in California of the order to seize the Los Angeles bank, 
that order had not been adopted by Mr. Fahey; is that not true? 
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Mr. Ammann. No; that is not quite true. I would like to finish 
my answer, if you please, sir. 

Mr. Fiscuspacn. Go ahead. 

Mr. AMMANN. A phone call came from Washington in which the 
secretary to the Board, whom I know and knew then, told me that 
the orders, of which Mr. Dougherty had handed me copies, had 
been entered, and he read them to me on the phone, and I read the 
copy that I had against that, and, the copy being a true copy of what 
had been issued in Washington, I certified it and delivered the certified 
copy over either to Judge Dougherty or to Mr. Newell, I do not recal! 
which of the two. 

Mr. Fiscupacu. The fact of the matter is that Dougherty was in 
California and you were in California before the seizure of the Los 
Angeles bank; is that not right? 

Mr. AMMANN. We were there before the merger. I do not call it 
a seizure. I call it a merger. 

Mr. Fiscupacu. All right. He was in possession of certain papers’ 

Mr. AMMANN. Yes, sir. 

Mr. Fiscusacn. And those papers were papers which called or 
authorized your doing what you did in connection with the Los 
Angeles bank at a later date? 

Mr. Ammann. I did not take over the Los Angeles bank. 

Mr. Fiscupacn. That is not what I asked you. Please try to 
answer the question. 

Mr. AMMANN. I understood you to say that these papers authorized 
me to do what I did when I took over the bank. Maybe I mis- 
understood your question. 

Mr. Fiscupacn. Let me see if | can make it more graphic. We will 
assume that this is the paper that Judge Dougherty had, and he had 
that paper in Los Angeles, Calif., before March 29, 1946, the date that 
order 5082 had been issued. 

Mr. AMMANN. Yes. 

Mr. Fiscunacnu. Did there come a time when you subsequently 
telephoned Washington and learned that the paper which you had 
had been adopted as an order? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscuspacn. Thereupon you certified it? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscuracu. Was there anything wrong with the management 
of the Los Angeles bank at the time? 

Mr. AMMANN. Well, I was not consulted as to it in the merger of 
the bank. I have no knowledge of that. All I know was that | 
certified the orders that were there at the time the action took place 

Mr. Fiscupacn. Were you not at the Los Angeles bank at the time 
that the bank was taken over? 

Mr. AMMANN. Yes, sir; I was there at the time. 

Mr. Fiscunacn. It is also a fact, is it not, that when you and 
others went in there you went in without notice? 

Mr. AMMANN. I think so. 

Mr. Fiscupacu. And you took over the switchboard, not you 
personally, I mean the group? 

Mr. AmMANN. I believe instructions were given to the switchboard 
girl not to send out any outgoing calls without clearance until th 
conference that was under way was finished, I believe such an order. 
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Mr. Fiscuspacu. Members of the party were stationed at the door 
and at the switchboard, were they not? 

Mr. AMMANN. Well, I stood by at the counter by the switchboard. 
I did not participate in any of the discussions. 

Mr. Horrman. I do not want to be obstructive, Mr. Fischbach, 
but could not that whole thing be covered by the simple question, 
“When you went there you just took over everything, did you not, 
and stopped all outside communications? You were the big boss from 
that time on?” 

Mr. Fiscupacu. Ask the question, Mr. Hoffman, and see what it 
produces. 

Mr. Horrman. Is it not true that when you went down there as 
conservator you simply took over that institution and told the rest 
of the fellows you were the boss and enforced that statement? 

Mr. AMMANN. Well, I think, Mr. Hoffman, your question mention- 
ing conservator may mix the association with the bank matter. 

Mr. Horrman. Whatever he is talking about. When you went in 
there and said you were boss, were you boss from that time on, were 
you not with reference to all of the activities of the institution? 

Mr. AmmMann. Not I. I was merely there; I had no official con- 
nection with the action of the merger of the banks. 

Mr. Horrman. I do not mean that. 

Mr. Lanuam. He is talking about the Los Angeles bank. You are 
thinking about the Long Beach. This is the Los Angeles bank. 

Mr. Horrman. Whatever he did take over, he was the boss, was 
he not? 

Mr. LANHAM. He said he did not take it over. 

Mr. Horrman. Strike it out then. I was looking at the protest 
against the war here. 

Mr. AMMANN. I gave what I believed to be a responsive answer. 

Mr. Hourtrietp. I will try a short, direct question and see how 
much luck I have. 

Mr. Horrman. I would have been all right if I had known what I 
was talking about. 

Mr. Houtrretp. That is right. At the time that the Los Angeles 
bank was seized, were you in charge officially of the group that seized it? 

Mr. Ammann. No, sir. 

Mr. Hourrietp. Who was? 

Mr. AMmMann. I think it was Judge Dougherty and Mr. A. C. 
Newell. I am not sure whether there was someone else there from the 
Board or not. Those gentlemen, one or all of them, were in charge. 

Mr. Hourrietp. Who went in and made the announcement to the 
president of the Los Angeles bank—that is, the acting president, I 
believe he was at that time—that you were taking over? 

Mr. Ammann. Well, you mean that the Administration was taking 
the merger 

Mr. Hovtrrip. That is right, that you were taking over the Los 
Angeles bank, and you can call it a merger or seizure or whatever you 
want to call it; I will not classify it; you walked in with a corps of 
men and you said in effect, “We are taking this institution over.” 
Who was it that made the statement? 

Mr. Ammann. Judge Dougherty, Mr. A. C. Newell, and I believe 
Mr. Frank Johnson, president of the Portland bank. I am not sure 
whether there was anyone else with them. 
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Mr. Houtrietp. You mean to tell me that the president of the 
Portland bank came in and told the Los Angeles bank that he was 
taking over? Why do you not be responsive to my question; who was 
the head of your group? 

Mr. Ammann. I do not know who was in charge of the group. 

Mr. Hourrieip. You do not? 

Mr. AMMANN. No. 

Mr. Houirtetp. What official position were you there in? 

Mr. AmMMAnn. I went out there to work with the man who was 
handling supervision in that district at the time. I had no knowledge 
when I left Washington there was going to be a merger of the bank. 

Mr. Houirievp. | am not asking anything about what knowledge 
you had when you left Washington. When vou walked in that morning, 
in what official capacity were you when vou walked into the quarters 
of the Los Angeles bank? 

Mr. Ammann. I just went along. 

Mr. Houirretp. You were just along for the ride, you had no official 
duties to perform at that time? 

Mir. AMMANN. I was there to do only what they thought I needed 
to do in the way of detail; if there was any detail to perform. I might 
say, I want to be responsive, Mr. Chairman, to your question fully, 
that these gentlemen, whose names I mentioned, went into the office 
of the managing officer of the branch, or of the bank, closeted them- 
selves with him. I did not go in. I had no knowledge of who said 
what, at all. 1 was not in there. 

Mr. Houirietp. That was the point we were trying to get out—who 
was in charge of the party. And you say that officially Mr. Dougherty 
and Mr. Newell and others were in ¢ ‘harge of the party, and that you 
were not the official head of the group? 

Mr. AMMANN. That is true. I do not know which of those was in 
command. 

Mr. Houtrieip. After they took over, did they put you in charge of 
it? 

Mr. AMMANN. No, sir. 

Mr. Hourriretp. All right. Now I think we have a responsive 
answer on the record. 

Mr. Fiscupacu. While you were conservator of the Long Beach 
Federal you found that the Long Beach Federal had stock in the Los 
Angeles bank, did you not? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacu. What did vou do with that stock? 

Mr. Ammann. When the bank announced that they desired the 
exchange of the stock, I exchanged it, as I recall. 

Mr. Horrman. I suggest that we get the other Democratic members 
here. 

Mr. Houirreip. Call the Democratic members and tell them that 
Mr. Hoffman wants them here. 

Mr. Horrman. I think we should have a quorum. 

Mr. Fiscupacu. You say that you exchanged that stock? 

Mr. AMMANN. My recollection is that I did. 

Mr. Fiscunacu. Was there not then outstanding an order of the 
United States district court which prohibited the transfer of any of 
the assets? 

Mr. AmMANN. The transfer of stock you mean? 
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Mr. Fiscupacu. Any of the assets. 

Mr. AMMaAnn. Not to my knowledge. 

Mr. Fiscupacu. How long have you been assistant chief supervisor? 

Mr. AMMANN. Since about the middle of 1941, as I recall. 

Mr. Fiscupacn. Will you tell this subcommittee what the practice 
of the Board is with regard to differences of opinion with respect to 
the management of various of the Federal savings and loan associa- 
tions; is it the practice to send what is known as a supervisory letter? 

Mr. AMMANN. Sometimes; yes, sir. 

Mr. Fiscupacu. Is it not invariably the practice of the Board to 
send out a supervisory letter? 

Mr. AMMANN. Not invariably; no, sir. Sometimes there is a con- 
ference. 

Mr. Fiscuspacu. I see. Tell us what a supervisory letter is. 

Mr. Ammann. Well, a supervisory letter is the letter ordinarily 
transmitting a report of examination to the directors of the examined 
association, calling their attention to such matters in the report 
as are considered to merit their partic ‘ular attention and consideration 
and requesting a response covering their action. 

Mr. Fiscuspacu. All right. Did you at any time ever recommend 
the sending of a supervisory letter to Long Beach Federal with relation 
to any of the items set forth in the order appointing you a conservator, 
or did you at any time suggest a conference in connection with any 
of the matters appointing you conservator? 

Mr. AMMANN. You mean following the May 18 examination? 

Mr. Fiscupacnu. Yes. 

Mr. AMMANN. No, sir. 

Mr. Fiscusacu. At any time since you have been out, pursuant 
either to order 388, or the Court’s order implementing that, have you 
sent a supervisory letter to the management of the Long Beach 
Federal? 

Mr. AmMMANN. Well, since—I have to answer that question—I 
cannot say “yes” or “‘no,’”’ quite, but I do want to make a responsive 
answer—since | was removed as conservator, I have not participated 
in the deliberations and actions respecting that association for reasons 
which I believe you could understand, that it would be better for the 
chief supervisor and others directly under his immediate direction to 
do that, rather than that I do it. 

Mr. Fiscunacu. I see. Has the chief supervisor ever sent a super- 
visory letter to Long Beach Federal since order No. 388? 

Mr. AMMANnN. I do not know that he has; no, sir. 

Mr. Fiscusacu. Well, do you know that he has not? 

Mr. Ammann. I do not think he has. 

Mr. Fiscuracn. All right. 

Were you consulted in connection with order No. 2015? 

Mr. AMMANN. Which one is that, Mr. Fischbach? The numbers 
do not register with me. 

Mr. Fiscunacn. Order No. 2015 is an order which sets up four 
grounds upon which it is proposed to appoint the Federal Savings and 
Loan Corporation as receiver for the Long Beach Federal. 

\ir. AMMANN. I was not consulted; no, sir. 

Mr. Fiscupacn. You gave no ev idence to the Board in connection 
with any matter that they deliberated on? 


* 
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Mr. Ammann. I did not discuss that with the Board or any member 
of the Board. 

Mr. Fiscupacu. Did you submit any papers to the Board in con- 
nection with that? 

Mr. AmMANN. I do not recall that I did. 

Mr. Fiscupacu. Were you ever called upon to do so? 

Mr. AMMANN. No, sir. 

Mr. Fiscusacn. Since you have been out as conservator, have you 
had any written communications from the bonding company which 
wrote your bond as conservator? 

Mr. AmMMANN. I have not; no, sir. 

Mr. Fiscupacn. And you have written them no letters? 

Mr. AMMANN. I have not, myself. That matter, together with all 
of the other matters that were involved in this litigation, were being 
handled by the attorneys, and I was told that that would have to 
work in with that in proper fashion, it could not be handled entirely 
independently, and I was relying on the attorneys then to proceed 
with that as it seemed proper. 

Mr. Fiscunacu. What attorneys are you relying upon in that 
respect? 

Mir. Ammann. The Home Loan Bank Board’s attorneys. 

Mr. Fiscunacu. That is Mr. Heisler and Mr. McKenna? 

Mr. AmMMann. And the Department of Justice working with them. 

Mr. Fiscuracn. They are handling the matter of your bond and 
the relationship, whatever requests may come in from the bonding 
company? 

Mr. AMMANN. Yes, sir. 

Mr. Lovre. What is the object of this line of questioning? Are 
we going into this to see whether or not this conservator handled the 
matter properly? Is that one of the questions before this subcom- 
mittee now? I cannot see where it is pertinent or material, this line 
of questioning. 

Mr. Fiscupacu. May I respond to Mr. Lovre’s request? 

Mr. Houiririp. You may. 

Mr. Fiscunacn. Mr. Ammann, as conservator, was required to 
furnish a bond. He did furnish a bond. I know for a fact, and I 
am sure it is undisputed here, that claims have been made against 
the bonding company. One of the conditions of the Board is that 
the principal of the bond, Mr. Ammann, shall cooperate with the 
surety company in the event such claim is made, and for failure to so 
cooperate the bonding company can put in a defense to the effect 
that the principal on the bond has failed to cooperate, and hence 
there is no lability. 

The point of the matter is that the bond and any residual recovery 
that might be effected for any action of Mr. Ammann which the 
Court might find upon an examination of his accounting was im- 
proper, is an asset of the Long Beach Federal which, unless nurtured 
by constant cooperation on Ammann’s bond with the company, will 
be dissipated. 

Mr. Lovre. It has been said time and time again that we are not 
going to have anything to do with any terms of settlement. I do 
not know, something is wrong or not wrong, and for that particular 
reason this line of questioning is particularly out of order and not 
pertinent to any issue before this subcommittee. 
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Mr. Fiscupacu. The point of the matter is that that line of ques- 
tioning is concluded. That is all I had to ascertain, was what the 
status of that bond was, as far as Mr. Ammann’s participation with 
the bonding company and the resistance of any claims are concerned. 

Mr. Ammann, were you ever consulted in connection with the 
restoration of either the Long Beach Federal or the Los Angeles bank? 

Mr. AMMANN. No, sir. 

\ir. Fiscuracu. You gave no evidence, made no written recom- 
mendation to anybody in connection with that? 

Mr. Ammann. No, sir. 

Mr. HorrmMan. Would not that issue be up to the Board rather 
than to Ammann? 

Mr. Fiscusacu. I do not know. I do not think there is anybody 
who knows more about the situation than does Mr. Ammann. 

Mr. Horrman. Was he not just the conservator? Does he have 
anything to do with the action of those in authority who have the 
right to restore that bank, if they want to? 

Mr. Fiscunpacu. Well, surely those who have the right to restore 
that bank failed to consult Mr. Ammann, who was assistant chief 
supervisor and whose participation in this matter goes back to 1946 
and antedates even May 20, 1946. That is a fact that the subecom- 
mittee will have to take into consideration at a later date. 

Now, Mr. Ammann, in connection with the records which you 
maintained and to which you alluded in your statement before this 
committee, you ade the point that the records you maintained were 
strictly in accordance with the requirements of the rules and regula- 
tions of the Federal Home Loan Bank Board. 

Mr. AmMANN. To the best of my knowledge they were; ves, sir. 

Mr. Fiscupacu. When you made your accounting and swore to 
an affidavit on September 16, 1948, which affidavit I want to briefly 
submit to you, you specifically exempted from your certification the 
correctness of the transactions recorded in Long Beach Federal books 
and records prior to the time that you were conservator; is that not so? 

Mr. AMMANN. Would you read me the question again, please, sir? 

Mr. Fiscupacn. Read the question. 

(The question was read by the reporter.) 

Mr. Ammann. I believe that is the effect of that; ves, sir. 

Mr. Fiscnnacu. The Board approved this affidavit, did it not? 

Mr. AMMANN. I do not know that they did. 

Mr. Fiscupacn. Did the Board ever take exception to it? 

Mr. AMMANnNn. Not to my knowledge. 

Mr. Fiscunacu. Was your attention ever called to the fact that Mr. 
Gregory’s similar affidavit refusing to accept responsibility for the 
accuracy of the entries made in Long Beach Federal’s books, during 
the period of time that you were conservator, was regarded by the 
Board as an insufficient certification? 

Mr. AmmMann. No, I do not believe I knew that. 

Mr. Fiscupacn. I would like to have for the record Mr. Ammann’s 
affidavit of September 16, 1948, dated at Washington, D. C., and 
sworn to before Paul Pfeiffer, Jr., notary public, considered an exhibit 
at this time. 

Mr. Hourrretp. Without objection, it will be received and appro- 
priately marked as ‘Ammann Exhibit No. 2.” 
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(The document referred to was marked “Ammann Exhibit No. 2” 
and is in the files of the subcommittee.) 

Mr. Fiscupacu. Now, Mr. Ammann, yesterday you were inter- 
rogated about the contact you had with Mr. Smith in relation to a 
lawsuit that he contemplated bringing on behalf of various persons, 
and you have produced here, and I will state for the record what you 
have produced, a carbon copy of a letter dated December 24, 1947, 
written by Mr. Ammann to Mr. Robert B. Jacoby, Acting Governor 
of the Home Loan Bank Board; a copy of a letter dated December 23, 
1947, written by Charles T. Smith of Linnell & Smith, to the Long 
Beach Federal Savings & Loan Association; a copy of a letter dated 
December 22, 1947, written by Charles T. Smith to Long Beach 
Federal Savings & Loan Association; a copy of a letter dated Decem- 
ber 30, 1947, written by Mr. Ammann to Mr. Robert B. Jacoby; a 
copy of a letter dated December 30, 1947, written by Mr. Ammann to 
Mr. Charles T. Smith, and a copy of a letter dated January 17, 1948, 
written by Mr. Ammann to Mr. Frank Wickhem at Los Angeles, 
Calif. 

Also, a copy of another letter written by Mr. Ammann, dated De- 
cember 30, 1947, to Mr. Charles T. Smith. 

Mr. Houtrietp. Do you make a request in regard to those letters? 

Mr. Fiscusacu. I would like these letters received in evidence as 
“Ammann’s Exhibit No. 3,’ and appropriately subdivided 3A, 3B, 
3C, and so forth. 

(The letters referred to were marked ‘‘Ammann’s Exhibits No. 3A 
through 3G” and follow :) 


AMMANN Exnuisir No. 3A 
DreceMRER 24, 1947. 
Mr. Rosnerr B. Jacory, 
Acting Governor, Home Loan Bank Board, 
Washington, D.C. 

Dear Sir: Herewith for consideration and instr ietions is copy of a letter dat 
December 23 and received today from Linnell & Smith, attorneys, requesting it 
behalf of the clients named therein that a copy of the report of supervisory 
examination of this association as of May 18, 1945, b> made available to them 
The persons named in the enclosed letter are shown by the association’s reeords to 
be shareholders with accounts as follows: 


d 


Name —- Balance 
Harold Lee Newendorp or Tina E. Newendorp.___. 28170 | $489. 00 
Ellen Reidenbach , 5094 | 4,179.7 
Ellen Reidenbach or Ben A. Reidenbach___. 4 19532 4, 373. 59 

: : i ‘ 6189 433. 21 


Charles E. Bradley 


All of these persons were members for a considerable period prior to May 20, 
1946. 

For your information, I have discussed this request with Mr. McKenna of the 
legal department, who advises me that thes: shar -holders are legally entitled to 
examine a copy of the May 18 examination report. 

Also enclosed is a copy of the letter from Linnell & Smith dated Deeember 22, 
which is self-explanatory. I am referring this to Mr. Dougherty for advice as to 
appropriate response. 

Very truly yours, 
A. V. AMMANN, Conservator. 
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AMMANN Exurrit No. 3B 


Law Orrices or LINNELL & SMITH, 
Long Beach, Calif, December 23, 1947. 
Lone Breacn FEDERAL SAVINGS AND LOAN ASSOCIATION, 
Long Beach, Calif. 
(Attention: Mr. A. V. Ammann, conservator.) 

GENTLEMEN: Harold Lee Newendorp, Ellen N. Reidenbeech, and Charies F. 
Bradley, who are members and shareho.ders in the Long Beach Feders!) Savings 
and Loan Association, have requested that we, as their attorneys, be permitted to 
examine the examination report of May 18, 1946, prepared by the exeminers for 
the Federal Home Loan Bank Board. 

Accordingly, request is hereby made that we be permitted to examine said 
report at your eariiest convenience. In the event a copy of said report is available 
for our use, it would be greatiy appreciated if we might be furnished with such 
copy. 

Yours very truly, 
LInNELL & SMIvu. 
CHARLES T. SMITH. 


AMMANN Exuirgir No. 3C 


Law Orrices oF LINNELL & Suiru, 
Long Beach, Calif., December 22, 1947. 
Lone Beacu FEDERAL SAVINGS AND LOAN ASSOCIATION, 
328 American Avenue, Long Beach, Calif. 
(Attention: Mr. A. V. Ammann, conservator. 

GENTLEMEN: Several shareholders of the Long Beach Federal Sevings end Loan 
Association have eontseted us recentiv eoneerning some eileged fraudulent acts 
on the part of T. A. Gregor’, 5. 1. Baeon, and other officers and directors of the 
above association. We have been informed that during 1945 end 1946 sums of 
money in the total amount of approximately $16,000 were advanced to T. A. 
Gregory from funds belonging to the association. This improper advance or 
loan was never actually reps.id, according to our information, although the books 
of the association reflect sueh payment. 

We ere further informed that the Title Service Co., and Pacific Insurance 
Agenev oecupied sps.ce in the association’s offices for many veers, paving no 
rental therefor. Apparentiv, personnel emploved by the association were utilized 
by said companies without any compensation to the association. No part of the 
earnings of said companies was paid to the association. 

We have aiso learned tint in 1946 the association entered into a lease with one 
George Turner, purporting to lease the hotel property belonging to the association 
to Turner for 20 vears. Sinee the income to be received by the association under 
the lease is far less than the income received prior to the lease, it would appear 
that the transaction was of a fraudulent nature. 

From other information given us, it is evident that further investigation would 
undoubtediy uncover other improper or fraudulent acts on the part of the officers 
and directors of the association whieh likewise resulted in a loss to the association. 

We are, therefore, of the opinion that en action should be commenced on 
behalf of the association to reeover from seid officers, directors, and anv other 
persons who may be involved, ail money, property, or damages to which the 
association mav be entitled. 

On behalf of our clients, Harold ee Newendorp, Ellen N. Reidenbach, and 
Charles E. Bradley, who are shareholders in said association, demand is hereby 
made upon you to bring an action on behalf of the association against the officers 
and directors of the association for the purpose of recovering all money or property 
which the association has lost because of the improper or fraudulent acts of said 
directors and officers. 

Yours very truly, 
LINNELL & SMITH, 
CuaRLEs T. SMITH. 


79631—52 28 
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AMMANN Exuisit No. 3D 
DeEcEMRER 30, 1947, 
Mr. Rorerr B. Jacory, 
Acting Governor, Home Loan Bank Board, 
Washington, D.C. 

Drar Sir: A few days ago I forwarded you a copy of the letters of December 
22 and December 23 received from Charles T. Smith of the firm of Linnell & 
Smith respecting the fiting of a suit and the availability of a copy of the May 18, 
1946, examination report. 

Enclosed is a copy of each of mv letters of December 30 in reply to those 
requests. These replies were prepared with the benefit of advice of counsel. 

Very truly vours, 








A. V. AMMANN, Conservator, 


AMMANN Exuisir No. 3E 
DrECEMBER 30, 1947. 
Mr. CHar.es T. Situ, 
Linnell & Smith, Long Beach, Calif. 
Drar Mr. Situ: Receipt is acknowledged of your letter of December 22, 1947. 
I regret that at this time I am unable to accede to your request to institute the 
litigation suggested in your letter. 
Very truly yours, 





A. V. AMMANN, Conservator. 


x 


AMMANN Exuipit No. 3F 





DecemBeER 30, 1947. 
Mr. CHarues T. Smita, 
Linnell & Smith, Long Beach, Calif. 

Dear Mr. Smairu: Receipt is acknowledged of your letter of December 23 re- 
questing, in behalf of the persons named in your letter, that you be permitted to 
examine the report of examination as of May 18, 1946 of this association by 
examiners for the Home Loan Bank Board. 

This request is being submitted to the Home Loan Bank Board and I will 
advise you when response has been received. 

Very truly yours, 





A. V. AMMANN, Conservator. 


AMMANN Exuipit No. 3G 
JANUARY 16, 1948. 
Mr. Frank WICKHEM, 
Attorney, Keene Wickhem, Los Angeles Calif. 

Dear Mr. WickxHem: Enclosed is copy of summons and complaint, served on 
me today, in an action Brought by Harold Lee Newendorp and Charles E. Bradley 
for the use and benefit of Long Beach Federal Savings and Loan Association, 
versus a number of defendants including the association. It is observed that the 
summons directs that there be an answer within 10 days after service. 

Linnell & Smith, attorneys for the plaintiffs, have their office at 401 Jergins 
Trust Building, Long Beach, and their telephone number is 614—98. 

I advised Mr. Dougherty by telephone today that I have been served, and he 
advised me immediately to get a copy of the summons and complaint to you 
with the request that you undertake preparation of appropriate answer. If any 
information is required of me in that connection I will gladly and promptly fur- 
nish whatever I have that you may require. 

Very truly yours, 
A. V. AMMANN, Conservator 


Mr. Fiscupacu. Now, Mr. Ammann also produced a paper which 
I would prefer that he identify because I cannot [handing document 
to the witness]. 

Mr. AmMMaANnN. This is a copy taken from the minutes of the Home 
Loan Bank Board meeting on January 19, 1948. 

Mr. Fiscupacnu. Does that paper purport to be a true copy of an 
order? 
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Mr. AMMANN. It is a true copy of an excerpt from the minutes. 
Mr. Fiscupacu. That was adopted? 

Mr. AMMANN. Well, it is not stated in the form of a resolution, and 
is not an order; it is just a minute. 

Mr. Fiscusacu. But it was adopted by the Board? 

Mr. AMMANN. Yes; this was taken from their minutes; yes, sir. 
Mr. Fiscupacu. All right. The paper referred to purports to 
show that included amongst the minutes of a meeting of the Home 
Loan Bank Board on January 19, 1948, the Board considered request 
of Harold Lee Newendorp, Ellen Reidenbach, and Charles E. Bradley, 
members and shareholders of the Long Beach Federal Savings and 
Loan Association, through their attorneys, Linnell & Smith, for 
permission to examine the report of supervisory examination of the 
Long Beach Federal Savings and Loan Association as of May 18, 
1946, prepared by the examiners of the bank administration. 

It goes on to say, “It was agreed that resolution No. 388, adopted 
on January 17, 1948, was sufficiently broad to cover this request and 
directed that the conservator be advised accordingly.”’ 

Now, I take it, Mr. Ammann, this last paper, which I now would 
like considered Ammann Exhibit No. 4, is the authority which you 
received to allow Mr. Smith, as attorney for these three parties, 
permission to examine the supervisory report of May 18, 1946; is 
that correct? 

Mr. AmMMANN. That was the authority. I didn’t get the paper 
itself. 

Mr. Fiscupacn. But that was the authority? 

‘\ir. AMMANN. Yes, sir. 

Mr. Horrman. Let me see that a minute. 

Mr. Fiscupacn. Surely. 

(The document referred to was marked “Ammann Exhibit No. 4” 
and follows:) 


— 


i 


AMMANN Exuisit No. 4 


The Board considered requests of Harold Lee Newendorp, Ellen Reidenbach, 
and Charles E. Bradley, members and shareholders of the Long Beach Federal 
Savings and Loan Association, through their attorneys, Linnell and Smith, for 
permission to examine the report of supervisory examination of the Long Beach 
Federal Savings and Loan Association as of May 18, 1946, prepared by the ex- 
aminers of the bank administration. 

It was agreed that Resolution No. 388, adopted on January 17, 1948, was 
sufficiently broad to cover this request and directed that the conservator be ad- 
vised accordingly. 

Mr. Fiscunacn. Now I am sure you are far more familiar with the 
correspondence which is considered Ammann exhibit 3, et cetera, than 
[ could be on such brief examination of it, and I would appreciate it 
if you would tell me whether in any of that correspondence you had 
recived authority to permit Mr. Smith access to the report of ex- 
amination of May 18, 1946, prior to the authority contained in 
Ammann exhibit 4, adopted January 19, 1948. 

Mr. AMMANN. There ts nothing in this correspondence on that. 

Mr. Fiscupacn. So that prior to January 19, 1948, you didn’t have 
authority to give access to Mr. Smith to the examination report; is 
that correct? 

Mr. Ammann. I am not certain, for this reason: that I can’t find a 
record showing when or in what manner I was advised that I could 
notify the attorneys for these shareholders that they could come and 
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look at the examination report. I don’t find that I received it in 
writing. If I did, I don’t have a copy of it. 

\ir. Fiscunacnu. There is no doubt but that Ammann exhibit 4 
establishes the fact that it was not until January 19, 1948, that the 
Board acted upon the request of Mr. Smith for access to that docu- 
ment. Is that right? 

Mir. AMMann. That is right. 

Mr. Horrman. Just a minute now. Yesterday we spent all of a half 
an hour establishing the proposition that Mr. Ammann had given this 
attorney, or someone, access to these records. Then Ammann testified, 
as I recall, that he bad had the authority or acted under the authority 
of the Board. 

Now your whole line of questions here this morning is directed to 
showing that he was not truthful about that, or was not accurate 
about that, as a matter of fact he acted before he had the authority. 
Is that not right? 

Mr. Fiscusnacu. That is right. 

Mr. Horrman. As a legal proposition, what difference does it make 
whether he did it before and his action was ratified for him, or whether 
he first got the authority? All you are trying to do is to show that 
this man is not telling the truth. That is what you are trying to do. 

Mr. Fiscuspacn. Mr. Hoffman, when you get to examine Resolution 
No. 388, you will be able to determine whether such authority existed. 

Mr. Horrman. All right. Listen now. 

Mr. Fiscnpacu. Yes. 

\lr. HorrMan. Suppose my secretary writes a letter over here. 
\, hy, she has absolutely no authority to do it. But, nevertheless, 
I come along afterward and ratify it. As a matter of law, that is all 
there is to it, except that I may have said that 1 told her to write it, 
when, as a matter of fact I did not. 

Mr. Fiscuspacn. Can you read ratification into this document, 
Mr. Hoffman? 

Mr. Horrman. Does it not say they have authority? 

Mr. Lover. Are you trying to show collusion between Mr. Ammann 
and some shareholder? 

Mr. Horrman. Yes; that is it. 

Mr. Fiscuracnu. Let the record speak for itself. 

Mr. Lovrr. Is that what vou are trying to show? That is all 
I want to know. 

Mr. Fiscuracu. All I am trying to show is that the Board on 
January 19, 1948, acted upon this matter for the first time. The 
record also shows that access to this document was furnished to an 
attorney for the purpose of bringing suit prior to January 19, 1948. 

Mr. Lovre. Then you are trying to show collusion, is that it? 

Mr. Fiscuspacu. That is something that you gentlemen will have 
to decide. 

Mr. Houtrietp. The subcommittee can evaluate that, I think, with- 
out cross-questioning the attorney on it. | think the facts in them- 
selves are indicative of what transpired. 

Mr. Horrman. Wait a minute. What counsel is attempting to 
show here, as I look at it, is that the witness is not truthful. Now the 
record will speak for itself, as he already has said. 

Mr. Houirietp. But we have to make the record. 
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Mr. Horrman. But why put each one of these individuals on trial 
when there are so many hundreds of little things that they cannot 
possibly know about? And what difference does it make to our hear- 
ing Whether Mr. Ammann did conspire with somebody? 

There are telegrams there. I am going to ask, Mr. Chairman, we 
put those in the record, put in one and then the names of the others 
who are protesting this hearing. 

Mr. Hourrietp. They have been accepted as an exhibit. 

Mr. Horrman. I am going to ask the one signed by so many be 
ad into the record. 

Mr. Hourrievp. All right. 

Mr. Fiscupacnu. Every one is in the record, as | understand it. 
Mr. Horrman. No; they were filed. I want them to be read right 
into the record, this one here, if I may, and then the names of other 
signers. They are all of similar import. 

Mr. Houtrietp. May I clarify the situation. A group of these 
telegrams, as the chairman notified the subeommuittee, were received 
by the chairman, and they are all substantially in protest against this 
subcommittee’s investigation. | offered them as an exhibit, and Mfr. 
Hoffman asked that one of them, a representative one, be printed in 
the record, and the names of the others also be entered who entered 
telegrams of protest. That was agreed to, and Mr. Hoffman could 
select a representative telegram. He has now selected a representa- 
tive telegram, and I think that telegram can now be read into the 
record. Then we will append the names of all other associations 
which have written similar telegrams at that point. 

Mr. Fiscunacu. | hope, Mr. Chairman, that as we go along any 
communications, whether of this character or of any other character, 
that bear upon the sentiment of the industry in relation to this con- 
troversy should be deemed included in our record. 

Mr. Hourrrevp. | think that that has been done and will be done. 

Mr. Horrman. But this one I want printed in the record at this 
point. 

Mr. Houtrireip. By all means. 

Mr. Horrman. I do not care about cumbering up the record with 
all of them. 

Mr. Fiscupacu. I will be glad to comply with the chairman’s 
suggestion that the names of the parties who communicate with the 
subcommittee in relation to the matter such as disclosed by the tele- 
gram I understand you selected as representative be printed in the 
record. 

Mr. Horrman. Yes. 

Mr. Houirieip. That has been agreed upon. Mr. Hoffman agreed 
to that. 

Mr. Horrman. Perhaps we are starting a war between the propa- 
gandists. 

Mr. Fiscuracu. There is no point in not including anybody. 

Mr. Hourrrevp. At this time you will please read the telegram which 
has been selected by Mr. Hoffman. 

Mr. Fiscuracnu. With the understanding that what has been indi- 
cated by the conference here just now is included. 

Mr. Hourrieip. That is right. 

Mr. Fiscnunacn (reading): 
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House CoMMITTEE ON EXPENDITURES FOR EXECUTIVE DEPARTMENTS, SUBCOM- 
MITTEE INVESTIGATING Home Loan BANK Boarp AND FEDERAL Home Loan 
BANK OF San FRANCISCO: 

Congressional investigation was not requested by savings and loan industry of 
the Eleventh Federal home loan bank district. Entire controversy is now before 
courts for determination, and legislative hearings involving such litigation cannot 
serve public interest. Have complete confidence that Home Loan Bank Board 
Department of Justice, and San Francisco bank will properly defend existing liti- 
gation. Suggest that public interest would not be served by payment of large 
sums by Government instrumentalities in settlement of litigation without judicial! 
or administrative determination of existing serious charges against management of 
Long Beach Association. 

Now this is signed by four savings and loan associations, and I am 
going to ask Mrs. Morrison to furnish to the reporter for the record 
the names of all persons who communicate with the subcommittee in 
similar vein of this communication which I have just read, so that at 
an appropriate place in the record there will be for the consideration 
of the subcommittee the complete roster of those persons who com- 
municate with the subcommittee in this thing. 

Mr. Lovre. Let the record show I have added up those names of 
various associations that are sending telegrams and they total 27, if my 
addition is correct. 

Mr. Fiscuracn. Mrs. Morrison, you will undertake to formulate a 
list and carry it from day to day. 

Mr. Lanuam. I think the location of each of those persons or in- 
stitutions should be noted also. 

Mr. Fiscupacnu. Yes. 

(The names of the associations who sent telegrams protesting the 
investigation of the Home Loan Bank Board follow:) 


TELEGRAMS PROTESTING INVESTIGATION OF THE Home LoAN Bank Boarp 
RECEIVED BY THE SUBCOMMITTEE 


(See representative telegram on p. 416) 


Seventeen telegrams, all exactly alike, were received from the following: 


1. First Federal Savings and Loan Association of Walla Walla, Wash. 

2. Walla Walla Federal Savings and Loan Association, Walla Walla, Wash. 

3. F. E. Grant, manager, member of Federal Home Loan Bank of San Francisco, 
Corvallis, Oreg. 

4. C. M. Huddleston, secretary, member of the Federal Home Loan Bank of San 


Francisco, Corvallis, Oreg. 

5. John Irons, director, member of the Federal Home Loan Bank of San Fran- 
cisco, Corvallis, Oreg. 

6. John Fulton, director, member of the Federal Home Loan Bank of Sa: 
Francisco, Corvallis, Oreg. 

7. John Wash, vice president, member of the Federal Home Loan Bank of San 
Francisco, Corvallis, Oreg. 

8. William Messer, vice president, member of the Federal Home Loan Bank of 
San Franciseo, Corvallis, Oreg. 

9, S. IX. Trask, president, First Federal Savings and Loan Association, Corval! 
Oreg. 

10. Olympia Federal Savings and Loan Association, Olympia, Wash. 

11. Portland Federal Savings and Loan Association, Portland, Oreg. 

12. First Federal Savings and Loan Association of Salem, Salem, Oreg. 

13. First Federal Savings and Loan Association, Ogden, Utah. 

14. Security Savings and Loan Association, Eugene, Oreg. 

15. First Federal Savings and Loan Association of The Dalles, The Dalles, Oreg 

16. First Federal Savings and Loan Association of Billings, Billings, Mont. 

17. Telegram from M. L. Carrier, president, Centralia Federal Savings and Loa 
Association of Centralia, Wash., also signed by First Federal Savings aid 
Loan Association of Chehalis, Wash.; West Coast Savings and Loan Asso- 
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ciation of Centralia, Wash.; and the Lewis County Savings and Loan 
Association of Chehalis, Wash., was placed in the official transcript. 

Twenty-five telegrams protesting the hearings, whose wording was similar to the 
above, were received at a later date. 

Mr. Houtrtevp. At this point I will recall to the subcommittee the 
fact that we already have deposited by Mr. Edgerton a group of 
questionnaires, which, I believe, total one-hundred-and-sixty-odd, 
which have asked for this investigation. 

I would also call to the attention of the committee the fact that the 
eleventh district group of associations has forwarded to this com- 
mittee a resolution asking for the restoration of the Portland bank and 
the Los Angeles bank. 

Mr. Fiscusacu. That is a matter of record. 

Mr. Houirie_p. That is a matter of record at this time, or, I 
believe, those resolutions are in the committee’s files. 

Off the record. 

(Discussion off the record.) 

Mr. Houirietp. Mr. Ammann, can you tell me how many asso- 
ciations are in the former eleventh district? 

Mr. AMMANN. | am not certain I can give you the number reliably. 
I can get it and give it to you. 

Mr. Houirisip. Is there anyone here that can? Can Mr. Me- 
Kenna? 

Mr. AMMaANnN. I don’t think he can. I can get the number and 
bring it in. 

Mr. Houtrretp. Will you, please, Mr. McKenna, secure the num- 
ber of associations that are in the :leventh region and in the twelfth 
region as now combined? 

Mr. McKenna. I misunderstood your first question. First you 
said the former eleventh. Do you want it segregated into the former 
eleventh and the eleventh and twelfth? 

Mr. Houtrietp. Yes; I would like to have it both ways. 

Mr. McKenna. I think it is about 304. I am not sure about it. 

Mr. Hourrreip. These figures will be supplied. (See pp. 439 and 
440.) 

Go ahead, Mr. Fischbach. 

Mr. Fiscupacu. Mr. Ammann, vou found some bad loans in the 
Long Beach Federal? 

Mr. AMMANN. Yes, sir 

Mr. Fiscuspacu. Did vou at any time, after finding that there 
were some bad loans, suggest that any action be brought against 
any of the officers and directors under the bonds that Long Beach 
Federal had so as to recover any loss that might flow from these bad 
loans? 

Mr. AMMANN. A notice of possible loss was given to the bonding 
company. The amount of loss could not yet be determined. 

Mr. Fiscupacn. It could not be determined while you were in the 
office of conservator? 

Mr. AMMANN. No, sir 

Mr. Fiscupacu. Did you ever do any more than give. notice of the 
possible loss to the surety company? 

Mr. AMMANN. You mean in the way of communication to the 
surety company? 

Mr. Fiscupacnu. Yes. 

Mr. AMMANN. No, sir. 
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Mr. Fiscupacu. Did you formulate any complaint, or did you 
suggest a formulation of any complaint or the institution of any suit? 

Mr. AMMANN. Well, I asked the attorneys to do what was necessary 
to carry out the actions to protect the interest of the association. I 
am not sure that they filed a claim. I do not know that they did or 
did not. I do not think they did. 

Mr. Fiscusacu. When did you make that recommendat'on? 

Mr. Ammann. At the time the bonding company was notified. 

Mr. Fisc#nacn. When was that? 

Mr. AMMANN. I am not so certain. It was within a few weeks 
after May 20, I would say. 

Mr. Fiscunacn. Within a few weeks of May 20, 1946? 

Mr. AMMANN. Yes. 

Mr. Fiscanacn. And to your knowledge no such suit has ever 
been started ? 

Mr. AMMaANnn. No, sir. 

Mr. Fiscupacu. Now, Mr. Ammann, can you tell us whether the 
surety company which wrote Mr. Gregory’s bond for a million dollars 
was the same surety company to which vou had sent notice of this 
possible loss? 

Mr. AMMANN. Yes. 

Mr. Fiscupacn. So that after the receipt of notice of a possible 
loss on the $200,000 bond, they went ahead and wrote a million dollar 
bond for him, is that right? 

Mr. AMMANN. LTassume so. Yes. that is right. 

Mr. Fiscupacu. Do you know whether Mr. Gregory was called 
upon to furnish any collateral for that million-dollar bond? 

Mr. Ammann. I have no knowledge about the bond. All I know 
about is what I have heard here. 

Mr. Fiscunacu. I have no further questions of Mr. Ammann. 

Mr. Hourrretp. Mr. Lanham? 

Mr. Lannam. No. 

Mr. Hourrreitp. Mr. Karsten? 

Mr. Karsten. No questions. 

Mr. Hourriretp. Mr. Hoffman? 

Mr. Horrman. No. 

Mr. Houtrtevp. If there are no further questions, thank you, Mr. 
Ammann. 

Mr. Ammann. I will be able to come back on this statement, | 
understand. 

Mr. Fiscuracnu. Yes. 

Mr. Houtrrevp. Yes. 

Mr. Fiscupacu. That is the understanding. 

Mr. AMMANN. If you please, the value of it in relation to this other 
would seem to me to be diminished by its cooling, sir. 

Mr. Horrman. By what? 

Mr. Hourrievp. [ do not understand what you mean. 

Mr. Ammann. If in time it becomes so distantly related to the 
statement which was made, it would seem to me that the value 
and the order, the continuity of it would be lost. That is for your 
decision. 

Mr. Hourrretp. We do not want any facts that you want to bring 
before this committee to be lost. 

At this time, let me ask you how long that statement is. 
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Mr. AMMANN. Well, it covers—— 

Mr. Houtrretp. How many pages, please? 

Mr. Ammann. I don’t have a written statement. I have noted 
various points in Mr. Gregory’s statement. 

Mr. Fiscupacn. Mr. Ammann, do you wish at this time—TI under- 
stood you didn’t want at this time to go forward with anything else. 
If you want to, by all means proceed. 

Mr. Hourreip. I would like to grant you permission to proceed 
if you have something to add at this point. 

Mr. AMMANN. Perhaps I have not made my position clear. If I 
may return shortly, so you can go ahead and hear your orders of 
witnesses you may have in mind, and then come back and comment 
on the statement, if that is your preference, | would certainly be glad 
to accede. 

Mr. Hoxirretp. We will accommodate vou, the subcommittee will 
accede to vour preference as long as you have made a remark which 
seems to indicate we are going to lose the value of some of your 
testimony. 

Mr. Horrman. Off the record. 

(Discussion off the record.) 

Mr. Hourrtetp. Do you wish to come back later or do you wish 
to testify further now? 

Mr. AMMANN. | do not want to seem unreasonable. 

Mr. Honirieip. You are not. I am giving you the privilege of 
doing what you wish, and the committee ‘will abide by your decision. 

Mr. AMMANN. I think it would be preferable from my standpoint 
if | might go down through Mr. Gregory’s statement, picking out the 
points upon which I have something now to say, so that you may 
have them closely related. Some of these questions you have been 
asking vesterday and today tie into this. 

Mr. Houirrevp. All right, if you wish to proceed at this time, you 
may on that point. 

Mr. Horrman. Wait a minute. Did you say vou wanted to proceed 
now on that point? 

Mr. AMMANN. I would like to proceed today if I may. If there is 
someone else you want to call, I would be glad to wait until that is 
done. 

Mr. Houirienp. You make up your mind, Mr. Ammann, and we 
are giving you the privilege of testifying at this moment or coming 
back later. 

Mr. AMMANN. I would like to proceed now, sir. 

Mr. Hourrretp. We will be glad to hear you. That is all I wanted 
to know. 

Mr. Horrman. And then have him back later on. 

Mr. Houtrietp. If he wants to come back later, we will give him 
the privilege. 

Mr. Ammann, proceed. 

Mr. AMMANN. Mr. Gregory stated that the investors of the associa- 
tion had been circulated with untrue, misleading statements resulting 
in withdrawals of more than $10,000,000. 

I think the information I have already given shows that the peak 
of those withdrawals was reached before that letter was circulated ; 
that they diminished thereafter by reason of advertising and other 
endeavors undertaken, including this letter, to stop the run of with- 
drawals. 
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Mr. Fiscusacw. Mr. Ammann, permit me to stop you at this 
point and ask you one question. 

Mr. AMMANN. Yes. 

Mr. Fiscupacu. Is it not a fact that on May 20, 1946, you put 
up signs all over the Long Beach Federal indicating that you had 
taken charge of the place? 

Mr. AMMANN. I put up a notice under requirement of Federal] 
regulations. I put up the notice required; yes, sir. 

Mr. Fiscusacu. All right, thank you. Go ahead. 

Mr. Ammann. I might say on that, too, that that was a typed 
paragraph about an inch and a half long. It was required by regula- 
tion to be hung in the institution’s office. 

Mr. Fiscusacn. I am sure you complied with the regulations. I 
am not insinuating you did not. But I want to bring out the fact 
that when you took over you put up signs indicating you did take over, 

Mr. AMMANN. That is right. 

Mr. Fiscuspacu. And management was out. 

Mr. Ammann. That is right, and the people who gathered at the 
front door of the association the next morning had not seen that sign. 

Mr. Fiscuracn. It was not on the walls? 

Mr. AMMANN. It was inside the office. That had not been seen. 
They had not been in there. 

Mr. Fiscuracu. Was it not on the window, too? 

Mr. AMMANN. No, sir. 

Mr. Fiscunacu. Are you sure about that? 

Mr. AMMANN. Yes, sir. 

Mr. Hourrretp. Mr. Ammann, as a matter of fact, I believe you 
will agree with me that, when a financial institution which is a trustee 
of public deposits is taken over in a town the size of the city of Long 
Beach, the news spreads like wildfire in a town of that size, and people 
naturally become alarmed. I have seen that happen during the so- 
called bank holidays in previous vears, when a bank would close and 
place a small notice in the window. Then it did not take many 
hours for a long line of people to come to find out if they were going to 
get any money back that they had invested there. 

So it is not your intention, is it, to convey to this subcommittee 
the impression that the taking over of a $26,000,000 institution in a 
town of approximately 100,000 or 125,000 people can be hid? 

Mr. AmMMann. No. The point I want to make is that the less 
publicity there is, the less pictures there are in the papers saying 
“bank run” and so on, the less people become disturbed. 

For example, in the Boston conservatorship there was no run, and in 
the less than 6 months of that conservatorship there was an increase 
of some millions of dollars in share accounts. 

Mr. Fiscunacu. Did Mr. Fahey issue a press release on the day he 
appointed a conservator in Boston? 

Mr. Ammann. I think so. 

Mr. Fiscunacn. You think so. You don’t know? 

Mr. Ammann. I don’t recall. 

Mr. Fiscuracn. But you do know there was a release issued May 
20, 1946, by Mr. Fahey in the Long Beach case? 

Mr. AmMAnn. I know he issued a release. 

Mr. Fiscunacn. Was it not published in the newspapers in Call- 
fornia? 
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Mr. AmMMANN. I don’t know. 

Mr. Fiscupacn. You don’t know that? 

Mr. AMMANN. I think it was. I don’t remember. 

Mr. Fiscupacn. You don’t remember that? 

Mr. AMMANN. No; I don’t remember seeing it in the newspaper. 

Mr. Houirietp. Mr. Ammann, a release like that would naturally 
be carried on the wire services, and it would be of interest in the city 
of Long Beach to at least 16,000 depositors. You do not mean to 
infer that the papers of Long Beach were beyond their bounds in 
publishing the news of such a momentous happening in the financial 
affairs of their community, do you? 

Mr. AMMANN. My recollection is, Mr. Chairman, that the local 
papers carried the story that originated locally before they received 
the press release and therefore either submerged or did not think it 
was newsworthy enough to use that. That is my recollection. 

Mr. HouirireLtp. You say the newspapers made no story about the 
institution being seized? 

Mr. AMMANN. The newspaper stories originating locally appeared 
in the local papers, as I recall, before this news release reached them. 

Mr. Houirizip. That is a matter of fact which can be determined; 
but, as far as the news release reaching them, the very physical fact 
of a group of men going in and taking over an institution of that size 
will spread up and down the streets in the matter of minutes in a 
small town. You realize that, and that naturally the newspapers of 
that town would be interested in such a thing happening and then 
naturally carry stoties. 

Mr. AMMANN. My recollection, Mr. Chairman, is that this news 
release did not appear in the local papers because they had already 
carried two or three large stories. In fact, | phoned Washington and 
asked for permission to circulate this to the shareholders in the hope 
that it would stop and reduce withdrawals, because they had not 
seen the other side of the case. All they had seen was the charges in 
the paper and statements to the effect there were no grounds for the 
appointment, and so on, and it was high-handed. 

Mr. Houirietp. Would not such statements tend to give confidence 
to the depositors? If such a statement was made by the management 
if there were no grounds, would that not tend to give confidence to 
the people that the institution was sound? 

Mr: AMMann. No. The statements were to the effect that the 
action had been taken arbitrarily as a personal action against Mr. 
Gregory, that it was arbitrary and capricious, and there were no 
grounds for the action at all, making it appear that the people had 
come in and taken over the institution without any authority, without 
any reason. 

Mr. Houirretp. The charge was in content almost identical with 
\{r. Adams’ testimony before this subcommittee 2 days ago, when he 
made practically the same charge of the action; is that not true? 

Mr. Ammann. Yes, and that continued over days in the newspapers. 

Mr. Hourrizetp. Yes. In other words, while the fact of taking it 
over might have been characterized as being capricious or malicious, 
the real content of the articles was that the institution was solvent 
and that there was no financial weakness there, and, therefore, the 
people should not be alarmed about it. 
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Mr. AmMMANN. There were statements or implications in those articles 
to the effect that they might not be able to get their money, and there 
was a run on the institution. 

Mr. Houtrietp. Was it not a fact that there was a run and there 
was a danger, of course, of people not being able to get their money? 

Mr. AMMANN. Those people must have thought there was a dan- 
ger; they certainly came after the money. 

Mr. Hourrieip. Yes, I think the facts show that. 

Go ahead, Mr. Counsel. 

Mr. Fiscusacu. The witness was going to call attention to another 
point that he wanted to volunteer some testimony on, sir. 

Mr. Houirieip. Yes. Proceed, Mr. Ammann. 

Mr. Ammann. I would like to make it clear, if I may, that I con- 
ceived my duty there to be solely that of conserving and protecting 
and trying to carry on the operations of the institution. 

It would be no credit to me, charged with that duty, to try to 
cause arun. If I had been able to increase the assets in the share 
capital while I had been there, I think it would have been of more 
credit to me, than a successful attempt, if endeavored, to reduce 
them. 

Mr. Houirrevp. I do not think the accusation has been made, cer- 
tainly not before this subcommittee, Mr. Amman, that you did this 
for the purpose of causing a run. | think the accusation has been made 
that the fact the conservator was appointed in itself caused a run— 
not as being a malicious act on your part as an individual, but the 
fact of the seizure itself was the cause of the run. I believe that is 
what has been testified. 

Mr. AmMann. Going back to the causes, and the causes for the ap- 
pointment, if there was merit for the appointment, maybe that was 
the cause of the run. 

Another statement made by Mr. Gregory is that most of the 
$6,300,000 borrowed by Ammann as conservator had been loaned on 
questionable security. 

I think the difference between that and the whole truth is only 
technical, but I do feel it is desirable to make it clear. 

Mr. Fiscupacn. Before you go into that, let me call attention to 
the fact, Mr. Chairman, that | have refrained from discussing or 
interrogating the witness on aspects of the accounting of the conser- 
vatorship, and the witness in doing so will open up the door to what 
may cause some displeasure among the members of the committee. 
But if he is to address himself to that, I think in all fairness we will 
have to address ourselves to the subject matter more closely than it 
has been done heretofore. 

Mr. Hourrietp. That is to the validity of the loans he made? 

Mr. Fiscupacu. Yes. 

For instance, I am aware that it is contended that every loan that 
Mr. Ammann made, or substantially every loan, was accompanied 
by a specific reservation in the title insurance to the effect that they 
did not guarantee his right to extend the loan, a reservation that 
affected the title to the home owners involved. 

I have not gone into that, but if we have to go into it, I am prepared 
to do so. 

Mr. Hoxtrrretp. Well, Mr. Ammann, you are opening the door 
Open it as wide as you wish. 
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Mr. AMMANN. I would be glad to come to that after I finish with 
this point here. 

Mr. Fiscuspacu. Help yourself. 

Mr. AmMMANN. The bank advances which were obtained by me as 
conservator were obtained between May 20 and July 31, 1948, in an 
aggregate of $7,300,000. One million of that was later repaid. Dur- 
ing that same period the withdrawals paid totaled $11,245,000. 

Mr. LANHAM. What withdrawals? 

Mr. AmMANN. The withdrawals of savings accounts. 

Mr. Lanuam. “Made,” is that what you said? 

Mr. AMMANN. Paid to shareholders. 

Mr. Lannam. Paid. 

Mr. AmMANN. Yes. Totaled $11,245,000. During that same 
period new loans were made in the amount of $78,000, excluding such 
advances as I may have had to make in connection with the $160,000, 
which I believe Mr. Gregory had in mind in a later statement. 

Now in respect to that, the simple fact, which I think it would be 
helpful to make clear, is that coming into charge of an association as 
conservator, being confronted with a run, however caused, I had to 
decide whether I would pay the withdrawals or let them pile up and 
freeze the institution, which would have expanded the proportions of 
the fear and disquiet on the part of the public. 

The only alternative to that was to pay them. The way to stop a 
run, if you have the means, is to pay them; and while you are doing 
it try to quiet them and get the money returned. 

If [had at that point sold all of the association’s bonds, for example, 
to pay those withdrawals, | would have lost that much security 
which I could have used to borrow the money against the hope that 
if I could get the money back from the public, I would be able to 
repay the advances and thus restore the institution back in the 
neighborhood of where it was. 

So, rather than to sell assets—although I had to sell some as we 
went along, because I couldn’t move fast enough to borrow the money 
we needed for producing the collateral and meeting the bank’s require- 
ments. I had to sell some bonds as we went along because the with- 
drawals on May 21 were, | think, $1,600,000, which was in the 
neighborhood of all or more than the cash the association had. 

Another factor which was determining there was that the borrowing 
capacity of the association is determined as a percentage of its savings 
accounts. As the savings accounts decline, the borrowing capacity 
goes down. If I would prepare to borrow, and if necessary, borrow 
the maximum capacity at the start, | would be able to produce more 
cash if needed than if I waited to a later date. If I didn’t need the 
money, I could pay it back. The cost of money in the meantime 
would be much less injurious than failure to be able to pay the demand. 
Therefore, 1 undertook as quickly as I could to use the full legal 
borrowing capacity of the institution, because later if the borrowing 
capacity declined, it did not make the preceding borrowing illegal. It 
was legal when it was made and, therefore, it would stand. 

I chose that course because it produced the best assurance of enough 
money to meet a run, the ultimate proportions of which I could not 
predict. 

I didn’t dare be short. 
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Thereafter, as the funds that I had from bank advances and from 
other receipts—some share receipts were coming in from other 
sources—I was able to use that money then in the operation of the 
institution. Now, whether the money I borrowed from the bank o; 
whether the money derived from other sources in the institution wer 
used to make the loans would seem to me not particularly materia! 
It was assets of the institution. 

The reason | wanted to dwell on that at that point was to put into 
clarity what would seem to me to be a possible confusing statement. 

Mr. Houirietp. Now, if I understand it, sir, you have justified 
your judgment of making this particular loan to achieve cash assets 
to meet the run. 

Mr. AmmMann. What I was trying —— 

Mr. Houtrretp. You have given reasons for it. 

Mr. AMMANN. Yes, sir. If they were good or bad, that was my 
motive. 

Mr. Houirrevp. I think the committee, being businessmen, haying 
business experience, would accept the line of your reasoning along 
that line. However, have you addressed yourself to the point that 
this money when subsequently loaned was loaned in questionable 
loans? 

Mr. AmMann. I would be—— 

Mr. Lanuam. I do not believe we should go into that. 

Mr. Houtrrevp. I am not asking to go into it. Was not that the 
charge, Mr. Ammann, that Mr. Gregory made? 

Mr. AmMann. Not at that point, no, sir. Later on I think he has 

Mr. Houtrrevp. I see. 

Mr. AMMANN. The next peint he mentioned is one alluded to by 
Mr. Fischbach about the tangled titles. 

I dislike very much, as a layman, to address myself to what at- 
torneys may consider a legal matter. It has some practical aspects, 
however, which perhaps a layman can explain to a layman free of the 
lawyer's technical language. 

It is the custom in southern California to make loans on the securit\ 
of trust deeds, the trustee being named generally by the lending insti- 
tution; the procedure being that the trustee at the time the loan is 
made takes no action at all. His name is just used in the instrument. 
When the loan is repaid, or when foreclosure is determined upon the 
loan papers, if it is repaid, the note and deed of trust, and what is 
commonly called a request for a reconveyance deed are completed 
and signed by the lending institution, delivered over to the trustee. 
The trustee keeps the loan papers and this request and issues a recon- 
veyance deed, which then when recorded releases the lien of record. 
The Title Service Co., which was named as the trustee in this asso- 
ciation’s deeds of trust, is owned and operated by the association 
directors. 

At the time of May 20- 

Mr. Lannam. Of what association? 

Mr. AMMAnn. Long Beach Federal Savings & Loan Association. 

At the time of the appointment of the conservator, it was housed 
in the association. All of its work was performed by association paid 
employees. Their services, the rent and equipment and so on were 
furnished without charge. The association had 60-some employees 
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which would be a third to a fourth, or a fourth to a third at least 
more than ordinary in institutions of that size. 

The association loans, when made, the practice was the loan would 
be made through an escrow opened in the Title Service Co. That 
company, by way of clarification, is not a title insurance company. 
It doesn’t insure titles. It is an escrow company, of which there 
are a number in southern California, small companies with little 
worth which form escrow companies and perform escrow service. 

These loans were closed through those escrows, so that in those 
escrows were the details as to how the loan was paid out, to whom, 
and what the background facts in it were, and so on. So, if a complete 
analysis were to be made of the lending operations of the institution, 
you would have to go beyond the records of the association proper 
into those of the Title Service Co. 

On May 20, or shortly thereafter, then Mr. Gregory moved the 
Title Service Co. to a location around the corner in the same block, 
took with him the escrow files and folders of that company, including 
those in which the association loans were involved. He had no 
employees except those of the association, and he asked if we might 
not make some arrangement by which something could be done about 
that. 

The understanding, as I got it, was that two or three of the em- 
ployees of the association who had been handling the work of the Title 
Service Co. could, for example, go over to his office from day 
to day, as need arose in those escrows, particularly those involving 
the association’s loans, so that the association position and commit- 
ments and obligations under those loans could be carried on and 
carried out. 

There was in process of repayment on May 20 several hundred 
thousands of loans owing by one borrower. I mentioned that briefly 
the other day. That borrower was very anxious that there be no more 
delay. He complained to me that there had been extended delay 
in getting the papers out to him so he could get his loans refinanced 
at a lower rate somewhere else. 

We hurried and made up a reconveyance request on every one of his 
loans. I don’t remember how many there were, but there were a 
stack of reconveyances, that is, requests, a couple of inches thick, 
a hundred or more. We delivered all of those notes and deeds of 
trust and reconveyance requests over to the Title Service Co., asking 
for urgent action in getting out the deeds of trust so we could carry 
out what was owing to this borrower. 

Gregory told me he wasn’t certain just what they could do, that he 
would discuss it with his lawyer. I asked if we couldn’t work out some 
kind of an arrangement, whatever it might be, that would let us go 
ahead and do business with the borrowers of the institution so they 
could not be caught. 

He said he would consider it and discuss it with his attorneys. 

The next thing I knew on those loans, the Title Service Co. had 
come into court, in effect saying that the conservator ‘asks us to 
issue these reconveyance deeds. The association officers or share- 
holders committee tells us that we can’t, and what should we do?’ 

Now the shareholders committee was shortly thereafter organized. 
Its headquarters were in the office of the Title Service Co. in this 
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new location where Mr. Gregory also moved his insurance business, 
which was previously housed in the association without charge, 
and his business was transacted without charge by association-paid 
employees. 

Mr. Lovee. Right at that point. Did the profit and earnings of 
this title service and insurance company, which Mr. Gregory appar- 
ently was the head of, revert back to the association or to the share- 
holders? 

Mr. AMMANN. There was a fee charged on each escrow. I think 
the fee charged by the Title Service Co. on those escrows involving 
the association were a little less than perhaps the prevailing outside 
rate. Those fees were kept by Title Service Co. The association 
was not reimbursed for these expenses. 

Mr. Gregory made a statement on one occasion that the profits, 
or some of them, of this Title Service Co. were used in promotion of 
the association. Whether or not that is true cannot be verified from 
the association’s records. 

Mr. Lovee. In other words, then, the shareholders of the associa- 
tion took care of the overhead of this Title Service Co. and this insur- 
ance company which was organized principally for the financial 
benefit of Mr. Gregory; is that right? 

Mr. AMMANN. That is my opinion; yes, sir. 

Mr. Lovre. And as far as you know this overhead of the Title 
Service Co. and this insurance company was paid out of the funds of 
the association which belonged to the shareholders? 

Mr. AmMMANN. That is right. 

Mr. Fiscupacu. Do you state that as your opinion? 

Mr. AMMANN. I state that as a fact that records 

Mr. Fiscuspacu. Will you restate what you state as a fact, please? 

Mr. Lovre. Read the record. 

Mr. Houirietp. Read the statement. 

Mr. Lanuam. He has the right to ask to restate it. 

Mr. Lovrre. We have a record. 

Mr. Lanuam. That does not make any difference. He has the 
right to ask the witness to restate it and see if he can tell it the same 
way twice. 

Mr. AMMANN. It is a fact, as shown by the records of the associa- 
tion and as shown in the May 18 examination report, that the asso- 
ciation paid the - aries, furnished the equipment, and office space of 
the Title Service Co. and of Mr. Gregory’s insurance agency, and that 
neither the records or the examination report evidence reimbursment 
of such expenses. 

Mr. Houtrietp. Mr. Ammann, how long had this arrangement been 
In existence? 

Mr. AMMANN. Quite a number of vears. 

Mr. Houtrietp. During that number of vears had your examiners 
examined this institution? 

Mr. AMMANN. Yes, sir. 

Mr. Houirietp. Had they ever brought out this fact and asked for 
a change? 

Mr. AMMANN. Yes, sir. 

Mr. Houirtetp. They had. And what was Mr. Gregory’s response 
to it? 
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Mr. AMMANN. Well, I think it was in 1942, at our request or at the 
supervisory agent’s request, Mr. Gregory came to Washington and we 
had an extended conference with him over the affairs of the association. 
One of the matters discussed was the joint occupancy of Title Service 
Co., its serving as the escrow operation for the association’s lending. 
We urged that the association set up for itself its own escrow operation, 
as banks and other financial institutions do, and that was one of the 
recommendations made. 

Mr. Houirieitp. You mean set up for itself in the formation of a 
different corporate entity? 

Mr. Ammann. No, sir; in the institution. 

Mr. Houirrevp. Set up within the institution and not outside of it? 

Mr. AMMANN. In effect it would be parallel to the escrow or trust 
operation in a bank. It would be same institution, in a separate 
department, perhaps. 

Mr. Fiscupacnu. Is that valid under California law? 

Mr. AMMANN. We were advised that it is. 

Mr. Lovee. Pretty good deal for Mr. Gregory. 

Mr. AMMANN. It was handled that way generally over the country. 

Mr. Fiscupacnu. You recommended that? 

Mr. AMMANN. We recommended the institution carry it on itself. 
If any profit were to be derived, that way the association would get 
itself. 

A further reason was that the examiners in examining the institution 
do not have free access to the records of some other business not 
owned by the association itself and are not able to get into those 
escrow records. The examiners were blocked from pursuing the ques- 
tions that you need to pursue to determine the facts behind the mort- 
gage lending operations of the institution. 

Mr. Karsten. What is the general practice in California of these 
associations? Could you give us that—where vou have these two, the 
title company and the association? 

Mr. AMMANN. There are some, | think, that have separate com- 
panies. There are some that handle it themselves. 

Mr. Karsten. You do not have a fixed rule in that connection? 

Mr. AMMANN. No; there is no law or regulation on it. 

Mr. Karsten. What were the profits? Could you give the com- 
mittee any idea of what profits were from this Title Service Co.? 

Mr. AMMANN. No. 

Mr. Karsten. Or how much it cost to operate it? 

Mr. AMMANN. I think the examiners who made the examination 
have some information about the earnings or profits of that concern. 
Just how much, I don’t recall. I don’t have that information myself. 

Mr. Karsten. Would it be substantial or small, or what? 

Mr. AMMANN. Well, there would be a fee of $15 or more with every 
loan. For every reconveyance deed that is issued a fee of $2.50 is paid. 
Every foreclosure they have to perform, they would be paid for that. 
I don’t know how much it would run to, but over a period of time in a 
large lending operation it would be substantial, I would think. 

The records of the association do not show how much that is. 

Mr. Lovrr. How long has this been going on, anvhow? 

Mr. AMMANN. A period of year. 

Mr. Lovre. How many years? 
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Mr. Ammann. I would say practically since the association started. 

Mr. Lovers. When was that? 

Mr. AMMANN. Back in the thirties. 

The reason that it became a matter of concern in this case at the 
time that it did was this association’s mortgage lending operations are 
the most complex and involved that I or the examiners who worke:! 
on this examination, as they tell me, have ever seen in a savings and 
loan association. 

One of the purposes of that recommendation was to get back into 
the institution the information with respect to its lending that it 
took to find out what the realities behind its lending was. The 
appearances gave suspicion, but we were not able with the records in 
the institution itself to settle the questions raised. 

Mr. Lannam. That was before the conservator? 

Mr. AMMANN. That was in 1942, as I recall. 

Mr. Lanuam. Yes. 

Mr. AmMMANN. Getting back to the title matter, when Title Service 
Co. showed that it would refuse to honor the reconveyance requests 
made by the conservator, it then became impossible for a person 
repaying his loan to the association to get an instrument that could 
record, which would evidence in the public records, that his debt to the 
association had been paid and the lien had been satisfied. 

In the face of that fact, there was at that time, and still is, in that 
section of California a high rate of real-estate activity. Properties were 
changing hands rapidly. 

A borrower of the association would go to some other lending 
institution with an escrow in which he was selling the property to a 
stranger to the association. They would carry on down through all of 
the preliminary work in respect to the making of a loan by the other 
lending institution. They would make a demand, as they call it 
there, on us, on the association for delivery of the papers into their 
escrow, of the reconveyance deed request, so that the association’s 
loan could be satisfied out of the escrow. 

I was unable to meet those demands because I couldn’t deliver a 
reconveyance deed from the Title Service Co. 

Mr. Karsten. Why wouldn't the Title Service Co. issue these 
deeds? 

Mr. AMMANN. I understand their statement was that I had made a 
demand that they do it. The officers of the association had made a 
demand that they not recognize what I was demanding, and they came 
into court to ask the court what to do. 

Mr. Karsten. They didn’t recognize you as conservator? 

Mr. AMMANN. No, sir. I proposed that perhaps we might work out 
some arrangement where both of us, the officers of the association and 
I as conservator—I would let them see that the loan was being repaid 
if they wanted to, let them see the details. We could both give 
whatever it took to the other party so that the borrower would not | 
injured or stymied by reason of difficulties or differences between the 
Home Loan Bank Board, the administration, and officers of the 
association. 

Mr. Karsten. What is the status of the titles now that were 
issued at that time? Can you say anything about that—how man) 
there were, and what the status is? 
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Mr. AMMANN. There were, as I recall, somewhere between $1 ,000,- 
000 and $2,000,000 of loans which were repaid to the court, and the 
court ordering a delivery of reconveyance request from me, as I 
recall the detail, and the delivery from Title Service Co. of a recon- 
veyance deed. Under those orders I was also required to bring into 
court all of the money received in respect to that loan since May 20. 
So that then not only the money that was being paid in to pay off 
the loans but the money that was theretofore received in payments 
on those loans was impounded and sterilized in the court. 

Mr. Houirtetp. That was at the order of the court, was it, Mr. 
Ammann, in order to convey title in California? 

Mr. AMMANN. Because of the re ‘fusal of the officers of the associa- 
tion to let their Title Service Co. do that. They change their clothes 
and get over in the Title Service Co. and come running into court. 
They say, ‘‘When we had our other hat on as directors, we didn’t 
want this done, and, therefore, we come to court for instructions as 
to what we should do.”’ 

Mr. Houtrretp. Undoubtedly they made some justification to the 
court for that, and the court apparently upheld their justification by 
outlining a procedure whereby those people could get their notes. 

Mr. Ammann. I don’t doubt the legality of the thing. Iam merely 
giving you the practical aspects. I am not a lawyer and can’t give 
you the legal aspects. 

Mr. Lanuam. The court was concerned about the borrower that 
wanted to repay his loan. Naturally the court would give some relief 
where the parties were at odds about it. 

Mr. AMMANN. That is right. 

Mr. Karsten. What is the status of the titles now where the pay- 
ments were made during that period? 

Mr. AMMANN. Well, that may be something of a legal question and 
a little hard for me to give you, perhaps, a helpful answer on. 

As I see the matter, the officers in the Title Service Co. have it in 
their power at any time they want to record the evidence of repay- 
ment of the loans which were repaid and as to the record of repayment, 
which they have. 

Mr. Karsten. And they have not been directed by the court yet 
to do that, I guess, 

Mr. AMMANN. So far as I know, they have not. 

Mr. Lanuam. It is within their power to straighten out these titles 
that they claim are balled up? 

Mr. Ammann. As I conceive it; yes, sir. 

Mr. Hourrrevp. In so doing, of course, they would have to take the 
responsibility for the collections. 

Mr. AmMANN. They are already doing that. 

Mr. Hourrretp. They are doing that now. 

Mr. AMMANN. Yes. 

Mr. Houtrretp. In other words, at court order. 

Mr. AMMaAnn. No. 

Mr. Hourriritp. The collections are impounded in the court. 

Mr. AMMann. The collections on the loans? 

Mr. Howtrietp. If I understand the situation right, during the 
time of your conservatorship, people came in to pay off their loans. 

Mr. Ammann. Yes, sir. 
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Mr. Hourrieip. And you accepted the money for those loans, did 
you not? 

Mr. AMMANN. Yes, sir. , 

Mr. Hourrrerp. And the title insurance company would not do 
their part in conveying title unless that money was deposited in the 
registry of the court so they knew the money was actually paid and 
was there. 

Mr. AMMANN. That is right. 

Mr. Hourrieip. Upon the deposit of the borrower of his money in 
the registry of the court, then the title insurance company did proceed 
and give the reconveyance; is that right? Is my understanding 
correct? 

Mr. AMMANN. That was one way it was handled. 

The reasons were, in addition to the one you gave, to keep the 
Association from having the benefit of the use of the money. That is 
my position. 

Mr. Hourrrevp. All right. 

Mr. Lovre. As a matter of fact, Mr. Ammann, did it not look like 
a part of a master plan to gum up the whole works of the conseryator- 
ship? 

Mr. Ammann. I think it was part of that strategy, of which there 
were a number of parts. 

Mr. Lovre. I say part of the master plan. 

Mr. Karsten. Could you not go to another title company and 
operate that way? 

Mr. Ammann. I went to another title company, recently formed by 
responsible people. I had my counsel talk with representatives of 
that concern, inquire into their reliability and so on. Satisfied 
with that, we undertook arrangements by which they would issue 
title-insurance policies, involving some mechanics in the arrangement, 
which was all open and aboveboard, where title policies could be 
obtained which were free of these long-winded objections that were 
being placed in the title policy of the title insurance and _ trust 
company. 

As they were prepared to do that, the officers of the association, or 
the shareholders committee, or Title Service Co., or all three—TI per- 
sonally don’t see much difference—came into court and got what I 
understand was in effect an injunction stopping them from going 
forward with that. 

Mr. Karsten. That was stopping the other independent. title 
company from any activities in connection with titles? 

Mr. Ammann. That is the practical effect of it; yes, sir. 

Mr. Karsten. Do you have any idea why that was done? 

Mr. Ammann. The only reason I can see is the obvious one, and 
that is to keep somebody else from doing what those in control of 
that aspect of the business were refusing to do. 

Mr. Houtrietp. Did you approach the Title Guarantee and Insur- 
ance Corp., the big title insurance company in Los Angeles? 

Mr. AMMANN. Yes, sir. 

Mr. Houirtevp. I think it is the largest one on the coast. 

Mr. Ammann. It is a large one. 
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Mr. Houirreip. Did you approach them with a request that they 
guarantee the titles of your reconveyances? 

Mr. AMMANN. Counsel went there on a number of occasions, and | 
went with him on a number of occasions to confer with officers and 
attorneys of that company in an endeavor to see if some arrangement 
might be made by which the people whose loans were involved could 
go along and we would deliver over to them to hold, if they wanted to, 
repaid papers, reconveyance requests, proof of the fact we obtained 
the money, and so on. We were unable to effect anything like that, 
to work it out. We objected to what they were putting in their title 
policies. 

We opened up with them the matter of restating that and con- 
densing it. We were able to get some revision of it, not enough to 
relieve the situation materially, and so we were stymied. 

Now the attorneys— 

Mr. Houirretp. May I stop you right there for a moment. In 
other words, the largest and most stable title insurance company that 
operates in southern California refused to guarantee the titles of 
those homes that were being reconveyed because of reasons of their 
own, which they evidently deemed sufficient. They refused to give a 
title of insurance on those policies. 

Mr. Ammann. They did, and I—— 

Mr. Houirietp. But you were able to find a small institution that 
was willing to write the title insurance policies in the manner in which 
you thought they should be written? 

Mr. AMMANN. That is right. I personally give weight to the fact 
that O'Melveny and Myers, who are attorneys for some of the opposing 
parties in this action, as I understand it, are the attorneys for and 
largely control the policies of Title Insurance Co. 

Mr. Karsren. Is that an interlocking sort of situation thére or 
not? F 

Mr. AMMann. You mean as far as attorneys are concerned? They 
have an interest as attorneys on both ends of that, if that is what you 
mean. 

Mr. Fiscunacu. May I interpret his last statement? 

I think what he is saying is that he suggests to you the reason the 
largest title iasurance company would not write any insurance on his 
titles as conservator is that the title company is represented by 
O'Melveny and Myers, lawyers who apparently enjoy the esteem of 
the Department of Justice but who enjoy less esteem in Mr. Ammann’s 
eyes, and who are also the attorneys for the Los Angeles Bank seeking 
the return of the establishment. 

Mr. Karsten. You have the same counsel then for the bank and 
the other outfit too? 

Mr. AMMANN. That is right. 

Mr. Fiscupacnu. Yes. 

Mr. AmMMANN. In that connection, I think I might explain, too, 
that the Title Insurance Co., the large one, did issue title policies. 
They had in their reservations language which to a layman means 
this: ‘We do not guarantee the authority of the convervator under 
the law and his appointment to be in charge of the association and to 
be making this loan. There is in addition to the loan that he is put- 
ting on here now a lien which is not released of record.” 
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Mr. Hourrtevp. So, in effect, they were writing a policy which was 
no policy at all. 

Mr. AMMANN. Well, it was unacceptable. 

Mr. Houtrretp. Any cautious buyer would refuse to accept a title 
insurance policy with a clause in it which said they took no responsi- 
bility for the conveyance of title. 

Mr. AMMANN. Well, a good many borrowers were willing to accept 
that title policy. 

Mr. Houtrretp. Certainly, because, as I say, a great many bor- 
rowers have no concept of legal phraseology. But in effect you and 
I know that if a title insurance company writes a policy of title insur- 
ance and reserves the element of responsibility for the person that 
conveys the title, it is, in effect, a sham and a fraud, and so is worth 
nothing. 

In other words, it is not a clear title, and the borrower has not any 
rights of recovery with that title insurance company on that par- 
ticular point. And if there is a more important point than the proper 
person conveying title in the conveyance of property, I fail to find 
what the point would be. 

Mr. Fiscupacn. As a layman. 

Mr. Hourrrevp. As a layman, and I am not a lawyer, and I have 
bought and sold many pieces of property as a layman. 

Mr. AMMANN. What I was trying to get to is to show as a practical 
matter how we had to meet that situation in order to get these bor- 
rowers out of the mess they were caught in. 

Mr. Hourrietp. And therefore the only recourse they actually had 
then under those circumstances, where such a black cloud was on their 
title, was to get an order of the court, what is commonly called in lay- 
man’s language a court title. 

Mr. Ammann. No. I made many loans without having to do that. 

Mr. Hourfretp. You made the loans, but when you come to paying 
off and you made reconveyances of property, you did without that? 

Mr. AmMMaANnn. No. I made loans to people who bought property, 
to whom we made a loan to buy the property, the proceeds of which 
were used to pay off the preceding loan the association held. The 
title policy recited as I have indicated to you, the association receiving 
the money, and agreements being entered into with the borrowers as 
to the disposition of those papers, and explanations being made to 
them as to exactly what was involved. 

Mr. Hottrrevp. In the case of a piece of property on which you 
held the original title and you were reconveying that title to another 
borrower of the same institution, and, therefore, it did not have to go 
outside of your institution for reconveyance; is that not right? 

Mr. AMMANN. Yes. Many of these borrowers were unable to pay 
the expense that it would take to go through court and do that sort of 
thing, even if they didn’t like the arrangement we had to offer. 

Mr. Houtriretp. That is right; but in that case the borrower was 
taking his own chance on the reconveyance. 

Mr. Karsren. Let me ask at that point: If the association officers 
had joined in the deed of conveyance on these titles, would the title 
company, the large one, then have guaranteed the title? 

Mr. AmMMANN. I would answer that this way, if you please, sir: 
Either the officers of the association or the conservator had the author- 
ity to issue the reconveyance request. 
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Mr. Karsten. It was one or the other? 

Mr. AMMANN. My proposal was we both issue it. 

Mr. Fiscupacu. Did I not understand you to testify here the other 
day that when you were appointed conservator, the authority of the 
officers was ended? 

Mr. AmMANN. That is right. 

Mr. Fiscuspacu. Now explain in the light of that testimony your 
statement to Mr. Karsten. 

Mr. AMMANN. My ‘explanation to that, in keeping with Mr. Fish- 
bach’s suggestion a little bit ago, the Title Service Co. is a different 
legal entity, and I was dealing with the Title Service Co., trustee, 
endeavoring to get them to work out the arrangement with the 
officers. I was not willing to accept the reconveyance requests from 
the officers, but if they would take mine, and either one of them give 
the borrower a reconveyance deed, that was all I wanted. 

Mr. Karsten. Had they joined with you in this reconveyance deed, 
would the large title company then have guaranteed the title? 

Mr. AmMMANN. I would think so. 

Mr. Fiscupacu. You don’t know that for a fact? 

Mr. Ammann. So far as I know, the Title Insurance Co. would be 
willing to concede that one or the other had legal authority to act. 

Mr. Fiscupacu. What makes you say that? 

Mr. AMMANnNn. Who else was there to possibly come into the picture? 

Mr. Fiscupacu. The point is this: You are being asked questions 
here, and it appears to me from what you are stating that you are just 
engaging in pure speculation. 

Did you ever record in a county clerk’s office the order appointing 
you as a conservator? 

Mr. AMMANN. I don’t recall. 

Mr. Fiscupacn. You don’t recall. No, you know perfectly well 
you never did; don’t you? 

Mr. AMMANN. I don’t recall. That is an honest answer. 

Mr. Lovre. Mr. Ammann, is this a correct statement in your 
opinion insofar as title defects are concerned: If there are any title 
defects, has that contributed to the action or lack of action on the 
part of the company in which Mr. Gregory is associated? 

Mr. AMMANN. Had I been able, yes. 

Mr. Lovre. Just answer the question “yes” or ‘‘no.” 

Mr. AMMANN. Yes. 

Mr. Houtrretp. That is your opinion, of course. 

Mr. Lovre. That is his opinion. I am asking if I understand his 
testimony correctly. In other words, if they had cooperated, the 
Title Service Co. and the insurance company, of which Mr. Gregory is 
a member or part owner, with you, then there would have been no title 
defects? 

Mr. AMMANN. That is right, for this reason: If the borrower could 
have had a reconveyance deed signed by the trustee named in the 
deed of trust and recorded it, that would have removed the lien of 
record as to that loan. There still would have been left the question 
that the Title Insurance Co. covered by its statement that they were 
not passing on the legality of the appointment of the conservator— 
whether that would still do that. 

Mr. Lovre. In other words, a part of the master plan to wreck the 
conservatorship? 








434 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. AMMANN. That is my judgment; yes, sir. 

Mr. Houirievp. Allright, now. As long as that line of questioning 
has been indulged in, I hope I will be permitted to ask the gentleman a 
couple of questions. 

As a matter of fact, you were legally enjoined in the district court 
against your conservatorship, the authenticity of your conservator- 
ship; wasn’t that true? 

Mr. AMMANN. Not to my knowledge; no, sir. 

Mr. Houirietp. You mean to tell me that there was no attack upon 
your conservatorship at that time in the courts? 

Mr. Ammann. There was no injunction delivered to me enjoining 
me from performing the duties I was performing. 

Mr. Houtrieitp. But there was a suit filed attacking the validity of 
your appointment; was there not? 

Mr. AMMANN. Yes, sir; there was. 

Mr. Hourrievp. All right. Now at the same time you state, and 
have stated, that the officers of the association were not any more or 
any longer officers of the association? 

Mr. Ammann. That is right. 

Mr. Houtrie.p. And therefore, they were in the position of being 
questioned legally as to their rights to act as officers of the association. 

Mr. Ammann. No, I don’t quite get it that way. 

Mr. Houtrietp. Well, maybe | made my question a little obtuse. 

As I understand it, once you took over the institution in Long 
Beach, you took the position that the officers, Mr. Gregory and others 
of his group, were no longer officers and, therefore, could not function. 

Mr. Ammann. That is right. 

Mr. Houirieip. And they took the position in the court that you 
were not legally appointed, and therefore there was a question there. 

Mr. Ammann. That is right. 

Mr. Hourrireip. How could you and the officers of this association, 
acting either as a separate organization, get together and sign a piece 
of property over when one or both were in question? 

Mr. Ammann. I might 

Mr. Houirietp. I mean you could sign a reconveyance, but are you 
of the opinion that the title company would have accepted that? 

Mr. Ammann. The title company doesn’t see that particular in- 
stance, Mr. Chairman. 

Mr. Hourrtevp. It did not occur. I will grant you that. 

Mr. AMMaNnN. The title company doesn’t see that paper. 

Let me make myself a little more clear. Lending institutions, say, 
deliver to the trustee a piece of paper. Upon receipt and honoring of 
that, the trustee issued a reconveyance deed. That is the instrument 
which goes of record. 

Now I was personally advised by other people in the escrow business, 
responsible people with the Bank of America, that in these circum- 
stances, were they the trustee, they would be willing to take the re- 
conveyance request from the contending parties, knowing that one or 
the other was all right, and if they held the papers that went along with 
it, they would issue the reconveyance deed, if they were the trustee. 

Mr. Houirieip. Of course, that was a gratuitous expression on 
their part because they were not in the business. 

Mr. AMMaANN. But I had to go to somebody to be used as a trustee, 
and they are in the business and served as trustee in deeds of trust 
which secured the loans | made. 
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Mr. Fiscupacn. I would like to call attention to the fact, Mr. 
Chairman, that while we are having the observations, conclusions, 
and impressions of Mr. Ammann, you have a rather authoritative 
basis upon which to proceed in clarification of this matter; that the 
court made certain findings and made certain orders which would have 
permitted everybody to get valid reconveyances, and also to secure 
policies of title insurance which were otherwise not obtainable; and 
that after that order the Government took an appeal, further clouding 
the title; that thereafter when complaint was made to the Department 
of Justice and to the Board about the matter, the Department of 
Justice dismissed that appeal. 

If you would like to refer for a minute to just a few paragraphs, you 
will have that all clearly before you instead of the impressions of this 
witness, who, I am quite sure, is leaving you in a muddled state of 
mind on the whole business. 

Mr. Hourrrevp. All right; let’s have some clarification for the 
record, 

Mr. Fiscupacu. I read from page 54 of the notice of hearing and 
motion and application for stay pending appeal, filed by James M. 
Carter, the United States attorney, in the United States circuit court 
of appeals. 

Mr. Lanuam. You are to read from a motion and not from an order 
of the court? 

Mr. Fiscusacu. This is part of the record in the case. 

Mr. Lanuam. I know, but a motion would not necessarily mean 
anything. 

Mr. Fiscupacu. May I point out, Judge Lanham, that what I am 
reading from is part of an order of that court that was made the 
subject of a motion by the United States attorney. In other words, 
Judge Hall had made this order. 

Mr. Karsten. Let’s have Judge Hall’s order. 

Mr. Fiscusacn. That is what I am going to read. 

Mr. Houirievp. As I understand it, it is an order which has been 
made before, which is incorporated in a motion? 

Mr. Fiscusacnu. That is right. 

Now this order of Judge Hall’s was the subject of an application for 
a stay in the circuit court of appeals. In other words, they attempted 
to supersede this order [reading]: 

By long-established custom and usage in real estate transactions in southern 
California— 
and by the way this order was part of the findings of facts and con- 
clusions of law of an order made on account of expenses and attorney’s 
fees by Judge Hall, submitted pursuant to direction, and opinion of 
the court announced April 7, 1947 [reading]: 

By long-established custom and usage in real estate transactions in southern 
California, and particularly in the county of Los Angeles, State of California, 
titles are not acceptable to purchasers, nor can real property be encumbered in 
regular channels except upon the issuance of a title of policy insurance by a 
dependable, established, title insurance company, licensed under the laws of the 
State of California; and that loans upon real property in the State of California 
are not ordinarily secured by mortgages but instead trust deeds are used almost 
exclusively, by which the fee title to the property encumbered is deeded to a 
third party, usually a corporation, which acts as trustee with the power of fore- 
closure, and which trustee, upon the payment of the indebtedness must execute 
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a deed of reconveyance upon the request of the payee in the note, which payee is 
referred to as the beneficiary in the deed of trust; and that said association 


Long Beach Federal— 


had loans on approximately 8,000 parcels of land, and face amount of approx- 
imately $12,000,000 of unpaid balances; and that the trustee holding fee title to 
all of said parcels of property was, and is, Title Service Co., defendant and 
intercedee. 

Mr. Karsten. That is separate from the association; is it? 

Mr. Fiscusacn. That is right; completely. 

Mr. AmMANN. A separate legal entity. 

Mr. Lovre. But the same people. 

Mr. AmMMann. The same people. 

Mr. Fiscunacu. It is entirely a separate entity. 

Mr. Lovre. I understand. 

Mr. Fiscuspacu. Which is required in California in order to prevent 
merger of equitable and legal interests. 

Mr. Lovre. Certainly. 

Mr. Fiscupacu (reading): 


. 


And at all times after the seizure by said Ammann of the property and records 
of said association on May 20, 1946, the officials of said association refused to 
recognize the validity of said seizure, and as a result thereof a controversy de- 
veloped between Ammann and said association, which controversy made it 
impossible for said Title Service Co. to determine whether or not after payment 
by the debtor a reconveyance of the fee title should be made by said Title Service 
Co. as such trustee upon demand of said Ammann or on demand of said associa- 
tion; that as a result of said controversy the undersigned district judge has 
allowed petition in intervention by borrowers on notes secured by trust deeds in 
order to enable them to secure merchantable titles to the property, and to thus 
avoid demand upon them for double payment of said notes, and to avoid the cost 
and delay of foreclosure; and that by the maintenance of the suit of plantiff— 


that is Paul Mallonee and so forth against Ammann and Fahey 


the plaintiff herein and their counsel have provided a means and inducement for 
all of the persons having loans from said association to pay said loans, secure 
valid reconveyances, and also to secure policies of title insurance which were 
otherwise not obtainable, and without which they would have had no merchant- 
able title to their property. 

Now I would like Mr. MacGuineas to correct me if this is not an 
absolutely correct statement: After Judge Hall made the order from 
which I bave just quoted, Jim Carter, as United States attorney, the 
gentleman whom we heard in executive session, and who is now a 
Federal judge, filed an application in the circuit court of appeals for 
supersedeas and a stay of this order; thereafter complaint was made 
to the Home Loan Bank Board that by seeking to stay the order | 
have just quoted and by appealing from the order which I have just 
quoted, the validity of that order was still placed in doubt, had not 
become final; in response to complaint addressed to the Home Loan 
Bank Board, Mr. Divers and others, I take it, of the Board wrote 
letters in substance as follows: 

“We can do nothing about the situation. It is in the hands of the 
Department of Justice.’ Thereafter the Department of Justice, 
I presume with the permission of the Solicitor General, dismissed the 
appeal that was taken to the circuit court of appeals, allowing Judge 
Hall’s order in that respect to become final, and thereby to provide 
a means whereby the titles were permitted to become unclouded so 
that title policies could be obtained. 

Now, is that substantially correct? 
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Mr. MacGutneas. If the subcommittee wants my views, I would 
like to be permitted to state them in my own words and not Mr. 
Fischbach’s. 

Mr. Fiscuspacu. All I want is your cooperation in getting the 
substance of the facts before the subcommittee. 

Mr. MacGurneas. If that is the way the subcommittee wishes to 
ask me to state the situation as I understand it, I will be glad to give it. 

Mr. Fiscuzacu. I think we ought to have it. If you will not agree 
with what I have stated as being substantially correct, please give us 
briefly what you understand is correct. 

Mr. MacGurngas. The situation, as I understand it, was this: 
Judge Hall made this order from which Mr. Fischbach bas read some 
of the recital. 

Mr. Karsten. In recital, he said a controversy has arisen between 
the association and conservator. He has said nothing about the title 
company, Mr. Fiscbbach. 

Mr. MacGurneas. The next point I want to make, from my recol- 
lection without having looked at this order for several years, it is my 
recollection that Judge Hall did not go into the question of the com- 
munity of interest or identity of iaterest between the Title Service Co., 
Mr. Gregory’s company, and the Long Beach association. 

But be that as it may, Judge Hall entered this order. The Govern- 
ment then took an appeal from that order. During the course of tbat, 
when the appeal was being perfected, the Home Loan Bank Board 
was being importuned from many sources, as it is today, to settle this 
case, not to carry the thing on through the courts. As a result of 
those pressures, as I understand it, witb the thought tbat if these 
appeals were dismissed, there was hope of entering into an agreed settle- 
ment of the whole controversy. The Department of Justice agreed 
to dismiss the appeal not because we thougbt the appeal was lacking 
in legal merit, but because we were willing to do that as a means of 
what was then thought to be a possible reaching of an agreement to 
resolve the whole controversy. 

Mr. Karsten. This finding of the court you read— 


as a result thereof a controversy developed between said Ammann and said asso- 
ciation, which controversy made it impossible for said Title Service Co. * * * 


That is the first we know of it. And goes on— 
to determine whether or not— 


so and so can be done. 

Mr. Fiscupacu. That is right. 

Mr. Karsten. The controversy was evidently then between the 
association and the conservator. The title company was not in the 
controversy at all. 

Mr. Fiscupacu. The title company was caught in a cross-contro- 
versy between Ammann and Gregory and the stockholders committee, 
licensed under the laws of California, represented by Mr. Westover, 
who is in this room. Being caught in the position where cross- 
demands were made upon it, it said, ‘‘ Well, we can’t decide this. We 
will throw it into court.” So they threw it into court when they 
interpleaded. They then became a defendant and an interpleading 
cross-plaintiff, and the court, taking jurisdiction of the interpleader, 
proceeded to do that which the court could do, namely, provide 
& Means and an avenue whereby the innocent bystander could allow 
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the principals to carry on their war amongst themselves and at 
the same time give the innocent bystander, the home owner, an 
opportunity to get a valid reconveyance, to get a valid title insurance 
policy from a valid title insurance company. 

Now when that order was made, the Government—lI will accept 
Mr. MacGuineas’ statement as to the reasons which prompted the 
Department of Justice. 1 don’t want that to go by even with a sug- 
gestion of a challenge. I was simply trying to lay before the com- 
mittee the material high spots in this situation. When Judge Hall 
made that order there was an appeal, and the appeal prevented that 
order from becoming final. Thereafter the appeal was dismissed and 
the order became final, and the means of clearing the titles was estab- 
lished. 

Mr. Lanuam. Yes; but that means at the expense of the borrower 
who is trying to repay. But nevertheless, in spite of all of that, if 
there had been any cooperation between the title company and Mr. 
Ammann, all of this would not have been necessary, and there was a 
way that the title company could have determined whether the loan 
was paid or not. 

I cannot see why they should not have joined with Mr. Ammann 
for the benefit of the borrower. It seems to me that would have solved 
the thing without going into court. 

Mr. Houirievp. At this time I am going to ask Mr. Gregory to step 
forward and testify as to this point, if you can do it within 5 minutes, 
because it is time for lunch. 

Mr. Grecory. The question arose—— 

Mr. Houtrievp. Just a minute please. Mr. Gregory is going to try 
to explain from the standpoint—Now, are you speaking from the 
standpoint of the Title Service Co. at this point? 

Mr. Grecory. That is right. 

Mr. Houirieitp. As to why they would—— 

Mr. Grecory. As to whatever capacity I may have. 

Mr. Lovrr. In what capacity were you then, and what are you now? 

Mr. Greaory. I am secretary of the title company. 

Mr. Lovre. How much do you own of it? 

Mr. Grecory. I would say approximately a fifth. 

The Title Service Co. was named trustee in the deeds of trust. 

Mr. Ammann brought up quite a number of other things I would like 
permission to answer. 

Mr. Houirieip. We will give you the opportunity later on for that. 

Mr. Grecory. The Title Service Co. was made a defendant by 
the 16,000 shareholders of the Association, suing it to prevent it from 
acting upon Mr. Ammann’s demands for reconveyances, and obviously 
no title company nor any corporation would assume the position, 
whoever its officers are, of attempting to prejudge or predetermine 
what the outcome of a lawsuit would be. 

Whatever our capacities were, we did the things we thought any 
independent trustee should do, and that is go to court and interplead 
whatever equity we had in the property in controversy, and say, 
“Judge, here it is. What shall we be directed to do?” 

So we interpleaded the deeds of trust that had been handed to us 
by Mr. Ammann, together with the titles of $12,000,000 worth of 
property which the trustee held as trustee under deeds of trust, and 
asked the court’s direction on what to do from that point on. 
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Mr. Houtrrevp. In other words, because you had been challenged 
legally on the point of conveying titles, for the benefit of the home 
owner—— 

Mr. Lovre. Who- 

Mr. Hourrieip. Just a minute. You immediately, not being 
willing to assume that responsibility because you were under suit, 
transferred that responsibility to the court so that you would have a 
legal approbation of any action which you took? 

“Mr. Grecory. That is correct. 

Mr. Lanuam. Had you been enjoined? 

Mr. Grecory. No; we had not been enjoined. We had been 
sued. 

Mr. Lanuam. You had the power to determine, or the oppor- 
tunity to determine whether a loan had been paid. 

Mr. Grecory. No; we had no access to the association’s books 
at all. 

Mr. Lannam. Did you ask for access to them? 

Mr. Gregory. Yes. 

Mr. Lanuam. Are they not trying to get you to cooperate? 

Mr. Gregory. We had made demands upon them for reports and 
access to the books and information from the association, none of 
which we ever received. 

Mr. Lanuam. I know, but did you in any case where a borrower 
wanted to repay and had made a request for reconveyance, ever try 
to find out from the conservator whether or not the loan had been 
paid? 

Mr. Grecory. Yes; we asked the court to find that out. 

Mr. Lanuam. I did not ask you that. I asked you if you had ever 
asked the conservator. I know you asked the court to do that. 
Both of you are just litigious, on both sides, and that is the whole 
trouble here. As long as you go on with this sort of thing, I do not 
know what you people in southern California are going to do about 
building. The Department of Justice seems to be litigious, too. 

Mr. Lovre. Were you here the other day when Mr. Adams testi- 
fied? 

Mr. Grecory. Yes, sir. 

Mr. Lovre. Do you agree with his statement, which in substance 
was that the party had been over for a long time, that vou refused to 
leave. Do vou so agree with that? 

Mr. Grecory. No, sir; | don’t. I should like very much to find 
a way out, if we can find a way out and let Long Beach Federal survive. 

Mr. Houirietp. You would like to go home from the party, too? 

Mr. Grecory. I certainly would. 

Mr. Houirietp. We will reconvene at 2:30. 

(Whereupon, at 12:30 p. m., the hearing was recessed to reconvene 
at 2:30 p. m. of the same 5 a 


AFTERNOON SESSION 


Mr. Houirretp. The committee will be in order. 

At this time I would like to have inserted in the record some figures 
which Mr. MeKenna was asked to produce this morning. 

The total eleventh and twelfth regions have 310 associations in 


them. The former eleventh region has 127 and the former twelfth 
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region has 183, making a total, as I say, of 310 associations in the 
area in which we are concerned, that is, at the present time, the com- 
bined eleventh and twelfth regions. 

Let us proceed as quickly as we can with this statement of Mr. 
Ammann so that if it is possible we can hear Mr. Dusenberry and 
Mr. Angell. 

Mr. Fiscusacu. Mr. Gregory was in the midst of a statement in 
connection with the title insurance, and he advised me that he would 
like to complete that statement before we resume with Mr. Ammann. 

Mr. Hourrretp. How long will it take? 

Mr. Grecory. About 2 or 3 minutes. 

Mr. Houirrexp. All right; finish your statement. 


FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, LONG 
BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, LONG 
BEACH, CALIF, 


Mr. Grecory. Mr. Lovre had asked me about the Title Service 
Co., and asked several more questions, but I will make the statement 
that I anticipate what he was asking, ““What were the total profits 
for those 11 vears of operation before the seizure of the Long Beach 
Federal.” 

It was ten or twelve thousand dollars, as I remember it. No divi- 
dends had ever been paid any of the officers or directors, and no sala- 
ries had ever been paid any of the officers or directors of the Title 
Service Co. It was organized originally at the suggestion of Mr. 
Catlett, a member of the Home Loan Bank Board, together with his 
chief counsel for the Home Loan Bank Board, Mr. Horace Russell. 

When we discussed with him what the powers of the Federal 
Savings were at that time, at that time the ruling was that they should 
not handle esecrows, issue accommodition checks or other accommo- 
dations to the customers, which we thought was essential to the build- 
ing up of the company. And for that reason they had suggested that 
we do it under another corporate entity or handle it individually. 
And we thought the corporate entity would be better. 

We furnished an audit report to the Federal examiners every vear 
up until 1945. We offered it to them at that time, and the examiner 
told us he was not interested. It was a topic of discussion in 1942 
when the Board at that time, or their representatives, reanalyzed the 
situation and we got no criticism from the supervisory letters after 
that date. 

There was a matter having to do with the titles, and why they could 
not be conveyed, and I would like, if we may take about 2 minutes 
more, for Mr. Chapman to read one of the findings of the court in 
connection with the titles, if he might do that, Mr. Chairman. 

Mr. Fiscupacu. That is very short. 

Mr. Hourrrevp. All right, Mr. Chapman. 


FURTHER TESTIMONY OF CHARLES K. CHAPMAN, ATTORNEY, 
LONG BEACH, CALIF. 


Mr. Cuapman. I have previously been sworn, gentlemen. 
I think that it is easy for lawyers to make contentions. We ail 
have our views. It seems to me that when the court has said some 
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thing and an appeal has been taken and dismissed, or it has become 
final from lack of an appeal, that that finding should have a little 
different attention than some lawyer’s statement. 

I am now reading from an order permitting intervention. It was 
made by the district court December 15, 1947. The appeal was 
taken from that order by the Department of Justice, Mr. Ammann’s 
attorneys, and so forth. That appeal was thereafter dismissed with- 
out hearing in the court of appeals. 

The court found, reading at page 3137: 

It further appearing to the court that neither said conservator alone, nor said 
Long Beach Federal Savings and Loan Association alone, nor any of the parties 
to this action can, without the aid and assistance of this court, make, execute, and 
deliver to said petitioners in intervention and effect the relief and discharge of 
the said real property described in said complaint from the lien, encumbrance, 
and obligation of said deed of trust securing said note in favor of said Long Beach 
Federal Savings and Loan Association, and it further appearing that grave and 
irreparable damage will be suffered by the petitioners through being unable to 
clear title to their said real property of the obligation of said note and deed of 
trust; and it further appearing that said petitioners have the right to tender and 
pay the balance of the principal, interest, penalties, and costs under said note 
and deed of trust so as to stop further accrual of interest, penalties, and costs and 
have offered to pay the amount due thereunder in full satisfaction thereof, but 
are in doubt as to who is entitled to receive such payments thereunder in order 
to secure a valid release and reconveyance and obtain a merchantable title to 
their said real property. 

That became final by an appeal being taken and dismissed, as I said. 

Mr. Hourrreirp. Will you explain just a minute there to Judge 
Lanham, who came in, what you have been presenting to the com- 
mittee, so that he may know also? 

Mr. CuapMan. I just read a finding from the district court, that 
no one, without the aid of the court, could make a clear title to the 
property. 

Mr. Lanuam. That was because they could not get the cooperation 
of the parties. I think under the circumstances that was true, but 
it need not have been that way. 

Mr. CHapMan. I want to answer that, Judge. The trust deeds 
that Mr. Ammann took possession of—he told he borrowed $7,300,- 
000—he assigned every one of those trust deeds to the San Francisco 
bank. I am going to read a finding on that point in just a moment. 
He had signed those as securities for the said loan of $7,300,000. 

lhe $7,300,000 that he borrowed from the San Francisco bank was 
assets of the Los Angeles bank that he had helped seize less than 
60 days previously. That put a claim on those trust deeds that he 
assigned to that bank of the Los Angeles bank stockholders for their 
seized assets. That is why the court made the finding that no one 
could clear the title without a court order. 

Mr. Lanuam. That puts a different light on it. 

Mr. Cuapman. I would like to read that finding to you, having 
made that explanation. 

On March 13, 1948, the district court made another order. 

That pending final judgment and decision of the various issues of the within 
consolidated actions neither said Long Beach Federal Savings and Loan Asso- 
ciation, alone, nor said Federal Home Loan Bank of Portland, sometimes known 
as Federal Home Loan Bank of San Francisco, alone, nor said Federal Home 
Loan Bank of Los Angeles, alone, nor any of the parties to this action can, without 
the aid and assistance of this court, make, execute, and deliver to the said bor- 
rowers and home owners an effective release, reconveyance, and discharge of their 
real property. 
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Under that order, gentlemen, the San Francisco bank deposited 
into the registry of the court about $14,000,000. Nobody ever 
appealed from that order. They brought in over $8,500,000 worth 
of trust deeds. Every one of those trust deeds had been assigned by 
Ammann to the San Francisco bank as security for the $7,300,000 of 
seized Los Angeles bank assets that had been loaned to Ammann by 
whoever was in charge of the San Francisco bank. 

Mr. Lanuam. How soon after he took over did he make this assign- 
ment or transfer? 

Mr. CuapMan. The assignments were undated; that is one of the 
contentions of the litigation. I have never seen any of that. Every 
note, on the back, had a rubber-stamp assignment to the effect that 
the within note of deed of trust is assigned to the Federal Home 
Loan Bank of San Francisco, Los Angeles Federal Loan Bank, by 
A. V. Ammann. 

\ir. LaAnnaAmM. No date on that? 

Mr. Cuapman. No date. And when they came back there was a 
rubber stamp across that assignment, ‘Assignment canceled, Federal 
Home Loan Bank of San Francisco,’ and that assignment was not 
signed by anyone, nor was it dated. And those were the documents 
that were tendered to the Title Service Co., and they asked that they 
reconvey on the basis of that kind of a title, instead of which they 
asked the court for instructions. 

Mr. Lover. In other words, there was not a thing that could be 
done under those circumstances? 

Mr. CuapMan. Except to go to the court, that is correct. 

Mr. Love. And even before this particular court proceeding 
had been started there was not a thing that could be done, as far as 
the association and the Title Insurance Co. was concerned? 

Mr. Cuapman. Not after Mr. Ammann assigned the trust deeds. 
And when he assigned them, it does net show from the trust deeds. 
1 do not know when he did. 

Mr. Lovre. So that if there was complete harmony, complete 
cooperation between these two institutions, still there would have 
been that cloud on the title? 

Mr. CuapmMan. Except for one thing: the shareholders of Long 
Beach if they had been willing to see their association go the road of 
the Los Angeles bank, and had never brought a lawsuit in the Federal 
court, because in California the pendency of a Federal court lawsuit 
affecting real estate will not be insured by any reputable title com- 
pany that there is no such lawsuit. 

I would like to go a little bit further, as to the process that we 
took when we got back into possession, cleared the titles. You asked 
earlier in the morning, Judge Lanham, about that. 

We have here 80 printed pages of legal descriptions. We went to 
court as soon as we were restored and obtained an order by depositing 
the bonds, clearing everybody’s title to everybody’s home. And 
since that time, since we have been restored and have obtained that 
order, there has been no title tangle of any kind except what is now 
threatened by the appeal as to the jurisdiction of the court. If they 
are successful and wipe out these court proceédings—TI do not believe 
that can be done, but that is a lawyer’s opinion—if they can wipe out 
the final judgments of the Federal court, 2, 3, and 4 years old, that 
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they never appealed from before, then I think we will have our title 
clouds all over again. 

There is one other way that the title could be clouded, that is, the 
so-called administrative hearing. If that proceeds to the point where 
the Federal Savings and Loan Insurance Corp., one of the defendants 
in this litigation and—that is, in other words, Divers, LaRoque, and 
Adams, they are the corporation under the law, if they appoint them- 
selves receiver of our association to liquidate it, the moment they 
make that order the titles are clouded again because one of the parties 
to « litigation will have taken title to himself without a Federal court 
order. 

] have given you the page references of the things I have quoted 
here. The last quotation was read from page 8409 of the printed 
record. And that is not the imjunction that is now upon appeal. 
That is an order of the Federal court, 2 vears old, from which no 
appeal was ever taken and under which one of the parties litigant 
deposited $14,000,000 in the registry of the court. 

Mr. Lanuam. Have there been successive suits similar to which 
appeals have been taken? 

Mr. CoapMan. No. We have been able, because of the interpleader 
jurisdiction of this court to bring all of the litigation to one focal point, 
the one court for decision of all of the title problems. There have been 
other suits filed. They were promptly either consolidated into this 
case or injunctions issued against their prosecution, the parties re- 
quired to come to this one court and litigate. That is why there have 
not been 8,000 title actions about this matter. 

I will read further from pages 8410 and 8411, as follows: 

That emongthe injuries which would flow to said home owners, end borrowers 
and purchesers by feiling to require such Ceposit pending the final judgment in 
the within action, are (1) the inability of said thousands of borrowers and home 
owners to secure a2 mercbhentable or insurable title to the particuler real property 
involved, which in turn would prevent either sele thereof, or a loan or refinancing 
thereon, or @ payment end termination of the interest and obligations of the 
present loans and deeds of trust thereon, and (2) a multiplicity of suits which 
might involve all of the issues reised, or which can be reised, in the instant liti- 
gation, and all of the parties to the present litigation; which injuries and demage 
are found to be grave, irreparable and continuing as to the thousands of borrowers 
and home owners who have given their notes and deecs of trust to said Long Reach 
Federal Savings and Loan Association and conveyed the titles to their homes as 
security for said loans. 

Mr. Hourrietp. Thank vou, sir. 

Now, Mr. Ammann, if you will proceed as expedittously as possible. 


FURTHER TESTIMONY OF A. V. AMMANN, ASSISTANT CHIEF 
SUPERVISOR, HOME LOAN BANK BOARD 


Mr. AMMANN. In respect to the Title Service Co. before any litiga- 
tion was brought, I delivered to them these instruments I had men- 
tioned this morning with the understanding that endeavor would be 
made to work out a harmonious arrangement. 

The next I heard, they had taken them to court. In that connec- 
tion, too, not knowing that was be:ng done, | delivered other papers 
to them in respect to other loans. 

Mr. Fiscaspacu. Excuse me; Judge Lanham and, | believe, Mr. 
Lovre inquired a few minutes ago of Mr. Chapman as to when these 
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assignments were made to the San Francisco bank of some $14,000,000 
in trust deeds. Can you tell us when vou made those assignments? 

Mr. AMMANN. At the time the money was borrowed. 

Mr. Firscusacu. Was that in May of 1946? 

Mr. AMMANN. It may have been over in June; I am not sure whether 
some of it was borrowed in July. But as the borrowings were made, 
the collateral that was offered to the bank was rubber-stamped on the 
back of it, and I distinctly recall spending considerable periods of 
time signing my name by hand under those rubber stamps of 
assignments. 

Now, those deeds of trust were not all delivered into court during 
the early operation of the conservatorship. I am not able to say 
when they were, but this $14,000,000 of deeds of trust that Mr. 
Chapman mentions having been deposited in court, I believe, were 
taken into court at rather a late time in respect to the operation of 
the conservatorship. 

Mr. Fiscupacu. Can you tell us why there was not any date on 
these assignments? 

Mr. Ammann. I used the form and style that the bank told me to 
use. I have the stamp that was in the form that they told me to use. 

Mr. Fiscnspacnu. You were dealing with Newell at that time? 

Mr. AMMANN. I was dealing with the Federal loan bank. 

Mr. Fiscupacu. Answer the question that 1 asked of you, please. 

Mr. AMMANN. I was dealing with Mr. Newell and Mr. Noon of the 
Federal home loan bank. 

Mr. Fiscnurnacu. And Mr. Newell was one of the gentlemen who 
took over the Los Angeles bank under Mr. Fahey’s order? 

Mr. Ammann. I think he took charge of the operation of that 
branch at that time. 

Mr. Fiscuracn. Could you give us the date of your receipt for the 
trust deeds in connection with Title Service? 

Mr. AMMANN. You mean the large number I said I took over that 
early in the conservatorship? 

Mr. Fiscupacu. Yes. 

Mr. Ammann. I do not know whether I have a copy of that or not. 
It was within the first week, I would say, of the conservatorship. 

Mr. Fiscunacn. All right. Resume your statement, please. 

Mr. Ammann. I delivered to them other instruments in the hope 
we would get a reconveyance deed. When I found we could not 
get them back, the borrowers wanted me to return the papers back 
so they could have them. They said they would be willing to wait 
or whatever their reasons, that they wanted them back. I made a 
request for their return, and they were never returned. There was 
no honor, no acknowledgment made of my request. 

During the whole period when borrowers wanted to repay and were 
told what the situation would be in respect to their title, a number 
of them went over to the Title Service Co.’s office and talked to the 
parties there. A dozen or 3 or 4 dozen of them, a large number, 
came back to me at different times and said that they had been told 
over there that they should not make any payments on their loans, 
not alone repaying the loans in full, because the chances were that they 
would have to pay that money all over again. And I had to talk at 
length with a good many of them in order to get them to start paying. 
As a matter of fact, some of them did not pay. Some of the folks 
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who were paying when the conservatorship was started discontinued 
payments thereafter, including employees of the association who had 
gone with Mr. Gregory, over to his new office, with his other businesses. 

In respect to the procedure that has been explained here as having 
been worked out for the repayment of the loans by borrowers, there 
are two practical aspects that have not been mentioned. 

From the standpoint of the borrower, if that appeal had been pur- 
sued, I understood from our attorneys, if that would hold, those 
borrowers who were then trying to get relief in court were tied down 
until the appeal could be heard, and so on. I was anxious for that 
to be avoided and I wanted to keep all of the good will possible for 
the association. 

When the money was paid into court it became sterile. It was 
not available to the institution for its own operation and earnings. 
So the more that was piled up in court the less there was for earnings 
and dividends for the owners of the business. So I, personally, was 
opposed to the piling up in court of money which, as a matter of fact, 
ultimately, became a very important factor in maintaining adequate 
earnings in the institution. 

The shareholders committee has been mentioned in this connection 
as having brought an action, and mention made of the effect of my 
letter of May 22 on the matter of withdrawals. A letter was circu- 
lated by the shareholders committee. This one is postmarked July 4 
which, to me, would be as exciting to an informed investigator who 
went out in the field as the other letter you mentioned would be. 

Mr. Lovre. July 4 of what year? 

Mr. AMMANN. Of 1946. 

Mr. Harpy. Whose letter is that, that you have reference to? 

Mr. AMMANN. The shareholders committee was formed shortly after 
the conservator was appointed. It set up its offices in Mr. Gregory’s 
insurance and escrow business office. It carried on its activities from 
there. I saw them hauling large volumes of mail to the post office 
from there. The employees of the association went over there and 
worked at night and told me they were working on getting out infor- 
mation in respect to the shareholders’ activities under the direction of 
Mr. Gregory. 

From a practical standpoint, too, to pursue the practical angle of 
the Title Service Co.’s operations, as I was this morning, I distin- 
guished from the legal fiction of it that there was one instance which 
is illustrative. A letter was written on association stationery to the 
Title Insurance & Trust Co., sending some papers and instructions in 
respect to a loan, signed by an employee of the association. Shortly 
thereafter that employ ee wrote to the Title Insurance Co. again, en 
time using the Title Service Co. stationery, in which they said, 
effect: “Do not pursue this further until we give you clearance.” 

After I came into the matter and was ready to go on, the questions 
had been cleared up, I asked the title company for them to proceed. 
They would not. 1 asked them for the papers back. They said they 
had instructions from the Title Service Co. and they could not do 
anything until those instructions had been changed from the Title 
Service Co. The same individuals, just using a different sheet of 
paper. 

Mr. Lovre. May I see that letter that you have down there, that 
photostatic copy? 
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Mr. AMMANN. Yes. 

Going on to the next item mentioned in Mr. Gregory’s statement, 
he says: 

However, on one loan it appears certain the loss will be nearly $70,000 out of 
$160,000 loan. It is over a 40-percent loss. 

The only loan on which I made any advances aggregating that 
much money in one loan that I can recall is the one, or, the loans 
and advances brought together for the salvage of the loan or loans 
then on the association’s books which have been referred to as the 
Jackson-Turner loan. The facts in respect to those loans are a little 
involved. I think they are highly indicative. 

The association, on May 20, 1946, had outstanding about 80 con- 
struction loans, aggregating $324,000, either to Jac kson Turner or to 
borrowers for whom Jackson Turner had contracted to construct the 
securing improvements. 

Primarily, because of unsound lending and loan disbursement 
practices on the part of the association, these loans had become so 
seriously involved that the association was faced with substantial 
financial loss unless some means could be devised to protect and 
salvage its interests. 

Mr. Fischsacu. What are you reading from? 

Mr. AMMANN. I am reading from a memorandum I made at the 
time of the facts. 

Mr. Fiscunacu. Let us have that memorandum marked in evidence 
here. This is a memorandum dated February 10, 1947. It is 
entitled, ““A. V. Ammann, Conservator, Long Beach, Authorization 
No. 44,” addressed to Mr. A. C. Newell, and has attached to it an 
agreement dated February 17, 1947, between Jackson Turner and 
Long Beach Federal. I would like to have that marked as an exhibit. 

Mr. Houirievp. If there is no objection that will be marked as an 
exhibit. 

Mr. Fiscuspacu. And considered as ‘Ammann Exhibit No. 5. 

Mr. Houirrevp. Very well. 

(The documents referred to were marked for identification ‘‘Am- 
mann Exhibit No. 5,’ made a part of the record and placed in the 
files of the subcommittee.) 

Mr. Lovre. You might have this marked, too, and have him explain 
that. and put that in. 

Mr. Hoxirieip. Let me see that, please. 

Mr. Fiscusacu. You may proceed. 

Mr. AmMMANN. This memorandum from which I am reading, to 
explain it, its identity a little more fully, is a copy of the authorization 
requested and granted in respect to making further advances on these 
loans. 

Mr. Fiscuspicn. Inasmuch as it is in evidence, and we will have 
it before us, if you want to point to the particular gist of that docu- 
ment that you want to call to our attention, I think it wil! shorten 
your statement. 

Mr. AMMANN. I cannot sey it much more tersely than I state it 
here, because the whole thing, if I leave out a part of the rest of it, 
does not tell you. 

Mr. Fiscupacn. It is all in evidence. 

Mr. AMMANN. Yes, sir. 
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Mr. Lanuam. I do not think we ought to take the time to read the 
whole thing. If it is in evidence, we have it. If he wants to call 
attention to any special parts of it, that is, in reply to what Mr. 
Gregory has said, I think he should do that, but not read the whole 
thing. 

Mr. Hourrrevp. It has been accepted as an exhibit. So if he 
wishes to read from it, I think he should be allowed to read it. 

Mr. AMMANN. This will not be included in the record, I understand. 

Mr. Houirrevp. Just as an exhibit. Will you bear with me just a 
moment, 

Mr. Fiscupacu. It is included in the record as an exhibit. 

Mr. Houirietp. It is included in the record. What was your 
question? 

Mr. AMMANN. I just wanted to get more clearly in my mind what 
your desire was and what the disposition of this was to be. I did not 
quite understand. 

Mr. Houirietp. My understanding was that when | put the ques- 
tion, it was that it would be considered as an exhibit and would be in 
the record, but it would not necessarily be included in the printed 
hearings. That was my understanding. Is that correct? 

Mr. Fiscupacn. It depends. We will do so at a later date, if we 
want to include it in the printed hearings. 

Mr. Houtrievp. As to all of the exhibits we have, it is my under- 
standing that they are not necessarily part of the printed record, 
unless the subcommittee takes action and puts them in the printed 
record. 

Mr. Fiscuspacnu. That is correct. 

Mr. Houirre.p. | wanted to be sure I was clear on that. 

Mr. Harpy. If there are any parts that ought to go into the printed 
record that might be provocative of discussion or questions, | think 
that ought to come in. 

Mr. Hourrrevp. It will be the subcommittee’s prerogative to put 
it inat a later date. The parts he is reading are going in. 

Mr. Harpy. And unless he reads into the record at this point the 
pertinent points we have no way of knowing whether it will provoke 
any questions. 

Mr. Houirtevp. He has been given that privilege of reading. May 
I finish this business of your request, please. Mr. Lovre has asked 
that a certain photostated letter and proxy be entered as an exhibit. 
Was that your request? 

Mr. Lovre. Put it right in the record. 

Mr. Houirtevp. If there is no objection that will be done. 

Mr. Fiscupacu. Let that be considered as ‘““Ammann_ Exhibit 
No. 6.” 

(The document referred to was marked for identification 
Exhibit No. 6,” received in evidence and follows: ) 
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AmMaNN Exutinir No. 6—Continued 


SHARSHOLDERS COMMITTEE OF LOG BEACH 
FEDERAL SAVINGS AND LOAN ASSOCIATION 
146 E. Third 8t. 
Leng Beach, California 


¢ 


You sre probably aware of the fact that Jchn H. 
Fohey and A. V. Amman have seized the Long Beach Federal 
Savinge and Lorn Association, claiming te act under erme 
governmental authority. A lnrge mimber of the share 
boldors in the Asccciation, fearing that the action of 
John H. Fahcy and A. V. Amman may result in the umneoerosary 
Qoatruction cf or injury to the Association have organized 
@® protective committee to look after and pretect the 
intercurts of the sharchcldurs. Paul be Mallonvce, C. H. 
Newhouse, and Winnie Bucklin now cohstitutey this Committes. 

If the Committee is to effectively represent 
and protest the shareholders, it must have prexics and 
authorisations from 1 considerable number of charcholders. 
For this reason the enclosed form of proxy ia scent te you, 
with the cxoress knderctanding that if you sign it you 
shall be umior no personal liability for any cxpenses of 
Any Kind, and you shall not bs called on for any scontri- 
bution. The purpose of this Committee is to protect the 
Anooeiation and its shareholders, and to assure looal 
management of the Asecciation,. 


Will you plenxse sign the proxy and mail in the 
enclosed envelope. 


Codec + a, £é } atl, th, 


Chairman 





Lease sign 
It is essential to return all three oopies). 


PHONE 742-83 
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AMMANN Exutpir No. 6—Continued 





BHAREHOLDERS Comin: Tres OF LOnd SEACH 
Fi (RAL SAVINGS AND LOAN ASSOCTATION 
146 E. Third St. 

ng Ceach 2, California 


Ee. Anne keidal 
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Long Beach 2 
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Mr. Lovre. I would like to ask you one question there. I have 
glanced over this letter and, apparently, the substance of it is asking 
for a conservator of the conservator. Is that the substance of this 
letter? 

Mr. AMMANN. Yes; that the Shareholders’ Committee were now 
protecting the association against the Government: yes, sir. 

Mr. Houirtevp. To clarify that point, the Shareholders’ Committee 
which is permitted under the laws of the State of California were given 
certification to act as a group to protect the interests of the 16,000 
depositors; is that not right? 

Mr. AMMANN. I am not certain as to that. My understanding, 
Mr. Chairman, is that under California law a group who want to 
solicit funds must form some sort of organization and obtain a license 
in order to collect funds and carry on, and that any group of upstanding 
people have a right to do that, I guess. 

Mr. Houirietp. Let us not put any inferences in that this group 
was not a legitimate group. As a matter of fact, it is the one legitimate 
group that was certified under the laws of the State of California to 
do exactly what they are doing. So, let us keep the record straight. 

Mr. Ammann. All I meant to say, Mr. Chairman, is that I do not 
know how they were licensed or what they had to do to get licensed. 
I did not understand that it was a complex thing. I did not know that. 

Mr. Houirievp. I never said it was a complex thing. I said they 
were proceeding under the laws of the State of California to do 
exactly what the law provides for a stockholders’ committee to do in 
the case of any corporate controversy. 

Mr. Fiscusacn. In connection with “Ammann exhibit No. 6,” Mr. 
Ammann, who authorized you as conservator to solicit proxies from 
the shareholders? 

Mr. Ammann. I did not solicit any. 

Mr. Fiscuspacu. Will you explain what appears on the reverse side, 
on the back of this envelope, exhibit 6? 

Mr. Ammann. This top photostat is a picture of the front and back 
of an envelope which came in entirely unsolicited. Addresssed to 
the association with “Head Investigator’ underscored on the front 
of it. And on the back of it a form of authorization to act as his 
attorney in all matters, and so forth. I do not know who the man is, 
who wrote it. I never saw him. 

Mr. Fiscupacu. What does it say? 

Mr. AMMANN (reading): 

I hereby authorize the United States Government, through whatever appointee 
of said United States Government, to act as my attorney in all matters affecting 
my account No. 27356 in Long Beach Federal Savings and Loan Company, 328 
American Avenue, Long Beach. 

ANNA KEIDEL. 

Mr. Lanuam. Was that a rubber stamp? 

Mr. Ammann. No; that is written by hand on the back of an envel- 
ope by this person, apparently, who mailed this. 

Mr. Lovre. That person must have had more confidence in the 
United States Government than he had in the stockholders’ committee. 

Mr. Ammann. I do not know why he sent this, any more than 
this shows here. 

Mr. Fiscupacn. You say that came to you through the 
that way? 
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Mr. AmMann. Here is the envelope. 

Mr. Fiscupacu. What is the reference to ‘“investigator’’? 

Mr. AMMANN. There is written on the front of it the words “Urgent. 
Federal Savings and Loan Company, Washington, D. C. Head 
Investigator.’’ It says on the back of this envelope—— 

Mr. Fiscusnacu. What is the date of the envelope, the postmark 
on it? 

Mr. Ammann. The postmark is not clear. It looks like it is 
July 5, 1946. 

Mr. Houiriretp. That appears to be a valuable piece of evidence, 
so that I think it should be printed in the record. 

Let us proceed. 

Mr. AmMann. The second page of this is an undated copy of an 
undated letter addressed or headed ‘Shareholders’ Committee of 
Long Beach Federal Savings and Loan Association,’ and there is 
not any addressee on it. This is the form letter which went out to 
all of the shareholders. 

The next page is a photostat of a form of proxy. 

And the next is a photostat of the return envelope, apparently, 
provided for the return of the proxy. 

I do not know why this is cut like that. I have never understood 
why that was. 

Mr. Harpy. While we are talking about proxies, did I understand 
you to say that at no time did you attempt to secure any proxies? 

Mr. AMMANN. That is true. 

Mr. Harpy. You did not have any need for them; did you? 

Mr. Ammann. I had no authority of ever trying to. 

Mr. Harpy. What good would it do if you did? 

Mr. AMMANN. None. I made no attempt. 

Mr. Harpy. The proxy would not have done you any good unless 
you made an election? 

Mr. Ammann. Did I make the statement? 

Mr. Harpy. A question was raised awhile ago, at least, I thought 
it was raised, as to whether you had made any effort to get proxies. 

Mr. AMMann. I made none. I made no effort to obtain proxies. 

Mr. Harpy. What I was trying to get at is: You actually had no 
motive to attempt to get any proxies, because it would not have done 
you any good, if vou had gotten them. 

Mr. AMMANN. I think that would be true. 

Mr. Harpy. And, possibly, in connection with the election which 
took place under the order of the court under the special master, ex- 
cept in that case. 

Mr. AmMMann. I do not know what the rules were of that election. 
They may have required new proxies. I do not know. 

Getting back to the Jackson-Turner loans, they are a little more 
important than just $160,000, because they involved imposition on and 
misuse of a number of veterans who had come to this institution for 
financing, whose funds had been disbursed without their authority in 
advance of construction in such a fashion that when we got into the 
matter to straighten it out the veterans had signed notes and deeds 
of trust obligating them to make payments, they had no houses to 
move into; they had to pay rent where they were; they had protested 
that the association would not even tell them what the status of thei 
loans was and how much money there was left to finish construction 
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They complained that Mr. Turner, who was building the houses for 
them, under contract, instead of working on their houses was over 
working on the construction of some houses of his own which he pro- 
posed to sell. And so this story brings out better than recollection 
after several years could hope to do a ‘reliable statement of what the 
facts were as I found them and as I tried to work that out. I think 
it is important, because it bears upon the question as to whether we 
found any unsound loans in the institution, on the question of some 
of the merits in this case and, also, whether the conservator as im- 
plied here made $160,000 worth of bum loans on which there was go- 
ing to be a 40-percent loss. It covers all of those angles. The most 
important one, I think, being the matter of the individual borrower 
and the veteran who was caught in this particular tangle. 

Beginning in May 1945, the association made 25 or 30 loans to 
veterans, aggregating one hundred and _ sixty-six-thousand-some-odd 
dollars, to finance the construction of their houses. 

As of May 20, $143,000 had been disbursed on those loans, leaving 
only $22,000 still available to finance the completion of that security. 
These loans were for, approximately, 100 percent of the cost of the 
land and improvements. And each was intended to be guaranteed 
up to $2,000, which was the bse amount of guaranty on GI loans. 
Each veteran had signed a construction agreement with Jackson- 
Turner as contractor for the construction of the improvements. 

These contracts contained no requirement as to completion date. 
In addition to the note and deed of trust, the borrower signed instrue- 
tions or an agreement with the association on its forms covering dis- 
bursement of loan proceeds and specifically stipulating that the funds 
were to be disbursed strictly in accordance of the ratio of completion 
of construction; in other words, upon 20 percent of completion, 20 
percent of the funds, upon 40 percent, another 20 percent of the funds, 
and soon. And, also, providing that 20 percent of the money would 
still be remaining in effect undisbursed in the loan when the house 
was finally finished as a safeguard against incompletion or unpaid 
bills or unacceptability under GI insurance. 

However, those loan funds were paid out by the association in dis- 
regard of those instructions in advance of completion. 

Consequently, unpaid bills and the cost of completing the construc- 
tion were substantially in excess of the funds remaining undisbursed 
in the loans. The contractor who had meanwhile become similarly 
involved in loans of his own was without sufficient funds or credit 
to make up the deficiencies and to carry out his contracts and com- 
mitments. Only desultory work was being performed here and there, 
and after construction periods ranging up to a year or several months 
of steady work would still be required to finish all of those houses. 

Mr. Houirizip. May I ask you at this time, Mr. Amman, why 
you are going into such detail in this particular matter? I happened 
to have served at one time as a director on a building and loan asso- 
ciation, and I dare say there is not a building and loan association in 
the United States that has not had a similar experience with a con- 
tractor who failed to live up to the terms of his contract and diverted 
money from the particular construction project he was on, and that 
that building and loan association had to go in and complete the 
building of a house or a group of houses. “Is that not a common 
occurrence? 
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Mr. Ammann. It is. In this instance, the money was diverted by 
the management of the institution from one loan to another loan and 
not by the builder of materials from one job to another, so that the 
association was paying the money out to the contractor even on his 
own houses, faster than he was building them, so that some loans 
had been paid out to where there was only $200 left in the loan and 
there was not even a house started on the lot. 

Mr. Houirieup. Mr. Gregory, in making his statement about the 
$160,000 loan that he referred to, made a flat statement. If you 
want to make a flat statement and say that that is not so, it would 
seem to me like that would be equitable. If you are going to go 
into all of the complicated complexities of this particular case, then 
we are going to have to call Mr. Gregory back and let him go into 
those. And if you are going to use each one of those occasions to 
make a long complicated explanation, why we are going to have to 
go back and let Mr. Gregory do things like that. And I am afraid 
Mr. Angell and Mr. Dusenberry had better plan to stay another week. 

Mr. Lovre. And this is only one case, as I understand it. It is an 
illustration of what has been going on. Is that correct? 

Mr. AmMann. That was the worst situation in respect to loans 
then being made in process. 

Mr. Fiscusacu. Mr. Gregory said that you had made a very, very 
bad, disastrous transaction. That is what Mr. Gregory’s statement 
was. We were hoping that you would give us your version of it. 
We wanted to give you an opportunity to answer that charge. 

Mr. Hourrieitp. Are you referring to the one that Mr. Gregory 
referred to? 

Mr. Ammann. I think I am. 

Mr. Houirtevp. Is he referring to the same one, so far as you know? 

Mr. Grecory. I would like to answer him. He made the loan that 
caused the loss and is not giving you any evidence as to the additional 
collateral in the company, not the evidence that Mr. Matney had been 
circulating among these people and caused a complaint to be filed 
before the State bureau of license in connection with this particular 
contractor, that a full hearing: was held on whether or not he had 
diverted funds, whether or not he had done anything that was wrong, 
and was completely cleared. He is not giving you the facts in connec- 
tion with it. Neither did he tell you Mr. Ammann was connected 
with him on the loans. 

Mr. Houirietp. We just want to know. 

Mr. Fiscusnacu. Who is Mr. Joe Ammann? 

Mr. AMMANN. I think there was a man by that name who was 
employed by Mr. Turner as a foreman, or he was in this picture some- 
where as an individual connected somehow with Turner’s operation, 
I believe. I do not remember meeting him. 

Mr. Fiscupacu. Is he any relative of yours? 

Mr. Ammann. No, sir. 

This investigation that Mr. Gregory refers to having cleared Mr. 
Turner is not the point I make here. I backed some money into this 
corporation in order to try to recover the money already in it. The 
money that was paid out wrongfully and was lost was paid out by the 
association. Mr. Turner was supposed to build some houses, and he 
same in and said he wanted a disbursement of some money on a certain 
loan, and the veteran had left instructions, “‘ You can pay my money to 
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him, if the house is up to this point,”’ and you pay the money out to 
him without going out and seeing that the house is up to that point, 
and you know it is not up to that point, you carry out your duty to 
go out and look at it, and then you pay out the money and the result 
is that thousands of dollars involved in additional completion costs, 
beyond what you had in loans in process, it is not the contractor you 
have to look for, it is in the institution. 

Mr. Lanuam. You were sending good money out after bad; is that 
right? 

Mr. AMMANN. Only in part. The association was under obligation 
to these veteran borrowers to account for their money in accordance 
with their instructions and agreements. Having paid that money 
out in disregard of those instructions they were liable to those bor- 
rowers for the rest of that money. Turner had hoped, had been told, 
that out of his other construction, he could get enough profits to come 
back, not having other funds, and use that profit to restore or to build 
the construction up that he had been paid for, that he had not yet 
done. Unfortunately, the construction that he was building himself 
was inferior. It is just indescribable. I.do not think I can describe 
it to you what it looks like. It is the type of construction that no 
one or I have ever seen before. That ran into losses, so that the 
problem confronted with at that point was, first, the veteran who 
had been wronged and who was entitled to a house, and if the house 
was not completed this 100 percent loan would have no guarantee by 
the Veterans’ Administration. You would have a 100 percent un- 
ruaranteed loan. The veterans had complained to Washington before 
Mr. Matney was sent to California. He went out to look into the 
thing because of the complaints that had been made, I understand. 
I did not send him. I am told that is why he went. 

Mr. Lovers. Did the veterans ever make any demonstration? 

Mr. AMMANN. There was some picketing in front of the association. 

Mr. Lovre. I did not understand that. What are you saying? 

Mr. Lannam. He said picketing. 

Mr. Fiscusacu. Who picketed? 

Mr. AMMANN. I am not just exactly sure what the details are behind 
it, but on the date the examination started there were pickets in 
front of the association, picketed the association, because they had 
made a number of loans to people who had bought properties on con- 
tracts, to buy houses on which the association had loans, under which 
they were denied any right to prepay their contracts, or if they were 
allowed to prepay it, only at a great penalty. I do not know whether 
they were in connection with Jackson Turner loans or in connection 
with some other loans the association had, but it was one or the other. 

Mr. Lovrr. Were they principally veterans that were picketing the 
Long Beach Association? 

Mr. AmMANN. Many of them were. 

Mr. Houirmup. Were they wounded veterans? 

Mr. AMMaAnn. I did not see them. I do not know. 

Mr. Hourrigvp. All right. I just wanted to get the full picture. 

Mr. Ammann. I would say they had been injured. I do not know 
whether they were wounded or not. 

Mr. Lovrs. I am trying to unravel this. Was Mr. Gregory in any 
way connected with these contractors for materials in the construc- 


tion of these homes? Did he have another subsidy of some kind? 
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Mr. AMMANN. The other witnesses which we hope to present are 
prepared to answer those questions. They come out of the examina- 
tion. I am not fully informed on that, but these other witnesses are, 
and I understand it is proposed that they will come to tell you that 
story. 

Mr. Lovre. Do you mean to tell me that there are witnesses that 
are here that will testify that Mr. Gregory was also connected in 
one way or another with construction firms and building firms or 
whai-not? 

Mr. Ammann. They are prepared to give vou the facts from which 
you can draw your conclusions on that, Mr. Lovre. 

Mr. Harpy. I would just like to raise a question in the phraseology 
of my good friend from Georgia, Mr. Lanham. How much good 
money did you send out after how much bad money? 

Mr. AMmMann. Well, vou always send more than you think at first 
vou are going to. I am not sure how much it ended up with, because 
I was removed before the job was completed. In trying to answer 
your question in the way that I think vou mean, when we found this 
involved, Mr. Turner came to me and said, ‘I have no money. | 
have a payroll coming due at the end of this week and I cannot meet 
it. If 1 do not pay it, there will be a lot of material liens filed on these 
jobs.”’ 

I was not in position to foreclose on delinquent loans, because I had 
no trustee to act for me. I had no other contractor who could come 
in and carry on that work. I did have men who were confident to 
appraise and oversee and to evaluate construction. 

I immediately sent them out on the job to give me their best esti- 
mate of what it would cost to finish each of these veteran’s houses. 


There were no plans and specifications in the office that we could 
find on Jackson Turner’s own construction. He was unable to give 


us any. 

It was a concrete slab form type of floor, wall and roof house, so 
that vou could not estimate like you could ordinary construction. 
It was very difficult for the estimators to estimate that. 

Further, the production of the wall slabs was a so-called Nulite 
process, carried on by a company in which Turner and others were 
involved, and nobody else could get the slabs to finish the houses. 

Mr. Harpy. I can understand that is involved, but I wish you 
would answer my question, because while that is interesting, it Is a 
little aside from the question as to how much money you sent out 
and how much you had at stake. 

Mr. Ammann. Perhaps, this statement would answer your ques- 
tion. There were 27 GI loans with an original amount of $166,500. 
There had been disbursed $143,000. There was left to be disbursed 
$22,700. The estimated cost to finish those houses was $47,471. It 
left a deficit of $24,700. 

There were eight loans to other people for whom Mr. Turner was 
building houses. They had an original amount of $35,400. There 
had been $31,000 disbursed. There was $38,000 left to be disbursed. 
The remaining cost was estimated at $10,350. A deficit there of 
$6,500. 

There were 45 houses which were being financed for Jackson Turner 
who was building them for himself. 

Mr. Harpy. All of this is Jackson Turner? 
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Mr. AmMMANN. No; Jackson Turner was the contractor involved in 
all of this, the builder. They were not all of his loans. 

Mr. Harpy. How many different sets of loans have you got? We 
have had two already. You started with the third one. 

Mr. AMMANN. There were 27 loans for veterans. There were eight 
loans to other people for whom Jackson—that is, other than veter- 
ans—for whom Jackson Turner was building the improvements. 

Mr. Harpy. Now you have a third one. 

Mr. AMMANN. Then there were 45 houses or loans to Jacksen 
Turner himself. Some of those were this kind of construction that 
I have mentioned. And I think a few of them were of the conventional 
type of construction. 

Mr. Harpy. How much was the amount of that loan? 

Mr. AMMANN. The original amount of those was $122,400. 

Mr. Harpy. How much of that had been paid? 

Mr. AMMANN. $83,000. 

Mr. Harpy. How much balance left? 

Mr. AMMANN. $39,000. 

Mr. Harpy. I am asking you for the balances, because they do not 
exactly jibe. 

Mr. AMMaNN. I am not giving vou the odd dollars. 

Mr. Harpy. That is all right. How much did it cost you, what is it 
estimated to cost to finish those? 

Mr. AMMANN. $172,000. 

Mr. Harpy. The deficit amounted to how much? 

Mr. AMMANN. About almost $133,000. 

Mr. Harpy. The deficit is $133,000? 

Mr. AMMANN. Yes, sir. 

Mr. Harpy. You have got three sets of deficits. What is that total 
deficit? 

Mr. AMMANN. $164,249.66 is estimated. 

Mr. Harpy. $164,249.66 was the additional amount of money then 
that you had to spend to protect an initial loan or initial loans? 

Mr. AMMANN. The total of the original amounts of all of these 
loans is $324,300. 

Mr. Harpy. Now I have got my answer. The total amount was 
$334,000, and you had spent $164,000 additional to protect them, is 
that right? 

Mr. AMMANN. Essentially, that was the estimate that it would take. 

Mr. Harpy. We could have gotten that in very short order. Just 
one other question. Mr. Greogory said something about additional 
collateral. Do you know what he is talking about? 

Mr. Ammann. I do not know what he means. This is the only 
additional collateral I know about. First, out of the proceeds of these 
veterans’ loans, without knowledge or consent on the part of the 
veteran, the association transferred proceeds of the loans into share 
accounts in the name of Jackson Turner, independent of any work 
that he did on the houses. He pledged, I think, before I came in 
there, some deeds of trust and contracts of sale which he owned. 
When I came in and he told me that he was without means to carry on, 
| had him bring his attorney into the association, with me and my 
attorney, and I told him before we could proceed I wanted a financial 
Statement setting out all of his assets and liabilities; I wanted his 
agreement to assign to me all of the assets he had, and his agreement 
79631—52———-31 
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to go on under an arrangement which would let him finish these 
veterans’ houses first, and we would see then whether we could go on 
with the other houses or not, and for him to bring in the unpaid bills. 
He estimated, I forget the figure, it is in here somewhere, that he had 
a certain amount of unpaid bills. He was not certain what it was. 
He told me that it had been the practice when he had a bunch of bills 
on these houses that needed to be paid, he would bring them into the 
association, they would look at them, perhaps total them and give 
him a check, and he would take the bills and the check along with him. 
So there was nothing in the institution for me to look at, to see what 
had been paid for or what had been delivered and what was unpaid for. 

Mr. Harpy. Was there not any way to tell whether he actually 
used that money to pay those bills? 

Mr. AMMANN. No, sir. I had no way, in fact, the unpaid bills 
that he had turned out to be greatly more than he had told me they 
were. 

Mr. Harpy. We have gotten away again from the point I was 
trying to develop, and that was what additional collateral there 
actually was. I understand from you now that, in effect, you took 
an assignment of all of his assets? 

Mr. Ammann. All that I could find, yes, sir. 

Mr. Harpy. In substance, agreed to accept responsibility for all of 
his liabilities—you did? q 

Mr. Ammann. No, sir. 

Mr. Harpy. You had to accept responsibility for the liabilities to 
avoid the mechanics’ liens? 

Mr. AMMANN. We were already liable there. I did not have to 
make any deal with him on that. 

Mr. Harpy. So, actually, you had to put up, if the house was 
valued at $10,000, if you made a commitment to make a loan of 
$10,000 on the house, you actually had $15,000 in it when you got 
through with it. 

Mr. Ammann. That was true on these veterans’ houses for the 
reason—— 

Mr. Harpy. I am just looking at your total figure, $330,000, and 
the $164,000 deficit which is about half in my simple arithmetic. 

Mr. AMMANN. The veterans’ loans were made for approximately 
100 percent of value. The others could not have been made properly 
for more than 80 percent of the value of the property. 

Mr. Harpy. All right. When you got through, after you spent 
$330,000 plus $164,000, what did you have, loans totaling $330,000 
plus a note from Jackson Turner for the $164,000, or what did you 
have so far as the purchasers of the houses were concerned; you simply 
had their obligation for the original face amount of the loan, I presume” 

Mr. AMMANN. That is right. And the excess cost of an obligation 
of Turner to us, secured by his houses and his assets. 

Mr. Lovre. Has there been any loss to date on this, to your 
knowledge? 

Mr. Ammann. I should not be surprised if there is. I would not be 
surprised if it ran $50,000 or $60,000. 

Mr. Harpy. Your figuring is if you had not done that, you would 
have $164,000 loss, or, in effect, you would have had a defection on the 
entire $330,000 loan? 
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Mr. AMMANN. Well, the loss became larger than we first anticipated 
that it would, because we found as the construction progressed that 
Jackson Turner was unreliable, he was not doing with the construction 
what he understood he would do. Our inspector would go out in the 
morning, and we would tell him ‘Do not start anything on these lots; 

just finish these over here.” ‘‘O. K.”’, He would come back tomorrow, 
‘id the slabs had been poured on the houses on the lots he had been 
told not to do anything about. So, we had to install more strict 
controls over him until we would not let him do a thing. 

Mr. Harpy. He had to go ahead and finish those houses. 

Mr. AMMANN. We let some of them set, I think. , 

Mr. Harpy. That is all. 

Mr. Houtrrevp. I suggest that we leave this phase of it and go 
right ahead now with some of the other matters, and the full account, 
no doubt, will go into the record. 

Mr. Harpy. I never did get a very clear picture of what that addi- 
tional collateral was. 

Mr. AMMaNnn. I did not get to finish telling you about the collateral. 

Mr. Harpy. We got off on a detour. . If we could stay on the main 
line, we ought to be able to get it in a few seconds. 

Mr. Ammann. There were three kinds or categories of additional! 
collateral. One of them was the share accounts which has been created 
in Jackson Turner’s name out of the proceeds of other borrowers’ loans. 

Mr. Harpy. You still had those, did you not? 

Mr. Ammann. I held those. We used that money in respect to the 
construction of those houses. 

Mr. Harpy. What else? 

Mr. AMMANN. He had then pledged some paper to the association, 
contracts of sale he had to other people, or second deeds of trust- 
that sort of thing. 

Mr. Harpy. Did you realize anything out of those? 

Mr. AMMANN. Where that could be done within the value of the 
property as appraised by our appraisers, and within the regulations. 
We bought some of that paper from him, as I recall, and used the 
proceeds on this construction. 

Mr. Harpy. You bought the paper from him and then took back 
everything that you paid him to support your loss or to offset your 
loss entailed in finishing those houses? 

Mr. AMMANN. That is right. I think there were some of those. 
Then, we took deeds of trust and assignments from him on all of the 

assets we could find that he had where he had any equity. 

Mr. Harpy. Of course, that could not have been considered col- 
lateral to which Mr. Gregory had reference, because you did not 
already have that when you took over? 

Mr. AmMMAnn. No, sir; that was acquired later. 

Mr. Harpy. What I was trying to get at is the additional collateral 
which Mr. Gregory referred to. You said vou had some share 
accounts and you had some mortgages that he held, that had been 
put out. 

Mr. AMMANN. There were a very few of those. I am not positive 
whether those were assigned before or after we came. There were 
only a handful of them 

Mr. Lovre. In your opinion, there is only $50,000 or $60,000 as of 
now in connection with these various transactions? 
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Mr. AMMANN. That was my estimate at that time—I mean at the 
time I left. It looked to me like it would work out that way, for the 
reason that the kind of houses that Jackson Turner undertook to 
build for himself, these concrete houses, were unsalable, even on the 
favorable market then prevailing. We finally got a GI appraisal 
which let us sell them for more than otherwise they could have been 
sold for. And concentration was made on an endeavor to interest 
purchasers in them. 

Mr. Harpy. Let me see if I understand that. You say you got a 
GI appraisal. You mean, you took advantage of the GI’s? 

Mr. Ammann. No, sir. <A veteran came in and wanted to buy a 
house. The broker showed him the house. He wanted to buy it. 
Application was made and an appraisal obtained without influence 
from us as to what it would be. 

Mr. Harpy. That is all right. The inference was the other way, 
the way you expressed it. 

Mr. AMMANN. What I meant by that was this: That the veterans’ 
appraisal on properties of that kind was much more liberal than we 
were able to obtain as offers on the houses otherwise. 

Mr. Friscupacn. I notice from Ammann exhibit 5 that it does not 
carry the approval of Mr. Newell. 

Mr. AMMANN. That one does not; that is just a copy that I have. 

Mr. Fiscnsacu. This seems to be the original ribbon copy of the 
document. 

Mr. Ammann. I had to make more copies than could be made at 
once, so that is the original of the second run. The original signed 
copy is in the public records of the Home Loan Bank Board. 

Mr. Fiscuspacw. Mr. Ammann, when you were acting as conserva- 
tor, did you take the position that vou, as conservator, were function- 
ing as conservator or were you functioning in behalf of the Long Beach 
Federal? Were you exercising the corporate authority of Long 
Beach Federal, or were you exercising authority as conservator? 

Mr. AmMaANnN. I am not sure that I get the legal significance. 

Mr. Fiscupacu. Never mind the legal significance; just give us your 
understanding of it. 

Mr. AMMANN. All of the actions of the association in the way of 
execution of instruments, and so on, was by the association by me as 
conservator. 

Mr. Lannam. That is the only way be can answer. 

Mr. AMMANN. Does that answer your question? 

Mr. Fiscuracn. I notice this document, Ammann exhibit 5, is 
headed “A. V. Ammann, conservator for Long Beach Federal.”’ 
Were you exercising the corporate function of Long Beach Federal or 
were you exercising authority as conservator apart from the corporate 
authority of the association? 

Mr. AMMANN. I was performing—I believe what I was doing was 
performing the corporate function of the institution as conservator. 

Mr. Fiscunacn. Now, did you ever furnish a bond, Mr. Ammann, 
to Long Beach Federal or to the Home Loan Bank Administration 
or the Home Loan Bank Board to the effect that in the event it should 
be ultimately determined judicially or administratively that you 
should not bave been appointed as conservator, you, as conservator, 
and the surety company would respond in damages to Long Beach 
Federal for the act of having been appointed as conservator? 
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Mr. Lovre. I hesitate to keep on objecting to this line of ques- 
tioning. 

Mr. Fiscusacu. That is not a line; it is just one inquiry. 

Mr. Lovre. It seems to me it is entirely immaterial, and if we 
continue this, this hearing will last as long as these litigations. 

Mr. Houtrretp. Will you please explain to the subcommittee the 
materiality of your present question? 

Mr. Fiscupacu. | will be very glad to do so. 

Mr. Hourrrevp. So that we can understand it. 

Mr. Fiscupacu. When a receiver is appointed on the application 
of a party litigant, courts, in the regular exercise of what we know 
to be American jurisprudence, having due regard to constitutional 
process and the property rights of the parties, not infrequently re- 
quire that a bond be furnished as a condition to the appointment of 
a receiver. If it is ultimately judicially determined later that the 
appointment of a receiver or the grant of any other extraordinary 
relief, such as an injunction, was improvident or erroneous, then the 
party at whose behest the extraordinary relief was granted and who 
besought that relief, must respond to the party so burdened in a 
penal sum fixed by the appointing authority. The subcommittee 
will be called upon to evaluate the sufficiency of this law in affording 
the protection that Congress intended to grant by its terms. If it is 
possible to appoint a conservator for institutions owned by share- 
holders who, under the regulations of the Home Loan Bank Board, 
have a vested right in the surplus and assets of such institutions, on 
charges not against the shareholders but against the management of 
such institutions, and if, under such existing law, it is possible to 
take such action without later responding to those shareholders in 
the event they are damaged—— 

Mr. Harpy. You know, I declare, Mr. Lovre probably understands 
as well as I do, that we will save time if we go on. 

Mr. Lovre. I cannot see where this line of questioning is getting 
anvwhere at all. 

Mr. Houirretp. Gentlemen, I am pretty sure that counsel was close 
to the end of his explanation. 

Mr. Harpy. He might be. I could not tell whether he was or not. 

Mr. Houirrevp. I might say that some of the other witnesses—— 

Mr. Harpy. I have a hard time understanding him. I will be 
honest with you. I think I know what you are talking about. I 
think I did, after your first two sentences, but, I mean, it just was not 
clearing up in my mind. I was beginning to get confused. 

Mr. Fiscusacn. If, under the existing law, a receiver can be 
appointed for one of these institutions ex parte, without a hearing, as 
was done here, and without the requirement of a bond to respond to 
the shareholders for any damages which such action might have caused, 
you gentlemen will have to evaluate that in determining the sufficiency 
of the law. 

Mr. Harpy. That is all right. 

Mr. Fiscunacnu. That is the materiality of it. 

Mr. Houirtevp. I think that is very material. 

Mr. Fiscupacn. It is a very simple thing. He can answer ‘‘yes’ 
‘ “no,” and that is the end of that subject. 

Mr. HouiFteitp. Can you answer “yes” or “no” to Mr. Fischbach’s 
question? 
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Mr. AmMMANN. As I understand the question, I do not think I can. 
What I would have to say would be that I furnished to the Federal 
Home Loan Bank Administration the form of bond they determined to 
be acceptable. It has been years since I looked at it. 

Mr. Harpy. You can answer that. 

Mr. AMMANN. I do not know what the provisions are. 

Mr. Harpy. You must have memory enough to know what that 
bond covered. Did it cover merely performance while you were in 
office as conservator, or did it cover damages which might arise in 
cases where it was determined that your appointment as conservator 
was illegal? 

Mr. Lovre. We can put the bond in evidence, if that is what we 
want, and it speaks for itself. 

Mr. Fiscunacu. We have a bond. I do not know whether there 
is another bond. Did you ever furnish such a bond as was called for 
by Mr. Hardy’s question? 

Mr. Ammann. I furnished only one bond. 

Mr. Harpy. Did that cover just merely your performance while 
acting as conservator? 

Mr. Ammann. I think it was just a fidelity bond, but it had wording 
different in it than the usual ones. I am not certain. 

Mr. Houirtreip. Why could you not say that it was a fidelity bond 
and not an all-purpose bond? 

Mr. AMMANN. I am not certain. I say I think it was. I am not 
sure. 

Mr. Harpy. That is all of the answer he can give. 

Mr. Ho.uirrevp. If the bond is available in the files that we have 
here, I would like to have it. 

Mr. Fiscusacu. I have it right here. 

Mr. Hourrrevp. I would like to have counsel enter it at this point 
in order that we might see what kind of a bond it is. 

Mr. Lovre. To save time, put it in evidence at the beginning. 
If that had been done we could have saved time. 

Mr. Lanuam. That would not have answered the question whether 
there was another bond. 

Mr. Hourrietp. No. 

Mr. Lovre. He testified there was only one bond. 

Mr. Fiscupacu. I have a bond of the Home Indemnity Co., dated 
May 24, 1946. It appears to be nothing but a fidelity bond. 

Mr. Lovre. Put it in evidence. It will speak for itself. 

Mr. Fiscusacn. I will put all of the attending documents in evi- 
dence. Let this be ““Ammann exhibit No. 7.” 

Mr. Houtrierp. It will be so marked and received. 

(The documents referred to were marked for identification ‘‘Am- 
mann Exhibit No. 7,’’ received in evidence and placed in the sub- 
committee files. ) 

Mr. Fiscusacu. I do not know whether Mr. Ammann is through. 
If he is, I would like to proceed. 

Mr. AmMANN. I am not. Mr. Gregory alluded to 21,000 $1 
accounts, the disbursement of $14,500, and the increase in his salary, 
the hotel lease and the Reliable Building and Loan Association, as 
to each of which I would like to offer some facts. 

Mr. Hourrtevp. All right; proceed. 
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Mr. Ammann. On the 21,000 $1 accounts what I have to say is 
very brief. 

The percent of the voting power required by that was effective 
control. It is—in almost all corporations the directors had more 
votes than had ever been cast at any meeting of the members at any 
time. And if the shareholders, acting as freely as they acted when 
they gave their proxies to the Shareholders’ Committee, gave someone 
else proxies, then the effect of this would be to endeavor to defeat their 
voice in an action in the institution. That was the practical effect 
of it. 

Mr. Houtrretp. Now you agree that those were never used? 

Mr. AMMANN. These 21,000? 

Mr. Houtrretp. Were never used in an election. Mr. Gregory so 
stated. 

Mr. AMMANN. He did so state. 

Mr. Houirrevp. Is that, to the best of your knowledge, a fact? 

Mr. Ammann. I do not know. 

Mr. Houirieup. All right. 

Mr. AMMANN. They were issued after the 1946 annual meeting, 
and there was none after that while I was there. 

Mr. Hourrrevp. Yes; all right. 

Mr. Fiscnrnacu. We also have the certificate of Mr. Ronald Walker 
and his report to the court that the 21,000 share accounts were not 
voted in the election, nor were any proxies submitted for them for 
anything. They just were not used at all. 

Mr. Hourrreip. All right; proceed to the next item. 

Mr. Ammann. I did not understand that the purpose was to issue 
them, or that they were to be issued with the purpose of never being 
used. 

Mr. Fiscnuracn. You did not understand anything about it, did 
you; you just surmised various things about it. 

Mr. AMMANN. No. 

Mr. Hourrrevp. Mr. Gregory stated before this subcommittee that 
he was going to use them in case a proxy war developed and as a 
proxy war did not develop, he did not use them. That was his state- 
ment to the subcommittee. You and I both know that when proxy wars 
develop, everybody uses every trick of the trade and every influence 
that they can to obtain proxies. We have seen that happen many 
times. 

Mr. Lannam. A cold war. 

Mr. Houirieip. A cold war develops. 

Mr. AMMANN. Whether we would have endeavored to do that—— 

Mr. Houirrerp. If they had been, they could have been used 
legally. 

Mr. AMMAnn. Whether someone else may have endeavored to do 
that is presumption. Whether they did or not is a fact. 

As to the disbursement of the $14,500 in the salary increase, the 
dates and amounts of this are very important. I cannot give you all 
of them from exact memory. I would like to refer to this note. 

Mr. Hourrtetp. Was this matter taken up by the Smith committee 
and thoroughly explored? 

Mr. AmMANN. I do not, think that it was in their report. I do not 
know that they considered it. I know that Mr. Gregory has made a 
statement here about it. 
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Mr. Houirte.p. All right, go ahead and make your statement. 

Mr. AMMANN. According to the report of the examination that was 
made by the Federal examiners in April of 1946, the association had 
disbursed some $14,500 at various dates to Mr. Gregory without any 
vouchers or explanation in the association’s records. The records 
show, for instance, that on certain dates he was either paid a thousand 
dollars or a thousand dollars was wired to him in Washington or 
$2,000 or $1,500 making up the $14,500. Those disbursements 
occurred between September 11, 1945, and March 7, 1946. 

In addition, association funds, $2,455.60 was disbursed to Howard S. 
Leroy, an attorney at law in W ashington, D. C., on or about January 
30, 1946, January 31, 1946, and March 6, 1946, although there is no 
record in the association or the directors’ minutes to show any author- 
ity for the retention of Mr. Leroy as an attorney. 

Now the board of directors of the association attempted in the 
following manner to relieve Mr. Gregory from accountability for 
these funds. According to the minutes of a special meeting of the 
directors, dated January 16, 1946, they voted to compensate Mr. 
Gregory retroactively in the sum of $11,750 for services rendered by 
him in 1945, and for which he had been paid in full in accordance 
with the terms of his employment. 

The directors, according to the minutes of the special meeting, 
— January 16, 1946, voted to increase Mr. Gregory’s salary from 

$8,250 per year to $20,000 per year, effective the first of that month, 
January 1, 1946. 

On April 6, almost 3 months after January 16, that is, the resolu- 
tion, the association was reimbursed these funds or at least it was 
recorded on their books by means of an offset against the purported 
liability of the association to Mr. Gregory for the $11,750 retroactive 
increase for the preceding year and the increase from January 1946 
down to April 1946 that he had not been paid. 

Mr. Harpy. May I raise a question? You said the board of 
directors attempted to relieve Mr. Gregory from this responsibility by 
increasing his salary retroactively. 

Mr. AMMANN. Yes. 

Mr. Harpy. And you state that as a fact, or do you state that as 
an assumption? 

Mr. AMMANN. I state it as a fact that they took that action, I 
am advised, by attorneys, that that was not a legal and valid action, 
for the reason that it is a retroactive increase covering a period for 
which he had been paid in full in accordance with his contract. 

Mr. Harpy. Whether or not it is legal is not the point that is at 
issue with me. I merely want to find out whether your statement is 
accurate. You said the board of directors attempted to relieve Mr. 
Gregory of his responsibility for this money. Now you are assuming 
that, or do you know that that was their motive? 

Mr. Ammann. The minutes of the directors’ meeting, I think it 
was the April 1946 one, recites that in effect that Mr. Gregory told the 
directors he had used these funds in connection with his activities 
involving the Los Angeles bank matter, that he felt that in order to 
clear the thing up he would pay it back. 

Mr. Harpy. The minutes show that, and he was going to be 
required to pay it back, but do the minutes show that his salary was 
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increased to offset that, or is that an assumption? That is all I want 
to know. 

Mr. Ammann. I have got to finish this statement of fact, because 
there are some more facts that fit into the puzzle. 

Mr. Harpy. You made the statement that the board of directors 
attempted to relieve Mr. Gregory of this responsibility by increasing 
his salary or a statement to that effect. 

Mr. AmMaANN. I would say that the records of the institution are 
untrue in one respect or another. Which one it is, | am not prepared 
at the moment to say. 

Mr. Fiscupacu. How can you say they are untrue? 

Mr. AMMANN. If you will permit me to finish this statement, you 
can see the facts. 

Mr. Lannam. Let him finish the statement. 

Mr. Harpy. I wanted to find out whether this is a statement of 
fact or a statement of assumption. That is all. 

Mr. AmMaAnn. The records of the institution show that the money 
was paid out without any recorded knowledge or authority on the 
part of the directors in 1945 and early in 1946. The records of the 
association show that in January the directors took this action on his 
increase in pay. 

Mr. Harpy. We have been all through that. I understand. 
The records that you have thus far quoted have not shown per se 
that it was done for the purpose of relieving him of responsibility for 
this $14,500. Maybe it was. I do not know, but you said it was. 

Mr. AMMANN. Here is the reason that I say it was. 

Mr. Harpy. All right. 

Mr. Ammann. The association made a monthly report in January, 
February, and March, on which there was shown no liability in respect 
to the resolution passed by the directors in January, saying that they 
owed Mr. Gregory $11,700 for the preceding year, and the difference 
between $8,250 and $20,000 per year, broken down by months for 
January, February, and March. Now, then, either the association’s 
minutes of January | are not true, or the monthly reports made there- 
after are not true. Which it is, I am not positive that I could say. 

Mr. Fiscupacnu. I cannot see where either assumption is a valid 
assumption. 

Mr. Ammann. If Mr. Gregory knew that his salary had been 
increased, and the association owed it to him for 3 months, and the 
monthly reports were made for those periods in which that liability 
existed but was not shown, then all of the liabilities of the association 
of which he had knowledge were not reported in the monthly reports. 

Mr. Fiscupacu. That would not necessarily follow. That is just 
an assumption on your part. 

Mr. Lovers. Is that not up to this subcommittee to decide and not 
the counsel? Who is the counsel representing in this case? Are you 
representing the subcommittee or are you representing Mr. Gregory? 

Mr. Fiscuspacn. I think I am representing the subcommittee when 
I make a statement to that effect, and we will get the minutes here 
and that will be the best evidence. 

Mr. Lovre. That will be up to the subcommittee to determine. 

Mr. Hourrretp. Go ahead, Mr. Ammann. 

Mr. AMMANN. In that connection it is pertinent, I think. The 
association had eight directors on May 20, Mr. Gregory and his 
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father, a Mr. Bacon who was employed in the association as a teller, 
and an employee subordinate to Mr. Gregory, who was responsible 
to Mr. Bacon as his director, and two other directors, each of whom 
had an investment of about $7.50 apiece in the institution. An 
examiner in an examination report sometime prior to May 1946 
stated Mr. Gregory informed him that he had never made a proposal! 
to the board of directors which they had failed to adopt. The direct- 
tors had delegated to Mr. Gregory practically every authority they 
could delegate, authorities which ordinarily are retained in a board of 
directors. The association had no loan committee or executive com- 
mittee which functioned as such. Mr. Gregory himself approved the 
loans after they were made. They were recorded in brief line, the 
name of the borrower and the address and the amount, that brief 
information to the directors who ratified those loans. He was au- 
thorized to modify loans. He was, also, authorized to make partial 
releases of security under loans. He was authorized to adjust interest, 
all of which without reference back to the board of directors. 

Mr. Harpy. Your assumption is that he just had complete control 
of everything and everybody who worked under him and around him; 
is that right? 

Mr. AMMANN. Well, I state the facts. That is what I draw from 
those facts; yes, sir. 

Mr. Harpy. Those facts might leave one to suspect that that sort 
of a situation existed, but they are not necessarily conclusive; are 
they? 

Mr. Houirievp. Well, now, Mr. Ammann, even if that situation 
did exist, was there anything to indicate that over the period of years 
Mr. Gregory had not fulfilled his obligation to the stockholders and 
to the building and loan association, if he could take an institution 
and bring it up from $7,500 to $26,000,000 in a period of, approxi- 
mately, 10 years or 12 years? Was that not a pretty good indication 
that Mr. Gregory was discharging his responsibilities in a creditable 
fashion? 

Mr. Ammann. I would say not necessarily. 

Mr. Hourrretp. Not necessarily? 

Mr. Ammann. I think we are able to producee—— 

Mr. Houir1etp. Would it indicate that the directors had confidence 
in him if they would transfer to him such managerial functions? Hav- 
ing been on a building and loan directors’ board I know that ordinarily 
the directors of a building and loan association leave up to the man- 
ager practically the entire operation of the building and loan, if he is 
an able man. They are usually businessmen in the community who 
have other businesses and they come in, maybe, for 30 minutes or an 
hour, or whatever the directors’ meeting calls for, and as a rule the 
program is laid before them as prepared by the manager and he goes 
over it and explains why he is doing certain things, and the board of 
directors usually approves of it. Sometimes they disapprove, but 
they usually approve of what the managers suggest, if they have con- 
fidence. Your examiners had been examining this situation over the 
years. As I understand there has been no particular protest that the 
management of Long Beach Federal was not correct. There may have 
been an occasional suggestion, like every building and loan receives as 
to changes in procedure. We are all familiar with that. But there 
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had been no complaints lodged of a misuse of power, attesting that 
there had been a fraudulant move on the part of the manager. 

Mr. AMMANN. We had made the recommendation to Mr. Gregory— 
I was present when it was made—that the board of directors of the 
association was not representative. He and his father and this em- 
ployee represented the working control of the board of directors. 
That the idea of having a subordinate as a director responsible to 
the manager who, in theory, is supposed to be responsible to the 
director, was not consistent. We recommended that the association 
over a reasonable period of time endeavor to strengthen its board of 
directors in order to give it the cross section of judgment on the board 
of directors, not tied into the details of the management itself. We 
were sure that that would take some time. They thought it could be 
done. We did not want to rush it. The war was on. And so we 
waited. 

When the $21,000 share account activity took place, it convinced 
me that any intent to strengthen the board of directors had been 
abandoned. It is customary in savings and loan operation—I do not 
know of any other institution that has continued the particular prac- 
tice engaged in in.this institution—I say, it is customary in an associa- 
tion either for the directors themselves or for a loan or executive 
committee appointed by them to go over the loans which are made 
before they are made, determine their cross section and breadth of 
judgment as to the lending of the institution’s funds, which is the 
most important function there is in the institution. That is where 
the losses are, if there are any. 

One man did that in this institution after it was an accomplished 
fact. It came to the directors to be ratified. We objected to that 
type of procedure. We did not pursue it down through the years 
after 1942 for two reasons: One of them was he said he needed some 
time, and I thought he was entitled to some time. The other one 
was that we did not have in the bank in Los Angeles a type of super- 
ee that followed through with that, as they were supposed to have 
done. 

Mr. Gregory made mention of the association’s lease of the associa- 
tion’s office building. This is not a long-winded transaction, but it is 
a little bit intricate. I have one sheet here on which I have a summary 
of the essential facts. 

In 1940 the association acquired the building in which its office is 
now located. The ground floor of the building is essentially three 
store fronts, two of which are occupied by the association. One is the 
lounge and office room of the hotel. The two stories up above being 
the hotel quarters. 

The association acquired that property, including the hotel, lock, 
stock and barrel, sheets and beds and operating hotel. They acquired 
title to that property. It was conveyed by Merle Reynolds, who ap- 
pears later and in other interesting ways in the examination of May 
18, who conveyed it to Somerset Finance Co., of which Mr. Gregory 
and Mr. Bacon were vice president and secretary, and that corporation 
conveyed the property to the association. The purpose of the round- 
about conveyance is not clear. 

From the date of purchase of the hotel, the income runs like this: 
In 1941, $6,000; 1942, $9,500; 1943, $14,000. 
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Mr. Hourrrerp. Mr. Ammann, I am going to have to ask you at 
this time to postpone your further testimony until tomorrow morning 
at10o’clock. Weare going to have to recess the subcommittee hearing 
in view of the fact that some previous engagements have been made. 
If you will present yourself at 10 o’clock in the morning in this com- 
mittee room, we will try to finish your testimony. 

Mr. Ammann. I do not think it will take much longer, another 
hour or so, at the most. 

Mr. Houirretp. We will recess now until 10 o’clock in the morning. 
We may have to take your testimony later in order to accommodate 
these other witnesses, but we will see that the balance of your testi- 
mony goes in in order with your testimony of today, so that there will 
be a continuity to it in the record. 

Mr. Ammann. As you wish, I will be very glad to conform, sir. 

Mr. Houirretp. We will now recess until 10 o’clock in the morning 

(Whereupon, at 4:10 p. m., the subcommittee recessed, to reconvene 
at 10 a.m. Friday, December 15, 1950.) 
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FRIDAY, DECEMBER 15, 1950 


Houser or REPRESENTATIVES, 
COMMITTEE ON EXPENDITURES IN THE 
ExecutivE DerparTMENts, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:10 a. m., in roem 
1501, New House Office Building, Hon. Chet Holifield (chairman of 
the subcommittee) presiding. 

Present: Representatives Holifield, Lanham, Karsten, Hoffman of 
Michigan, and Lovre. 

Also present: Hyman I. Fischbach, special counsel to the sub- 
committee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Hourrretp. The subcommittee will come to order. 

Who is the first witness, Mr. Fischbach? 

Mr. Fiscupacn. Mr. Dusenbery. 

Mr. Houirretp. Mr. Dusenbery, do you swear that the evidence 
you are about to give before this subcommittee will be the truth, the 
whole truth, and nothing but the truth, so help you God? 

Mr. DusensBery. I do. 


TESTIMONY OF VERNE DUSENBERY, ATTORNEY, FEDERAL HOME 
LOAN BANK OF SAN FRANCISCO 


Mr. Dusrenspery. I assume the reason you want myself and Mr. 
Angell before the subcommittee is to throw light on the position of the 
Federal Home Loan Bank of San Francisco in this hearing. Mr. 
Angell is unfortunately il] this morning. He has a cold which settled 
in his inner ear and is temporarily confined to his bed. However, 
he hopes he will be able to be here by 2 o’clock this afternoon. 

In view of what we thought the subcommittee would be interested in, 
we prepared a short joint statement which explains the position of 
the San Francisco bank in the litigation. It is only about 4}, pages 
long, and I suggest that it might be helpful to the subcommittee if 
| would read that short statement. Then, of course, both myself 
and Mr. Angell will be available for any further questions you wish 
to ask. 

Mr. Hourrrecp. All right, Mr. Dusenbery, the subcommittee agrees 
that is all right. 

Mr. Dusenspery. My name is Verne Dusenbery. I am an attorney 
at law, residing and practicing my profession in Portland, Oreg. 
| am senior member of the firm Dusenbery, Martin & Schwab. For 
many years prior to March 29, 1946, I was retained as general counsel 
for the Federal Home Loan Bank of Portland. 
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Since March 1948, Philip H. Angell, an attorney at law and senior 
member of the firm Angell, Hearn & Adams of San Francisco, has 
been retained as associate counsel for the Federal Home Loan Bank 
of San Francisco in connection with the California litigation. 

As counsel for the Federal Home Loan Bank of San Francisco we 
appreciate the opportunity accorded us by the subcommittee to present 
a statement on behalf of our client which is referred to in the letter of 
J. Howard Edgerton to the chairman of your subcommittee, dated 
March 3, 1950, as one of the parties under investigation. 

It may assist the subcommittee in understanding the Los Angeles 
litigation if it is explained to you briefly the position of the bank with 
respect to it. This will necessarily require a brief description of the 
action as a whole, and this would be especially advisable in view of the 
fact that the statement which T. A. Geegory read to your subcommittee 
on December 11 contains many misstatements and distortions with 
respect to this litigation. 

The consolidated action pending in the United States District 
Court for the Southern District of California, referred to for con- 
venience as the “Los Angeles litigation,”’ consists of two actions. One 
action, No. 5678, was brought on behalf of the former Federal Home 
Loan Bank of Los Angeles to set aside as invalid three orders of the 
Federal Home Loan Bank Administration made March 29, 1946, 
which had the effect of merging the Los Angeles and the Portland 
banks into the Federal Home Loan Bank of San Francisco, with 
headquarters in San Francisco and branches in the cities of Los 
Angeles and Portland. The other action, No. 5421, was brought to 
nullify an order of the Federal Home Loan Bank Administration made 
May 20, 1946, appointing a conservator for the Long Beach Federal 
Savings and Loan Association. 

Although these actions were based upon separate transactions and 
constituted distinct causes of action involving different parties, the 
bank controversy was intermingled with the Long Beach controversy 
through cross pleadings filed in the Long Beach case by the Long 
Beach Association and the Los Angeles bank, and early in the pro- 
ceedings the two actions were consolidated by court order. 

The San Francisco bank would have preferred to have concerned 
itself exclusively with the bank action to which it was a party and 
which directly challenged its existence, and not at all with the Long 
Beach case. However, early in the proceedings the San Francisco 
bank was made a party to the Long Beach case and required to actively 
defend against it. It is a fair estimate that at least 90 percent of the 
costs of the San Francisco bank in the Los Angeles litigation has been 
incurred in proceedings in the Long Beach case and the controversy 
involving the conservatorship. 

The Long Beach action was filed on May 28, 1946, to have declared 
void the order appointing the conservator upon the ground that the 
statute under which the appointment was made was unconstitutional. 
A three-judge court was impaneled to try that issue and a judgment 
was rendered in favor of the plaintiff. From that judgment an appeal 
was promptly taken directly to the Supreme Court of the United 
States by the Department of Justice. On June 23, 1947, in Fahey v. 
Mallonee (332 U.S. 245), the Supreme Court reversed the judgment 
of the court below and upheld the constitutionality of the statute and 
the rules and regulations adopted thereunder, and in so doing stated: 
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Our decision is that it was error in the court below to hold the section un- 
constitutional, to oust the conservator or to enjoin any of his proceedings or to 
enjoin the administrative hearing. 

Up to this stage of the proceedings the Long Beach case sought 
only a termination of the conservatorship and an accounting by the 
conservator. However, after the mandate of the Supreme Court had 
been entered in the Long Beach case, amended and supplemental 
pleadings were filed on behalf of the Long Beach Association joining 
as parties defendant to that action all of the officers and directors of 
the San Francisco bank and demanding from the bank and its officers 
and directors, as well as from the official defendants in the action, 
damages alleged to have accrued by reason of the asserted wrongful 
appointment of the conservator in an amount variously computed at 
from $20,000,000 to $30,000,000. These damages were demanded 
from the San Francisco bank and its officers and directors upon the 
allegation that the Federal Home Loan Bank Commissioner in ap- 
pointing said conservator acted maliciously and fraudulently and 
that the San Francisco bank and its officers and directors conspired 
with the Commissioner in the alleged wrongful actions. In other 
words, that the San Francisco bank and its officers and directors had 
participated directly in the alleged fraudulent act of appointing a 
conservator for Long Beach. 

Furthermore, as new officers and directors have been selected to 
represent the Federal Home Loan Bank of San Francisco, from time 
to time during the pendency of this litigation, such officers and 
directors have been successfully made parties to said litigation and 
the same allegations of fraud and conspiracy have been made against 
them, even ineluding directors whose terms of office do not commence 
until next year. 

For example, and I will digress to illustrate, Tom Taylor, an 
operator in the State of Utah, was elected a director of our bank last 
year. He was invited to southern California to make a speech before 
a trade association. While he was down there he was served with a 
summons and all of these voluminous pleadings as a defendant in 
this action. 

Joe Crail who, I believe, has already testified before the committee, 
was elected a director of our bank this year for a term of office to 
commence next January. 

Mr. Horrman. Right there, go back to that first one. Wasthat 
man ever connected with the California situation before? 

Mr. Dusmnsery. No connection whatsoever. Joe Crail—he has 
already testified—I think was one of the early sympathizers with 
Mr. Gregory’s position, as brought out by his testimony. He was 
served with a summons in this case and with all of these same charges 
of fraud and conspiracy with Mr. Fahey in these actions. 

Mr. Horrman. He has not taken office yet? 

Mr. Dusenpery. His term does not start until January. 

Mr. Horrman. He was in some way connected with it before, but 
the gentleman from Utah had no connection with it in any way? 

Mr. Dusrenspery. No. He lives in another State, and I don’t 

think he had any knowledge, except only on a hearsay basis. 

Mr. Horrman. Can you tell me whether the pleadings filed against 
this Utah man were for the same damages against him personally or 
professionally? 
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Mr. Dusensery. The pleadings in this case contain a large number 
of “ Doe Defendants,” “Interpleading Does,” and one thing or another, 
and blank corporations. And as they want to join any new defendant, 
particularly the officers and directors of the San Francisco bank, all 
they do is to designate that person as one of these “‘ Does” and serve 
the summons and the complaint upon them with the same allegations. 

Mr. Horrman. Are they actually claiming the same damages against 
this man personally? 

Mr. Dusrenserry. That is right; this is personal. 

Mr. Horrman. So if they had a judgment they could get execution 
against his personal property? 

Mr. Dusenpery. That is what they are seeking, yes. That is 
what they are asking for. 

Mr. Fiscusacu. Is that answer directed to Mr. Hoffman’s question 
as to whether the service of these pleadings is seeking personal judg- 
ment against Mr. Taylor? 

Mr. Duseneery. The answer is“ Yes, they do against all defendants 
in the case.” 

Mr. Fiscusacn. All right, we will come to that later. 

Mr. Dusensery. Yes, sir. 

These allegations of fraud and conspiracy were made against the 
San Francisco bank and its officers and directors notwithstanding the 
fact that the supervision of Federal savings and loan associations and 
the appointment of conservators and receivers for such institutions 
is by statute vested solely in the Home Loan Bank Board, and that 
neither the San Francisco bank nor any of its officers or agents had 
anything to do with the appointment of the conservator for the Long 
Beach Association. Furthermore, the great majority of the officers 
and directors who have been made parties to the Long Beach case 
and against whom these preposterous damage claims have been 
asserted based upon such alleged fraud and conspiracy, reside outside 
of California, mostly in the States of Washington, Oregon, Montana, 
Idaho, Utah, and Wyoming which comprise the district of the former 
Portland bank, and had no knowledge whatsoever with respect to 
the appointment of such conservator nor even of the existence of the 
Long Beach Association. Eighty officers and directors and ten sav- 
ings and loan associations in the San Francisco Bay area have been 
joined in the Long Beach action as ‘‘Intermeddling Doe Defendants,” 
and recklessly charged with the same acts of fraud and conspiracy. 

Contrary to the statement made on December 11 before this subecom- 
mittee by T. A. Gregory, the Los Angeles litigation has not been 
delayed py any act or omission of the attorneys for the San Francisco 
bank or its officers or directors, nor do I know of any instance in 
which any delay has been occasioned by the Department of Justice 
or the attorneys for the Home Loan Bank Board. Unlike the usual 
situation in which the plaintiff in a lawsuit is pressing for early trial 
on the merits and the defendant is resorting to delaying tactics, the 
roles here have been completely reversed. 

The Long Beach case has been at issue since July 1948. No 
request for trial or pretrial has ever been made by any of plaintiff’s 
attorneys. 

When I refer to “plaintiff’s attorneys’ I am referring to the at 
torneys representing the Gregory group. I mean by that the attor- 
neys for the Shareholders Committee, the attorneys for the association 
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itself, the attorneys for the Title Service Co., and the attorneys in 
the Wallace interpleader. Mr. Wallace was a former attorney, I 
believe, for the association. They are all tied together and are really 
representatives of the Gregory interests. 

On the contrary, the attorneys for the Long Beach association have 
resorted to numerous evasive tactics to postpone or prevent alto- 
gether a trial of the case. Federal Home Loan Bank Commissioner 
John H. Fahey is alleged to have performed malicious and fraudulent 
acts of which the Long Beach association complains. His testimony 
would, therefore, seem to be important to both sides. On account 
of the advanced age and delicate health of Mr. Fahey, attorneys for 
the San Francisco bank in August 1949 commenced the usual legal 
proceedings under the rules to take his deposition. However, at- 
torneys for the Long Beach association have repeatedly applied to 
the court to obtain extensions of time to file cross-interrogatories 
without which the deposition could not be taken. Mr. Fahey died 
last month, with the result that all parties have been deprived of his 
testimony. About October 1948 attorneys for the Long Beach asso- 
ciation applied to the court for an inspection of the records of the 
San Francisco bank upon the ground that the attorneys would not 
be ready for trial until after such inspection had been made. Ever 
since that time the attorneys for the Long Beach association have 
been engaged in the inspection of such records, and are still inspecting 
the same. 

I should digress here to point out that this inspection proceeding 
is not the usual one that you have to get some evidence that will 
support the allegations in the complaint. This inspection proceed- 
ing which has been going on for well over a year is staged in the 
grand Hollywood manner. It proceeds under the direction of a 
special master with corps of auditors and attorneys and others going 
through there. That has been going on for a long period of time. 

Mr. Fiscupacu. Why? Why are they proceeding then in that 
Hollywood manner? 

Mr. Dusensery. I don’t know. 

Mr. Fiscupacu. In connection with that didn’t the Government 
refuse to permit inspection except under the aegis of a special master? 

Mr. Dusennery. No; they never requested the inspection. 

Mr. Fiscuspacu. Just a minute. Didn’t the Government also 
insist before these records were made available to the litigation, a 
Mr. A. C. Newell, one of the members of the Home Loan Bank Board 
staff, should go through the records and cull out all the records from 
those which would be available to the litigant? 

Mr. Dusrensery. I think, Mr. Fischbach, you are referring to 
the —— 

Mr. Fiscuspacu. Isn’t that a fact? 

Mr. Dusenpery. I think you are referring to the supervisory 
records, which are not in the jurisdiction of the bank at all, but are 
under the supervision of the Government. 

Mr. Fiscupacu. Isn’t it a fact that the Government insisted 
upon that position? 

Mr. Dusenpery. Not to my knowledge. 

Mr. Fiscusacu. You are an attorney in the case and you don’t 
know that? 
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Mr. Dusrensery. I don’t attend to all the proceedings, Mr. Fisch- 
bach, and I don’t know. But the Government may have still done 
that. Whether they did or not, I don’t know. 

Mr. Fiscuspacu. Didn’t the San Francisco bank itself take a similar 
position? 

Mr. Dusrenpery. It has not. We never asked for a special master 
or anything other with respect to it. 

Mr. Fiscuspacu. Well, we will have to come to that later, too. 

Mr. Dusensery. This proceeding, which has been going on, has 
combed over practically all of the records of the San Francisco bank. 
We have shipped them down from Portland, from San Francisco, all 
sorts of records; thousands of documents and records of our bank have 
been microfilmed. Most of them pertain to routine practices. For 
what use we don’t know. 

But the proceeding has been going on there for this time. 

No demand was ever made under the rules for the production of 
specific documents which might have any bearing on the questions 
at issue in the case. The thing that was sought apparently was the 
right to go in and go through all of our files. That was given by the 
court, and that is the process that has been going on. That is why it 
has taken so much time. 

The supervisory records to which counsel referred are not bank 
records. They belong to the Government because the supervision 
of a Federal association is not in the bank at all, it is vested in the 
Government, and they have custody of those records. They will 
speak for themselves, I assume, with respect to that. 

Any delay in the progress of this litigation by reason of its com- 
plicated character as revealed by the enormous record, must be 
attributed directly to the Long Beach Association. Although the 
rules of civil procedure require that pleadings contain a “‘short and 
plain statement of the claim,’”’ Long Beach Association has filed orig- 
inal, amended, and supplemental pleadings covering a thousand or 
more pages, which are replete with verbose and repetitious allegations 
of evidence so intermingled with legal conclusions, argument, and 
propaganda as to be almost unintelligible. If the lawyer members of 
this committee will examine the pleadings filed on behalf of Long 
Beach, they will find one answer to the question why the record in 
this case is so long and so complicated. 

I would digress here to state that what I have said there about the 
pleadings does not apply to the pleadings filed on behalf of the Los 
Angeles bank, which are the usual type of pleadings filed in a litigation, 
and it is done in a workmanlike manner and lawyerlike manner to 
which no objection could possibly be taken. 

Mr. Horrman. The pleadings to which you refer as being unneces- 
sarily long, can you give us the pages? 

Mr. Dusensery. If you want to look at the long record 

Mr. Horrman. What pages will you find them in those records, 
please? 

Mr. Dusenpery. I haven’t the index. They can be readily located. 

Mr. Fiscunacu. Just a moment, Mr. Dusenbery. 

| have copies of the original pleadings apart from the record, and I 
will be glad to make them available to the subcommittee. 

Mr. Horrman. I want them in the record somewhere so when I get 
the record I can turn to it and take a look at it myself. 
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Mr. Fiscupacnu. I suggest, Mr. Dusenbery, you refer to specific 
pleadings rather than try to make reference to the record because I 
have actual copies of the pleadings. 

Mr. Horrman. Off the record. 

(Discussion off the record.) 

Mr. Houtrietp. Mr. Witness, will you furnish Mr. Fischbach the 
specific complaints to which you refer so that he may get them to other 
members of the subcommittee? 

Mr. Dusensery. I will be glad to name the ones I have in mind to 
Mr. Fischbach now, and furnish the pages for Congressman Hoffman. 

The ones I have in mind are the amended and supplemental com- 
plaint filed on behalf of the Shareholders Committee of Long Beach; 
the amended answer and cross complaint of Long Beach, and the sup- 
plemental cross complaint of Long Beach. 

Mr. Horrman. All right; go ahead. 

Mr. Dusensery. In connection with that matter this record which 
has been displayed here at the end of the table and which has enormous 
length, when this appeal was taken from the injunction order, of course, 
in taking up this appeal it was necessary the appellants print the plead- 
ings in the case. We had to print all of these long pleadings, which 
ran to a great extent the amount of pleadings we had to designate to 
print under the rules. What we designated, including those long 
pleadings, make up about 20 percent of that record. 

Mr. Horrman. The record as lays on the end of the table, the 
printed record, are those copies duplications or do they just tell one 
story? 

Mr. Dusrensery. Those are all separate proceedings and papers 
pertaining to this same action. 

Mr. Horrman. Why does not someone tell us 2 vbe, Mr. 
Fischbach, you can—how many pages there are in that printed record 
down there without duplications? 

Mr. Fiscunacn. Volume 24 shows, Mr. Hoffman, that the last 
numbered printed page is 11498, in this record of the court of appeals. 
This is the record to the court of appeals on the Government’s appeal 
from the court’s order enjoining Order No. 2015. 

Mr. Dusensery. These are all, or practically all, copies of court 
papers. This is the clerk’s record very largely and contains a very 
limited amount of testimony. 

It has been said that this is the longest record that was ever filed 
in any United States district court at any time. I have heard that 
said. 

Mr. Fiscusacu. I think you are right on that. 

Mr. Dusenspery. I have heard that. 

Mr. Lovre. Mr. Chairman, may I suggest we have a conference at 
10:30. It is now 10:30. I am wondering if the witness could complete 
his statement and then we could come back for the purpose of ex- 
amination. 

Mr. Houirietp. We can recess at this moment if you wish. 

Mr. Lovre. Let him finish. 

Mr. Dusensery. I can finish in a few minutes. 

Mr. Hourrievp. All right. 

Mr. Dusenzery. In addition to the length of the pleadings, the 
case has been further complicated by numerous collateral issues raised 
by Long Beach Association. 
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Voluminous objections to conservator accounting were filed by the 
association and, after the lapse of a year, hearings and examinations 
on said objections are still in progress. Other collateral issues raised 
by Long Beach association are interpleader proceedings to impound 
$6,300,000 of the assets of the San Francisco bank, motion to enjoin 
the holding of annual shareholders’ meeting of the San Francisco 
bank, motion to dissolve the San Francisco bank, motions for injunc- 
tions against the holding of administrative hearings, proceedings to 
— the prosecution of an action filed in the northern district of 

California by 10 savings and loan associations in the San Francisco 
Bay area, which were brought to prevent the alleged illegal expendi- 
ture of the funds of the San Francisco bank in making a proposed 
settlement with the Long Beach Association, and a motion to enjoin 
minority shareholders of the Long Beach Association from prosecuting 
an action filed in the California State court to recover from T. A. 
Gregory large sums of money by reason of his alleged use of Long 
Beach Association funds for his own personal benefit. The San 
Francisco bank has not filed any motions or pleadings in this litiga- 
tion for the purpose of delay, but has filed only necessary answers and 
motions and responses necessary to raise issues of law. 

Mr. Houirrevip. At this time the subcommittee will recess until 11 
o'clock to accommodate two members of our subcommittee who have 
a prior meeting. 

(Whereupon, at 10:40 a. m., the subcommittee recessed to reconvene 
at 11 a.m. the same day. 


MORNING SESSION (RESUMED) 


Mr. Houirtetp. The subcommittee will be in order. 

Mr. Dusenbery, I believe you just finished your prepared statement? 

Mr. DusensBery. Yes, sir. 

Mr. Hourrievp. Are there any questions? 

Mr. Horrman. I have none. 

Mr. Houirietp. Mr. Lovre? 

Mr. Lovre. No. 

Mr. Houirrerp. Mr. Counsel? 

Mr. Fiscupacn, Yes. 

Mr. Dusenbery, 1 would like to refer you to page 2 of your state- 
ment. 

Mr. DusensBery. Yes. 

Mr. Fiscupacnu, And, specifically, at the point at which you make 
a quotation from the opinion of the Supreme Court that was rendered 
on June 23, 1947. After that quotation, you made the statement 
that 

Up to this stage of the proceedings the Long Beach ease sought only a termine 
ation of the conservatorship and an accounting by the conservator. 
Is that not so? 

Mr. Dusensery. That is correct. 

Mr. Fiscnnacu. That is your statement? 

Mr. Dusensery. That is my interpretation of the relief demanded 
up to that time. 

Mr. Fiscupacn. Is it not a fact that the Supreme Court in its 
statement of its opinion, at page 687, said: 
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It is obvious that there is more to this litigation than meets the eve on the 
pleadings. The plaintiffs’ charges that ill will and malice actuated the supervising 
authorities as well as the charges of the defendants that the institution has been 
mismanaged and that the management is unfit are alike undetermined by tne 
courts below. 

Mr. Dusensery. I recognize that as being a part of the language 
of the opinion, Mr. Fischbach. 

Mr. Fiscupacn. In fact, it is the language of the opinion immedi- 
ately preceding the quotation you used? 

Mr. Dusensery. I do not know the definite position. I have not 
the opinion of the court before me. However, the opinion is published 
in the United States Reports and would be available. 

Mr. Fiscupacn. In the light of the fact that the Supreme Court 
made the statement that the plaintiff charges that ill will and malice 
actuated the supervising authorities, was not there before the Supreme 
Court pleadings which showed that Long Beach had made such allega- 
tions and that your statement to this subcommittee is absolutely 
incorrect? 

Mr. Dusenserry. I[ do not think so. I am quite sure that it does 
not cover it that way, Mr. Fischbach. The opinion of the Supreme 
Court will speak for itself, however. 

Mr. Fiscupacn. Well, now, I am asking you in the light of the state- 
ment of the Supreme Court, whether or not your statement that up 
to this stage of the proceedings the Long Beach case sought only a 
termination of the conservatorship and an accounting by the conserva- 
tor, that statement made by vou to the subcommittee, is that not 
completely incorrect? 

Mr. Dusensery. No; I do not think it is, Mr. Fischbach. 

Mr. Fiscupacn. All right. I would like to refer you 

Mr. Dusrensery. Then let me complete my answer, Mr. Fisch- 
bach. The reason I say that is that after the decision from the 
Supreme Court the plaintiffs in the case, the Gregory group, found it 
necessary to file completely new pleadings, amended supplemental 
pleadings, about December 1947; they filed their amended pleadings, 
in which they set up a very different type of cause of action, and they 
supplemented those pleadings the following May 1948, by setting up 
still additional allegations that these damage claims came into the 
picture. The point I was making there was that up to the time of the 
decision of the Supreme Court, the theory of the case was that the 
act was unconstitutional and, by reason of that fact, a three-judge 
court was impaneled. It could only have been done upon that theory. 
And the decision of the Supreme Court decided that it was constitu- 
tional; therefore, it was necessary to change the theory of the case which 
was changed from an attack on the constitutionality of the statute 
to these damage claims based upon fraud and conspiracy. 

Mr. Fiscupacn. You are a careful lawyer, are you not, and when 
you undertook to make a statement to this subeommittee as to what 
this litigation was about, you did not want to mislead the subcom- 
mittee, did you? 

Mr. Dusenzery. I did not want to mislead the subcommittee, and 
I did not mislead the subcommittee. 

Mr. Fiscupacn. All right. Have a look at page 287 of this volume 
I of the record, and when you do, tell us if it is not a fact that on 
July 1, 1946, which was a year before the Supreme Court decision, 
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Long Beach Federal had not, in fact, made these charges that you 
deny in this statement to the subcommittee? 

Mr. Dusensery. Mr. Fischbach, I did not say anything about 
what the allegations of their pleading was. 

Mr. Fiscusacu. You made the statement- 

Mr. Horrman. Wait a minute, let him answer. You have a policy 
of attacking the credibility and good faith of every witness that ap- 
pears on behalf of the Government. 

Mr. Fiscupacn. I have no objection to anybody coming in here 
and telling his story. What I do object to is anybody coming in here 
and making a statement to this subcommittee which will mislead the 
subcommittee. 

Mr. Horrman. Do not worry about me so far as I am concerned, 
do not worry about my being misled. I will look after that. What 
I say is that every time one of these witnesses appears in behalf of 
the Government and disputes Tom Gregory’s position, you attack 
his credibility. 

Mr. Fiscusacu. I am not talking about his position. 

Mr. Horrman. Do not think we are so dumb that we cannot detect 
that. 

Mr. Fiscnspacu. I am talking about the statement made by this 
witness to the subcommittee up to this stage of the proceeding. ‘On 
June 23, 1947, the Long Beach case sought only the termination of 
the conservatorship and an accounting by the conservator.”’ I want 
the witness either to stand on that statement or to stand on a totally 
different position after he consults the record. I am not talking about 
Tom Gregory. 

Mr. Dusensery. I am reading the prayer of this complaint that 
you submitted to me, Mr. Fischbach, and after I read that, I will 
be glad to respond to your question further. 

Mr. Fiscupacu. In connection with his statement, Mr. Hoffman, 
let me call your attention to what is in the Supreme Court opinion. 

Mr. Horrman. I have read that decision. 

Mr. Fiscupacu. Read that. 

Mr. Horrman. I read the circuit court of appeals decision. 

Mr. Fiscusacn. In the light of that——— 

Mr. Horrman. I do not agree with a good many things Mr. Holli- 
field says, and he does not agree with what I say, but it does not 
follow that either one of us is charging the other with deliberate intent 
to mislead somebody. 

Mr. Lovre. I feel the same way. 

Mr. Horrman. What you are trying to prove, to put it in plain 
language, is that they are liars and trying to deceive this subcommittee. 
Now they may be absolutely wrong in the position they take. There 
may not be a word of truth in his conclusion here, but it is his conclu- 
sion; it is his opinion. 

Mr. Hourrtetp. The chairman would like to say that when a 
cleverly prepared statement by an attorney is before this subcommittee 
and a statement is made as matter of fact, I think it is up to the 
counsel of our subcommittee to point out to the membership of the 
subcommittee if there is an error in that statement, without regard to 
the motives of making that error. But if an error exists, I think that 
we should be informed of that, every member of the subcommittee. 
And I would not countenance, for one minute, counsel imputing 
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motives to the witness. I think his duty is to point out the fact of an 
error, if an error exists, and not to impute motives. 

Mr. Fiscusacu. The witness should have an opportunity to correct 
the statement that he deliberately made. 

Mr. HouiFietp. We have given Mr. Ammann an opportunity to 
correct any statement that he made that was wrong, and I am sure 
Mr. Dusenbery will be given that same opportunity if he requests it. 

Mr. Dusrensery. I do not want to correct any statement that I 
made, Mr. Chairman, in my written statement. I confirm everything 
that was in it. I have reread carefully the prayer of the pleading 
that your counsel placed before me, and I still say that the purpose of 
that pleading and the relief there requested consists of an order 
determining that it is based on the unconstitutionality of the statute, 
that the order appointing the conservator was void, and asking for an 
accounting as to the transactions carried on by the conservator during 
his term of office. 

Mr. HorrMan. May we have the prayer put right in here, in the 
record? 

Mr. Fiscupacu. Let us have the pleading. 

Mr. Lovre. That pleading, that is the big long one again, is it not? 

Mr. Fiscupacn. It is a very short one. 

Mr. HouiF1eitp. Let us have the counsel, for the benefit of the 
subcommittee, now read the point of fact which he thinks contradicts 
the point of fact made by the witness, so that the subcommittee may, 
within its own judgment, decide as to the element of fact in question. 

Mr. Horrman. Then have Mr. Fischbach make his statement as 
to what difference it makes, whether he is right or whether the witness 
is right about that particular thing, in connection with our hearing. 

Mr. Ho.iFrevp. That is not necessary. I think that we can decide, 
if it is an important fact. 

Mr. Horrman. As to how it is material. 

Mr. Houirtevp. Go ahead. 

Mr. Fiscusacu. I will read from page 292. 

Mr. Hourrretp. What is it you are reading from? 

Mr. Fiscupacu. I am reading from the pleading which was the third 
party complaint put in by Long Beach Federal against the Federal 
Home Loan Bank of Los Angeles, the Federal Home Loan Bank of 
Portland, and the Federal Home Loan Bank of San Francisco. 

Mr. Howtrretp. On what date? 

Mr. Fiscupacu. Filed July 1, 1946, 1 year before the Supreme 
Court decision. 

Mr. Dusenrery. May I ask whether you are reading from the 
prayer of the pleading or from the body of it? 

Mr. Fiscupacn. I am reading from the pleading. 

Mr. Lovre. He did not answer the question. Is that from the 
prayer or pleading; what is it? Is it the prayer, or what are you 
reading from? 

Mr. Fiscupacu. I am reading from the pleading, from the body of 
the pleading, page 292. 

Mr. Lovre. Then you are not reading the prayer of the pleading. 

Mr. Horrman. As to the relief sotight, it is conceded that it is i 
the prayer, is it not? 

Mr. Fiscunacu. The relief sought? 

Mr. Horrman. Yes. 
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Mr. Fiscunacn. Do you want this read, or shall we merely enter it 
into the record and go on to another point? 

Mr. Horrman. I would like to have you read the prayer. Up to 
this stage of the proceeding, the witness said the Long Beach case 
sought only a culmination of the conservatorship and an accounting 
by the conservator. The prayer for relief will tell us just exactly 
what it sought, and show whether your contention 1s right or whether 
the witness’ contention is right. 

Mr. Lover. That is what I was trying to find out. 
Mr. Fiscuracn. All right. I will read from page 288: 


(d) This action also seeks injunctive relief to prevent the wrongful dissipation 
of private property in amounts in excess of $26,000,000, wrongfully taken without 
due process of law and to restrain the enforcement, operation and execution, in 
whole or in part, of acts of Congress, upon the ground that such acts or parts 
thereof, are repugnant to the Constitution of the United States, and amendment v 
thereof, and therefore pursuant to the provisions of section 380 (a) of title 28 of 
the Federal Judicial Code, the plaintiffs respectfully request the senior circuit 
judge of the ninth judicial circuit to immediately designate three judges to com- 
prise the court to hear this action as in said section 380 (a) provided. 

This action also arises under title 28, section 118 of the Federal Judicial Code. 
Certain of the defendants cannot be found within the district of this honorable 
district court of the United States and the action involves claims to and the 
removal of clouds, liens, and encumbrances upon over $26,000,000 worth of real 
and personal property situated and located within the district and jurisdiction 
of this honorable court. 

That on or about the 29th day of March 1946, the defendants in the principal 
action, John H. Fahey and A. V. Ammann, purported and attempted illegally, 
and without authority and without right or justification whatsoever, to seize and 
merge the defendant Federal Home Loan Bank of Los Angeles, which then had 
total assets of approximately $43,000,000 into and with the Federal Home Loan 
Bank of Portland, which defendant and third party plaintiff Long Beach Federal 
Savings and Loan Association, is informed and believes and therefore alleges had 
assets of approximately $9,000,000. 

That defendant and third party plaintiff Long Beach Federal Savings and Loan 
Association is informed and believes and therefore alleges that each and all of the 
acts of the original defendants, John H. Fahey and A. V. Ammann, in attempting 
to seize and destroy the Federal Home Loan Bank of Los Angeles, merge it into 
the Federal Home Loan Bank of Portland and create the new entity Federal 
Home Loan Bank of San Francisco, were, and are, illegal, void, unconstitutional 
and beyond the power and authority of said original defendants, John H. Fahey 
and A. V. Ammann, and each of them. 

That since his purported appointment as conservator, the defendant A. V. 
Ammann, and the defendant John H. Fahey have transferred, assigned, sold, 
conveyed, delivered and otherwise dealt with many millions of dollars’ worth of 
notes, deeds of trust, bénds, securities, assets and property of the defendant and 
third party plaintiff Long Beach Federal Savings and Loan Association, possession 
and control of which they unlawfully and wrongfully obtained by the said uncon- 
stitutional seizure. That defendant and third party plaintiff is informed and 
believes and therefore alleges that they, the said John H. Fahey and A. V. Am- 
mann, have made transactions with the defendants, Federal Home Loan Bank of 
Los Angeles, Federal Home Loan Bank of San Francisco, and Federal Home Loan 
Bank of Portland, and with each and all of them, or with one or more of them, 
in which the said defendants John H. Fahey and A. V. Ammann have withdrawn 
into their own possession all or part of the said five to six million dollars in United 
States Government bonds which were originally held by the said defendant Federal 
Home Loan Bank of Los Angeles and which were owned by, and the property of, 
defendant and third party plaintiff Long Beach Federal Savings and Loan Asso- 
ciation and have also sold, assigned, transferred, and delivered some 5 to 7 million 
dollars in face value of notes and deeds of trust to one or more of the defendants, 
Federal Home Loan Bank of Los Angeles, Federal Home Loan Bank of Portland, 
and Federal Home Loan Bank of San Francisco, the makers of which notes are 
each and all domiciled in, and residents of, the county of Los Angeles, State of 
California, that the deeds of trust securing each and all of said notes convey the 
title to many thousands of parcels of real property, each and all of which are 
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situated in the county of Los Angeles, State of California. That the trustee on 
each and all of said deeds of trust is Title Service Co., a California corporation, 
having its principal place of business in the city of Long Beach, county of Los 
Angeles, State of California, and that each and all of said notes and deeds of trust 
are made payable at the home office of said defendant and third party plaintiff, 
Long Beach Federal Savings and Loan Association, in the city of Long Beach, 
county of Los Angeles, State of California. 

That the defendants Federal Home Loan Bank of Portland and Federal Home 
Loan Bank of San Francisco, purport to act as the successors of defendants Federal 
Home Loan Bank of Ios Angeles and now have the physieal possession and con- 
trol of the said 5 to 6 million dollars in bonds and said 5 to 7 million dollars in 
notes and deeds of trust, ail of which they hold as eustodian for and as trustee 
for the true owner of said notes and deeds of trust and said bonds, to wit: the 
defendant and third party plaintiff Long Beach Federal Savings and Loan 
Association, 

That a further controversy and dispute also exists in that third party defendants 
claim that defendant and third party plaintiff is a member of and stockholder of 
and connected with defendant Federal Home Loan Bank of San Francisco and 
defendant and third party plaintiff Long Beach Federal Savings and Loan Asso- 
ciation contends that it is still a member of, stockholder of, and connected with, 
third party defendant Federal Home Loan Bank of Los Angeles. That each and 
both of said contentions of defendant and third party plaintiff Long Beach Federal! 
Savings and Loan Association and of defendants are conflicting and irreconcilable 
and cannot both be correct. 

Mr. Lovre. Is that the right? 

Mr. Fiscunacu. Mr. Lovre, if you doubt that, will you please read 
it into the record yourself. 

Mr. Horrman. Let him read what he wants to read. What page 
are you talking about, 287? Were you reading from page 287? 

Mr. Fiscupacu. Let me look at it. I will tell you. I am reading 
from page 288 and following. Let the reporter read back what page 
I was reading from. 

Mr. Horrman. That is the third amended complaint, is it net? 

Mr. Fiscupacnu. That is right. 

\(r. Horrman. Where is vour prayer for relief? 

Mr. Fiscunacu. The prayer for relief starts at page 299. 

Mr. Horrman. Here it is. 

Mr. Fiscusacu. Before that, look at the allegation No. 1 on 
page 298. 

Mr. Lover. He did not make any reference to allegations. We 
asked vou to read what the prayer contained, Mr. Fischbach. 

Mr. Fiscusacu. Just a moment. 

Mr. Horrman. I will read it. 

Mr. Fiscusacu. Let the record reflect what I was asked to do. 

Mr. Horrman. Page 299 f{reading]: 

Wherefore, defendant and third party plaintiff, Long Beach Federal Savings 
and Loan Association prays judgment against the defendants Federat Home 
Loan Bank of Los Angeles, Federal Home Loan Bank of Portland, and Federal 
Home Loan Bank of San Francisco, as follows: 

1. That said defendants, and each and all of them, account with defendant and 
third party plaintiff Long Beach Federal Savings and Loan Association * * * 


Mr. Fiscurnacn. “That said defendant and each of them’’; is that 
not it? 

Mr. Horrman. Yes. 

Mr. Fiscuracu. Look at the statement made by the witness 
before this subcommittee— 
sought only termination of the conservatorship and an accounting by the 
conservator. 
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Mr. Horrman. I will continue to read: 
for and as to each, every, and all assets, bonds, notes, deeds of trust, security, and 
other property belonging to said defendant and third party plaintiff Long Beach 
Federal Savings & Loan Association, which is now or has ever been in the pos- 
session, custody, and control of said defendants, or any of them. 

2. That this honorable court order said defendants and each and all of them to 
return and deliver to defendant and third party plaintiff Long Beach Federal 
Savings & Loan Association, each, every, and all of its securities, bonds, notes, 
deeds of trust, and other property in the custody or under the control of the said 
defendants, or each, or any of them. 

3. That this court adjudge and declare which of said defendants, if any, is the 
Federal home loan bank in which defendant and third party plaintiff Long Beach 
Federal Savings & Loan Association owns 3,417 shares of the capital stock, and 
that this court adjudge and declare the amount of surplus owned by defendant 
and third party plaintiff Long Beach Federal Savings & Loan Association, in 
whichever Federal home loan bank this court determines it to be a stockholder. 

4. That this court adjudge and declare that each and every transfer, assign- 
ment, conveyance, transaction of said original defendants John H. Fahey and 
A. V. Ammann concerning property of defendant and third party plaintiff Long 
Beach Federal Savings & Loan Association, with and to the third party de- 
fendants Federal Home Loan Bank of Los Angeles, Federal Home Loan Bank of 
Portland, Federal Home Loan Bank of San Francisco, were, and are, unauthorized, 
illegal, and void, and conveyed no title or interest whatsoever. 

5. That this honorable court make its declaratory judgment adjudging and 
declaring which of the three third party defendants, Federal Home Loan Bank of 
Los Angeles, Federal Home Loan Bank of Portland, Federal Home Loan Bank of 
San Francisco, is actually in existence and has the property and assets of defendant 
and third party plaintiff Long Beach Federal Savings & Loan Association. 

6. That defendant and third party plaintiff recover its costs of action incurred 
herein. 

And the next is the only thing that I can see that bears out your 
contention, Mr. Fischbach: 

7. And for such other and further relief as to the court may seem just and 
proper in the premises. 

Mr. Fiscuracn. No; that is not the one. 

Mr. Horrman. That is not the one you rely on? 

Mr. Friscuracnu. Absolutely not. That is the one I would rely 
on least. 

Mr. Horrman. Maybe I am dumb but I cannot see where the 
witness made any statement that misleads us when he says—— 

Mr. Fiscupacu. When he says up to this stage of the proceedings 
the Long Beach case sought only the termination of the conservator- 
ship. 

Mr. Horrman. And an accounting by the conservator. 

Mr. Fiscupacu. You do not see that? 

Mr. Horrman. No, I do not, I confess. 

Mr. Fiscnpacu. Let the record rest as it is. I am content with 
what you read out of it. 

Mr. Horrman. That is all that it is. That is the prayer. 

Mr. Fiscupacn. I am perfectly content with what you read out of 
it. However, I would like to show the basis upon which the Supreme 
Court made the statement to which you referred to the members of 
the subcommittee, namely, on page 686 of its opinion that the plain- 
tiffs’ charges of ill will and malice actuated the supervising authori- 
ties as well as the charges of the defendants that the institution has 
been mismanaged and the management is unfit are alike undeter- 
mined by the courts below. I take it that there can scarcely be 
any quarrel that if the Supreme Court made that statement at page 
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687 of its opinion, there was substantially more than merely the 
termination of the conservatorship and an accounting by the con- 
servator as represented by this witness. 

Mr. Houtrie.tp. Now that you three attorneys have gotten through 
talking, as a layman I would like to see if my mind is clear on this 
point at issue. 

As I understand it, the Long Beach Federal Savings & Loan 
Association attacked the legality of the appointment of the con- 
servator on certain grounds. Their attack was carried to the Supreme 
Court and the Supreme Court rules that the Home Loan Bank Board 
did have the authority to appoint a conservator in this instance. 
However, in making their decision they did not pass upon the merits 
of the act, on the charges of fraud, mismanagement, and so forth, 
that were being made, and left that portion of the complaint in an 
undetermined state and referred it back to the lower courts for trial. 

Is that, as a layman, a clear explanation of what happened? 

Mr. Fiscupacn, That is substantially correct. As to what the 
Long Beach complaint was vou failed to narrate that. 

Mr. Hourrtetp. I did not put in the charges, because I did not 
know them, and such other charges. 

Mr. Fiscupacnu. The Long Beach complaint included specifically 
an attempt to get back their assets from the Portland bank, from the 
San Francisco bank, which had been commingled and that had nothing 
whatever to do with the conservator as such. The allegations as to 
the conservator’s participation and the Bank of Portland’s participa- 
tion and the San Francisco bank’s participation are all included in 
this complaint and were referred to by the Supreme Court in this 
decision. Moreover, let me show you another thing that I think 


ought to be called to your attention before we pass this point as to 
the validity of the statement made by the witness to this subcommit- 
tee. 

I quote from page 697 of the Supreme Court decision: 

Nor do we mean to be understood that if supervising authorities maliciously, 
wantonly, and without cause destroy the credit of a financial institution there 
are not remedies. 


All of those things were before the Court, as the record before the 
Court would show. I wanted the witness to have an opportunity 
either to stand on this statement which he made to which I have 
alluded or to give him an opportunity to correct that statement. As 
I understand his position, he prefers to stand on the statement. 
That is perfectly all right with me. 

Mr. HoutirFtevp. All right. 

Mr. Fiscupacu. There came a time, Mr. Dusenbery, when you 
had to answer this complaint of the Long Beach Federal, and in doing 
so you answered on behalf of the San Francisco bank? 

Mr. Dusenpery. You art referring now’to the original cross-claim 
of Long Beach? 

Mr. Fiscnspacn. That is right. 

Mr. Dusensery. I think we filed an answer to that original plead- 
ing. That is my recollection. I do not have my files before me. I 
will have to answer from memory. I think we answered the original 
complaint as well as the amended and supplemental complaints. I 
know we answered the latter. 
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Mr. Fiscuspacuw. You took a position before the subcommittee 
that you had done nothing to prolong this litigation, is that not 
substantially your position? 

Mr. Dusensery. That is correct. 

Mr. Fiscusacu. In the light of the fact that this complaint was 
filed July 1, 1946, can you explain why you did not file an answer to 
it until May 4, 1948? I will show you the answer you filed. It 
starts on page 4024 of the record. It appears that your name is there 
as counsel and that this answer was filed May 4, 1948. 

Mr. Dusensery. I think the explanation of that would be this, 
that on those original pleadings challenging the constitutionality of 
the act, a prompt hearing was had in 1946. The bank was not ac- 
tively engaged in that part of the controversy at all. I do not recall 
when the bank was served in this matter, but a three-judge court was 
impaneled promptly in 1946. They bad a hearing and they promptly 
rendered a final judgment in the action, in which they declared that 
the act was unconstitutional; and, therefore, granted the relief that 
was demanded in these pleadings. The Government immediately 
took an appeal from that judgment. 

Mr. Fiscupacn. Did you not participate in that? 

Mr. Dusrnsery. In the Supreme Court? I did not. We were 
not parties to that appeal. The bank was not really active in this 
litigation to any great extent at all. We were just trailing along 
there. It was a fight between the Government and the Long Beach 
crowd until about 1948, before we took any very active participation 
in it at all. In other words, after these amended pleadings were 
filed, in which the damage claims were set up against us and against 
our officers and directors. Then we were compelled to get into the 
Long Beach case actively and defend against those damage claims. 

In this statement I was trying to point out that fact. 

Mr. Fiscupacn. So that is your explanation of that? 

Mr. Dusenpery. We were not parties to the appeal that went up 
there. I think the explanation of this answer is that in the spring 
of 1948, after the amended pleadings had been filed, the number of 
complaints and things in this case were so complicated that I assume 
counsel in going through here found here was a pleading made certain 
allegations against us, to which we had not answered, and so an answer 
was filed at that date, just to complete the record. 

Mr. Horrman. When was the San Francisco Bank made a party 
to this? 

Mr. Dusensery. I do not recall. They were made a party. 

Mr. Horrman. When was the San Francisco Bank made a party, 
Mr. Fischbach? 

Mr. Fiscusacu. I want to be very accurate in answering you, Mr. 
Hoffman. 

Mr. Dusenspery. I think it would be in 1946 sometime. 

Mr. Fiscunacu. Just a moment. This complaint as between Long 
Beach Federal and San Francisco Bank and the Portland Bank was 
filed July 1, 1946. 

Mr. Horrman. What did they claim then? 

Mr. Fiscuspacn. We just went over that. They claimed gen- 
erally— 

Mr. Horrman. If that is it, I know what they said in there. 

Mr. Fiscupacnu. All right. 
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Mr. Horrman. When they did file some claim directly against the 

San Francisco Bank claiming damages. 

Mr. Fiscupacu. This is the complaint upon which the action was 
initiated and is still pending. 

Mr. Horrman. Who has got what and how much and to whom did 
it belong? 

Mr. Fiscupacn. Let me point out in this action at this time, July 
of 1946, Long Beach Federal, mind you, had been placed in the hands 
of a conservator, about a month and a half before. The conservator 
was transferring ‘the stock of Long Beach Federal and the Los Angeles 
Bank and changing it for stock of the San Francisco Bank. The 
conservator was borrowing money from the San Francisco Bank, 
and bear in mind that the San Francisco Bank was merely another 
name for the Portland Bank, which was represented by Mr. Dusen- 
bery, and the conservator was transferring assets of the Long Beach 
Federal to the San Francisco Bank, also known as the Portland 
Bank; that the assets of the Los Angeles Bank and the assets of the 
Portland Bank were being commingled, and Long Beach Federal not 
only complained in its own right with respect to its own assets, but 
also complained with respect to its position as a stockholder of the 
Los Angeles Bank. 

At the same time, the Los Angeles Bank attorneys were complaining 
of the commingling of the assets of the Los Angeles Bank and the 
Portland Bank. And the common pot, so to speak, was called the 
San Francisco Bank. 

When a three-judge court was convened, as is perfectly apparent 
from this Supreme Court decision, there was much more in litiga- 
tion than merely the complaint of Long Beach Federal with respect 
to the conservator. The entire orbit of this litigation had been laid 
at that point. True it is, that at a subsequent point, as a result of 
motions of various parties defendant, the affirmative pleadings were 
amended, but we have got the amended pleadings before us, too. We 
have got the whole of it. 

Mr. Lannam. When was that amendment made? I think that is 
the point. 

Mr. Fiscunacu. The first amendment, Judge Lanham, would be 
after the decision of the Supreme Court. 

q Mr. Lannam. Can you not give me the date? 

Mr. Fiscupacu. In relation to that, let us bear in mind that the 
decision of the United States Supreme Court is June 23, 1947. Then 
your amendment comes after that. 

Mr. Horrman. Was that 1947?. 

Mr. Fiscnnacn. 1948. This litigation was started in 1946. Now 
your first amendment after that came in the month of May 1948. Is 
that not correct, Mr. Chapman? 
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Mr. Cuapman. Mr. Fischbach, I would like to point out that we 
did not know how to amend or what the damages were until we got 
our institution back. So all we could ask is as we asked here, the 
declaration of which Federal Home Loan Bank existed. When we 
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were restored in January of 1948 it took three or four months before 
our books were given back to us. 

In May of 1948 as soon as we had the books and knew what had 
happened to our institution we filed our amended pleadings for 
damages. 

The pleading to which Mr. Fischbach refers, however, was never 
amended because it set forth the basic question of which of these 
Federal Home Loan banks was in existence. Congressman Hoffman 
read that paragraph of declaratory relief. 

Mr. Lanuam. Which suit did you amend? You say you amended 
it. 

Mr. CHapmMan. We amended another pleading, which we had 
originally filed setting up the malice and so on. 

Mr. Lannam. That is consonant with Mr. Dusenbery’s statement 
that after the pleadings were filed asking damages that then the suit 
was answered, is it not? It seems to me that he has explained his 
failure to answer until 1948. 

Mr. CuHapman. In 1947 there were long arguments. They an- 
swered in court, I think, 7 or 8 days. And in fairness to Mr. 
Dusenbery I must say that Mr. Bishop, the Los Angeles represent- 
ative of the San Francisco bank—you see, the San Francisco bank 
has six attorneys—the Los Angeles representative argued the motions 
and the third party complaint just quoted that Congressman Hoffman 
read, withstood all attacks and they were required to answer. 

The other pleadings required amendment and they were not 
amended until after we were restored, which happened in January. 

Mr. Lanna. That is, I believe, what Mr. Dusenbery says, after 
they were amended that then an answer was filed. 

Mr. Cuapman. To all of them. I think that is correct. 

Mr. Lanuam. By the San Francisco bank. 

Mr. Horrman. Up to the time of the Supreme Court decision, 
as I think I read from the complaint, in a way all of you were trying 
to find out where you were and who had what and to whom it belonged. 

Mr. Fiscuspacn. That is perfectly true. 

Mr. Horrman. Is that not true? Then after the Supreme Court 
decision, and as he says here, that is, Mr. Chapman says, along in 
May of 1948 it was amended because you got the bank back then. 

Mr. CHapMan. Our institution, yes. 

Mr. Horrman. You got it back and then you filed an amended 
complaint in May of 1948, asking for damages. 

Mr. CHapMAN. Setting forth the amount of the damages. Before 
all we could plead for was that. We did not know what happened 
to us. 

Mr. Lanuam. Did you ask for damages? 

Mr. CHapman. No. 

Mr. Lanuam. Then you amended, asking for damages, and setting 
up what they were? 

Mr. Cuapman. We asked for an accounting so that we could amend. 
We were out of the institution. They would not let us see our own 
books. 

Mr. Lanuam. I know that, but when you amended, you did ask 
for damages? 

Mr. CuHapMan. That is correct, in the specific amount. 
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Mr. Lovre. In a nutshell, is this not about right: You first started 
out attacking the constitutionality which provided for this conserva- 
tor; then when that was decided adversely to the Long Beach branch, 
you came in asking for damages and all the rest of this? 

Mr. CHapMAN. That is not quite correct. 

Mr. Lovee. Is that not roughly the picture? 

Mr. Cuapman. No. One big thing, we did not have a factual trial 
before the three-judge court. It was purely a question of law. We 
were not permitted to go into the facts that we asked to, and the 
senior circuit justice presiding said, ‘‘No, I want to pass only on the 
question of the constitutionality of the law,” and he put aside our 
allegations of fraud and malice and bad faith which were then before 
him. 

He said, “If I hold it is constitutional we will go into those things; 
if I hold it is unconstitutional there is no need for all of this record 
and trial and proceeding.”’ It would have taken several months to 
try it. 

So all we had before him was the constitutional issue but the other 
matters were in the pleadings from the beginning. 

He also would not pass on which Federal Home Loan Bank existed, 
because there was another action not yet consolidated into our action 
coming from the Los Angeles Bank and some others of its stockholders. 

We have before the three-judge court the single issue of law: Was 
the act of Congress constitutional, or was it not? But we had in the 
pleadings before that court all of those issues which have yet come up 
except the amount of damages. We did not have the books. We did 
not know what amount of damage had occurred. A lot of it occurred 
during the process of the action. We could not know in July of 1946 
how much we would be damaged in1947. 

Mr. Lanuam. I should like to know whether in the original plead- 
ings there was a prayer for damages or not. 

Mr. CuapMan. There was a prayer for an accounting so that we 
could determine what damage we had. ‘There was no specific amount 
asking for damages. 

Mr. DusensBery. May I supplement what was said here? 

Mr. CHapMaNn. May | finish, please? I want to see if I can make 
clear something in California and Federal procedure that I do not 
know exists in many of the States, that is, declaratory relief. We 
have the right under Federal practice and in California to ask an 
adjudication which of these three Federal Home Loan Banks does 
exist; was the San Francisco creation by the seizure of Los Angeles 
valid, and is that a bank; or was it invalid and therefore there is no 
such San Francisco Bank? The reason I bring this point up is if 
there is no San Francisco Bank the directors are acting as individuals. 
They have no corporation of which they can be directors and we, 
therefore, have to sue them as individuals. It is not a matter of 
wanting to. If you are going to maintain your legal position that 
there is no corporation because of an invalid seizure you must proceed 
against the directors individually. 

Mr. Lanuam. Was that question ever decided? 

Mr. Cuapman. It is one of the things yet to be decided in the 
litigation if it proceeds. We hoped for 2 years that we would settle 
the litigation. I think that is one of the reasons that the answers 
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did not come in. There were extensions asked for and granted 
repeatedly by the court to all parties on the basis that the settlement 
was progressing and why pile up any more expense. 


FURTHER TESTIMONY OF VERNE DUSENBERY, ATTORNEY, 
FEDERAL HOME LOAN BANK OF SAN FRANCISCO 


Mr. Dusensery. If I may throw a little additional information 
on this. After the decision of the Supreme Court in December of 
1947 an amended and supplemental complaint and an amended 
cross-claim on behalf of Long Beach were filed in December of 1947 
before the turn-back to the receiver. Those amended pleadings are 
very lengthy. They set up.all of these tortious acts that have been 
alleged to have been committed, the fraud and conspiracy; in other 
words, it was at that point as I read these pleadings that counsel were 
changing their theory of the case from one of unconstitutionality to 
one of that the orders were void because of fraud and conspiracy and 
those other acts. They did not spell out at that time, of course, 
specific amounts of damages. 

Then in May after the turn-back, they filed supplemental pleadings 
in which they specified in a number of causes of action there the 
amount of the damages and so forth. 

So the two sets of pleadings together make up what they are now 
standing on and what we are required to answer. 

Mr. Fiscupacu. There is no question about that, Mr. Dusenbery, 
but the impact of your statement was such that I thought you ought 
to be given an opportunity to clarify it. 

Mr. Dusensury. I thank you for doing so, Mr. Counsel. I think 
we have clarified the situation. 

Mr. Fiscuspacn. All right. Let us see if we cannot clarify another 
aspect of your statement, Mr. Dusenbery. 

Mr. Hourrrecp. There is a quorum call on, so let us meet here in 
this room at 1:30 o'clock this afternoon. 

(Whereupon, at 12:20 p. m, the hearing was adjourned to reconvene 
at 1:30 o’clock p. m.) 

AFTERNOON SESSION 


Mr. Hourrreitp. The meeting will be in order. 


FURTHER TESTIMONY OF VERNE DUSENBERY, ATTORNEY, FED- 
ERAL HOME LOAN BANK OF SAN FRANCISCO 


Mr. Fiscupacn. Mr. Dusenbery, you mentioned in the first page 
of your statement that for many years prior to March 29, 1946, you 
were the general counsel for the Federal Home Loan Bank of Portland. 
Now, will you tell us whether the Federal Home Loan Bank of Port- 
land was a good operating bank, whether it was serving the community, 
what community it Was serving, et cetera? 

Mr. Dusensery. Well, it served the Federal home loan bank 
district that covered the Northwest States, now comprising the 
eleventh district. 

Mr. Fiscusacnu. I have some of the Smith committee exhibits here, 
and I refer specifically to the cover of the Annual Report for the year 
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1945 of the Federal Home Loan Bank of Portland, and ask you if the 
area served is correctly portrayed on that paper? 

Mr. Dusensery. It is. The map shows all the States and it 
included also the Territory of Alaska. 

Mr. Fiscuspacu. The map referred to by Mr. Dusenbery, members 
of the committee, is this one. It shows Washington, Oregon, Idaho, 
Montana, Wyoming, and Utah, as the area served by the Federal 
Home Loan Bank of Portland prior to March 29, 1946. 

Mr. Lanuam. Is that five or six States? 

Mr. Fiscusacnu. Six States and, as Mr. Dusenbery pointed out, the 
Territory of Alaska, in addition. 

Now, Mr. Dusenbery, you were counsel for that bank, and I pre- 
sume you were reasonably familiar with its affairs? 

Mr. Dusensery. Well, its legal affairs, ves. 

Mr. Fiscupacn. Weren’t you also familiar withits operating affairs? 

Mr. Dusenpery. No; | wouldn’t say that I was. You see, my 
employment for the bank was simply a retainer. I was not a full- 
time counsel. It is just a retainer proposition. 

Mr. Fiscupacu. Well, you were counsel on the terminal date of that 
bank’s operations as the Federal Home Loan Bank of Portland, 
weren’t you? . 

Mr. Dusrenspery. That is correct. 

Mr. Fiscupacu. I have the balance sheet of the Federal Home Loan 
Bank of Portland, as reported to Congress in House Document No. 
706, which is a report to the Congress by the Comptroller General of 
the United States on an audit of the Federal Home Loan Bank Admin- 
istration and the Federal Home Loan Bank for the fiscal years ended 
June 30, 1945, and 1946. I would like to read into the record, from 
exhibit 1 thereof, the fact that the balance sheet of the Federal Home 
Loan Bank of Portland shows total liabilities and capital of $13,963,- 
905.36, of which $400,000.00 was a reserve for contingencies, and of 
which $339,685.00 was surplus and legal reserve, pursuant to section 
16 of the Act, and $51,181.00 was undivided profits. You are aware, 
are you not, Mr. Dusenbery, that the Federal Home Loan Bank of 
Portland was not the smallest bank in the system? 

Mr. Dusrensery. I don’t know. I am not aware of what the 
relationship of the banks was as to size. 

Mr. MacGuineas. May I interrupt you: If you will sign that 
receipt, I will deliver you the files of which we spoke yesterday. 

Mr. Fiscupacnu. All right; 1 will be glad to. Do you have to go? 

Mr. MacGuingas. I am sorry, I do have to get back. I am on 
another case. 

Mr. Fiscusacu. I will be glad to give you the microfilm for that. 
I will get it over to you. 

Mr. MacGuineas. Will you turn it over to Mr. McKenna, and he 
will see that I get it? 

Mr. Fiscusacn. Certainly. 

Mr. Dusenbery, you say you are not aware of the relative size of 
the various banks? 

Mr. DusensBery. No; I don’t recall that I have seen the relative 
size of them. 

Mr. Fiscusacu. Will you gentlemen take official notice of the fact 
that the Portland Bank was not the smallest bank in the system by 
any means? 
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Mr. Karsten. It was so stated by one of the witnesses, that it was 
one of the small banks, as I recall. 

Mr. Fiscupacu. Yes; but I am asking that you either consult this 
report from the Comptroller General to Congress, or else consider the 
Smith Committee Report in connection with that fact. It was not 
the smallest bank in the system by any means, and I state that, 
categorically and without any qualification whatever. 

Mr. Karsten. We did hear some evidence, Mr. Chairman, that it 
was. 

Mr. Houirie.p. Here is the Comptroller General’s report. 

Mr. Lanuam. The difference is, he says it was not the smallest, 
but the inference it was one of the smaller ones. 

Mr. Karsren. One of the smaller banks, as I recall. 

Mr. Fiscupacu. As I conceive it, Mr. Hoffman, I think it devolves 
upon me to use my best efforts to get before the subcommittee the facts 
which are adverted to in this proceeding and get the correct facts 
before the committee, as distinguished from incorrect facts, and I am 
endeavoring to do that. 

Mr. Horrman. Assuming that to be true, what difference does it 
make whether it is a big one or a little one? 

Mr. Lanuam. Why couldn’t you do that by putting some brief 
report in, which would show that, as a matter of record? 

Mr. Horrman. Well, I will withdraw it. I can’t see what differ- 
ence it makes. 

Mr. Lanuam. Can’t you introduce that as an exhibit, not as part 
of the record, but just as an exhibit, and that will speak for itself? 

Mr. Fiscupacu. Yes; I will be very glad to do that. 

Mr. Lanuam. It seems to me that will be the best way to prove it. 

Mr. Fiscupacu. Let this be considered Portland Bank Exhibit 
No. lt. It is House Document No. 706, 80th Congress, 2d session. 

(The document referred to was introduced in evidence as “Portland 
Bank Exhibit No. 1” and placed in the files of the subcommittee. ) 

Mr. Fiscupacu. Now, in connection with the operation of the 
Home Loan Bank of Portland, was any complaint ever made at any 
time by the members of that institution that it wasn’t serving their 
needs adequately? 

Mr. Dusensery. I wouldn’t have that information. I know no 
complaints were ever made to me. 

Mr. Fiscopacu. Was the fact of such complaint ever called to 
your attention? 

Mr. Dusensery. Not that I ever recall. 

Mr. Fiscupacu. Indeed, isn’t the contrary true, that the bank was 
serving the needs of its members, that the bank was serving the needs 
of its members in a perfectly adequate fashion and that the stock- 
holders of the Portland bank never sought the merger of the Portland 
bank with the Los Angeles bank? 

Mr. Dusensery. Well, I can only answer that no complaints were 
ever made to me and I never heard of any movements of that kind. 

Mr. Fiscupacu. Now, when the merger took place, did not the 
directors of the Portland bank have a meeting at which thev protested 
such action? 

Mr. Dusensery. I don’t recall that there was a meeting protesting 
the action. 
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Mr. Fiscupacnu. Didn’t the directors or the stockholders of the 
Portland bank protest the merger of the Portland bank with the San 
Francisco bank? 

Mr. Dusensery. The directors—are you asking about them, or 
the stockholders? I don’t think I quite understand your question. 

Mr. Fiscusacu. Well, now, let’s divide it. Did the directors ever 
protest the merger of the Portland bank with the Los Angeles bank? 

Mr. Dusenpery. Again, I would have to answer for myself, be- 
cause I don’t know all the acts that may have taken place by our 
directors—not to my knowledge, I can put it that way, Mr. Fischbach. 

Mr. Fiscuspacn. Did the stockholders ever take such action? 

Mr. Dusensery. I don’t know of any action of that kind. 

Mr. Fiscupacn. In connection with the affairs of the Portland 
bank, you say you acted only as its counsel and you didn’t participate 
in any of the meetings of the directors or the stockholders? 

Mr. Dusensery. Up to the time of the Los Angeles litigation 
coming up, I attended practically no directors’ meetings. I am not 
sure, unless there was some special legal problem involved, the 
Portland bank never had its counsel present at its directors’ meetings. 
They were sessions of about 2 days’ length, held every month at 
various places over the district, and it wasn’t the practice to have the 
counsel present. 

Mr. Fiscuspacn. Now, with the merger of the Portland bank and 
the Los Angeles bank, the name of the Portland bank was changed to 
the Federal Home Loan Bank of San Francisco; is that correc t? 

Mr. Dusensery. That is right. 

Mr. Fiscuspacu. But there was no new charter issued to the Port- 
land bank or to the San Francisco bank? 

Mr. Dusensery. My understanding of that transaction is that 
when the merger between the Los Angeles bank and the San Francisco 
bank took place the Portland charter was perpetuated, the name of 
the bank was changed to the Federal Home Loan Bank of San Fran- 
cisco, the locale of the bank was changed from Portland to San Fran- 
cisco, and the Los Angeles bank was dissolved. That is my recollec- 
tion of the legal effect of those three orders, made March 29, 1946, by 
which this merger took place. 

Mr. Fiscunacu. Were you consulted by the directors of the bank 
at that time in connection with those three orders? 

Mr. Dusensery. I| was consulted in connection with the orders? 

Mr. Fiscupacu. Yes. 

Mr. Dusenpery. I had no connection. I was not consulted with 
respect to the orders; no. They were made by the Home Loan Bank 
Board. 

Mr. Fiscupacu. Were you consulted by the directors of the bank of 
Portland in connection with the three orders that Mr. Fahey made? 

Mr. Dusensery. After the orders had been made, I was consulted 
by the officers of the bank. 

Mr. Fiscupacu. What were you consulted about? 

Mr. Dusensery. All kinds of things—various legal questions that 
would naturally arise from that sort of situation. 

Mr. Fiscanacu. Did you advise them in connection with Order 
5083; that it was a valid order? 

Mr. Horrman. Off the record, what is that order? 
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Mr. Dusensery. This is a short order, 5083, which readjusts the 
district of the Federal Home Loan Bank of Portland for having added 
to it the States of Arizona, California, Nevada, and the Territory of 
Hawaii, and that the Federal Home Loan Bank of Portland has 
moved to San Francisco, to be known as the Federal Home Loan 
Bank of San Francisco. This is one of the three orders by which the 
Home Loan Bank Board merged the two banks. The three were all a 
part of the same act, and I think they should be treated together. 

Mr. Fiscupacu. Well, now, would you be good enough, please, to 
answer the question I asked you? 

Mr. Horrman. Whether you consulted—— 

Mr. Dusrensery. I was consulted after those orders were issued. 

was consulted with respect to various aspects of it, as I have said. 

Mr. Fiscuracu. Were you consulted with respect to whether that 
was a valid order? 

Mr. Dusensery. Yes; that was one of the first difficult problems 
that confronted me, as attorney for the newly organized San Francisco 
bank, as to what the legal situation was with respect to it. 

Mr. Fiscupacu. Did you give your directors or the officers of the 
Portland bank an opinion as to the validity of that order? 

Mr. Dusensery. | am sure that I did. I don’t know whether it 
was in writing or how it was promulgated, but shortly after this 
became effective | went into the legal aspects of it and went into the 
law that was involved, as carefully as I could. I carefully read the 
Bank Act, sections 325 and 326 of the Bank Act, did such supple- 
mentary research in case law as I was able to do, and I came to the 
conclusion that the order was valid and that our banks should comply 
with it. 

Mr. Fiscupacn. Did you, in your consideration of the applicable 
law, give thought to whether it was permissible, under the Home 
Loan Bank Act, for a branch bank to be maintained under Mr. 
Fahey’s order in Portland and at Los Angeles? 

Mr. Dusrensery. I don’t believe that question was ever submitted 
to me for consideration. 

Mr. Fiscusacn. Did you give consideration to it in your research, 
or weren’t you aware that when the Home Loan Bank Act was passed 
that a provision which would authorize the maintenance of branch 
banks was specifically stricken from the bill before it was enacted into 
law? 

Mr. Dusrenpery. No; 1 am not aware of that fact. 

Mr. Hourrievp. I think the counsel should clarify that to the 
committee. 

Mr. Fiscupacu. I will be glad to. 

Mr. Chairman and members of the subcommittee, in the enactment 
of the Home Loan Bank Act, the legislative history shows, with 
relation to the point that I just mentioned, that when the bill was 
originally introduced the bill contained a proviso for the maintenance 
of branch banks. 

By specific action of the committees of the Congress, and by floor 
action, the provision authorizing the maintenance of branch banks 
was stricken from the bill. I think all that is germane with respect 
to the legislative history on that specific portion; and I call attention 
io the fact that, under Mr. Fahey’s order, the operation of the Portland 
bank and the operation of the Los Angeles bank was predicated upon 
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the alleged authority to maintain branch banks, although the act 
gives no such authority and although the Congress, by striking such 
provision from the bill, manifested its desire that no branch banks be 
maintained. 

Mr. Karsten. The law does not prohibit it, though, in that many 
terms. 

Mr. Fiscupacn. That is right. 

Mr. Karsten. That is the rule of construction you are speaking of. 
I understand that. 

Mr. Fiscuracu. Nothing could be clearer than that, with respect 
to the legislative history as to what the intent of Congress was, or 
what is valid under a given piece of legislation, than the fact that this 
proposal that branch banks be maintained was stricken by the 
Congress. Nothing could make a clearer case than that. 

Mr. Karsten. Unless the authority already existed in the organic 
act itself or some amendment thereto. 

Mr. Fiscnspacu. That is right; and there is nothing in the act, Mr. 
Karsten, which provides authority for the maintenance of branch 
banks. The only thing that purports to authorize—and the first time 
any such order was ever made was 16 years after the enactment of 
the law, and that is the order that you gentlemen now have under 
consideration. 

Mr. Lovre. Mr. Chairman, I realize that is a correct interpretation 
put on it, but where is that material to what we are doing, unless it 
is to bolster up the fact that this move was arbitrary on the part of 
Mr. Fahey? 

Mr. Fiscunacu. Let me point out, in answer to Mr. Lovre’s 
question, gentlemen, that the complaint before this subcommittee was 
related to the failure of the Home Loan Bank Board to establish a 
Los Angeles bank and establish a bank at Portland, and the fact that 
the two branch banks exist in violation of the law is a matter which you 
gentlemen have to consider here. It is a matter that exists, separate 
and apart from the malicious or arbitrary or capricious manner in 
which the Los Angeles bank was dissolved. You gentlemen will have 
to take into consideration the fact that the San Francisco bank, as it is 
presently constituted, with its branch in Los Angeles and its branch in 
Portland, is constituted in violation of the law that was originally 
enacted in 1932. 

Mr. Karsren. That is an apparent violation, not actual? 

Mr. Fiscusacu. It is a clear violation. I don’t follow your dis- 
tinction between an apparent and—— 

Mr. Karsten. Has the adjudication been made that it was a 
violation of the law—has that question been adjudicated? You 
have a rule of construction that you are following in your argument. 
I follow you with that, and agree with you. 

Mr. Fiscupacn. It is a subject you gentlemen,will have to report 
upon, in my opinion. 

Mr. Horrman. Is that an accurate statement now, Mr. Fischbach? 

Mr. Fiscunacnu. I think it is. 

Mr. Horrman. I have the same thought in mind as Mr. Karsten 
has. How can this subcommittee come forth with a judgment that, 
in our opinion, they bad or didn’t have authority to establish this 
San Francisco bank? 
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Mr. Houtriexp. | think it will be clearly within the purview of this 
subcommittee to make certain legislative recommendations to clarify 
and strengthen the basic Home Loan Bank Act. I think that is 
clearly within the purview of our subcommittee. I think that if we 
find during this hearing that a case of apparent violation exists, even 
though it has not been “adjudicated, it might very well be, if this sub- 
committee so V otes, within our jurisdiction to point out such apparent 
violation of the intent of Congress and to suggest an amendment to 
prohibit that violation, if we decide to do it. 

Mr. Horrman. If we are going to make a finding on that, then we 
would have to sit here as a court or jury and hear almost endless 
arguments of attorneys as to whether the Board did or didn’t have, 
or whether the act did or didn’t cover, that authority. 

Mr. Houirietp. We might want to make a recommendation to the 
Banking and Currency Committee, which has amended this act, as 
I understand it, several times—that they take up the study of this 
fact and determine it. 

Mr. Lovre. We are not going to determine as to the validity or 
legality of the San Francisco bank; are we? Are we going to get into 
that, to determine whether it is a ‘good, legal organization under the 
Home Loan Bank Act, or whatever you call it? If you do, then I 
don’t see where all of this questioning is material. 

Mr. Hourrieip. Anything that is brought before this subcommittee 
as a matter of fact which pertains to the operation of this agency, 
which in the judgment of the subcommittee should be either clarified 
or corrected or changed, I think, would be clearly within our purview 
to make a recommendation, if the subcommittee decides to do so, in 
the writing of the report. I point out that the Smith committee did 
just exactly that. They pointed out several places where the law 
should be strengthened, and advised that their hearing showed the 
need of it. 

Mr. Lovre. I want to be patient, and I certainly want to see a fair 
hearing; but I would like to know, sometimes, just exactly what we 
are driving at. I still don’t know. We are floundering all over the 
water front. I still don’t know. 

Mr. Horrman. Here is what I would like to ask—and it is right 
along with what Mr. Lovre is saying: In view of the fact we expect 
to adjourn these hearings until after “New Year’s, it would be helpful 
to me if the counsel would put on the record in a clear, concise way, 
the purpose of the investigation—just what we are trying todo. What 
would you say, Mr. Karsten—would it be helpful? 

Mr. Karsten. I think it might he helpful; but I did have one more 
question before we resume. Is there any distinction between a branch 
bank and a branch oflice—would the law, in your opinion, provide for 
a branch office as distinguished from a branch bank? 

Mr. Fiscunpacn. No; I think not. In connection with that, Mr. 
Karsten, I would like to read to you one short paragraph from page 
17. 

Mr. Karsten. Would there be a difference btweeen a branch bank 
and a branch office? 

Mr. Fiscupacu. No. In connection with that, I would like to refer 
you to one paragraph of the Smith committee report, page 17, in 

Cudahy Packing Co. v. Holland (315 U. S. 357, 366), wherein the 
Supreme Court of the United States held that, where Congress specil- 
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ically withheld specifying authority by striking a provision from a 
bill prior to its enactment, the power so stricken could not be restored 
by the process of construction. Manifestly, therefore, there is no 
foundation in law whatever for the maintenance of branch banks in 
the Federal Home Loan Bank System 

Mr. Lanuam. If that has already been determined by the Smith 
committee, there is no reason why we should consider it. 

Mr. Horrman. He is reading there from a court decision. 

Mr. Lanuam. But he is reading the Smith report. 

Mr. Horrman. He is quoting the Supreme Court decision. 

Mr. Lanuam. I don’t want to go over any ground already covered 
by the Smith committee. 

Mr. Houirretp. Mr. Lanham, may I say this: The recommenda- 
tions of the Smith committee have not been carried out. One of the 
jobs of this committee is to find out why they haven’t been carried 
out and to recommend that they do be carried out. 

Mr. Lanuam. I understand that; but here we are going over 
ground where the Smith committee has already said they had no 
authority to establish a branch. 

Mr. Houtrrevp. Of course. 

Mr. LANHAM. We don’t want to say, “Well, the Smith committee 
is right” or wrong; we accept it as right. Why should we go over 
it again? I don’t think we ought to go over again anything that the 
Smith committee has already determined, unless we are going to start 
anew and have a new investigation. 

Mr. Houtrreip. Of course, it is impossible for this subcommittee to 
affirm the recommendations of the Smith committee unless we 
know that they are right; and we must go into some of the reasons 
for these recommendations to determine in our own subcommittee 
as to—— 

Mr. Lanuam. That hasn’t been my understanding. My under- 
standing was we were going to accept ‘the Smith committee Teport as 
right, and we were going on from there and see why its recommenda- 
tions hadn’t been carried out. If I understand the purpose of our 
investigation, that is it. 

Mr. Hourrretp. We do accept the Smith committee’s recommenda- 
tions as being right; but, in accepting them as being right, don’t you 
think we ought to exercise our independent judgment as to whether 
we want to affirm them or not? 

Mr. Horrman. You have been accepting them as the gospel and 
the Ten Commandments up to this time. 

Mr. Lanuam. That has been the gospel up to now. Are we going 
to write a new gospel? 

Mr. Hourrre.p. Our order setting up this subcommittee instructed 
us to go beyond that, and to make such recommendations as we felt 
would be necessary to the full committee for their adoption and 
presentation to the Congress. 

Mr. Lannam. That is right. 

Mr. Houirtevp. It is obvious that we have a broader field than we 
have in the Smith committee recommendations, but it is absolutely 
impossible to consider the broad field unless we consider part of that 
field; and it is not an attempt to retry the case, but to bring to the 
committee knowledge of the facts. 
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Mr. Lanuam. What is the use in our considering the question of 
whether or not Fahey had any right to establish a branch bank, if the 
Smith committee has already said that was true? I don’t want to go 
all over the ground the Smith committee went over. 

Mr. Fiscuspacn. Neither do I. 

Mr. Horrman. Off the record, if we are going to do that, we ought 
to call Smith and all the members of the committee and ask them what 
for and how come. 

Mr. LANHAM. It seems to me that this isn’t material here now. | 
don’t know—I may be wrong. 

Mr. Fiscuspacnu. Perhaps I have failed to carry across the signifi- 
cance of this gentleman’s position, or perhaps it has been lost sight of. 
This gentleman, as counsel for the Portland bank, found himself in a 
position where he was suddenly espousing not only the maintenance of 
the San Francisco bank and the Portland branch but the Los Angeles 
bank. Now, if you gentlemen want to ascertain why the Smith com- 
mittee’s recommendations were not carried out, here is a witness who 
can tell us something about that. 

Mr. Lanuam. If you will ask him that, all right; but you are going 
back to the legality of the establishment of the branch bank. That 
has been determined, as far as I am concerned. 

Mr. Fiscuspacu. Thus far, there has been developed through this 
witness, who is one of the principal factors in the maintenance of the 
San Francisco bank and the Portland bank and the Los Angeles branch 
of the San Francisco bank, that he was consulted and he never even 
gave consideration to what the legislative history on this particular 
law was. 

Mr. Horrman. No; but the judge is objecting, as I get it. You are 
now asking him about the legality of the establishment of that, and 
it has already been decided by the Smith committee, rightly or 
wrongly, that it wasn’t the thing to do. 

Mr. Lanuam. That is right. 

Mr. Fiscusacnu. If you will just let me go ahead—— 

Mr. Houirtetp. May I say, we have accepted the statement of this 
gentleman for his opinion on this matter that is under discussion by 
the subcommittee. Now, are we or are we not allowed to go in and 
qualify the witness as to the extent of the knowledge and background 
that he has with respect to some very speciftc recommendations which 
he has made in here, and assertions, et cetera? Are we just to take 
this without any cross-questioning as to the man’s background and 
ability, and accept it as gospel? 

Mr. Lanuam. No. Of course, he has a perfect right to cross- 
examine, but the point is: I don’t want to go over ground that this 
subcommittee has already gone over. 

Mr. Fiscusacnu. I don’t want to, either, Judge, and please don’t 
confine me to a cross-examination of this witness on the basis of his 
statements. I wanted Mr. Dusenbery here as a part of our affirmative 
proof in this matter. 

Mr. Horrman. To show what? 

Mr. LanHAM. That is what I want to know. 

Mr. Fiscupacu. To find out, Judge, why this gentleman and 
others have proceeded in defiance of the Smith committee recom- 
mendations. 

Mr. Lanuam. Ask him that. 
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Mr. Fiscupacu. All right, I am just leading up to that; and I 
started out by showing, No. 1, when these orders of Mr. Fahey 
came along he was consulted in connection with them. He said 
they were valid. He did legal research; he didn’t even consider the 
legislative history of the act, and he told his directors of the Portland 
bank, in effect, “Go ahead and obey these orders.”’ 

Mr. Horrman. Right there, suppose he didn’t know anything 
about it—suppose he is totally ignorant as to the law, and yet he 
gave an opinion that it was all right? How is that relevant to our 
discussion? Suppose he doesn’t know anything? 

Mr. LANHAM. Are you trying to impeach the witness? 

Mr. Fiscupacnu. No; I am not trying to impeach Mr. Dusenbery. 

Mr. Horrman. Answer my query—what difference does it make 
whether he is ignorant or whether he isn’t. He told them so-and-so, 
and they acted on that advice. So what? 

Mr. Fiscpspacn. So, did Mr. Dusenbery, as counsel for the bank, 
at any time call their attention to what the Smith committee’s report 
was? Did Mr. Dusenbery at any time recommend to the directors 
of the San Francisco bank that they test the validity of the San 
Francisco bank? Did Mr. Dusenbery, as counsel for the Portland 
banker, ever suggest—-— 

Mr. Lanaam. All right; ask him those questions. 

Mr. Fiscusacu. I am trying to answer Mr. Hoffman’s question; 
but, frankly, Mr. Chairman, every time I get to the point of examin- 
ing a witness, | am required, because of these questions, to disclose 
in advance to the witness what my entire rationale of the examina- 
tion is. 

Mr. Horrman. Do you mean you are setting a trap for him and 
I let him avoid it? Is that what you are saying? 

Mr. Fiscuspacu. I am not setting a trap for anybody, Mr. Hoffman, 
and I don’t want to suggest that you are trying to permit a witness 
to avoid anything. All I want is an opportunity to develop these 
facts that are germane to the consideration of the main questions you 
gentlemen and members of this subcommittee will be called upon to 
determine. 

Mr. Horrman. I have difficulty in determining the relevancy of it. 

Mr. Hourrreip. You may have difficulty, but every time counsel 
gets up to the point of finishing his line of inquiry, why, we have this 
long interruption in regard to where we are going, and about two more 
questions, and you would see where we are going and where we are. 
I suggest we allow—— 

Mr. Horrman. I suggest that counsel give this subcommittee an 
outline of what the committee is trying to determine. 

Mr. Fiscusacu. I will be more than happy to do that. 

Mr. Horrman. That will be a fine thing. Then maybe we can 
determine whether some of this evidence is relevant or not. 

Mr. Fiscusacn. I will be more than happy to do that, and I hope 
the subcommittee will adopt the suggestion I made: that we meet 
for 15 minutes every day before going into session. 

Mr. Horrman. I want it in writing now, so when we come back here 
after New Year’s Day with a good resolution and good intentions, | 
at least, one member of the subcommittee, will know what we are 
up to. 

Mr. Fiscupacu. I shall be happy to have that opportunity. 
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Mr. Lovre. What do you call that—a bill of particulars? Why 
don’t you furnish that, so we will know what it is all about? 

Mr. Hourrrevp. | might point out, along that line, that it might be 
very difficult to point out exactly the complete field of this subcom- 
mittee’s recommendations until we find out certain facts, certain 
additional facts, which may broaden the field of our recommendations. 

Mr. Horrman. My difficulty stems, in part, due to the fact that | 
didn’t avail myself of the opportunity to go with you and Mr. Fisch- 
bach to California. You fellows have had a preliminary hearing. 

Mr. Houirietp. We turned that preliminary hearing over to you. 
Have you read it? 

Mr. Horrman. No; I haven’t. 

Mr. Houirietp. Have you read yours, Mr. Lovre? 

Mr. Lovre. No. I don’t think I will take much stock in it if Mr. 
Fischbach conducted those hearings like he is conducting this one. 

Mr. Hourrrevp. Of course, if you would like to return the hearings 
without reading them, that is your privilege. 

Mr. Horrman. As you know, the courts have already said that you 
can’t judge the credibility of a witness until you see him and judge his 
manner of testifying, and so forth. So, don’t expect us to swallow 
those hearings whole. 

Mr. Houirievp. I know, but you might have gotten some informa- 
tion. 

Mr. Horrman. For Christmas reading, I might get to that. 

Mr. Houirrevp. We are taking up the time of the subcommittee. 

Mr. Horrman. If you will give us an outline, first, so we will know 
where you are steering, what port you are looking for, we wouldn’t 
have so many objections. 

Mr. Fiscuracu. I will be very happy to do that, Mr. Hoffman. 

Mr. Lannam. Let’s go ahead. 

Mr. Dusrensery. In view of what has been said here, I would like 
to supplement the answer I gave in response to the question as to my 
opinion as to the validity of these orders. As I said, I had to give 
an opinion there on short notice and with only a limited opportunity 
to study the question. I gave the opinion which I have already 
testified to. Since that time, I have been studying the question of the 
validity of the orders, various aspects of them, and I am still of the 
opinion that the merger of the Portland and San Francisco banks is 
valid. 

Mr. Fiscuracn. I am glad to have your position on that, Mr. 
Dusenbery. Let me ask you a few very brief questions: 

Did you recognize that the situation was of questionable validity? 

Mr. Dusenrery. Questionable? 

Mr. Fiscupacu. Yes. 

Mr. Dusrenzery. Every proposition of law is questionable. 

Mr. Fiscuracu. Did you at any time suggest to the directors of 
the San Francisco bank that they submit the matter for the deter- 
mination of a court of competent jurisdiction? 

Mr. Dusrensery. I did not, for this reason—— 

Mr. Fiscusacn. I didn’t ask you what your reason was. 

Mr. Dusensery. You don’t want the reason? 

Mr. Fiscupacu. I think, if you will just answer my questions, we 
will get the necessary elements in the record. 
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Mr. Dusenpery. Mr. Fischbach, I am willing to answer your 
questions, but I want the right to complete my answer. 

Mr. Karsten. I think he should have that right, Mr. Chairman, 
in this instance. 

Mr. Fiscupacn. Could I have his reasons, after I develop another 
thing? 

Mr. Karsten. All right, proceed. 

Mr. Fiscuracn. I don’t want to cut him off. 

Mr. Horrman. No; I notice it. 

Mr. Fiscuracu. All right, state your reasons at this time. 

Mr. Dusrenpery. When an administrative order is made, it is my 
theory of the law, if the administrative official or tribunal is authorized 
to make the determination—in other words, it is validly constituted, 
and makes the order within the power that has been conferred upon 
it by Congress, that order is valid until it is set aside. I think that is 
a fundamental principle of administrative law; in fact, it would be 
necessary, or you couldn’t carry on administrative law. If there was 
any error in this, it is an error within jurisdiction, and that that order, 
until it is attacked and set aside, is valid upon the people affected by it. 

Mr. Frscupacu. As counsel for the Portland bank, did you at any 
time suggest that, instead of complying with the demands of Mr. 
Fahey and his staff, the Portland bank or the San Francisco bank 
submit this controversy to a court for determination as to the legality 
of the bank or the legality of the Portland branch of that bank? 

Mr. Dusenpery. | did not. 

Mr. Fiscupacu. Did the reason you stated before apply to your 
determination of this matter, too? 

Mr. DusrensBery. Why, yes, Mr. Fischbach. I looked into the 
question of the authority. 

Mr. Fiscupacn. What I am trying to get at is this: Did you have 
additional reason for your action, that you have just now stated you 
never took, than the reason you stated before, or was the reason you 
stated before, the reason for both positions? 

Mr. Dusensery. The positions are essentially the same. As I 
said, I determined from the act that this power had been conferred 
upon the board to reestablish districts, to change the boundaries, to 
establish and reestablish banks. It is all spelled out in the statute. 
I concluded that that statutory enactment was valid; that Congress 
had the authority to confer those powers upon an administrative 
board and had done so. Therefore, the orders that were made were 
valid until they were set aside, even though they might in some 
respects be erroneous. Following the principle between the difference 
of judgments that are void and judgments that are voidable, the 
same principles of law seem to have been carried over into the admin- 
istrative field. In fact, as I said, you would have to have$that; 
otherwise, nobody could act upon an administrative order until it 
had been determined by some court that it was valid; otherwise, he 
would be acting at his peril. That, as I understand it, is not the law 
so far as administrative orders are concerned. 

Mr. Fiscupacu. Now, Mr. Dusenbery, when you were called upon 
to function as counsel for the San Francisco bank, you took a position 
before the court, did you not, that these orders were perfectly valid— 
isn’t that correct? 

Mr. DusensBery. What do you mean, “perfectly valid’’? 
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Mr. Fiscupacw. You took the position that all of the orders that 
Mr. Fahey filed with respect to the dissolution of the Los Angeles 
bank and its merger with the Portland bank, and the creation of the 
San Francisco bank, were valid; isn’t that the position you took 
before the court? 

Mr. Dusenpery. Yes; we answered the allegations of invalidity 
in the various actions set up challenging the existence of the San 
Francisco bank. 

Mr. Fiscupacuw. And you did not join with the prayer of the 
plaintiffs that the court determine the validity of those orders? 

Mr. Dusenpery. No; we didn’t. 

Mr. Fiscupacu. So that it is fair for this committee to understand 
that you, as counsel for the Portland or the San Francisco bank, took 
the position before the court, not only that these orders were valid, 
but you resisted the efforts of the plaintiffs to have the validity of 
those orders and the validity of the bank determined by the court? 

Mr. Dusensery. I will tell you why we did it, Mr. Fischbach: 
As counsel for a corporation, the San Francisco bank, I esteem it to 
be the first duty of counsel to uphold the integrity of the corporation 
that he represents. As we represented there, this bank was validly 
established. We were representing it as its counsel. It was our duty 
to uphold the integrity of that corporation and protect its assets 
until a court of competent jurisdiction had determined otherwise. 
We considered that our duty, as counsel, and that is why we denied 
these allegations and contested that. 

Mr. Fiscuspacu. Am I to understand, then, that you found yourself 
in a position where, regardless of your own feeling about the matter—— 

Mr. Lovre. I can’t understand that, at all, Mr. Chairman. 

Mr. Fiscupacu. Just a minute. 

Mr. Horrman. I want to protest, too. 

Mr. Fiscupacn. What do you want to protest? 

Mr. Horrman. What difference does it make what his feelings are? 
He had a duty as counsel, and he says here that he was trying to 
carry itout. Does he have to come in here and say now as to whether 
he thought his client was right or wrong? 

Mr. Fiscusacu. No; but this subcommittee is interested in finding 
out why the Smith committee report wasn’t carried out. 

Mr. Horrman. Oh, you are going after his motive now, when you 
ask him about his personal feelings with regard to it. I might just 
as well ask you, Mr. Fischbach, what is your personal feeling about 
this investigation. Do you think Tom Gregory is right, and if you do, 
why do you think he is right? Do you think he is wrong—why do 
you think he is wrong?) Why do you think the bank is wrong? 

Mr. Fiscusacu. Do you want me to answer that question? 

Mr. Horrman. No; I don’t think it is of any importance. I think 
you are doing a remarkably fine job. I don’t think it is any of my 
business why you are doing it. 

Mr. Lovre. I think he should answer so we will know whom he is 
counsel for. 

Mr. Horrman. Are you disagreeing with me now? 

Mr. Lovre. Yes; I certainly am. [Laughter.] 

Mr. Hourrrevp. Off the record. 

(Discussion off the record.) 

Mr. Houirrevp. On the record. 
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Mr. Fiscupacu. I will withdraw that last question. Let’s go 
back on the record. 

Can you tell us, Mr. Dusenbery, what action was taken by the 
directors, to your knowledge—I am talking about the directors of 
the Portland and San Francisco banks—at the time that the Smith 
committee recommendations were laid before them? 

Mr. Dusensery. I can’t tell you whether any action was taken or 
or what action was taken. I know of no specific action by our board 
of directors that was taken. There may have been some, but I don’t 
know anything about it. However, you have been through all of those 
minutes and you undoubtedly have the information. 

Mr. Fiscupacu. Were you ever called upon, Mr. Dusenbery, to 
furnish any advice or guidance to the directors of the Portland or 
the San Francisco bank in connection with the recommendations of 
the Smith committee? 

Mr. DusensBery. I can’t recall any recommendations or any 
advice that was sought of me specifically with respect to the reports 
of the Smith committee. 

Mr. Fiscupacnu. Now Mr. Dusenbery, as counsel for the bank, you, 
prior to the merger or the establishment of the San Francisco bank, 
received a certain compensation, did you not? 

Mr. Dusensery. I received a compensation? 

Mr. Fiscupacnu. Yes. 

Mr. Dusensery. Yes; I had a small retainer. 

Mr. Fiscupacnu. Since the merger of the San Francisco bank or 
the creation of the San Francisco bank, you have been called upon to 
take what part in connection with the litigation as to the validity of 
the San Francisco bank? 

Mr. Dusensery. | have performed services in connection with the 
cocounsel in defending the actions involved in the so-called Los Angeles 
litigation at various times. 

Mr. Fiscupacu. Didn't you participate in an application to pro- 
hibit a determination by the court of the issues as to the validity of 
the San Francisco bank? 

Mr. Dusensery. Determination by the court—are you referring 
to a motion upon which an order to show cause was issued in about 
July 1948, seeking to ask the court to dissolve the San Francisco bank? 

Mr. Fiscuracu. Yes. 

Mr. Dusensery. Is that what you are referring to? 

Mr. Fiscunacn. Didn’t vou resist that? 

Mr. Dusensery. We filed an objection to it. 

Mr. Fiscupacn. Didn’t you join in filing one or more writs of pro- 
hibition to the circuit court of appeals, so that the District Court at 
Los Angeles would be denied the power or opportunity to hear the 
case on its merits? 

Mr. Dusenpery. We joined with the Department of Justice in 
filing a petition for a writ of prohibition in the court of appeals at 
San Francisco. I don’t recall exactly when that petition was filed—a 
year ago, a year or so ago. 

Mr. Fiscupacn. You have made quite a point before the subeom- 
mittee of the fact that there has been a great deal of effort on the 
part of Long Beach to delay a hearing of the case on the merits. 
Isn't that the burden of vour statement? 
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Mr. Dusensery. In my statement there, I was answering the 
charge made by Mr. Gregory in his statement that opposing counsel 
and opposing parties were delaying the trial of this case on the merits. 

Mr. Fiscusacu. Isn’t that a true statement? 

Mr. DusenBery. What? 

Mr. Fiscupacu. Wasn't that a true statement that Mr. Gergory 
made? f 

Mr. Dusensery. No. As I answered, I don’t think it is a true 
statement. 

Mr. Fiscupacn. Let’s see what the facts are. Isn’t it true that of 
the 10 appeals and writs that have been taken to the circuit court of 
appeals, San Francisco took 5 of them, the San Francisco bank took 
5 of them? 

Mr. Dusensery. Five appeals? 

Mr. Fiscunacu. Five out of the ten appeals and applications for 
writs or prohibition. 

Mr. Dusensery. I don’t recall five. There are three appeals 
pending. There are three appeals pending in the court of appeals 
how. 

Mr. Fiscunicu. Aren’t there four now? 

Mr. Dusrenspery. Well, there may be another one on its way up 
there. An order was made, I think, which supplements an appeal 
already pending. 

Mr. Fiscuracu. Isn’t it also true that the plaintiffs in this case 
have never taken an appeal? 

Mr. Dusensery. Have never taken an appeal? 

Mr. Fiscupacnu. Yes. 

Mr. Dusrensery. I believe that is true. 

Mr. Fiscunacn. Gentlemen, let’s see if we can’t pay some attention 
to what this witness is saying. Bear in mind that the gentleman 
came before the committee and stated in substance that the great 
reason why this case has not been heard on the merits is due to dilatory 
tactics on the part of the plaintiff or the plaintiffs. Now we are about 
to show that the reverse is probably true. 

Mr. Horrman. What is the significance of that issue? That is 
what I would like to know. Gregory’s outfit says that the Govern- 
ment, the Justice Department, and the rest of those fellows are de- 
laying it, and they say it is the other fellows. What difference does 
it make who is to blame.? What difference does it make which one 
is delaying it? 

Mr. Houirietp. You might want to make a recommendation at 
that point, saying that the cause of this trouble is because the Gregory 
group have obstructed the litigation, and we might want to make it 
that the Government agencies were dilatory in settling this affair. 

Mr. Horrman. Then I will get a letter from Mr. McGrath saying 
that that is none of my business and he is running the Justice Depart- 
ment. That is the point I make. I make it in good faith. 

Mr. Houiriep. It is the business of this subcommittee to know 
how a Federal agency operates, whether it is operating according to 
the intent of Congress, whether it is operating efficiently and eco- 
nomically, or whether it is wasting the public funds; ard that is the 
theory we are going on in this investigation—to find out if that 1s 
being done apd who is to blame for it. And one of the points is to 
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find out who is the cause of the litigation; and it is being exposed by 
the counsel, I believe. I think it is very material. 

Now, Mr. Fischbach, were you at the point of summarizing or 
making a statement? 

Mr. Fiscupacn. I was merely trying to invite the attention of the 
committee to what the witness is about to testify. 

Mr. Lannam. What he is about to testify? 

Mr. Fiscupacu. What he has testified to and what he is about to 
testify. 

Mr. Dusensery. I had not completed my answer to the last 
question when counsel broke in. He asked about the appeals that 
had been taken and whether or not it wasn’t true that the plaintiffs 
in this case had not taken an appeal. I think a simple answer to 
that, is that I can’t recall but one ruling in this entire proceeding 
that has been made against Mr. Gregory’s group in this litigation, 
and that was a motion that they made to enjoin our bank from 
holding an annual meeting which was set for hearing at Sun Valley, 
Idaho, and a hearing was had on that motion for the injunction, and 
the injunction was denied. No appeal was taken from that; and 
that is the only ruling I can remember in the whole thing that would 
have been appealable and on which they could have taken an appeal. 

Mr. Fiscupacu. All right, let’s see who has done what to whom, 
as far as dilatory tactics are concerned. Prior to or simultaneously 
with the appeal that the Government took to the Supreme Court of 
the United States, in which you say the San Francisco bank took 
no part—-— 

Mr. Dusensery. They were not a party to that at all. 

Mr. Fiscunacu. Wasn’t there an application made to the Supreme 
Court of the United States for a writ of prohibition, to prevent any 
money being used to maintain this litigation, on the part of the 
plaintiffs? Didn’t the Supreme Court deny that application? 

Mr. Dusenspery. There was some sort of a proceeding there— 
| think that accompanied the Malionee case—I am not too familiar 
with the ruling there—in which a writ of prohibition was asked to 
prevent the paying out to Mr. Westover the sum of $50,000; and 
the opinion there is in the record. They denied the writ on the 
ground that it was a matter that was not of sufficient importance for 
the Supreme Court to invoke its extraordinary powers of prohibition. 

Mr. Fiscupacu. Did you read the Supreme Court’s opinion? 

Mr. Dusensery. I have seen it; yes. 

Mr. Fiscnpacu. Do you think it is fairly stating what it is? 

Mr. Dusensery. I think so. 

Mr. Fiscupacu. Now, Mr. Dusenbery, the plaintiffs didn’t take 
those proceedings before the Supreme Court, did they? Those were 
proceedings taken on behalf of the bank by the Government? 

Mr. Dusensery. I assume they were taken by the Government— 
[ don’t know. 

Mr. Fiscnnacn. Now, shortly after that, you were joined as counsel 
for the San Francisco bank by Mr. Angell, weren’t you? 

Mr. Dusensery. What is that question, again? 

Mr. Fiscupacn. Will you read the question? 

(The question referred to was read by the reporter.) 

Mr. Dusenspery. Of course, I was not joined as counsel for the 
San Francisco bank by Mr. Angell. 
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Mr. Fiscupacu. Well, you tell us what happened? 

Mr. DusensBery. What? 

Mr. Fiscupacu. How did Mr. Angell get into the case and what 
was his part in the case? 

Mr. Dusensery. I was counsel for the San Francisco bank from 
the beginning. I think I have given that testimony already. 

Mr. Lanuam. | think you misunderstood the question. He 
probably didn’t ask it. You want to know if Mr. Angell at any time 
became associated? 

Mr. Dusensery. That isn’t what he asked. That is why I had 
the question read back. He said, ‘“‘by Mr. Angell.”’ 

Mr. Fiscupacu. You were joined by Mr. Angell, weren’t you, as 
counsel for the bank? 

Mr. DusensBery. Joined by Mr. Angell? 

Mr. Fiscupacu. Yes. 

Mr. Dusenpery. Yes. He became associated in this litigation in 
the spring. 

Mr. Lanuam. I think he misunderstood the “joined.” 

Mr. Dusrensery. I still don’t get the question or the joke, Mr. 
Fischbach. 

Mr. Lanna. There is just a misunderstanding, I am sure. Mr. 
Angell became associate counsel with you for the San Francisco bank? 

Mr. Dusenspery. That is correct; in the spring of 1948. 

Mr. Fiscuspacu. Now, when Mr. Angell associated with you as 
counsel for the San Francisco bank, didn’t you and he make another 
application to the circuit court of appeals for a writ of prohibition to 
prevent the court at Los Angeles from hearing the merits of this case? 

Mr. Dusrensery. No. 

Mr. Fiscupacu. You did not? 

Mr. Dusensery. The only writ of prohibition that was taken is 
the one that you referred to a while ago. It was joined in by the 
Government. There has only been one filed by the San Francisco 
bank. 

Mr. Fiscuspacn. But you just answered this question ‘No.”’ 
Didn’t you and Mr. Angell make an application around the spring of 
1948 to the circuit court of appeals for a writ of prohibition to prohibit 
the court at Los Angeles from hearing and determining the merits of 
this litigation? 

Mr. Dusensery. We did not. The purpose of that writ of pro- 
hibition was to raise the jurisdictional questions that are involved in 
this case. We have taken the view from the beginning on the issues 
of law, the way the matter is presented, that the district court does not 
have jurisdiction of these controversies. 

Mr. Fiscupacu. You took that position before the circuit court of 
appeals on an application for a writ of prohibition; didn’t you? 

Mr. Dusenpery. That is right. 

Mr. Fiscupacu. And wasn’t the purpose of the writ of prohibition 
to prevent Judge Hall from deciding the merits of this controversy? 

Mr. Dusensery. Yes. In our opinion, Judge Hall would never be 
able to decide the merits of the controversy, because there is no cause 
of action. There is no jurisdiction in the Federal court. Therefore, 
it would be a nullity to try it under the present state of the entire 
transaction. 

Mr. Lannam. May I ask a question there? 





INVESTIGATION OF HOME LOAN BANK BOARD 507 


Mr. Fiscupacu. Yes. 

Mr. Lanna. Do you think the Board can act, without any question 
being raised about its action, in any tribunal or where it should be 
raised if it can’t be raised in the Federal court? 

Mr. Dusensery. With respect to the Long Beach controversy, the 
principle of law seems to be pretty well settled, that before a court has 
jurisdiction to review an administrative order, it is necessary that the 
administrative remedies be exhausted. 

Mr. Lanuam. That is what I am trying to get at. Is there any 
other administrative jurisdiction or is there any appeal from the 
Board to any administrative body? 

Mr. Dusenpery. You would have your right to judicial review of 
an administrative order after the hearing has been had. 

Mr. Lanuam. What hearing? 

Mr. Dusensery. A hearing by the Board, which is provided for 
with respect to the charges against Mr. Gregory, and the question 
that resulted in the appointment of the conservator. These hearings 
have twice been enjoined by Mr. Gregory and have never been held. 

Now, we question seriously whether or not a district court can get 
jurisdiction to review an administrative order until the administrative 
remedies have been exhausted. That is one of the points that were 
involved in this. 

Mr. Lannam. What is the administrative remedy—you mean an 
administrative hearing? Do you admit, then, that after an admin- 
istrative hearing, there is a right of appeal to the courts? 

Mr. Dusensery. Not a right of appeal. <A right of appeal, as 
distinguished from a right of review, doesn’t exist. 

Mr. Lanuam. A right of review, however, it may be done. 

Mr. Dusensery. A right of review is a right of court, after an 
administrative tribunal has completed the exercise of its jurisdiction, 
to survey what the administrative tribunal has done and to determine 
whether or not it has acted within its jurisdiction. 

Mr. Lannam. Do you admit that under those circumstances the 
Federal courts would have jurisdiction? 

Mr. Dusensery. Well, I think, in most cases they do have jurisdic- 
tion in cases of that kind, and take jurisdiction after the administrative 
remedies have been exhausted. There is a question here as to whether 
the Procedures Act is applicable, for the reason that all of these acts 
complained of happened 3 months before that act went into effect. 
That is a technical position. But, as the court pointed out in Mallonee 
v. Fahey, the Supreme Court said there—I haven't the opinion 
before me now—the Supreme Court has held that in certain cireum- 
stances there be judicial review, even though it hasn’t been provided 
for by the statute; and the Court said we are not determining at this 
time whether the right to that review exists or not. In other words, 
they held that proposition open in the opinion. 

Mr. Fiscupacu. Didn’t the Supreme Court, Mr. Dusenbery, send 
the case back to the district court for disposition on the merits? 

Mr. Dusenpery. For further proceedings, yes; and they intimated 
what those proceedings should be, to go ahead with the administrative 
hearing and, after that was had, they pointed out that they had not 
been exhausted; that after that was had, as I get the purport of that 
opinion, then would be the proper time to determine whether or not a 
remedy could be provided in the courts. 
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Mr. Fiscupacu. And you made such a contention in the circuit 
court of appeals and they denied it; didn’t they? 

Mr. Dusrensury. They refused to issue the writ of prohibition. 

Mr. Fiscuspacn. Didn’t the circuit court of appeals relegate you, 
as did the Supreme Court, back to the court at Los Angeles for a trial 
on the merits? 

Mr. Dusenpery. At the time this writ of prohibition was filed 
there was also pending before the same court the appeal here from the 
injunction order. That writ of prohibition was filed almost simul- 
taneously with the appeal. Now, the appeal which we filed there 
raises essentially the same jurisdictional questions that were raised 
on our writ of prohibition. 

Mr. Fiscupacu. And the circuit court of appeals rejected your writ 
of prohibition? 

Mr. Dusensery. They denied the writ, and the appeal is still 
pending there, in which presumably these same questions would be 
reviewed or could be reviewed by the court of appeals. 

Mr. Fiscusacn. So the circuit court of appeals having denied your 
writ of prohibition, you are back in the circuit court of appeals still 
urging jurisdictional propositions? 

Mr. Dusrenspery. Not back in there. We were in there at that 
time. 

Mr. Fiscupacn. You were in there at that time? 

Mr. Dusensery. That is right. The appeal had been taken at 
that time. 

Mr. Fiscupacn. What happened to that appeal? 

Mr. Dusenspery. That is still pending. That appeal, together 
with the other appeal that follows it and goes along with it, is pending 
before the court and is being briefed now, and should be ready for 
hearing sometime next spring. 

Mr. Fiscnusacn. That is the appeal the record of which we have 
here? 

Mr. Dusrenpery. That is the appeal of which this is the record. 

Mr. Lanuam. How much has been spent by the San Francisco 
bank as attorneys’ fees in this litigation? 

Mr. Dusenpery. I don’t have the figures on that, Judge Lanham. 

Mr. Lanuam. You have an idea, I imagine—you should know how 
much you have got. ; 

Mr. Dusenpery. Well, it has been covered in 4% years. I think 
the last figure I saw on the expenses of the litigation for all counsel, 
including fees and expenses, were upward of $100,000. 

Mr. LaNnHAM. The San Francisco bank, alone? 

Mr. Dusrensery. For the San Francisco bank, alone; yes. 

Mr. Lanuam. What are you anticipating for the next 5 years of the 
litigation? what would the attorneys’ fee be, if you go on at the same 
rate; another $100,000? 

Mr. Dusensery. Judge Lanham, if the court of appeals takes the 
same view of the law that we do, this litigation could quite easily 
terminate sometime next year. 

Mr. Houirrevp. Let’s explore that point, Mr. Dusenbery. On 
what grounds do you state that the litigation in this controversy 
will cease in case you get a favorable report from the circuit court of 
appeals? 
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Mr. Dusensery. This litigation, I say, would terminate. You 
can always start other cases. If they should determine that there was 
no jurisdiction with respect to the basis of this litigation, then these 
cases would be terminated. Of course, there wouldn’ t be anything 
to stop Mr. Gregory from starting other cases, if he wanted to. 

Mr. Fiscupacu. You don’t anticipate that the circuit court of 
appeals, having once denied your application for a writ of prohibition 
on jurisdictional grounds, if it now should decide that your applica- 
tion based on jurisdictional grounds, which you say are the same 
jurisdictional grounds, is decided in the reverse fashion, and in your 
favor, that there would be no appeal? 

Mr. Dusennery. Now, Mr. Fischbach, there isn’t anything in the 
record to indicate that the court of appeals denied our writ of pro- 
hibition on jurisdictional grounds. There isn’t anything to indicate 
that they went into the merits of any of those questions of law that 
are involved in this case. 

Mr. Fiscusacu. No; but I think it is fairly clear in the record, and 
I wish you would help me make it fairly clear to the committee, that 
when you applied for a writ of prohibition to the circuit court of 
appeals, that you based your application on jurisdictional grounds; 
isn’t that right? 

Mr. Dusensery. Yes; that is right. 

Mr. Fiscupacu. Now, you are back in the same court, with the 
same jurisdictional arguments; aren’t you? 

Mr. Dusensery. Let me finish that answer. As you know, Mr. 
Fischbach, all petitions for extraordinary remedy, such as writs of 
prohibition, or anything of that kind, are addressed to the discretion 
of the court. As the Supreme Court pointed out in the other petition 
for a writ, which you referred to before, they pointed out that it wasn’t 
a situation in which they felt free to exercise the extraordinary powers 
of the Court in issuing it and, therefore, they didn’t attempt to pass 
upon any of the merits of the disallowance of attorney’s fees. 

Mr. Lanuam. Well, they had to pass on the jurisdictional question; 
did they not? 

Mr. Dusenpery. Not at all, I think. You appeal for an extra- 
ordinary writ, a writ of prohibition—most of those petitions, or a great 
many of them, are denied on the ground that it isn’t a proper situation 
where the court should determine the jurisdictional issues and cut 
off the case, if there seem to be questions of fact there which might 
influence the determination. In other words, the courts always favor 
the normal procedure of litigation, that as you go through your trial, 
then you appeal from there and you raise your questions on appeal. 

Mr. Fiscupacn. But you haven’t gone through any trial on this; 
have you? 

Mr. Dusensery. No. There has been no chance to go through a 
trial in this case. 

Mr. Fiscusacu. Then why accuse Mr. Gregory of that? 

Mr. Dusrensery. I am not accusing him of delay, excepting that 
he says we were guilty of delay. I point out in my statement that this 
case had been at issue on the facts since the summer of 1948, and Mr. 
Gregory hasn’t made any effort to have that case tried on the facts. 

Mr. Fiscusacu. You think he hasn’t made any effort to have the 
case tried on the facts, but you have kept him busy with appeals in 
the interim; haven’t you? 
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Mr. Dusensery. Well, he has kept us busy with a lot of other 
things in the meantime, and it is only recently, in the last year, 
that we are trying to bring this thing to an end, someway, by getting 
these issues determined. 

Mr. Fiscupacn. Let’s look at another phase of your statement, Mr. 
Dusenbery: Didn’t you tell this subcommittee, in substance, that the 
examination proceedings were unduly protracted because of Long 
Beach? 

Mr. Dusensery. You mean, the inspection of the records of the 
bank? 

Mr. Fiscusacn. Yes. 

Mr. Dusenspery. Yes; they have been gone over for a year, the 
inspection of the records at the San Francisco bank. 

Mr. Fiscuracn. Isn't it also a fact that for a whole year everybody 
sort of laid the litigation aside and tried to join hands and get this 
case settled? 

Mr. Dusensery. A great deal of time has been spent in an effort 
to settle this case; no question about that. 

Mr. Fiscusacn. While everybody sort of laid down their hatchets, 
didn’t you try to get the case settled? 

Mr. Dusenspery. I didn’t have an especially active part in the 
settlement negotiations at any time. 

Mr. Fiscusacnu. Did vou resist settlement? 

Mr. Dusensery. No. 

Mr. Fiscusacu. You favored settlement; didn’t you? 

Mr. Dusensery. The San Francisco bank’s position on settlement 
seemed to be this: that this was a supervisory problem, this con- 
servatorship. 

Mr. Fiscusacn. Let’s not talk about the conservatorship. Let’s 
talk about the reestablishment of the Los Angeles bank. 

Mr. Dusrenpery. That was the position—a disposition of the dam- 
age claims. 

Mr. Fiscupacn. Let me ask you this: Isn’t it true that for almost 
a vear, While the settlement negotiations were being carried out and 
various protracted meetings were being held, while these efforts at 
settlement and negotiations were being carried out, didn’t everybody 
drop these discovery proceedings and sort of let them lie dormant 
until evervbody was satisfied there would be no further effort, no 
further use to pursue negotiations? 

Mr. Dusensery. The intensive time, when they tried to work out 
something, that is, work the hardest at it—let me put it that wav 
was about from December 1948 around to about April or May 1949, 
when Mr. Harold Holmes, president of the bank, got in there and did 
considerable work, and, throughout that period of time, very intensive 
effort was made to trv and settle the litigation. I was not personally 
connected with any of those negotiations through that period. 

Mr. Fiscusacn. [ thought, Mr. Dusenberv, that you were present 
at a meeting that Congressman King had arranged in Peyton Ford’s 
office at the Department of Justice? 

Mr. Dusensery. That came after the negotiations had broken 
down. 

Mr. Fiscunacu. I see. But while these efforts were being made, 
didn’t everybody drop the litigation, so to speak, and let it remain 
in status quo? 
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Mr. Dusensery. As far as getting this case to trial is concerned, it 
has remained in status quo ever since the case was at issue back there 
in June 1948. 

Mr. Fiscuspacu. Now, when the settlement negotiations broke 
down, the next thing that happened was the Home Loan Bank Board’s 
efforts to take over Long Beach Federal again; isn’t that right? 

Mr. Dusenpery. I don’t know what you mean by that. 

Mr. Fiscuracn. Did you ever heard of order No. 2015? 

Mr. Dusensery. Yes; I have hear of that order. 

Mr. Fiscupacu. Suppose you accept my statement that that is 
what I mean by it? 

Mr. Dusenpery. There was an order issued by the Board—I 
don’t recall the exact date of it—sometime in the fall of 1949, late 
summer or fall, after these negotiations had broken down in the spring. 

Mr. Fiscupsacnu. Can you tell us, Mr. Dusenbery, why it is that 
you know of no effort on the part of the directors of either the Portland 
bank or the San Francisco bank to see to it that the Smith committee 
recommendations were carried out? 

Mr. Dusrensery. [ think we covered that, Mr. Fischbach. | 
believe I answered the same question. I know of no efforts, as I say, 
on the part of the board. I don’t know that the matter ever came 
before our board—whether it did or not, I have no knowledge about 
that. 

Mr. Fiscunacu. Wouldn’t the folks up in Portland like to see the 
Portland bank reestablished? 

Mr. Dusrenpery. Well, I can’t answer that. I don’t know what 
the people 

*. Fiscupacu. Don’t you live there? 

*. Dusenpery. I live there; ves. 

*, Horrman. You may want to give us vour best judgment. 

*. Fiscunacu. Don’t you know any people up in Portland who 
are concerned with this problem? 

Mr. Dusensery. I would be giving you just an opinion based on 
hearsay. I am not in touch with the industry closely, you know. 
As counsel for the bank, I don’t get around to the associations and 
talk to the managers. You just hear rumors and reports here and 
there—somebody gives an idea. I don’t know that that would be of 
any value to the subcommittee. 

Mr. Fiscupacu. How about the method of operation up there in 
Portland, the Portland bank—was that a well-run bank, Mr. 
Dusenbery? 

Mr. Dusrenprry. I have always thought so. There is no criticism 
that I have ever heard about with respect to the running of the bank. 

Mr. Fiscupacu. Mr. Fahey didn’t say one of the reasons why he 
was moving the bank to San Francisco was that the management was 
dishonest? 

Mr. Dusrensery. Certainly never said it to me; I never saw Mr. 
Fahey in my life. 

Mr. Fiscusacu. How about the officers of that bank—didn’t the 
officers of the Portland bank become the officers of the San Francisco 
bank for a short time? 

Mr. Dusrensery. I think they did. 

Mr. Fiscupacu. And then, after a couple of months, isn’t it true 
that there was a special election so as to bring in directors from the 
nine States that were made the region for the San Francisco bank? 
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Mr. Dusensery. I think an election there followed the merger of 
the banks; ves. 

Mr. Fiscusacu. Prior to that time, Mr. Perham, who was the 
president of the Portland bank, became the president of the San 
Francisco bank; isn’t that right? 

Mr. Dusrensery. He was chairman of the board, not president of 
the bank. 

Mr. Fiscupacnu. Didn’t he become president of the bank? 

Mr. Dusensery. No; he never was president, to my knowledge. 

Mr. Fiscupacu. Mr. Perham was never president of the bank? 

Mr. Dusenspery. He never was president of the bank, to my 
knowledge, either the Portland bank or the San Francisco bank; in 
fact, I think I can state positively on that, that he never was president 
of either institution. 

Mr. Fiscupacu. Since the San Francisco bank has been in existence, 
have you had any difficulty in getting presidents for that bank? 

Mr. Dusensery. Difficulty in getting presidents? 

Mr. Fiscusacnu. Yes. Perhaps this will help you answer that 
question: Isn’t it a fact, Mr. Dusenbery, that on several occasions 
persons were elected to the presidency of the San Francisco bank and 
refused to accept that office after they had been elected? 

Mr. Dusensery. I can perhaps give you the facts and you can 
draw your own conclusions, as I remember them. After Mr. Johnson 
went out, about the beginning of 1947, Mr. Vander Ende was elected 
president of the bank. He was from northern California, from Berk- 
eley. He served about 2 years and resigned as president of the bank 
to become manager of the largest savings and loan association in the 
Northwest, located at Tacoma, Wash. And, after that, Harold 
Holmes was president of the bank for about a year. He died. After 
that, there was some little hiatus before they found a suitable man to 
take over the presidency. 

Mr. Fiscuspacu. Well, now, in that little hiatus, weren’t several 
people elected to the presidency of the bank and didn’t they refuse to 
serve as such? 

Mr. Horrman. Right there, how is it relevant whether they had 
difficulty or what the reasons were for not serving? Mr. Fischbach, 
this is just purely for enlightenment on my part. What difference 
does it make? 

Mr. Fiscupacu. In the perpetuation of the condition that was not 
contemplated by the Smith committee report, the operation of the 
San Francisco bank has been anything but what is consonant with the 
good administration of this law. Now, as an illustration, a very fine 
gentleman from Seattle, Wash., a Mr. Cushman, who has the respect 
and esteem of everybody in the industry and everybody in that part 
of the country, was elected president of that bank. He refused to 
serve as such. Then, another gentleman was elected as president of 
the bank. He refused to serve as such. Finally, they had to reach 
out in Colorado and get a man to come in and serve as president, and 
he at the present time is serving in that capacity; and he told me in 
San Francisco that the one condition on which he took the presidency 
was that he shouldn’t have anything to do with this litigation. He 
will just be permitted to operate the bank. It is just a condition that 
you gentlemen have responsibility for, if you have any responsibility 
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at all, for the Home Loan Bank Board or the Home Loan Bank Sys- 
tem. It 1s your duty, I think, to give consideration to these facts, 
and when they are called to your attention through this testimony, 
I don’t see but what you would have to take those things into 
consideration. 

Mr. Hourrretp. May I ask, at this point, has the home loan bank 
at San Francisco functioned in an ordinary manner? 

Mr. Dusensery. Yes; it has. I think it has done an excellent job. 

Mr. Houirretp. As to the meetings and the location of its meetings? 

Mr. Dusrensery. Thev have held all their meetings. But, in 
Sun Valley, was not enjoined by the courts; therefore, they went 
ahead and held that one. [ think they functioned very well. 

Mr. Hourrreip. Do they hold their meetings in the State of Calif- 
ornia? 

Mr. Dusenzery. No; they don’t. 

Mr. Fiscupacu. Why? 

Mr. Dusensery. These damage claims that are pending against a 
large number of the directors of the bank, in which they are seeking 
to hold them personally liable for 20 or 30 million dollars, has made a 
majority of our board decide that they don’t want to hold meetings 
in the State of California, because they would be served with these 
complaints, and they just don’t want them. 

Mr. Houtrretp. So we have the spectacle of the Home Loan 
Bank of San Francisco with its board of directors not being able to 
hold its regular meetings in a State that has 183 out of the 310 asso- 
ciations in it—is that a true fact? 

Mr. Dusensery. They are not meeting in the State of California. 

Mr. Horrman. And one of the reasons is, they are afraid, if they 
do, they will be sued by Mr. Tom Gregory’s bunch? 

Mr. Dusensery. That is correct. 

Mr: Lovre. We have the statement of Mr. Adams the other day 
that the whole trouble is that the party is over, but Tom refuses to 
leave; is that right? 

Mr. Dusensery. That is a pretty good way to state it, I believe. 

Mr. Hourrteip. It also goes to show that the continued litigation, 
without saving who is at fault for the litigation, that this litigious 
condition—let me use your word, Judge Lanham—is not for the best 
interests of the public welfare, of the industry and its members, of 
California. 

Mr. Dusenpery. Let me state this, that the functions of the 
banks are carried on normally in the State of California. The loans 
are made, the offices in Los Angeles and San Francisco—President 
Ruble is there in San Francisco—all the functions of the bank, facil- 
ities to its members, are being carried on, I think, very well, indeed. 
There is no complaint with that. 

Mr. Hourrretp. But neither the members of the board of directors 
of the San Francisco bank nor the Home Loan Bank Board officials 
here in Washington will go into the State of California. 

Mr. Dusensery. I don’t know anything about the Home Loan 
Bank Board, but our board doesn’t meet. It hasn’t been meeting 
for some time. 
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FURTHER TESTIMONY OF J. ALSTON ADAMS, MEMBER OF THE 
HOME LOAN BANK BOARD 


Mr. Houirietp. Mr. Adams is here. Mr. Adams, how long has 
it been since a Home Loan Bank Board member—how long has it 
been since your Chairman, for instance, Mr. Divers, has gone to 
California in an official capacity? 

Mr. Apams. I don’t know exactly. I will have to hazard a guess, 
subject to correction; we can’t get the exact date, but it has been in 
excess of a year and a half,‘somewhere between a year and a half or 
2 years, would be my judgment, without reference to the records. 

Mr. Houtrrevp. Isn't it true that you have stayed away for the 
reason that the Department of Justice has so advised you to stay 
away? 

Mr. Apams. That is correct. 

Mr. Horrman. May I ask him a question? 

Mr. Houirie.tp. Yes; surely. 

Mr. Horrman. Do you mean to tell us the situation is such in 
California that good citizens, who haven’t committed any crime, who 
are employees or officials in departments here in Washington, dare 
not go into California for fear of being sued personally; is that it? 

Mr. Apams. That is it, exactly. 

Mr. Horrman. Maybe we ought to investigate California. 
Laughter. |] 

Mr. Lovre. I would like to follow that up. 


FURTHER TESTIMONY OF VERNE DUSENBERY, ATTORNEY, FED- 
ERAL HOME LOAN BANK OF SAN FRANCISCO 


Mir. Dusennery. It might interest the subcommittee to know that 
when Mr. Fischbach was down in California, he made an appearance 
in this litigation on behalf of vour subcommittee, as I read the tran- 
script of November 17, 1950 

Mr. Fiscupacu. Mr. Dusenbery, in light of the fact that that is 
part of the transcript of the proceedings before the court, do you also 
have the stipulation which the parties signed, so as to permit——— 

Mr. Duspnpery. No; I haven’t anything but the transcript here. 
I was not present at the court proceeding, but I notice here on page 12 
of the transcript, it says: 

Mr. Fiscupacu. My name is Hyman I. Fischbach. My office address is 42 
Wall Street, New York City. 

Mr. Fiscurpacn. That should be corrected. It is 52 Wall Street. 

Mr. Horrman. It is still Wall Street. 

Mr. Dusenpery. My error—it is 52 Wall Street. 

I appear as special counsel, if the court please, for a subcommittee of the 
Committee on Executive Expenditures of the House of Representatives. 

So this case seems to grow and grow. 

Mr. Fiscupacu. As a result of that, Mr. Dusenbery, didn’t Judge 
Hall, ask the parties litigant to make an agreement so that the Board 
members could come to California and do what they have to do? 

Mr. Dusenpery. Speaking briefly, as I get the proceeding here 
aus I say, I wasn’t present—it seems to have been the purpose of your 
appearance there, for the subcommittee to obtain from the parties a 
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stipulation that if this subcommittee held a meeting in California, 
which seemed then to have been contemplated, that all of the parties 
to this litigation, including Tom Gregory, would waive the right to 
serve them as parties to the litigation. 

Mr. Fiscupacn. Sure; waive the right of the plaintiffs, or any of 
the defendants——— 

Mr. Dusrenpery. Yes. 

Mr. Fiscupacu. To attempt to serve process—— 

Mr. Dusenpery. That is right. 

Mr. Fiscusacu. On any member of the Federal Home Loan Bank 
Board; isn’t that true? 

Mr. Dusensery. That seems to have been the purpose of it. 

Mr. Fiscnpacn. And didn’t Judge Hall say that it was one of the 
most shocking things that had ever been called to his attention and 
that, had it ever been made known to the court betore that the 
members of the Home Loan Bank Board were staying away from 
California, he would have called the parties in? 

Mr. Dusenpenry. I don’t know whether he said that er not. | 
wasn’t there. 

Mr. Fiscuracu. Why don’t you take the trouble, Mr. Dusenbery, 
if you refer to a thing, to at least read it through, so that you can 
make a fajr statement about it to the subcommittee? 

Mr. Dusrenrery. Perhaps, if you are quoting from the transcript, 
you would do better to read it. Mr. Fischbach, instead of relying on 
memory. 

Mr. Fiscupacn. Yes; I shall endeavor to do so. 

Mr. Karsten. While he is looking that up, What was vour difficulty 
in obtaining a president for this bank; was it a fear of becoming 
involved in this litigation that kept the responsible men out, or what? 

Mr. Dusenrery. I don’t know anything about the difficulties. 

Mr. Karsvrx. Would there be a legal liability by becoming 
president? 

Mr. Dusenrery. We have had quite a turn-over. Of course, the 
president would be served. Fred Ruble was probably served as a 
defendant in this case, and it was alleged he also conspired to bring 
this about. 

Mr. Hourrretp. Mr. Dusenbery, as legal counsel for the San 
Francisco bank, you do know that they did have trouble, and you do 
know the reason why they had trouble—the reason was that every 
man that was elected to that position knew that he would be im- 
mediately named in the litigation and, therefore, that was why several 
people refused to serve. You know that, as legal counsel of the bank? 

Mr. Dusrnnery. No; I don’t. I am not even sure but that the 
Seattle man you mentioned may not already have been made a party 
to it—-I don’t recall. What was his name, in Seattle? 

Mr. Hourrreip. Of course, if they had already been made parties 
to it, my remark doesn’t pertain; but those who had not been made 
parties to the litigation knew that immediately upon assuming that 
position they would become parties to the litigation. 

Mr. Dusenspery. We have bad presidents leave the presidency of 
the bank to take over the man: gement of the association in the past. 
That has happened once or twice. 

Mr. Houirrevp. I am not referring to that. I am referring to this 
trouble that you had after Mr. Holmes committed suicide. 
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Mr. Dusrensery. Not having talked to any of those men who may 
have been considered, I don’t know who was considered. You 
mentioned one, in Seattle. I don’t know what his motives were for 
not wanting to accept it. Maybe he didn’t want to go to California. 
Maybe he preferred to live in Seattle. 

Mr. Houirretp. I can hardly imagine that to be the reason, Mr. 
Dusenbery. 

Mr. Fiscupacu. May I call the attention of the subcommittee to 
Judge Hall’s statement on November 17, 1950—I quote from page 33 
of the transcript: 

There is one other thing that I have in mind in connection with this, and | 
hope I am not extrajudicial in that connection—but it has been represented to me 
repeatedly and most vehemently upon occasions that the business of the bank and 
the business of the Home Loan Bank Board are vested with an exceeding great 
public interest and that it was necessary for them to have meetings throughout 
and at various portions of the United States. It occurs to me that possibly they 
may have a necessity in connection with their official travel to be in this district, but 
nobody has suggested to me the necessity for them coming here. Had they done 
so, I would have called counsel together and asked for a stipulation, such as I am 
esking for this morning, because, while the parties are entitled to litigate, I have 
done everything that I can to see that the public business of the banks and the 
litigants has not been stopped. 

Now, mind you, this statement by the court, after almost 5 years of 
litigation, and not one of the parties representing either the bank or 
the Home Loan Bank Board, not one of their attorneys, had ever called 
to the attention of the court the fact that these members of the Home 
Loan Bank Board, whom presumably they were representing, had 
occasion to come to California; and not one of them had ever gone to 
court and stood up on their hind legs, so to speak, and asked the judge 
to exercise the powers residing In every court to control the officers of 
the court before it and get them to waive service of the process in the 
action on the members of the Home Loan Bank Board. That had to 
wait until November of 1950. 

Now you want to know why the Smith committee recommendations 
are not being carried out. 

Mr. Houirtevp. I would like to say, at this time, for the benefit of 
the members of the subcommittee, that Mr. Fischbach, when he was 
out in California investigating this case, was made aware of this situa- 
tion and that he did go before the court and asked Judge Hall to call 
together all the litigants; and when the request was made for them to 
sign a stipulation, that they would not serve these members of the 
Home Loan Bank Board, they all signed it willingly, with the excep- 
tion of the Department of Justice, which refused to sign the stipulation. 

Mr. Dusrenpery. Mr. Chairman, I would like to respond to counsel. 

Mr. Karsten. That was just for the purposes of our investigation 
out there. 

Mr. Fiscurnacn. That is correct. 

Mr. Karsten. Not for the official Government’s business, but for 
the investigation we are conducting. 

Mr. Fiscuracn. For the investigation that we are conducting; and 
it was contemplated that the committee, at a time in the future, 
whether it is December or January or February, have occasion to go 
out there and hold hearings. 

Mr. Karsten. I understand that. 
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Mr. Fiscupacu. Now, we would issue process to the members of the 
Board, and nobody could validly serve any civil process on any wit- 
ness of ours. 

Mr. Karsten. That is during the pendency of our hearings. But 
the stipulation does not extend further than the hearings. 

Mr. Fiscupacu. That is correct. But it would permit them to 
come in and do what they have to do, and thereafter depart. Now, 
the judge, during the course of that application, made the statement 
that for 5 years this case has been litigated, and not one of the people 
came in there and said they want the Board to have the opportunity 
to come into California to perform their public duty, and, had such 
a statement been made to him, he would have done what he was 
doing that morning. Now, if you gentlemen want to know why the 
Smith committee report wasn’t carried out, as I said before, here 
you have a general counsel——— 

Mr. Karsren. As a practical matter, Mr. Fischbach, when a mem- 
ber of the Board would go in there, and was immediately served as 
soon as he came across the line, he wouldn’t have much of a chance 
to get before the judge first. 

Mr. Horrman. And any stipulation Judge Hall might make 
wouldn’t bar you or me from entering California and suing that fellow, 
if you had an interest in the case. 

Mr. Fiscupacu. Oh, no; it wouldn’t. 

Mr. Horrman. Here is another question I would like to ask, right 
there—complaining about these people not coming into California, 
where they might have been sued—the courts here are open for any 
action against this Home Loan Board, up here; aren’t they? Why 
didn’t Gregory bring his lawsuit up here? The District of Columbia 
has got jurisdiction. 

Mr. Fiscnpacnu. Off the record. 

Mr. Houtrreip. Off the record. 

(Discussion off the record.) 

Mr. Hourrievp. On the record. 

Mr. Fiscuspacu. One of the parties in this litigation is the Federal 
Savings & Loan Insurance Corp. Now, the Federal Savings & Loan 
Insurance Corp. tells the people in your district, and Mr. Lovre’s 
district, and the districts of every member of this subcommittee, that 
the savings that they invest in these Federal savings and loan asso- 
ciations are insured. Now, just picture, Mr. Hoffman, somebody in 
your district having $456 deposited in a Federal savings and loan 
association, and having to call upon the Federal Savings & Loan 
Insurance Corp. to make good their insurance and make good that 
deposit. Do you want them to come to the District of Columbia 
from Michigan to collect $456? 

Mr. Horrman. No; but if I want to attack the validity of the 
Home Loan Board or Home Loan Bank, whatever you call them here, 
they are here in Washington, with their offices here. The courts of 
the District are open to them, and that is what Tom Gregory is doing. 

Mr. Fiscnspacnu. Let us go a little further. 

Mr. Horrman. I haven’t seen any of these $400 fellows claiming 
anything. 

Mr. Fiscusacn. Let’s go a little further. You might want to 
inquire why Federal Savings & Loan Insurance Corp. hasn’t appeared 
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in this action and why they are resisting the jurisdiction of the court, 
because some day somebody in your district might have a claim against 
them, and if you would like to see Federal Savings & Loan insulated 
from lawsuits, except in the District of Columbia, then you should be 
prepared for the constituents in your district coming in and making 
a similar complaint to what is being made here. 

Mr. Horrman. I have had that personal situation. I can’t sue 
Drew Pearson without coming to Washington or going to New York. 
If he comes out in my district, I will sue him; but I don’t expect he 
will. [Laughter.] 

Mr. Fiscupacu. As an experienced lawyer, Mr. Hoffman, would 
you submit to the District Court in the District of Columbia questions 
of title affecting property in Michigan; and if you did that, how far 
do you think you would get within Judge Law’s court? 

Mr. Horrman. You are just begging the question. Here is Tom 
Gregory, with a $26,000,000 corporation that he has built up from 
nothing. Now, if I was attorney for Tom Gregory, I would come to 
the District of Columbia. 

Mr. Fiscnspacn. Would you? 

Mr. Horrman. The Nation’s Capital. 

Mr. Fiscupacn. Let me ask, Mr. Dusenbery, did you ever bring 
an action in the District Court for the District of Columbia, to estab- 
lish the validity of the San Francisco bank, and if not, why not? 

Mr. Dusensery. I didn’t bring an action in the District of Colum- 
bia, or anywhere else, because I was not asked to by my client, which 
is the principal reason, or one reason which makes the others 
unnecessary. 

Mr. Fiscnsacu. Did you ever advise your client to bring an action 
in the District Court of the District of Columbia to establish the 
validity of its existence in California? 

Mr. Dusensery. No; but I did advise my client in the bank case 
that there is a very grave legal question as to whether or not the 
question with respect to the validity of these three orders establishing 
the banks could be established anywhere excepting in the District of 
Columbia, where they had personal jurisdiction over the members of 
the Board, themselves. I think that is still a very important legal 
question. 

Mr. Fiscunacu. You also advised your client, did you not, to 
deposit $13,000,000 in the registry of the court at Los Angeles? 

Mr. Dusensery. In that interpleader proceedings; ves. 

Mr. Fiscuspacu. You advised your client to do that? 

Mr. Dusrenpery. That is in the Long Beach case. 

Mr. Fiscupacu. So you certainly wouldn’t take the position that 
you invited your client to deposit money in a court that didn’t have 
jurisdiction, would you? 

Mr. Dusensery. I don’t think the court has jurisdiction. 

Mr. Fiscaspacu. Yet you advised your client to deposit $13,000,000? 

Mr. Dusensery. In the registry of the court there; yes. 

Mr. Fiscupacu. In spite of the fact that you still insist the court 
has no jurisdiction? 

Mr. Dusrenspery. That is correct; they don’t have jurisdiction of 
the fundamental causes of action. 

Mr. Fiscnpacn. You don’t recognize that the fundamental causes 
of action in this litigation arise under the laws of the United States? 
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Mr. Dusensery. They arise under the laws of the United States— 
of course, they do. One arises from the Federal Home Loan Bank 
Act, and the other from the Home Loan Act, which provides for the 
creation of the association. 

Mr. Fiscupacu. Is there anything in the law that says any lawsuit 
with respect to the Home Loan Bank System must be brought in the 
District Court for the District of Columbia only? 

Mr. DusensBeEry. A specific statute? 

Mr. Fiscupacu. Yes. 

Mr. DusensBerry. I don’t now recall any such statute, Mr. Fischbach. 

Mr. Fiscupacu. You never even saw any such statute, did you? 

Mr. DusensBery. I don’t recall ever having seen any. 

Mr. Fiscupacu. Now, Mr. Dusenbery, you made a point here, that 
80 officers and directors of 10 savings and loan associations of San 
Francisco have been joined in the Long Beach action as intermed- 
dling Doe defendants, and recklessly charged with the same action 
of fraud and conspiracy? 

Mr. DusenBery. Yes. 

Mr. Fiscupacu. You recognize, as a lawyer, do you not, that if 
there is a conspiracy that was formulated in 1946, that, notwithstand- 
ing a person out in Oregon or in San Francisco may not have had any 
part in that conspiracy in 1946, that they could make themselves a 
party to it in 1950 or 1949? 

Mr. Dusenspery. No; 1 don’t. 

Mr. Fiscupacu. You don’t recognize that as part of our conspiracy 
law? 

Mr. Dusenspery. No, because the acts were all finished in 1946. 
How a party in 1950 could become a party by conspiracy to acts that 
have been completed in 1946 is beyond my comprehension. 

Mr. Fiscupacu. Do you recognize that under the conspiracy laws 
of the United States, if part of the conspiracy in 1946 was a continua- 
tion and perpetuation of what was done in 1946—that if people in 1949 
or 1950 lend themselves to that conspiracy, they become liable to the 
same extent as if they had been originally coconspirators—do you 
recognize that as a sound statement of the law? 

Mr. Dusensery. No; 1 don’t. And it has no application to this 
situation, for this reason—— 

Mr. Fiscusacu. As long as you don’t recognize it as a sound state- 
ment of law, we wil! move on to something else. 

Mr. Dusensery. Let me explain my answer, Mr. Fischbach, if 
you will. The orders merging the banks were made in March 1946. 
The banks were merged, and since that time they have operated as 
one bank. If your theory were correct, then everybody who had— 
assuming that that was fraudulent at the start—then anybody who 
has ever recognized the existence of the San Francisco bank would be- 
come a conspirator and would so be liable. 

Mr. Fiscunacn. Not necessarily. Under the theory I have sug- 
gested, perhaps, any who help the conspiracy along might be liable, 
yes—not if they merely recognized the validity or assume a position 
of recognizing the validity or giving validity to the San Francisco 
bank. But I am talking about the people helping it along. 

Mr. Dusenpery. Let’s apply your argument now to the other case, 
the Long Beach case. Here is the appointment of a conservator you 
put into control of this association in 1946. He was removed from 
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control in January 1948. The conservator’s transactions, all the 
phases of it, were completed at that time, excepting the accounting 
which had been going on there. 

Now, can you point out how, after that time, any of our officers 
and directors, because they were elected as directors of the San 
Francisco bank or became officers of our institution, could possibly 
be tied into the alleged fraudulent action by which that conservator 
was appointed? It is beyond me. 

Mr. Fiscuracu. I can, and I will be very glad to, but it will make 
you uncomfortable if I do. 

Mr. Dusensery. Don’t bother about my feelings. 

Mr. Fiscunacnu. Now, we have your statement with regard to the 
80 officers and directors of the 10 savings and loan associations being 
charged with the same acts of fraud and conspiracy. Are you referring 
to the northern 10 associations who brought a lawsuit? : 

Mr. Dusenrery. They are the 10 associations, I believe, who were 
made parties, and their officers and directors, to the Long Beach case, 
and were served with these damage claims. 

Mr. Fiscupacn. Now, didn’t they file a suit just the day before 
action was to be taken by the directors of the San Francisco bank 
to settle this case, and wasn’t the purpose of their suit to prevent a 
settlement? 

Mr. Dusensery. The action was filed—I don’t remember the date 
when this action was filed. I have known very little about it, excepting 
what I have heard. There was an action filed. 

Mr. Fiscunacu. You know very little about it; you, nevertheless, 
go ahead and make such a statement as you have on page 3? 

Mr. Dusensery. I know they were joined in the action. I know 
the parties were joined in the action, and I know the general purpose 
of the action which they brought. 

Mr. Fiscunacn. You also know that they were recklessly charged 
with the same acts of fraud and conspiracy; but you don’t know 
anything about the action they filed? 

Mr. Dusenpery. That wouldn’t have anything to do with it. 

Mr. Fiscupacn. Now, let’s see. You had tried very, very hard, 
along with others, to bring about a settlement of this case, and you 
and Mr. Holmes and others——— 

Mr. Dusensery. I wouldn’t put it on that basis. The San Fran- 
cisco bank, as I said, has not been active in the settlement proposal, 
for the reason that they considered that that is primarily a problem 
between the Home Loan Bank Board and the association. It grows 
out of a problem of supervision with which the bank isn’t concerned. 

Mr. Fiscupacu. Wasn’t Mr. Holmes put in as president of the bank 
solely for the purpose of effecting a settlement? 

Mr. Dusensrry. I wouldn’t say that. 

Mr. Fiscupacu. You wouldn’t say that? 

Mr. Dusensery. No; I wouldn’t say that. 

Mr. Fiscurnacu. If others say it, then I presume you take issue 
with them? 

Mr. Dusensery. I know I wouldn’t say it either way. I don’t 
know. I wasn’t present when he was elected. 

Mr. Fiscuspacu. Do you know or don’t you know that after many 
months of negotiations, and the most painstaking care given to the 
formulation of agreements for the settlement of this controversy, the 
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directors of the San Francisco bank, together with Mr. Divers, met 
out in Missoula, Mont., for the purpose of getting through with this 
lawsuit and getting through with this controversy, and that the 10 
northern associations, on the eve of the occasion when the settlement 
was almost within the reach of everybody, brought the suit to prevent 
a settlement—don’t you know that? 

Mr. Dusensery. I don’t know when the suit was filed, with respect 
to what particular developments the negotiations were in at that time. 

Mr. Lannam. You should know whether it was filed with that 
intention or not. 

Mr. DusensBery. I wouldn’t know what their intentions were. | 
had nothing to do with that case. It was filed by some associations in 
the Northern District of California. I don’t even know the names of 
those associations, although they have been joined as parties. 

Mr. Fiscupacu. Didn’t those ten associations name the directors of 
the San Francisco bank as parties-defendant to that lawsuit and didn’t 
they seek to enjoin the directors of the San Francisco bank, and the 
bank itself, from settling this litigation? 

Mr. DusensBery. Let me—— 

Mr. Fiscupacn. Can’t you answer that ‘“Yes’’ or ‘“No’’? 

Mr. Horrman. You have about three questions in one. 

Mr. Dusensery. If you want to know what I know about hearsay 
can give it to vou in a nutshell. 

Mr. Lanuam. Let him answer. 

Mr. Fiscupacu. Go on with your answer. 

Mr. Dusenpery. As I said, the San Francisco bank has not taken 
an active part in the settlement negotiations, excepting for one period 
of time when Mr. Holmes sat in there with regard to some rather 
intensive efforts. The bank’s position—they have been drawn into 
it by reason of the fact that most of these settlement proposals sought 
to tap the assets of the San Francisco bank in some way or another. 
In other words, they were trying to get from our bank a contribution, 
to Mr. Gregory, in some form to help the settlement along. And so, 
from time to time, terms of settlement were suggested; terms of 
settlement have been presented to our bank, and on more than one 
occasion our board of directors have gone on record that they would 
not oppose settlement of this litigation on certain terms that were 
suggested to them, some of those terms including mild contributions 
by the bank. T recall at one time they were willing to put in $65,000, 
and that if the Home Loan Bank Board and Gregory v thought it should 
be settled on that basis, they would go along to that extent. Now, 
when one of these proposals had come up, I don’t know which one it 
was, I heard that this action in northern California was started by 
these associations in which they sought to enjoin the San Francisco 
bank from paying out the amount “of money which the board of 
directors had said they would be willing to contribute to make the 
settlement possible. 

Mr. Lannam. Do you know who instigated that suit? 

Mr. Dusensery. No; I don’t. 

Mr. Lannam. You don’t have any idea about it? 

Mr. Dusenspery. An attorney by the name of Rosenshine was one 
attorney, now deceased, I believe; and Mr. Burns, of San Francisco— 
| have heard their names connected with the case. 

Mr. Fiscuspacu. And Harold Holmes? 
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Mr. Dusensery. Harold Holmes? 

Mr. Fiscupacu. Yes. 

Mr. Dusensrery. | don’t recall that I have ever heard of Harold 
Holmes. 

Mr. Fiscuspacu. Well, look at the pleadings. 

Mr. Dusenspery. It may be that his association was one of the 
10—I don’t know. 

Mr. Fiscupacn. Look at the pleadings. Look at the upper left- 
hand corner. See if Mr. Holmes, who became president of the bank, 
wasn’t 1 of the 10. 

Mr. DusensBery. His name appears on this document that you 
have handed me. 

Mr. Fiscupacu. Of course, it does; and that is a copy that was on 
file in the Federal court. 

Mr. Lanuam. The attorneys probably didn’t instigate it. I want 
to know who was responsible for instigating the suit, which looks 
like it was filed just on the verge of settlement, purposely to prevent 
a settlement. 

Mr. Fiscuspacu. A gentleman by the name of J. Arthur Younger, 
who was one of Mr. Fahey’s right-hand men. 

Mr. Dusensery. No; 1 don’t know; I never heard about this until 
sometime after. 

Mr. Lannam. Do you know Mr. Younger? 

Mr. Dusrensery. Very slightly. I never met the man but once. 

Mr. Lannam. Was that during the negotiations about this suit that 
you met him? 

Mr. Dusensery. No; I met him at a meeting of the California 
Savings and Loan League in Santa Barbara, Calif., in the winter of 
1949, | believe. That is the only time I ever saw him. He was down 
there at the convention. I met him among other people there. 

Mr. HorrmMan. Does anybody claim, Mr. Fischbach, that Younger, 
or whatever his name is, didn’t have a right to file that suit, if they 
wanted to, whatever their motives may have been, good or bad? 

Mr. Fiscusacu. | can tell you what, Mr. Hoffman—your name- 
sake, a lawyer practicing in San Franci ‘isco, and a director of the 
association which Mr. Younger headed up, said to Mr. Holifield, 
during the course of his examination—he said that Mr. Younger 
didn’t have the authority of his association to bring the suit, and the 
association knew nothing about it until after the suit was started. 

Mr. Horrman. You didn’t take any proceedings to disbar Mr. 
Younger, did you? 

Mr. Fiscupacu. Mr. Younger is not a lawyer. 

Mr. Horrman. Plaintiff? 

Mr. Fiscupacu. No. Mr. Younger was the executive of the 
Citizens Federal. 

Mr. Horrman. Was he the fellow who started the suit? 

Mr. Fiscupacu. Yes. 

Mr. Horrman. Why don’t you get after him instead of after this 
man who is a witness? 

Mr. Fiscusacnu. I am not getting after the witness. 

Mr. Horrman. Yes; you are questioning the right of these fellows 
who have brought this suit to bring it. 

Mr. Lovre. No; we are not questioning the right to bring it. 

Mr. Houirievp. Just establishing the fact they did. 
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Mr. Horrman. So what? 

Mr. Fiscusacu. I am establishing the fact that here is this gentle- 
man who is counsel for the San Francisco bank. Various persons, 
after long and arduous negotiations, had reached the point where they 
were about to get this thing wound up, when some of the people that 
he refers to in his statement here as having been recklessly made 
parties-defendant, 80 officers of record, he said, and 10 savings and 
loan associations in the San Francisco Bay area, were recklessly 
charged with the same acts. Now, what did they do? These 80 
officers and directors, and their 10 savings and loan associations, on 
the eve of the hour on which this thing would have been resolved, 
wrecked the settlement and prevented its being carried out. 

Mr. Horrman. They had a legal right to do it, didn’t they, what- 
ever their motive may have been—isn’t that right, Mr. Fischbach? 
The courts are open to them. They took advantage of the law as it 
was. So what? 

Mr. Fiscusacnu. I am just pointing to the fact that Mr. Dusenbery 
says these fellows were recklessly charged with the same acts of fraud 
and conspiracy. 

Mr. Dusenpery. Mr. Fischbach, may I answer that observation 
of yours: The reason I said that is that I can’t see any logical or legal 
connection between the bringing of this suit by the 10 associations 
and the appointment of the conservator several years ago by Mr. 
Fahey. 

Mr. Fiscupacu. That isn’t the point, at all. It is perfectly clear 
that you didn’t even know that Mr. Holmes was one of the attorneys 
who brought this lawsuit. 

Mr. DusenseEry. I will tell you why I don’t know more about that 
suit down there—it was against the San Francisco bank, and I would 
have had occasion to go into it, but for the fact that almost imme- 
diately after that suit was started, I don’t know how long after, Judge 
Hall, in the Los Angeles litigation, enjoined further proceedings in it 
and enjoined any of the parties from prosecuting it, et cetera. So 
that case almost immediately became a dead issue; consequently, it 
wasn’t necessary for me as counsel of the bank to follow it up and 
prepare to put in an answer. 

Mr. Fiscnpacu. Don’t you know, as counsel for the San Francisco 
bank, that that case is still pending? 

Mr. Dusenspery. No. I understand it has been dismissed. 

Mr. Fiscunacn. Don’t you know, Mr. Dusenbery? 

Mr. Dusensrry. It is hearsay, but I have been, I think, reliably 
informed, Mr. Fischbach, that the case was dismissed. 

Mr. Lanuam. I don’t doubt that it was, apparently. It was filed 
just to break up the settlement. After all, after that, there isn’t any 
reason Why they shouldn’t dismiss it. 

Mr. Dusensery. The case was abortive, Judge Lanham, whatever 
the motive, because it was enjoined by Judge Hall, and nothing was 
ever done about it. After that time, I think the bank has on a sub- 
sequent occasion—I believe that is true—made some commitment in 
which they would go along with a certain contribution to help the 
settlement. I believe that is correct. 

Mr. Houtrreup. Let’s find out. Is this suit still pending, Mr. 
Counsel? 
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Mr. Fiscupacu. It is still pending. This suit was filed as a class 
action. 

Mr. Lanuam. Which suit? 

Mr. Fiscuspacnu. The “northern 10” lawsuit. I just handed Mr. 
Dusenbery a copy of it; that is, of the complaint. The ‘northern 10’’ 
lawsuit is still pending. It is Civil Action No. 28,203 (g), in the Dis- 
trict Court of the United States for the Northern District of Cali- 
fornia, Southern Division. 

Mr. Lannam. When did you last check and see whether or not it 
was pending? 

Mr. Fiscupacu. I have with me, and there is before the subcommit- 
tee and I can produce in a moment, the clerk’s docket, photostatic copy 
of the clerk’s docket, and I just want to make this observation: It 
will be observed from the pleadings that this lawsuit was started on 
behalf not only of the named defendants but on behalf of all other 
stockholders of the San Francisco bank, and it is a class action; and, 
under well-known and well-established rules governing class actions, 
an action of this character cannot be dismissed until an application 
is made to the court, with notice to all the parties in whose behalf the 
lawsuit was instituted. This is not a private cause of action; it is a 
public cause of action. No such application was ever made to the 
court. No such application has ever been tendered to a court for 
action. Nosuch notice has ever been given to anybody. Some of the 
attorneys who started this lawsuit went into court and filed a voluntary 
dismissal, which is totally void. 

Mr. Lanuam. I suppose that is what Mr. Dusenbery was talking 
about. 

Mr. Fiscuspacu. I don’t know if that is what he was referring to. 

Mr. Lannam. I think the only materiality of this question would 
be whether or not Mr. Dusenbery is telling the truth. 

Mr. Dusenserry. I got my information from Mr. Burns, one of the 
counsel for the plaintiff, that the case had been dismissed. 

Mr. Lanuam. You are probably right. It could not legally be 
dismissed, but an effort was made to dismiss it. 

Mr. Horrman. May I have the attention of the chairman and 
counsel! for a couple minutes? 

Mr. Fiscupacu. Yes. 

Mr. Horrman. I am reading from page 3 of the witness’ statement: 

Eighty officers and directors and 10 savings-and-loan associations in the San 
Francisco Bay area have enjoined the Long Beach action as intermeddling Doe 
defendants and recklessly charged with the same acts of fraud and conspiracy. 

Now, is it not true, Mr. Counsel, that for the last 20 minutes or 
half-hour the questions have been directed in an effort to prove that 
the witness’ use of the term ‘‘recklessly”’ or that sentence “recklessly 
charged with the same acts” isn’t justified. 

Mr. Fiscupacn. Not only that, Mr. Hoffman, but also that these 
80 officers and these 10 northern associations deliberately wrecked a 
settlement that everybody had worked very hard and very long to 
bring about, and that on the eve of that settlement, and just before it 
was to be attained and achieved and this whole controversy wiped out, 
this lawsuit had been started by 10 people, headed by Mr. Younger, 
who was one of Mr. Fahey’s original emplovees. 

Mr. Horrman. All right, supposing he was. Fahey isn’t here. 
Fahey is dead. 
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Mr. Fiscupacu. Gentlemen, had that settlement been carried out, 
the Smith committee report would have been carried out, too. 

Mr. Lovre. And who would have been the loser? 

Mr. Fiscnpacu. Everybody would have been the winner. 

Mr. Lovre. Wasanyone whois here before the subcommittee charged 
with the responsibility of this lawsuit brought by these fellows, these 
litigants? 

Mr. Fiscupacu. Here is Mr. Dusenbery before the subcommittee, 
and he urges to you and to other members of the subcommittee—and 
please refer to page 5 of his statement— 

Proceedings to enjoin the prosecution of an action filed in the Northern District 
of California by 10 savings-and-Joan associations in the San Francisco Bay area 
which were brought to prevent the alleged illegal expenditure of the funds of the 
San Francisco bank in making a proposed settlement with the Long Beach 
Association. 

Now, let’s turn to that, fora minute. Mr. Dusenbery, did you ever 
furnish an opinion to the San Francisco bank that, if ‘the vy expended 
any of the moneys of the San Francisco bank in an effort to bring 
about a termination of this litigation, that would have been an illegal 
expenditure? 

Mr. Dusenspery. I have never rendered such an opinion: Before 
we get through with that, I would like to correct an impression or 
statement made of yours awhile ago. As I got your statement, 
Counsel, it was to the effect that this suit filed by the 10 northern 
associations wrecked the settlement that was about to go through. 
That isn’t correct at all. There were at least three different occasions, 
maybe four, when the San Francisco bank has taken action by its 
board of directors in which they have gone on record as saying they 
would not oppose settlement upon a certain basis, stating certain 
specific terms, usually including some contribution on their part. That 
was simply one of three, at least three, maybe four, similar situations. 
All of those proposals, after they had been acted upon by our board, 
proved to be entirely abortive, because it developed, when you get 
down to trying to close any of those things, that you just couldn’t do 
business with Mr. Gregory. And so the thing just blew up and none 
of them were ever acted on. That started back in the spring of 1948. 
It continued on through. 

Mr. Houirieup. Mr. Dusenbery, if you will pause for just a minute 
there—this was the so-called Portland agreement that we are speaking 
of? 

Mr. Dusenpery. I think it was. 

Mr. Hourrreip. Proposed Portland agreement. And Mr. Gregory 
had agreed to the Portland agreement, as had everyone else at that 
time, and this group of 10 moved in to obstruct, legally, its settlement. 

Mr. Dusensery. I think you are in error on that, Mr. Chairman. 

Mr. Houtrietp. I would like to be corrected. 

Mr. Dusenpery. Mr. Gregory had not agreed to the so-called 
Portland agreement. Apparently, nobody had agreed to it. The 
statement came before our board that it was possible to work out a 
settlement upon certain terms. 
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FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT 
LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
LONG BEACH, CALIF. 


Mr. Fiscuspacu. Could we hear from Mr. Gregory on one pro- 
position: Did you or did you not agree to the Portland agreement? 

Mr. Grecory. We agreed to the Portland agreement. There 
were two amendments to it, one requested by the Home Loan Bank 
Board—I beg your pardon—the Home Loan Board requested an 
amendment at Portland, which we agreed to. The San Francisco 
bank requested an amendment at the first conference that we held to 
draw the papers, and then the Department of Justice refused to go 
on unless we amended it again; and we accepted that agreement with 
those amendments. We filed the agreement in court and it is there 
now filed. To show our good faith in it, we served or delivered it to 
the Department of Justice; I think one of the Congressmen served a 
copy of it to Mr. McGrath for me. 

Mr. Horrman. Then, why isn’t it valid? 

Mr. Dusrensery. Mr. Gregory, when was that filed? 

Mr. Grecory. The Portland agreement was September or October 
1949, 

Mr. Dusenpery. That is, about 6 months after the negotiations 
had broken down in the spring of 1949. 

Mr. Grecory. No. So far as I knew, the negotiations did not 
break down. We took the Department of Justice’s amendment in 
May of 1949, with the assurances that the negotiations would go on 
in good faith, and that was the only basis upon which we accepted 
that. Then we had some time to draw the various documents for the 
loans from the Los Angeles bank, which took quite a while. As 
soon as that was done, approximately at that time, there was a 
request made by the First Federal Savings and Loan Association of 
Wilmington to report to the court on the procedure that had been 
developed up to that point, or what status the negotiations were in. 
In response to that request, we filed our completed document with 
the court. 

Mr. Horrman. Now, Mr. Holifield just tells me that, after this 
thing was over, Peyton Ford went out there. That is the way I 
understood you. 

Mr. Houtrieip. That is right. 

Mr. Gregory. Mr. Peyton Ford made a demand that unless we 
accepted his proposition as to a change in the negotiations that he 
would refuse for any settlement negotiations to proceed from that 
point. We accepted his proposition in May of 1949. 

Mr. Horrman. What is holding it up now if Peyton Ford is agree- 
able? 

Mr. Grecory. As soon as we got the rest of the thing together and 
the papers filed then the Home Loan Bank repudiated it, after all of 
the work. 

Mr. Horrman. Why do we not have Peyton Ford up here if he is 
the fellow? 

Mr. Houirietp. We are jumping ahead. This shows the point. 
[ want to make a little announcement if the subcommittee will bear 
with me. We have been trying to get to the point of adjourning at 4 
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o’clock. However, I have had two requests for short statements that 
are desired to be made. Mr. Gregory wants to make a very short 
statement in regard to Mr. Ammann’s testimony of yesterday; and 
Congressman King, our colleague, wants to make a short statement in 
view of the fact that Mr. Ammann brought his name into his testi- 
mony yesterday to the subcommittee. I am sure that each statement 
will be very short. So, I hope that counsel can conclude with Mr. 
Dusenbery as soon as possible, so that we can give Mr. Gregory and 
Mr. King a chance to make a short statement. 

Mr. Lannam. | want to ask Mr. Gregory one question. He made 
a very significant statement. He said that the Board repudiated the 
settlement. It seems then that the Board stopped the settlement 
and not this suit? 

Mr. Grecory. The suit was about a year or more prior to that, 
Congressman. That was one other point of the negotiation that broke 
down because of the suit. Then it was revived again. 

Mr. Lanuam. Then there was another settlement worked up that 
the Board repudiated? 

Mr. Grecory. That is right. They refused to go along with the 
agreement that Mr. Peyton Ford had made. 

Mr. Lanna. We have wasted a lot of time. 

Mr. Fiscupacu. Could we go off the record for a minute? 

(Discussion off the record.) 

Mr. Houtrtetp. On the record. 

Mr. Dusenspery. Before you leave this subject, I think you will 
be under a misapprehension from Tom Gregory’s statement unless you 
keep in mind two points. They should be covered by the Attorney 
General’s office or the Home Loan Bank Board; but, since you brought 
it out from me, I want to call attention to what they were. 

There are two points there that have always held up any settlement, 
and as far as I can find out they have never been resolved in any of 
these negotiations. 

Mr. Gregory is insisting that, as part of this settlement, the matter 
be so wound up that he will obtain complete immunity from all of his 
past acts, so that neither the Board nor the Department of Justice, 
nor anybody else, can ever question him as to any of the acts and 
charges that have been made against him. 

Mr. Lovrs. Is that correct, Mr. Gregory? 

Mr. Grecory. That is not entirely correct. 

Mr. Lovre. Then make your statement. 

Mr. Grecory. The papers we filed in court with that do not bear 
that out. 

Mr. Lovre. State where he is wrong, so that we will know. 

Mr. Gregory. I would like to get those documents and point them 
out to you. They are rather technical. 

Mr. Lovre. Tell us where he has misstated in layman’s language, 
so that we will understand it. 

Mr. Fiscupacu. Go ahead. 

Mr. Grecory. Obviously, if we are to settle, we do not want to 
waive the claims for their having dealt with our assets without they, 
at the same time, waiving the claims to continue the action. There 
would not be any object on our part in relieving them of a liability 
for the damage they had done to the association and permitting them 








528 INVESTIGATION OF HOME LOAN BANK BOARD 


to continue with the litigation, which is the thing Mr. Dusenbery 
is trying to bring out. 

So far as any claim that they have against me is concerned, I have 
always been willing to answer them. [am now. In any form that 
we find. 

I have diligently tried to get the thing tried on its merits in court, 
because they are without foundation, but I do not intend, and I do 
not believe my shareholders would agree that I should, to recommend 
to them a settlement that would embrace giving away of the damages 
that have been done to them and still leave the issues for them to have 
to try or for me to have to try, or that would continue to damage the 
association with the publicity therefrom. 

Mr. Dusrensery. The Department of Justice has always requested 
in all of the hearings I have attended that the way to wind this up 
is to make a settlement and then dismiss all pending litigation with 
prejudice—with prejudice, so that it cannot be ever brought again. 

Mr. Gregory and his counsel have opposed that sort of an ending 
and they have wanted to require all parties to submit themselves to 
the jurisdiction of Judge Hall’s court and enter a judgment by which 
all parties to the litigation, including the members of Mr. Gregory’s 
own association that are suing him in ‘the State court in ( ‘alifornia, will 
be enjoined from ever after raising any question with respect to those 
claims they have against him. 

As I understand it, that has been a stumbling block never gotten 
over with. 

Mr. Grecory. May I answer that? 

Mr. Hourrretp. Mr. Gregory will answer that. 

Mr. Grecory. He says that they have always demanded a dismissal 


with prejudice which is not true. Mr. Peyton Ford wrote a letter 
which is a part of the subcommittee’s files here, I think, which our 


association answered in writing, both filed with the court and upon 
which the court based its action, saying that the settlement should 
be by an in rem judgment. That is the judgment against the assets 
and a judgment of discharge as to the official defendants, if the settle- 
ment was completed. 

Mr. Fiscupacu. We have Mr. Ford’s letter. 

Mr. Gregory. So Mr. Dusenbery’s theory that that has never 
been resolved because that was one of the demands made by Mr. 
Ford to resolve this, to change the settlement agreements, and in 
Mav of 1949, and we followed exactly the story that we had agreed 
upon with Mr. Ford when we filed our response to the court in con- 
nection with settlement. 

Mr. Houirietp. As I understand this dismissing of all officials 
would also include the liability claims against the Home Loan Bank 
Board and Mr. Fahey and all of the others? 

Mr. Grecory. It would be. 

Mr. Ho.irreip. So that would be people that you have claims 
against, and in turn you would ask them to have decided by an in rem 
judgment the claims which they have against you. 

Mr. Grecory. It would be a discharge of liability by a court judg- 
ment as to all official defendants and would be an injunction. order by 
the court preventing anybody party to the litigation raising the 
issues of litigation anywhere. 
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Mr. McKenna. In view of the fact that the subcommittee may be 
recessing, as [ understand it, until next year, I would like to say a 
couple of sentences to show that I am in complete disagreement with 
some of the statements that were made here. 

Mr. Fiscupacn. You will have plenty of opportunity next year. 

Mr. McKenna. I do not think the members of the subcommittee 
should go away with only one side of the picture which I am testifying 
is absolutely incorrect. 

Mr. Houtrievp. Of course, you will have such opportunity. 

Mr. McKewna. Let it be understood right here and right now that 
the Home Loan Bank Board has never repudiated any agreement 
entered into in any of these compromise agreements, and I want to 
testify to that, so that the subcommittee members will not go away 
misunderstanding. 

Mr. Hourrrevp. All right. 

Mr. Grecory. May we have permission when we meet again to 
file the Board’s letter in connection with that? 

Mr. Houartretp. Mr. Hoffman wants to leave, and I would like for 
him to hear Mr. Gregory’s short statement and our colleague’s short 
statement. - 

Mr. Horrman. I can read it. 

Mr. Fiscupacu. Let us hear Congressman King. 

Mr. Houirre.tp. We will excuse you at this time, Mr. Dusenbery. 

Mr. Dusenspery. Thank you. 

Mr. Hourrieip. Proceed, please. 

Mr. Fiscupacu. We will want you back in January and we will 
give you plenty of time. 

Mr. McKenna. I take it you will not want Chairman Divers 
before you close? 

Mr. Fiscupacn. We have 9 minutes left. 

Mr. Hourrievp. There will be no more hearings this year. Some of 
the members of our subcommittee have indicated their desire to have 
Christmas week for the further continuance of their office duties and 
to go to their districts, and the chairman also joins with them in 
that wish. 

At this time, Congressman King, will you please come forward. 


TESTIMONY OF HON. CECIL R. KING, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Kine. Mr. Chairman and members, I am not sensitive per- 
sonally to the remarks that have prompted me to desire to clarify 
the statement of Mr. Ammann, but the other afternoon, coming into 
the anteroom, a member of this subcommittee, I thought at the 
moment facetiously, stated: 

_ Tam glad you have returned. The way I understood the statement of a witness 
it was to the effect that you contributed by a speech or a statement you made to 
the run on the Long Beach Federal Association. 

_ I do not personally think the remarks as made by Mr. Ammann 
indicated that at all, but I will read them anyway: 

The substance of my answer was that newspaper stories and pictures headed 


“Bank Run’ and so forth, were appearing in the papers. Congressman King 
came out to Long Beach and stories were carried in the papers about his protesting 
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the arbitrary action. He came into the association office with a reporter and made 
a speech which was quoted in the paper. 

Now that statement could and, perhaps, could not be understood 
by persons to mean that my statements or my appearance with the 4 
reporter contributed to the run on the Long Beach Association back s 
in May of 1946. 

I did come out, Mr. Chairman. I did not come out, however, 
until I had had time to hear from the coast as to what had happened, a 
and I made a speech on the floor of the House on May 21, 1946, the = 
day following the seizure. « 

The following day I took a plane and went to Long Beach. 1] @ 
arrived in front of the Long Beach Association offices, and you would 
have thought the Mardi gras was going on. 

I did not bring a reporter with me. There were several there who 
met me the moment I got to the sidewalk and I did make a statement. 

Mr. Lannam. What date was that? 

Mr. Kine. That would be the 23d. 

Mr. Lanuam. The run had already been made on the bank at that 
time, had it not? 

Mr. Kana. About 4 days. 

Mr. Hourrteip. And I believe the record shows that several million 2 
dollars had been withdrawn in those 4 days. 

Mr. Kina. That is right, Mr. Chairman. I hesitate to take credit q 
or to have credit attributed to my appearance, but the record does 4 
show that the run dropped from a million and something down to a 
few hundred thousand and immediately after my appearance and the 
statements I made concerning the condition and the integrity of the 
men in this institution, the men who founded it and who had run it. i 

I have had men and women tell me in Long Beach that my state- % 
ments to the press and my appearance in Long Beach contributed 
extensively or considerably to a reinstatement of confidence in the 
institution. 

Mr. Lannam. You said that when you got there it looked like the 3 
Mardi gras. Was that because of the crowd trying to get their money : 
out of the bank? 

Mr. Kina. Yes, sir. I would not know how many of them, Mr. 
Lanham, were attempting to withdraw their money, but it created 
somewhat of a sensation in Long Beach. 

Mr. Houtrietp. There was a queue of people leading from the 
withdrawal window. 

Mr. Kina. That is true. 

Mr. Houirientp. And out? 

Mr. Kina. That is true, yes, that is true. 

There is one other item. By the way, Mr. Chairman, if you would 
permit me at this point, in view of the testimony and the nature of it, 
it seems to me that I shall desire to make a statement when the 
subcommittee reconvenes in January. 

Mr. Houtrtetp. It will be allowed. q 

Mr. Kina. I did not choose to testify in the Smith committee 
hearings and I believe most of you men know that it was because of 
my intercession with Congressman Smith that the original hearings were 
held by his committee. 

Mr. Houirretp. I think the subcommittee should know, Mr. King, 
that your district line is within a mile of the office of Long Beach 
Federal Savings and Loan Association. 
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Mr. Kina. Approximately. 

Mr. Hourrietp. Approximately, a mile of the home office of the 
Long Beach Federal Savings and Loan Association, and that thousands 
of your constituents are affected either by being depositors in this 
institution or by having loans with this institution on their homes. 

Mr. Kina. That is quite right, Mr. Chairman. 

Mr. Houirievp. | believe you told me at one time that there was 
one tract of over 400 homes involved in this title-clouded condition. 

Mr. Kina. That is correct, Mr. Chairman. 

I think it might be significant that I relate just for another moment 
a phase, and when I say “phase,” it has been mentioned that con- 
ferences have been held in my office. 

Mr. Chairman, I do not think I would be exaggerating to say that 
many hundreds of hours have been devoted during the past few years 
by me and my staff in this case. Conferences have been held in my 
office, at the Board’s office, not less than 18 or 20 in the Department 
of Justice, at all of which I have been present. However, there is a 
very interesting session that I want to relate here. 

Mr. Houirretp. The chairman might interrupt you at that mo- 
ment to say that additional conferences at which you were present 
were held in my office and in Congressman Sheppard’s, to my personal 
knowledge. There may have been conferences held in other southern 
California Congressmen’s offices, too. 

Mr. Kina. That is right. 

The conference was the last, Mr. Chairman, that I had or that 
was held at my instigation with the Attorney General. 

Mr. Houirietp. You are speaking of Mr. Clark? 

Mr. Kine. Mr. Tom Clark. 

Mr. Lannam. What year was that, Mr. King, do you recall? 

Mr. Kina. In June of 1949, I think. 

I have been successfully irritated by the word that you used, Mr. 
Lanham, in this case, that 2-dollar word that you have been bandy- 
ing about, “litigious.” I became a little more forceful than my 
practice previously with the Attorney General, and I said: 

There is only one contention I have held all along, Mr. Clark, and for 2 or 3 
years we have never been successful in spite of the fact I have repeatedly re- 
quested that the interested parties be brought together in the office of an im- 
partial person, and in this case, I mean you, and an attempt made to arrive at 
a settlement. 

I cited the case where at one time it had been placed in the hands 
of a Mr. Bell of the Treasury. We were never able to have both 
sides present. 

I believe that in the interval there was another person mentioned 
as being an arbiter, and before he took on the chores I said I felt that 
the secret of success of this effort to settle would be only in having 
both parties present. 

Up until that time, Mr. Chairman, for months one party would be 
heard, then we would hear what they said or may have said and come 
back. It was very unsatisfactory. 

Mr. Clark then ordered the Board to be present, I believe, the very 
next day, with Mr. Gregory and his attorney, Mr. Chapman, and my- 
self to be present, with Mr. Peyton Ford. Mr. Peyton Ford was 
ordered to have the Board present at a conference. 
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We went to the conference room, Mr. Peyton Ford’s office, Mr. 
Chapman, Mr. Gregory, myself, my assistant, Mr. Linden, and the 
Board did not show, but Mr. Dusenbery and Mr. Angell had arrived 
from San Francisco. So far as I knew, they had not been invited, 
but they did come into the room. 

After introductions, it was the first time I had met either of the 
men, we were seated and were just about to proceed with another 
effort to settle and, I might relate, | was shocked. I have never been 
shocked as a Member of Congress more in my tenure than I was by 
the sudden statement or observation of Mr. Angell. 

Mr. Fiscupacn. Had the Board been asked to come over? 

Mr. Kine. The Board had been asked, but we learned later they 
had declined to come. So we attempted to go along with Mr. Ford 
as best we could. But before being well into the subject matter, Mr. 
Angell, whom | had just been introduced to that day, asked to be 
heard and said in substance this: ‘Mr. Ford, is this to be a conference 
of attorneys or is it to be a political meeting with King and his man 
Linden here? If so, I will call on my Senators.” 

1 will just ask you Members of Congress about a man making a 
statement, having knowledge of my interest all through this case, 
your feelings at being confronted by a perfect stranger in that fashion. 
Several of the men arose, attempted to leave the office. I took the 
stand that, perhaps, they should remain, that 1 would remove myself 
and my assistant. Perhaps they could get along and accomplish 
something. 

Mr. Lannam. Was Mr. Dusenbery present? 

Mr. Kine. Yes. Well, we left, and I learned that nothing was 
accomplished. 

I do not mean to place any undue inferences on this sort of thing, 
but it is just one of a series of disheartening experiences that I have 
been a witness to all throughout the 5 years, more or less, that the 
case has been pending. 

That is about all I have to say. 

Mr. Dusenspery. In view of the absence of Mr. Angell here, could 
I just supplement Congressman King’s statement with a_ brief 
explanation? 

Mr. Hourrretp. Do you deny that what Mr. King has said occurred 
at that time? 

Mr. Dusensery. I think it is substantially Mr. Angell’s statement 
at that time. It happened this way. I was asked by the Attorney 
General with a telephone call at Portland—TI suppose Mr. Angell was 
at San Francisco—to attend a meeting of counsel with respect to a 
settlement negotiation, and we came here from those different places 
and met here at that time. 

Mr. Angell did state substantially what Congressman King has said. 
I think the Congressman will bear me out in this, that I got up at 
that stage and said that I had no objection, speaking for the San 
Francisco bank, to Congressman King and his secretary remaining 
at the meeting and suggested that they do so, even though we had 
understood it was a meeting of counsel. And my recollection is that 
both Congressman King and his secretary did remain and participate 
for a while. 

Is my version of that correct, Congressman King? 
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Mr. Kina. I think I remained for a few moments. You say, Mr. 
Dusenbery, that you were invited by the Attorney General? 

Mr. DusenseEry. | think it came from the Attorney General’s office. 
| believe it did. It came to me, I believe, from that source, saying 
that there would be a meeting in Washington. I cannot think of any 
other source where I would have gotten that information and known 
where and when the meeting would be held. 

Mr. Houirietp. We will ascertain later as to who issued the 
invitation. 

Are there any questions of our colleague on the part of any member 
of the subcommittee? 

Mr. Lannam. I want to say that I do not blame Mr. King for 
being discouraged and disheartened and feeling frustrated. 

Mr. Kine. I was and am. 

Mr. Gregory. I realize it is getting quite late. I did want to 
answer some of the things that Mr. Ammann has said. I hope I will 
have an opportunity after the first of the year to do it. I know the 
hour is late. 

Mr. Houirretp. We are sorry that we do not have a quorum pres- 
ent and, therefore, your statement will have to wait. 


STATEMENT OF WYCOFF WESTOVER OF WESTOVER & SMITH, 
ATTORNEYS, LOS ANGELES, CALIF. 


Mr. Westover. I think I have been here since the 25th of Novem- 
ber which, of course, | am happy to do at the request of the subcom- 
mittee, but I would want to find, at least, justification for returning if 
the subcommittee cares to call me again when you reconvene, as I do 
represent the shareholders who instituted the original action. 

Mr. Houirietp. Mr. Westover, we regret that we are unable to 
take any more testimony at this time, but I certainly recognize the 
interests of vourself in this important matter and you will be given the 
opportunity to testify after the first of the year when we reconvene 
our hearings. We regret, as I say, that we have not been able to get to 
you during these preceding 2 or 3 weeks when I know you have been 
present. 

Mr. Lanuam. Is he a material witness; does he want to appear? 

Mr. Houirretp. Do you want to appear? 

Mr. Westover. Not necessarily so, at all, excepting there have 
been rather a lot, if I may express it thusly, loose accusations made 
against the parties who instituted the litigation. Of course, those I 
assume will be denied even though I have not had the opportunity to 
say that. 

Mr. Houirreip. Will vou state for the record just exactly who you 
are and whom you represent? 

Mr. Westover. My name is Wycoff Westover. I am a member of 
Westover & Smith, not the Charles Smith alluded to by Mr. Ammann. 
My partner’s name is Stedman G. Smith. We represent the 16,000 
shareholders of the Long Beach Federal Savings and Loan Association, 
the so-called Mallonee group, which was constituted a committee for 
the shareholders under the statutes of California. We brought the 
original action in California, some 7 days, I believe, after the Long 
Beach seizure. 
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Mr. Fiscupacu. Mr. Westover is a very necessary witness, and | 
am counting on his being able to come back here after we reconvene 
in January. 

Mr. Westover. Then I would ask the indulgence, if possible, of the 
subcommittee because briefs have been referred to here on the seventh 
governmental appeal and I think there are three others, one having 
been filed while we were here, and we will probably have to be prepar- 
ing briefs during the month of January. We would like either the 
indulgence of the Ninth Circuit Court or the indulgence of this sub- 
committee, whichever is most important. 

Mr. Houtrievp. Very well. 

The hearings will then be adjourned until the call of the Chair. 
The meeting is now adjourned. 

(Whereupon, at 4:10 p. m., the subcommittee adjourned, subject to 
the call of the Chair.) 
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FRIDAY, OCTOBER 27, 1950 


House or REPRESENTATIVES, 
COMMITTEE ON EXPENDITURES IN THE 
EXeEcuTIVE DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Los Angeles, Calif. 

The subcommittee met at 10:30 a. m., in room 1531, Federal 
Building, Los Angeles, Calif., Hon. Chet Holifield (chairman of the 
subcommittee) presiding. 

Present: Representative Holifield and Hyman I. Fischbach, special 
counsel to the subcommittee. 

Mr. Houirie.tp. The subcommittee will be in order. 

Mr. Fiscusacnu. Mr. Chairman, will you swear the witnesses? 

Mr. Hourrietp. Gentlemen, will you raise your right hands and 
be sworn. 

(Whereupon Robert F. Rhoades and J. Arthur Younger were duly 
sworn.) 

Mr. Hourrietp. Mr. Younger, at this time, we will excuse you but 
you will be called into the room later. We wish to question Mr. 
Rhoades at this time. 

Mr. J. H. Horrman. I wonder if the record might show who the 
other gentleman in the room is at this time? 

Mr. HoutrreLtp. The record will show that Mr. Lane, my field 
representative, on my staff, is present at the meeting. 

Mr. Fiscunacn. I do not know if Mr. Hoffman is aware of this 
fact, but vou are being accorded the privilege of being permitted to 
sit in on this session. ‘This is an executive session. 

If you have any questions that you would like to have put to any 
witness, if you will address your remarks to the chairman, he will 
recognize you for that purpose. 

Mr. J. H. Horrman. I see; thank you. 

Mr. Houirtetp. Mr. Rhoades, this subcommittee was charged by 

Congress with the responsibility of investigating the actions of the 
Home Loan Bank Board from the date of the seizure of the Long 
Beach Federal Savings & Loan Association, and related matters 
pertaining to the litigation involved in this case. 
_ I want to say that, as chairman of this subcommittee, our intention 
is not to persecute your organization or you as an individual. The 
purpose of our investigation is to attempt to find out why this costly 
litigation continues and why the Government is being put to the 
expenditure of thousands of dollars and why additional expenses on 
the part of individual associations in the industry are rapidly aceumu- 
lating into the hundreds of thousands of dollars. 


' Field hearings held at Los Angeles, Calif; see reference on p. 1. 
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Our purpose is, if possible, to obtain a resolution of this controversy 
and the restoration of the Federal home loan banks to Los Angeles 
and to Portland, as it was before the dissolution and the relocation of 
those banks. It has been found necessary by this subcommittee to 
examine the files of the Citizens’ Federal Savings & Loan Association 
to obtain information which we deem to be pertinent to this investi- 
gation. 

I want to express my displeasure at the lack of cooperation which 
has been accorded to the accredited staff of this subcommittee, particu- 
larly in view of the fact that relative to the subpena that was served 
upon you on Friday, the 20th, our representatives, for your conven- 
ience, the convenience of your association, agreed that they would 
waive the appearance on the 23d and would “accept in lieu thereof 
the photostats or microfilmed copies of the correspondence which was 
in your file. 

Upon their appearance there Monday to accept this photostated 
and microfilmed material, as per the agreement between yourself and 
Mr. Herbert Roback, our investigator, our special counsel, Mr. 
Fischbach, was surprised to find that you were not present to deliver 
those documents and that the documents also were missing. 

I point out to you that this is an affront to the committee and it is 
an affront to the Congress of the United States to so treat a request 
of an accredited subcommittee. I trust that the papers which have 
been brought before us this morning, and files, are complete. I trust 
that there are no deletions from those files and that you have not 
taken advantage of the intervening time to delete from those files 
items of information and other documents which might be of interest 
to this subcommittee. 

I might ask you for purposes of identification if you are the secretary- 
treasurer of the Citizens’ Federal Savings & Loan Association. 


TESTIMONY OF ROBERT F. RHOADES, SECRETARY-TREASURER, 
CITIZENS’ FEDERAL SAVINGS AND LOAN ASSOCIATION, SAN 
FRANCISCO, CALIF. 


Mr. Ruoapss. Yes, sir; I am. 

Mr. Houirietp. Do you have any statement to make to the sub- 
committee in regard to your failure to comply with the written 
agreement with our staff? 

Mr. Ruoapes. Yes, I do. There was some misunderstanding on 
my part. I did not understand that the microfilms were to be ready 
Monday morning, and the letter which Mr. Roback.signed, informing 
us that it would not be necessary to make a personal appearanc e here 
Saturday morning, did not give a specific date for them to be ready. 

Mr. Hourrretp. But the understanding between you and Mr. 
Roback was pretty clear; was it not? 

Mr. Ruoaves. No; it was not. 

Mr. Houtrrevp. It was not clear on your part? 

Mr. Ruoaprs. When Mr. Roback came into the office, the first 
thing I did was call our attorney, Mr. Burns, who could not be present 
today because he is in a murder trial. When Mr. Burns arrived at 
the office, he and Mr. Roback did practically all of the talking. Then, 
after Mr. Roback told him that microfilm would take the place of 
answering the subpena, I believe Mr. Burns called Mr. Fischbach in 
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Los Angeles or Seattle, one of the two places, and Mr. Burns talked 
to Mr. Fischbach and Mr. Roback talked to Mr. Fischbach, but I 
did not talk to him on the phone. 

I, of course, didn’t hear both sides of the conversation. I didn’t 
know that the records would be ready Monday morning. That was 
about 4:30 or about 4 o’clock Friday afternoon. 

Mr. Houirreip. Do you have some questions, Mr. Fischbach? 

Mr. Fiscupacu. Yes. I noticed when the oath was administered 
to you, Mr. Rhoades, that you affirmed, I believe. Do you have any 
objection to taking the oath, to swearing to the oath, or do you follow 
the practice of only limiting your testimony to an affirmation? 

Mr. J. H. Horrman. Do you understand that? 

Mr. Ruoapes. No; I don’t. 

Mr. Fiscupacu. When you were asked by the chairman whether 
you solemnly swear to tell the truth and nothing but the truth in this 
investigation, you did not say “I do”; but, I believe, you said “I 
affirm.” 

Mr. Ruoapes. No; I said that I would so swear. 

Mr. Fiscupacnu. I see. Now, how long have you been secretary- 
treasurer of this association? 

Mr. Ruoapes. | have been both about 3 years, I believe. 

Mr. Fiscupacu. When and where did you meet me for the first 
time? 

Mr. Ruoapes. Two weeks ago today. 

Mr. Fiscupacn. At the time that you met me you were at the Cit- 
izens’ Federal Savings and Loan Association at San Francisco; were 
you not? 

Mr. Ruoapzgs. Yes. 

Mr. Fiscupacu. Did I present to you the identification which was 
issued to me by the chairman of this committee, which I now show 
you? 

Mr. Ruoapss. I thought it had the seal of an eagle on it. 

Mr. Fiscuspacu. Look on the other side of the identification. 

Mr. Ruoapzs. I guess that is where it is; ves. Yes; this must be 
the same thing. 

Mr. Fiscuspacnw. You understood when you were talking to me that 
you were talking to me as counsel for the committee, as counsel for a 
committee of Congress? 

Mr. Ruoapes. That is true; ves. 

Mr. Fiscuspacu. Do you recall my asking for access to certain 
minute books? 

Mr. Ruoapes. Yes; I do. 

Mr. Fiscupacu. And certain account records? 

Mr. Ruoapes. Yes; I do. 

Mr. Fiscuspacu. And for certain correspondence? 

Mr. Ruoapgs. Yes. 

Mr. Fiscupacn. You gave me access to those documents; did you 
not? 

Mr. Ruoapes. That is correct; yes. 

Mr. Fiscnpacn. And in your presence I proceeded to examine those 
documents; did I not? 

Mr. Ruoapgs. Yes, you did. 

Mr. Fiscupacn. And I discussed various phases of the matter 
related to the minute books and to the account records, which you 
produced, with you, did I not? 
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Mr. Ruoapes. That is right; yes. 

Mr. Fiscupacu. There came a time during the course of the 
examination when, having made an enumeration of the contents of 
one of the files, you communicated or endeavored to communicate 
with an attorney by the name of Burns? 

Mr. Ruoaves. That is right; yes. 

Mr. Fiscuspacnu. And the purpose of your endeavoring to com- 
municate with Mr. Burns was to deal with a request that I made 
that you either permit me, on behalf of the committee, to have the 
files and documents there assembled on your desk photographed or 
photostated, or to have them photostated and furnish a receipt for 
them and so forth? 

Mr. Ruoapes. Or to take the entire docket down to Los Angeles; 
that was also suggested. 

Mr. Fiscupacu. That is right. So you endeavored to reach your 
counsel, in order to ascertain what the proper course of procedure 
for you to follow would be? 

Mr. Ruoapves. That is right; ves. 

Mr. Fiscupacnu. You failed to reach your attorney; is that not so? 

Mr. Ruoapes. That is right; he was playing golf. 

Mr. Fiscurnacnu. So for a period of time thereafter the examination 
proceeded on my part and there finally came a time when you talked 
to a lawyer by the name of Angell? 

Mr. Ruoapes. That is right. 

Mr. Fiscupacu. What did you ask Mr. Angell and what did Mr. 
Angell say to you? 

Mr. Ruoapss. I told him that you were in the office and had asked 
to microfilm the records and asked him what I should do. He told 
me to get in touch with my attorney. He said he would get in touch 
with my attorney for me. Can I tell what he told me then? 

Mr. Fiscupacnu. Yes. 

Mr. Rxoapers. Well, he called back in a few minutes and said that 
Mr. Hoffman was in the hospital but he would get him for me, which 
he did, and Mr. Hoffman called me from the operating room or the 
treatment room and talked to me about the documents. 

Mr. Fiscupacu. What did Mr. Hoffman say to you? 

Mr. Ruoapss. He said that he was not in his office and not in a 
very good state of mind to pass on legal questions, but that he didn’t 
think Mr. Fischbach had a right to our records, but he wasn’t sure. 

Mr. Fiscupacn. Did Mr. Hoffman understand that Mr. Fischbach 
did not want the records for Mr. Fischbach, but wanted them for the 
committee? 

Mr. Ruoapes. I can’t be too sure just how much I told him. 

Mr. Fiscusacnu. Mr. Hoffman, will you state for the record, without 
stating it under oath, whether you understood that I wanted the 
records on behalf of the committee or whether it was presented to 
you in such a way that I wanted them for myself, in my individual 
capacity? 

Mr. J. H. Horrman. Frankly, Mr. Fischbach, I didn’t give it too 
much thought, as Mr. Rhoades has stated. 

Mr. Fiscuspacn. Did you understand or didn’t you understand 
that this committee wanted those records? 

Mr. J. H. Horrman. I did not know what they were for. He said 
that a Mr. Fischbach was there, who wanted to examine certain 
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papers. I suggested that he see or talk to one of my partners who 
could come over to the office to find out what it was all about. 

Mr. Fiscuspacu. Did you tell Mr. Rhoades, either directly or 
inferentially, that he should not make the documents available to the 
committee? 

Mr. J. H. Horrman. No; and I would like to explain my answer, 
because it is my general understanding that without a proper subpena 
no one is entitled to examine private records. 

Mr. Fiscupacu. I did not ask you for your understanding, Mr. 
Hoffman. I just asked you what you told Mr. Rhoades. 

Mr. J. H. Horrman. I think I have a right to explain my answer. 

Mr. Fiscuspacu. I asked you what you told Mr. Rhoades directly 
or inferentially. 

Mr. J. H. Horrman. I did not give him any direct answer. At that 
moment I was not in a position to give him an answer. 

Mr. Fiscupacu. Following your conversation with Mr. Hoffman, 
did you have a conversation with anyone else in connection with this 
matter? 

Mr. Ruoapes. With Mr. Martin, a partner of Mr. Hoffman’s, | 
believe; I believe he phoned me in the meantime. He had been out 
tolunch. I told him briefly the situation and he suggested I terminate 
the investigation without subpena. 

Mr. Fiscupacu. And you did so? 

Mr. Ruoapss. Yes. 

Mr. Fiscusacn. In terminating the examination of the papers, you 
requested that the file which I was then examining be closed? 

Mr. Ruoapes. That is right; yes. 

Mr. Fiscuspacu. And I closed it? 

Mr. Ruoapes. That is right. 

Mr. Fiscupacu. And I handed the file back to you? 

Mr. Ruoapes. That is right; yes. 

Mr. Fiscusacnu. You thereupon had a conversation with me with 
regard to what Mr. Martin had stated to you? 

Mr. Ruoapes. I believe I did; yes. 

Mr. Fiscusacu. Did you not, at my suggestion, call Mr. Martin 
back? 

Mr. Ruoapes. I can’t remember. 

Mr. Fiscupacu. See if I can refresh your recollection on that. 

Mr. Ruoapes. Oh, yes; I called him back and you talked to him. 
That is right; yes. 

Mr. Fiscuspacn. Do you recall having a further conversation with 
Mr. Martin in consequence of the discussion that I had with him on 
the telephone in your presence? 

Mr. Ruoapes. Yes. 

Mr. Fiscupacn. What was the posture of the matter, the position 
of the matter, after that conversation? 

Mr. Ruoapes. There was no change of recommendation. 

Mr. Fiscuspacn. There was no change in the recommendation? 

Mr. Ruoapes. No. 

Mr. Fiscuspacn. Do you recall that I specifically recommended to 
you and to Mr. Martin that a course of action other than that which 
his instructions to you had dictated should be taken, so that in con- 
tradistinction of terminating the examination, the examination would 
be suspended rather than terminated so that the Citizens’ Federal 
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Savings and Loan Association and you would not be in the attitude 
of having denied access to these records to the committee; that it 
should be suspended so as to afford you an opportunity to confer 
with your counsel? 

Mr. Ruoapes. That is quite a long question, but I think it is 
generally true, though. 

Mr. Fiscupacu. At my suggestion you talked with Mr. Martin 
when you got him back on the telephone the second time; did you? 

Mr. Ruoapes. Yes; that is right. 

Mr. Fiscupacu. Following that conversation, the examination 
was not concluded, but was suspended? 

Mr. Ruoapes. Yes; that is right. 

Mr. Fiscupacu. That was the state of the matter pending my 
return to Los Angeles? 

Mr. Ruoapes. That was the state of the matter pending my getting 
more information from Mr. Younger and from our attorneys. 

Mr. Fiscupacu. That is exactly correct. Now, there came a time 
on Tuesday morning, the 24th of October, when you and I had a 
long-distance telephone conversation. Do you recall that? 

Mr. Ruoapes. Would you mind refreshing me some more on that? 

Mr. Fiscusacu. Do you recall that after I left the Citizens’ Federal 
Savings and Loan Association on October 13—I said the 24th; that 
should have been the 17th—do you recall when I left the Citizens’ 
Federal on the 13th of October, with the examination of these docu- 
ments suspended, that you next heard from me on the 17th of October? 

Mr. Ruoaves. I can’t remember the date. You mean you called 
up to ask if I had gotten a release from our attorneys or from Mr. 
Younger that would permit you to go ahead? 

Mr. Fiscupacu. Yes. 

Mr. Ruoapes. I remember that now. 

Mr. Fiscusacu. Do you recall what you informed me at that time? 

Mr. Ruoapes. Not exactly, but I told you, I believe, that Mr. 
Younger had written or phoned or something, to someone, that 
without proper service of a subpena to release no more information. 

Mr. Fiscusacu. In substance you told me, did you not, that your 
instructions were not to permit further access to these records in the 
absence of a subpena? 

Mr. Ruoapes. That is true, yes. 

Mr. Fiscuspacu. Thereupon you received a subpena on Friday, the 
20th of October? 

Mr. Ruaoapes. That is true, from Mr. Roback. 

Mr. Fiscuzpacu. Do you have that document with you? 

Mr. Ruoapss. Yes, sir, I have. 

Mr. Fiscusacu. This is a carbon copy of the original subpena, 
Mr. Chairman, which was served on Mr. Rhoades by Mr. Roback. 

Mr. Houirievp. I find that it coincides identically with the original; 
I find it to be a copy identical with the original. 

Mr. Fiscusacu. Mr. Rhoades, when and where did you receive the 
paper which I have just handed to you or which you have just handed 
to me, rather? 

Mr. Ruoapes. I received it from Mr. Roback—was it a week ago 
today? Well, I believe so, at about 3:30 in the afternoon, in my 

office. 

Mr. Fiscupacn. Let this be marked as ‘Rhoades Exhibit No. 1.” 








IG Pe UN aE 


Cetin 


nee 


ey, 





= 
oe 
a 
aa 
# 
4 
vd 
i 
4 





INVESTIGATION OF HOME LOAN BANK BOARD 541 





Mr. Hourrietp. It may be marked “Rhoades Exhibit No. 1.” 
(Whereupon the subpena document referred to was marked “‘ Rhoades 
Exhibit No. 1” and placed in the files of the subcommittee.) 

Mr. Fiscupacu. We will retain that document. 

3 : Mr. Ruoapes. May I have a copy of it, then? 

nN Mr. Fiscupacn. We will furnish you a copy, Mr. Rhoades. Fol- 
- lowing the receipt of this document, which has been marked ‘‘ Rhoades 
Exhibit No. 1,” did you communicate with anyone? 

Mr. Ruoaves. I immediately called our attorney in this matter, 
Mr. Burns. He came over to the office. 

Mr. Fiscusacu. I take it from your statement to the chairman that 
you bave substantially detailed what transpired at that point? 

Mr. Rwoapss. Yes. 

Mr. Fiscusacu. Is there anything that you want to add to what you 
have already stated to the chairman? 

Mr. Ruoaves. I want to make it perfectly clear that the conversa- 
tions were between Mr. Roback and Mr. Burns and between Mr. 
Burns and Mr. Roback and Mr. Fischbach. 1 was pretty much left 
out of the conversations. Mr. Roback may have assumed I knew 
things, which were said over the telephone, which I didn’t because I 
did not talk on the phone. 

Mr. Fiscupacu. J want to direct your attention again to Friday, 
October 13, which is the first occasion on which you and I had contact 
in connection with this matter. 

Mr. Ruoapes. Yes. 

Mr. Fiscupacuw. Did you communicate with Mr. Younger and 
advise him as to the interest of the subcommittee in the papers which 
I examined? 

Mr. Ruoapes. I wrote him; yes. No, I didn’t write him at that 
time. Mr. Burns phoned him. 

Mr. Fiscupacu. You say that Mr. Burns phoned him on the 13th 
of October? 

Mr. Ruoapss. Yes, that is right. 

Mr. Fiscupacu. When did you talk to Mr. Burns, on the 13th of 
October? I want you to take this calendar and look at it. 

Mr. Ruoapes. That would be helpful. 

Mr. Fiscuspacu. Be sure that you give us what happened on the 
dates that you say it happened. 

Mr. Ruoapes. Frankly, I can’t tell you whether I talked to 
Mr. Burns on the 13th or not. 

Mr. Fiscupacu. Perhaps if you think about it for an instant it 
will refresh your recollection. During the period of time that I was in 
your company you made several efforts to reach Mr. Burns, did 
you not? 

Mr. Ruoapes. That is right; yes. 

Mr. Fiscupacu. And you were unable to do so? 

Mr. Ruoaves. That is right. 

Mr. Fiscupacu. You finally reached Mr. Angell and you reached 
Mr. Martin. 

Mr. Ruoapes. Yes, and Mr. Hoffman. 

Mr. Fiscupacu. And Mr. Hoffman. 

Mr. Ruoapss. Yes, that is right. 

Mr. Fiscupacn. Later in that day, did you have any conversation 
with Mr. Burns? 
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Mr. Ruoapss. Frankly I cannot remember; I know he was advised 
of the situation but I can’t remember whether I called him or whether 
the other gentleman called him. 

Mr. Fiscupacu. On Friday, the 13th of October, your association 
closed its regular day of business about 4 o’clock; is that right? 

Mr. Ruoapes. Yes, so far as the public was concerned. We close 
at 4:30, as far as the employees are concerned. 

Mr. Fiscxupacn. With relation to the closing hour on that day, had 
you talked with Mr. Burns prior to the closing or after the closing 
of business? 

Mr. Ruoapss. I can’t state; I don’t believe I talked to Mr. Burns 
that day. 

Mr. Fiscusacu. Did you talk with Mr. Burns that night? 

Mr. Ruoapes. You mean from my home? 

Mr. Fiscupacu. Yes. 

Mr. Ruoapes. No. 

Mr. Fiscusacu. Did you talk to anyone from your home that 
evening, the evening of Friday the 13th, with relation to this matter? 

Mr. Ruoapes. No. 

Mr. Fiscupacu. Was it Saturday morning that you reached Mr. 
Burns? 

Mr. Ruoapes. I don’t believe I had a conversation from my home 
at all. 

Mr. Fiscnsacn. Either on Friday night or Saturday or Sunday? 

Mr. Ruoaves. No; that is right. I am beginning to get a little 
foggy on this stuff, but that is my recollection. J am doing the 
best I can. 

Mr. Fiscupacu. Do you have a good memory or a bad one? 

Mr. Ruoapes. Not terribly good. 

Mr. Fiscupacu. Do you follow the practice, because of that, to 
make memoranda of conversations that you have? 

Mr. Ruoapes. No. 

Mr. Fiscuspacn. Do you make any entries anywhere? 

Mr. Ruoapes. Regarding phone calls? 

Mr. Fiscuspacnu. Yes. 

Mr. Ruoapes. Well, if they involve a particular loan or something 
like that in our association, | make memoranda and either put them 
in the file or on a card. 

Mr. Fiscupacn. Did you make any memoranda as to what your 
activity was or your conversations were with people in connection 
with this matter? 

Mr. Ruoapes. No. 

Mr. Frscupacu. When, for the first time, do you think you talked 
to Mr. Burns about this? 

Mr. Ruoapes. I believe it was Monday morning. 

Mr. Fiscupacn. Will you identify for the record the date of that 
Monday morning? 

Mr. Ruoaves. October 16. 

Mr. Fiscuspacu. What did vou tell Mr. Burns? 

Mr. Ruoapes. Well, I can just barely remember talking to him 
within the next few days. It would be pretty hard for me to tell you 
exactly what I said when I can’t be sure that I remember our having 
a conversation. 

Mr. Fiscusacn. Do you remember what Mr. Burns said to you? 
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Mr. Ruoaves. I remember the conversation coming up that he 
would get in touch with Mr. Younger and see what suggestions he 
had to make. 

Mr. Fiscupacu. So that you awaited word from Mr. Burns or Mr. 
Younger on Monday, the 16th of October? 

Mr. Ruoapes. Yes. 

Mr. Fiscupacu. Did you get word from either Mr. Younger or 
Mr. Burns on Monday, the 16th of October? 

Mr. Ruoapes. I can’t tell you the exact date, but I eventually did 
hear from Younger through Mr. Burns, I believe, stating that I should 
not give anything more to anyone without service of a proper subpena. 

Mr. Fiscupacu. So you relayed that information to me on the 
morning of Tuesday, October 17th, when I telephoned? 

Mr. Ruoapes. I can’t remember the date but I do now remember 
talking to you. 

Mr. Fiscupacu. I will state for the record, Mr. Chairman, that on 
Tuesday, October 17, at about 11 o’clock, I telephoned Mr. Rhoades 
from room 1531 of the Federal Building, Los Angeles, Calif., from 
the telephone listed as Extension 166 of Madison 7441; that the call 
was placed in the Federal Building at Los Angeles through the long- 
distance operator assigned to this building; that the call was specifi- 
cally directed to Mr. Rhoades, as a person-to-person call, from the 
committee’s office. 

That following the plac ing of that call, I was connected to the tele- 
phone of the Citizens’ Fede ral Savings and Loan Association at San 
Francisco and recognized the voice of the gentleman who answered 
as the voice of Mr. Rhoades; that my recognition of his voice was 
predicated upon the conversations that I had with him on the pre- 
ceding Friday, and on the oceasion on which I had approached Mr. 
Rhoades as the officer in charge of the Citizens’ Federal Savings and 
Loan Association. 

Mr. Houtrrevp. Very well. 

Mr. Fiscupacnu. Mr. Rhoades, did there come a time on Tuesday, 
the 17th of October, when you had a conversation with either Mr. 
Burns or Mr. Younger with respect to your relaying the information 
you did relay to me in connection with the subpena in this matter? 

Mr. Ruoapes. Yes. I had a conversation with Mr. Burns, who 
had talked to Mr. Younger. 

Mr. Fiscupacu. You related the substance of that conversation. 
Did you have any further conversation? 

Mr. Ruoapes. I don’t recall any. 

Mr. Fiscusacu. When, for the first time, did you talk to Mr. 
Younger about the matter? 

Mr. Ruoapes. Tuesday, when he returned from his vacation. 

Mr. J. H. Horrman. What date would that be? 

Mr. Ruoapes. That would be the 24th, I believe. 

Mr. Fiscupacn. Today is the 27th. 

Mr. Ruoapes. It was on the 24th. 

Mr. Fiscunacn. What was your conversation with Mr. Younger 
on that day? 

Mr. Ruoapes. My conversation with Mr. Younger? 
Mr. Fiscupacn. Yes. 
Mr. Ruoapes. We didn’t have very much of a conversation. 
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Mr. Fiscnspacu. What time of the day did you have that conver- 
sation? 

Mr. Ruoapes. I came in at 9 o’clock and he was already there. 

Mr. Fiscuspacu. What did you say to him and what did he say to 
you? 

’ Mr. Ruoanes. I shook hands with him and just passed the time of 
day; that is all. 

Mr. Fiscusacn. In the interim you had written him a letter? 

Mr. Ruoapes. That is right. 

Mr. Fiscnpacw. Do you have a copy of that letter with you? 

Mr. Ruoapes. No. 

Mr. Fiscuspacn. Where is that letter? 

Mr. Ruoapss. I didn’t keep a copy of it. 

Mr. Fiscuspacnu. Did you write it in longhand? 

Mr. Ruoapss. No. 

Mr. Fiscusacu. To whom did you dictate the letter? 

Mr. Ruoapes. I didn’t dictate it; | typed it myself. 

Mr. Fiscnpacu. Why didn’t you keep a copy of it? 

Mr. Ruoapes. I did keep a copy, but I have thrown it away. 

Mr. Fiscupacu. When did you throw it away? 

Mr. Ruoapes. Yesterday. 

Mr. Frscupacn. Why? 

Mr. Ruoapes. I didn’t want to have it around. 

Mr. Fiscupacu. What did you say in that letter? 

Mr. Ruoapes. Substantially what I have said here. 

Mr. Fiscusacu. Why didn’t you want to have the letter around? 

Mr. Ruoapes. There has been too much trouble over letters 
already, in this investigation. 

Mr. Fiscupacnu. Is that the reason you typed it yourself? 

Mr. Ruoapes. No. I type a great many of my own personal 
letters. This was a personal letter. 

Mr. Fiscursacu. You said that there has been too much trouble 
already about letters. What do you mean by that reference? 

Mr. Ruoapes. I would like to make it perfectly clear, to the 
Congressmen, that this file, which is so important in this case, was 
Mr. Younger’s personal correspondence file and I considered that it 
was my duty not to produce it for anyone until Mr. Younger had come 
back. He was due back within 6 hours of the time that this difficulty 
occurred over the microfilming. It just seemed to me a shame for me 
to turn over his personal letters just 6 hours before he returned from 
his vacation. 

Mr. Hourrievp. Did you take it on yourself to remove the files from 
the place of business of the Citizens’ Federal Savings and Loan 
Association and convey them to some other place? 

Mr. Ruoapes. Yes, I did. 

Mr. HouirteLp. You took the initiative on that and you alone are 
responsible for that, or were you directed to do that by some other 
party? 

Mr. Ruoapes. I took that on my own initiative. When I left the 
office I didn’t know what I was going to do; I was in a fog. Mr. 
Burns called me that morning and said, ‘Do you have those records 
microfilmed yet,’’ and I said, “‘No.”’ He said, ““You better get them 
microfilmed because I think Mr. Fischbach wants them today.” 
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Mr. Houirretp. In taking those files, were you under the impression 
they were all personal correspondence or did they contain documents 
of public interest, documents which had to do with the management, 
supervision, and operation of the Citizens’ Federal Savings and Loan 
Association? 

Mr. Ruoapes. I have never gone through the whole file myself. 
Mr. Fischbach went through part of it. After he left I went through 
approximately the same part he went through to see what it was. 
This file was something I didn’t know very much about. 

Mr. Hourrretp. Did you take that file out to have it either micro- 
filmed or photostated? 

Mr. Ruoapes. I took it out on that Monday. I left the office. 
I was in pretty much of a fog and didn’t know what to do. I did 
think of having it microfilmed but then I just walked the streets 
thinking about it. I went down into the financial district and I 
decided with 6 hours to go I was just going to stay out of the office 
until Mr. Younger got back. 

Mr. Houirievp. But you did not take those files to any microfilming 
or photostating office or place of business? 

Mr. Ruoapss. No. 

Mr. Hourrretp. You took them to your home; did you? 

Mr. Ruoapgs. No. 

Mr. Fiscupacn. You stayed away from your home, too; did you 
not? 

Mr. Ruoapes. I stayed away from everybody that had any con- 
nection with this case. 

Mr. Fiscuspacu. Where did you spend the night? 

Mr. Ruoaves. I went home that night. 

Mr. Fiscupacu. What time? 

Mr. Ruoapes. I left the city about 5:30, I would imagine. I 
called Mr. Burns and finally located him just before 5 and told him 
where I had been all day. I told him I was going to go to a hotel 
and spend the night and keep the records with me until Younger got 
back. Mr. Burns was more or less disgusted with me and, in effect, 
he said, ‘“‘You’d better take the records back to the office and go on 
home and quit playing detective.’’ He didn’t use those words, but 
that was the nature of it. 

Mr. Houirietp. Did you take the records back to the office on 
that date? 

Mr. Ruoapss. I did not take the records back. 

Mr. HouirieLtp. Did you take them to your home? 

Mr. Ruoaprs. No; I did not. 

Mr. Houirretp. Where did you take them? 

Mr. Ruoapes. I left them in an office where I had spent a good 
part of the day. 

Mr. Fiscupacu. Where was that? 

Mr. Ruoapes. In the Merchants Exchange Building. 

Mr. Fiscusacu. At whose office? 

Mr. Ruoapes. At the office of a man who has no connection with 
this case. 

Mr. Fiscupacu. State his name and address. 

Mr. Ruoapgs. Charles Schroth. He is an attorney. During the 
war he and I worked in a machine shop together. He practiced law 
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and I worked in the savings and loan association in the daytime, and 
at night we worked in a machine shop running drill presses, and I got 
to know him well. 

Mr. Hourrretp. Did you seek his advice in a professional capacity? 

Mr. Ruoapes. No. 

Mr. Hourrretp. Did you seek it as a friend? 

Mr. Ruoapses. No. 

Mr. Houirieip. Did he retain custody of the files overnight? 

Mr. Ruoapes. They were in his office. 

Mr. Fiscupacu. With his knowledge and permission? 

Mr. Ruoapes. Yes. 

Mr. Fiscusacu. Did he know the purpose of your being in his office 
that day? 

Mr. Ruoaprs. Not very much. I got there about 9:30 in the 
morning and he was just leaving for court. 

Mr. Houtrretp. Did you realize at that time, Mr. Rhoades, that 
you were impeding and obstructing the work of a congressional sub- 
committee charged by the Congress with investigating a Government 
agency chartered by legislation passed by the Congress? 

Mr. Ruoapes. I don’t believe I can answer that question in one 
word, Congressman. I didn’t believe that it was up to me to produce 
those records that day. 

Mr. Fiscusacu. You understood from Mr. Burns—did you not— 
on the morning of October 23, that I would be in San Francisco to 
get those records? 

Mr. Ruoapes. Yes. Well, I had better modify that. I did realize 
by then that I was supposed to have those records ready on Monday. 
I did this: I made some attempt at getting them microfilmed from 
Mr. Schroth’s office; I called the Recordak Co. and asked them if 
they could microfilm the records. We have been in touch with them 
recently in having other records microfilmed. They told me that they 
were pretty well tied up until Wednesday. 

Mr. Fiscupacu. You knew on Monday, the 23rd of October, that 
the file which you removed from the Citizens’ Federal Savings and 
Loan Association, and that you carried around with you all day, 
contained letters which refer to a suit instituted in the Federal district 
court at San Francisco, on behalf of the Citizens’ Federal Savings and 
Loan Association and others against the Federal Home Loan Bank of 
San Francisco? 

Mr. Ruoapes. Yes; I knew that much. 

Mr. Fiscuspacn. You knew also that that file contained corre- 
spondence with Mr. Divers and Mr. Fahey and other persons? 

Mr. Ruoapes. Yes; personal correspondence. 

Mr. Fiscupacn. You knew that substantially was the contents of 
the file ever since you examined it, which you said for the first time 
was when I[ appeared at the Citizens’ Federal Savings and Loan 
Association. 

Mr. Ruoapes. That is right. As soon as I could, after you left 
the office, I looked through the same part you looked through. I 
didn’t know what it was. I knew I was in trouble, but I didn’t know 
just the scope of it until I knew what those letters were. 

Mr. Fiscnracn. This is the second time you have made reference 
to the fact that there was some trouble. What do you mean by that? 
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Mr. Ruoapes. I haven’t slept for 10 days; that is certainly trouble 
to me. 

Mr. Fiscupacn. You say that you were in trouble. With whom 
were you in trouble? 

Mr. Ruoapes. I was in trouble with almost everybody, and I am 
still, I guess. 

Mr. Fiscupacu. State with whom you think you are in trouble. 

Mr. Ruoapves. Mr. Younger thought I acted unwisely in showing 
all those records. 

Mr. Fiscupacn. Did he say that to you? 

Mr. Ruoapes. Yes. 

Mr. Fiscupacn. Who else? 

Mr. Ruoapes. The attorneys indicated, when they told me I 
should terminate the investigation, so I would assume from that that 
I shouldn’t have opened the files in the first place. 

Mr. Fiscupacnw. You say Mr. Younger told you you should not 
have made the files available to the committee. When did he tell 
you that? 

Mr. Ruoapegs. He wrote me a letter. 

Mr. Fiscupacu. Have you that letter? 

Mr. Ruoapzs. No. 

Mr. Fiscunacnu. Did you throw that letter away? 

Mr. Ruoapes. Yes. It was a personal letter written in pen and 
ink. I can tell you everything that he said that pertains to this 
case, though. 

Mr. Fiscnpacn. Tell us a few things about the letter. Where was 
it written? 

Mr. Ruoapes. In New York City, at a hotel, on hotel stationery. 

Mr. Fiscuspacnu. Was it in Mr. Younger’s handwriting? 

Mr. Ruoapsgs. Yes. 

Mr. Fiscusacn. Did he tell you to throw the letter away after you 
received it? 

Mr. Ruoapzs. No. 

Mr. Fiscupacu. Did you tell him that you threw the letter away? 

Mr. Ruoapes. I don’t believe so. 

Mr. Fiscupacn. So, Mr. Younger doesn’t know that right now? 

Mr. Ruoapes. I don’t think so. I will tell you what was in the 
letter. 

Mr. Fiscuspacn. Just a minute, Mr. Rhoades. Where was that 
letter addressed to you? 

Mr. Ruoapses. At the office. 

Mr. Fiscupacn. How did it come? Did it come through the 
United States mails? 

Mr. Ruoapes. Yes. 

Mr. Fiscupacu. Was it marked for your personal attention? 
Mr. Ruoapes. Yes. 

Mr. Fiscupacu. Did anyone else read the letter? 

Mr. Ruoapgs. No. 

Mr. Fiscupacn. When did vou receive it? 

Mr. Ruoapss. I can only guess at that. 

Mr. Fiscuspacu. Give us your best recollection. 

Mr. Ruoapes. You were in first, when? 

Mr. Fiscusacn. The 13th of October. 
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Mr. Ruoapes. It must have been about the 18th or the 19th of 
October. 

Mr. Fiscupacu. When was it postmarked? 

Mr. Ruoapes. I have no idea. I didn’t get it as soon as I hoped | 
would. I knew that Mr. Burns talked to Mr. Younger and I hoped 
to get immediate confirmation from him as to what I was supposed 
to do. 

Mr. Fiscupacn. Was that letter written in response to one you had 
written to him? 

Mr. Ruoapes. Let me see; no. 

Mr. Fiscupacu. It was a letter just voluntarily addressed by Mr. 
Younger to vou and had no reference at all to the letter you wrote him? 

Mr. Ruoapes. It was written before. 

Mr. Fiscupacnu. Before the one you wrote him? 

Mr. Ruoapegs. Yes; it must have been. 

Mr. Fiscupacn. When did you write a letter to Mr. Younger? 

Mr. Ruoapes. | think it was probably the same day I got his letter. 

Mr. Fiscupacn. So that the letters crossed in the mails; did they? 

Mr. Ruoaves. No; | got his letter, and then I wrote him and told 
him the circumstances. 

Mr. Fiscuspacn. Prior to that, you had not written to Mr. Younger? 

Mr. Ruoapes. That is right; yes. 

Mr. Fiscuspacn. The letter you wrote to Mr. Younger is the one 
you typed yourself and made a carbon copy of? 

Mr. Ruoapes. Yes. 

Mr. Fiscupacu. And then you say you threw that carbon copy away 
vesterday; is that right? 

Mr. Ruoapes. Yes. 

Mr. Fiscupacn. Did you discuss with anyone throwing away that 
carbon copy? 

Mr. Ruoapes. No. 

Mr. Fiscupacn. What was the contents of that letter? 

Mr. Ruoapes. Of my letter to Mr. Younger? 

Mr. Fiscupacu. Yes. 

Mr. Ruoapes. | just told him, very much as I have told you, what 
had happened about your coming in; I told him how far you had gotten 
into the records? 

Mr. Fiscusacu. Do you know how far I had gotten into the records? 

Mr. Ruoapes. Not exactly, but, as I recall, you got about three- 
quarters of the way down the left-hand page of the double file. 

Mr. Fiscupacu. Did you mark the point at which I suspended my 
examination? 

Mr. Ruoapers. No; I just estimated it. 

Mr. Fiscnsacn. Did you enumerate to Mr. Younger the substance 
of the letters | had covered in my examination? 

Mr. Ruoapes. No. 

Mr. Fiscupacu. What did Mr. Younger say to you? 

Mr. Ruoapes. I told him this much, though; I told him, as he 
would recall, the left-hand letters were letters to Mr. Fahey and 
Mr. Twohy and people like that, and I thought the letters on the right- 
hand side were to people in the industry. I haven’t gone through the 
right-hand side of it as yet. 

Mr. Fiscupacu. What did Mr. Younger’s letter to you state? 
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Mr. Ruoapes. He stated I was not to give his correspondence to 
anyone without—I think he said “‘without due process of law,’’ which 
[ interpreted to mean without proper subpena. 

Mr. Fiscuspacu. There came a time following the receipt of Mr. 
Younger’s letter that you were served with a subpena, the supbena 
which has been marked ‘‘Rhoades Exhibit No. 1.” 

Mr. Ruoapes. That is right; yes. 

Mr. Fiscupacn. Did you make the papers available then? 

Mr. Ruoapves. No. Mr. Roback gave us the alternative of micro- 
filming the records. 

Mr. Fiscupacn. This document is a carbon copy of a letter which 
Mr. Roback left with Mr. Rhoades on October 20th; I would like to 
have that marked ‘Rhoades Exhibit No. 2.” 

Mr. Hourrieip. It may be so marked. 

(Whereupon the document referred to was marked ‘Rhoades 
Exhibit No. 2,’’ and placed in the files of the subeommittee.) 

Mr. Ruoapess. I would like to read that. 

Mr. Fiscusacnu. Here it is. 

Where is the original of the document which has been marked 
“Rhoades Exhibit No. 2’’? 

Mr. Ruoapes. I| have it right here. Would you prefer to have the 
original? 

Mr. HouirreLtp. Would you care to compare those two and certify 
that it is a true copy? 

Mr. Ruoapss. I certify it is a true copy; ves. 

Mr. Fiscupacu. Where was that letter written? 

Mr. Ruoapes. In our office. 

Mr. Fiscuspacnu. In vour presence? 

Mr. Ruoapves. We have just one big room. You mean was the 
typing done in my presence? 

Mr. Fiscupacu. Were vou there while it was dictated? 

Mr. Ruoapes. Yes; while it was dictated and typed. 

Mr. Fiscupacn. Did Mr. Roback deliver to vou the original of the 
document, which has been marked “Rhoades Exhibit No. 2’’? 

Mr. Ruoapes. That is right. 

Mr. Fiscupacn. You have that here today, do you? 

Mr. Ruoapss. Yes, I do. 

Mr. Fiscuspacu. When, in point of time, did you write to Mr. 
Younger with respect to October 20? 

Mr. Ruoapes. I didn’t write to him on that at all. 

Mr. Fiscupacu. How many days before October 20 did you write 
to Mr. Younger, the letter which you stated you made a carbon copy 
of and threw away yesterday? 

Mr. Ruoapes. Oh, I see what you mean. It was 3 or 4 days before. 

Mr. Fiscupacu. Did you discuss with Mr. Younger the fact that 
you were going to throw away the carbon copy of the letter that you 
wrote to him? 

Mr. Ruoapves. No. Before we get onto another subject, may I 
call the Congressman’s attention to one thing about this letter? Did 
you read that letter from Mr. Roback? 

Mr. HoutFiEevp. Yes. 

Mr. Ruoapes. It doesn’t give a date. 

Mr. J. H. Horrman. A date for what? 
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Mr. Ruoapes. For the completion of the microfilming. 

Mr. Fiscupacn. You nevertheless knew on Monday morning, 
October 23, that I was to be in San Francisco to get the records on 
that day? 

Mr. Ruoapes. That is true; yes. 

Mr. Fiscusacn. You knew that from Mr. Burns, did you? 

Mr. Ruoapes. That is true; yes. 

Mr. Fiscnsacn. You had had a conversation with him on the tele- 
phone that morning? 

Mr. Ruoapes. Yes, at 9 o’clock in the morning. 

Mr. Fiscuspacn. Did Mr. Burns know that you had decided you 
were not going to make the records available on the 23d? 

Mr. Ruoapgs. No. We had a very brief conversation. He was 
starting a big murder case that morning. 

Mr. Fiscupacu. When did he learn that for the first time? 

Mr. Ruoapses. Five o’clock that night. 

Mr. Fiscusacu. He learned that from you, did he? 

Mr. Ruoapgs. Yes. He must have suspected it at noon. 

Mr. Fiscupacn. I don’t want you to speculate about anything, 
Mr. Rhoades. 

Mr. Ruoapes. I am sorry. 

Mr. Fiscupacnu. You had called Mr. Burns’ office before noon on 
Monday? 

Mr. Ruoapes. Yes. : 

Mr. Fiscuspacn. And you left word for him to call you at your 
residence, | presume? 

Mr. Ruoapes. No. 

Mr. Fiscusacu. Did you talk to his secretary while Mr. Burns was 
in court? 

Mr. Ruoapes. Yes. 

Mr. Fiscuspacu. What did you say to her? 

Mr. Ruoapes. I asked her when he would be expected back. 

Mr. Fiscunacu. She informed you that he would be back around 
noon; is that right? 

Mr. Ruoavgs. She said he had an appointment to talk to Mr. 
Fischbach. 

Mr. Fiscupacn. You knew I was in his office? 

Mr. Ruoapgs. Yes, I did. 

Mr. Fiscuspacn. What else did you say to his secretary? 

Mr. Ruoapes. I can’t remember. 

Mr. Fiscuspacu. You cannot remember that? 

Mr. Ruoapes. I don’t believe I said anything else. 

Mr. Fiscupacu. Did you leave word with Mr. Burns’ secretary as 
to where you could be reached? 

Mr. Ruoapss.: No, I didn’t; I didn’t leave word with anybody as 
to where I could be reached. 

Mr. Fiscupacu. As a matter of fact, you left word at the Citizens’ 
Federal Savings and Loan Association that you would not be back 
all day. 

Mr. Ruoapes. I did, yes. 

Mr. Fiscupacu. You knew that when you left in the morning that 
you wouldn’t be back all day? 

Mr. Ruoapes. That is right, yes. 

Mr. Fiscupacn. And that is a plan that you evolved yourself? 
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Mr. Ruoapes. I didn’t know when I left the Citizens’ Federal; I 
didn’t know it then. Within a half hour I decided not to go back. 

Mr. Fiscupacn. You made up your mind to that course of action 
yourself? 
~ Mr. Ruoapgs. Yes. 

Mr. Fiscunacn. What time did Mr. Younger return to San Fran- 
cisco on Monday, the 23d of October? 

Mr. Ruoapes. I don’t know for sure. He was expected back about 
5 or 6 o’clock. 

Mr. Fiscupacu. Did you meet hin? 

Mr. Ruoavgs. No. 

Mr. Fiscupacn. Did you communicate with him that evening? 

Mr. Ruoapes. No. 

Mr. Fiscypacu. Did you talk to him at all on Monday, the 23d? 

Mr. Ruoapes. Between the time he got back and the next morning, 
you mean? 

Mr. Fiscupacu. Yes. 

Mr. Ruoapes. No. 

Mr. F.iscupacu. When and where did you meet with Mr. Younger 
on Tuesday morning, October 24? 

Mr. Ruoapes. | arrived at the office, at my customary time, around 
9 o’clock, and he was already there. 

Mr. Fiscuspacn. After you talked with him did Mr. Younger leave? 

Mr. Ruoapes. He went over to the bank, yes; that must have been 
10 o’clock or 10:30. 

Mr. Fiscupacn. What did you say to Mr. Younger and what did 
he say to you when you came in on ‘Tuesday the 24th? 

Mr. Ruoapves. He was very busy and so was I. We didn’t say a 
whole lot; but I got the idea that he was rather upset. 

Mr. Fiscusacn. Did Mr. Younger know on Tuesday morning, as a 
result of your first conversation, that you had taken the course of 
action which you did? 

Mr. Ruoapes. Yes; he did. 

Mr. Fiscupacu, How did he learn that? Did he learn it from you? 

Mr. Ruoapes. He learned it from Mr. Burns. 

Mr. Fiscnspacu. How did Mr. Burns learn that? 

Mr. Ruoapes. Of my course of action? 

Mr. Fiscupacnu. Yes. 

Mr. Ruoapgs. I called him at 5 o’clock and told him where I had 
been. 

Mr. Fiscupacu. Although you say you did not talk to Mr. Younger, 
| gather that Mr. Burns did talk to Mr. Younger? 

Mr. Ruoapes. I understood he was going to; I imagine he did. 

Mr. Fiscupacu. When you talked to Mr. Burns at 5 o’clock, the 
23d of October, did Mr. Burns say to you that he would call and discuss 
the matter with Mr. Younger that evening? 

Mr. Ruoapss. Yes. 

Mr. Fiscupacu. Tell us what he said. 

Mr. Ruoapes. What Mr. Burns said? 

Mr. Fiscupacn. Yes. 

Mr. Ruoapss. I can’t remember whether he said he would meet 
a Younger or that he would phone him. That is, in essence, all 
1e said. 








552 - INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Fiscupaca. During the period from October 13, a Friday, to 
Monday, October 23, where were the documents which I examined? 

Mr. Ruoapegs. They were in our office. 

Mr. Fiscuspacu. Did anyone examine those documents other than 
vourself? 

Mr. Ruoapes. Yes. 

Mr. Fiscupacn. Who did? 

Mr. Ruoapes. Mr. Burns came over. 1 asked him to go through 
the docket and see what they meant. 

Mr. Fiscupacu. Did anyone else examine them? 

Mr. Ruoapes. I don’t believe so. 

Mr. Fiscuspacu. Did anyone remove any of the documents during 
that period of time from the file? 

Mr. Ruoapes. I am certain that they couldn’t have; I certainly 
didn’t. 

Mr. Houirire_p. You did not remove any of the documents while 
they were in your custody from the file? 

Mr. Ruoapes. No. I still don’t know what is in more than half 
of the file. I never went through the other half. 

Mr. Houirrevtp. Were they in your custody constantly? 

Mr. Ruoapes. They were in a filing cabinet which is locked at 
night, but which is open during the daytime. 

Mr. Houirieip. To your knowledge did any other person take any 
documents out of that file? 

Mr. Ruoapes. To my knowledge no one did. I was in the office 
when Mr. Burns went through the file. 

Mr. Houirieip. He did not remove any documents? 

Mr. Ruoapzgs. No. 

Mr. Fiscusacu. We have covered the period from October 13 to 
23. On October 23, you took all those documents out of the associa- 
tion’s offices and you left them in the office of the gentleman you named 
before, Mr. Schroth? 

Mr. Ruoapes. That is right; yes. 

Mr. Fiscupacu. Who had access to those documents that night or 
that day? 

Mr. Ruoapes. Well, I had control of them practically all the time. 

Mr. Fiscupacu. Was the file in the same condition when you got 
back on Tuesday, the 24th? 

Mr. Ruoapes. Yes. 

Mr. Fiscupacu. What time of the day did you pick it up on Tues- 
day, October 24? 

Mr. Ruoapes. About 9:15. I must amend an earlier answer there 
because Younger asked me where the documents were, as soon as I 
came in, and I told him. He said to go get them, which I did. 

Mr. Fiscupacn. Who. has had charge of those documents since 
October 24? 

Mr. Ruoapes. Mr. Younger has. 

Mr. Fiscuspacu. Are they in his possession at the present time? 

Mr. Ruoapes. They are. 

Mr. Fiscuspacu. What papers do you have here with you now? 

Mr. Ruoapss. I have the accounting records that you asked for. 

Mr. Fiscusacn. Let me see what you have. 

Mr. Ruoapes. I have the ones you saw and two or three other 
things that I thought were pertinent and vouchers and withdrawal 
slips. 
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Mr. J. H. Horrman. Just a moment, Mr. Rhoades. Before those 
are used in evidence, I would like, with your permission, Congressman 
Holifield, to either make a statement or ask questions of Mr. Rhoades 
regarding any records of the Citizens’ Federal Savings and Loan 
Association. 

Mr. Houirietp. You may make a statement. 

Mr. J. H. Horrman. Perhaps it might be best to have the record 
show that the original attorney, who represented the Citizens’ Federal 
Savings and Loan Association of San Francisco, in the suit in San 
Francisco, connected with this Long Beach Building and Loan 
Association matter, has died. Associated with him at that time was 
this Mr. Burns, to whom reference has been made. 

Mr. Hourrretp. Will you tell us when Mr. Rosenshine died? 

Mr. Ruoapes. I believe it was in February of this year. 

Mr. Hourrietp. Of 1950? 

Mr. J. H. Horrman. Yes. Subsequent to his death, I was elected 
by the board of directors as general counsel for the Citizens’ Federal 
Savings and Loan Association. In view of the fact that Mr. Burns, 
who had been associated with Mr. Rosenshine, was familiar with 
this Long Beach litigation, he was retained to continue with it. That 
will account for some of the discrepancies in representation here. 

I have not been retained in that and, frankly, I am not familiar 
with it, but I would now like to make the statement that it is my 
understanding, from what has been told to me by counsel, counsel in 
that litigation, that the documents which are now being sought by 
this committee were asked for in the court of the principal litigation 
before Judge Hall, Federal United States District judge in Los 
Angeles. 

Mr. Hourrretp. By whom please? 

Mr. J. H. Horrman. By the plaintiffs in the action, and that 
that request was denied. We now have some of those records here 
before us, which Mr. Fischbach saw or demanded. It is not our 
endeavor or desire to keep you from having any information to which 
you are legally entitled. Now, if you wish to go ahead, Mr. Fischbach, 
you may do so. 

Mr. Fiscupacu. Will you identify the records you have produced? 

Mr. Ruoapes. These are three sheets from our general ledger. 

Mr. Fiscupacu. Will vou give us the sheet numbers, please? 

Mr. Ruoapes. 4252 sheet 3 (b) and also sheet No. 4133. 

Mr. Fiscnupacu. Sheet No. 4133 of your general ledger shows the 
attorney fees paid from 1933 to date; is that correct? 

Mr. Ruoapegs. No, from 1943 to date, March of 1943. 

Mr. Fiscupacn. Sheet No. 4252, sheet 3 (b) of the general ledger 
shows a disbursement of $200 under date of September 16, 1948, which 
was charged to other operating expenses. 

Mr. Ruoapes. That is right, yes. 

Mr. Fiscupacu. May we have those sheets? 

Mr. Ruoapes. Surely. 

Mr. J. H. Horrman. May I ask if those divide the general fees to 
your counsel and those particularly in connection with the Long 
Beach association? 

I don’t know; I have never seen them. Are they divided, Mr. 
Rhoades, or are all attorney fees lumped in there? You say it goes 
back to a long time prior to this litigation? 
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Mr. Fiscuspacnu. Those things that Mr. Hoffman wants to know 
from Mr. Rhoades he ought to find out before the hearing and not 
during the hearing. 

Mr. J. H. Horrman. I think then the record should show what it is 
you want out of them. We are not trying to hold anything back, but 
I think we should be informed, Mr. Fischbach, what it is that you 
want out of them. 

Mr. Fiscuspacu. Well, I think you are informed. General ledger 
sheet No. 4133, sheets Nos. 1 (a) and 1 (b) consist of both sides 
of the sheet, both sides of the sheet bearing entries and we will ask 
that that be marked as “ Rhoades Exhibit No. 3.” 

(Whereupon the document referred to was marked ‘‘Rhoades Exhibit 
No. 3” and placed in the files of the subcommittee.) 

Mr. Fiscupacu. Sheet No. 4252 of the general ledger, being sheet 
No. 3 (b), let that be marked ‘Rhodes Exhibit No. 4.” 

(Whereupon the document referred to was marked ‘‘Rhoades Exhibit 
No. 4” and placed in the files of the subcommittee.) 

Directing your attention, Mr. Rhoades, to the entry of September 
16, 1948, on sheet No. 3 (b) of account No. 4252 of your general 
ledger, do you identify that entry referring to a disbursement of $200 
as money expended in connection with the Federal Home Loan Bank 
of San Francisco? 

Mr. Ruoapes. Yes; I do. 

Mr. Fiscuspacu. In connection with that litigation? 

Mr. Ruoapes. Yes. Well, you say in connection with the Federal 
Home Loan Bank of San Francisco—yes; that is right. 

Mr. Fiscusacu. I am about to pursue that same question and ask 
you if the references on that sheet, to which we have already alluded 
as expenses in connection with the Federal Home Loan Bank of San 
Francisco, refer directly to the lawsuit which the Citizens’ Federal 
Savings and Loan Association, among others, instituted against that 
bank in the district court of the United States at San Francisco, Calif. 

Mr. Ruoapes. Just what all the attorney fees covered I don’t 
know, but they covered the expenses in connection with that, too. 

Mr. Fiscusacu. All I am asking you is whether this entry of 
September 16, 1948, is directly related to the lawsuit I mentioned. 

Mr. Ruoapes. Yes; it is. 

Mr. Fiscupacnu. What other documents do you have? 

Mr. Ruoapes. The checks which were prepared to pay those 
expenses. 

Mr. Fiscupacu. Are you referring to account No. 3866? 

Mr. Ruoapes. Yes; I have 3866 here also. 

Mr. Fiscupacu. Let me have account 3866. 

Mr. Ruoapes. All right. 

Mr. Fiscupacu. May this be marked ‘‘Rhoades Exhibit No. 5’’? 

Mr. Houtirrevp. It will be so marked. 

(Whereupon the document referred to was marked ‘‘Rhoades Exhibit 
No. 5” and placed in the files of the subcommittee.) 

Mr. Fiscupacu. Mr. Rhoades, account No. 3866 is an account of 
the Citizens’ Federal Savings and Loan Association opened August 
9, 1948, with a payment of $200 and is entitled “J. Arthur Younger, 
Trustee (office address, funds re FHLB suit).”’ 

Mr. Ruoapes. That is correct. 
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Mr. Fiscupacu. Does this account show the moneys which were 
paid into the Citizens’ Federal Savings and Loan Association witb 
relation to the particular suit alluded to previously, which we will 
now identify for the record as being civil action 28203-G of the 
Distriet Court of the United States, Northern District of California, 
Southern Division, in which the Citizens’ Federal Savings and Loan 
Association and others were plaintiffs, and the Federal Home Loan 
Bank of San Francisco and the persons named as individual defendants 
were directors and defendants? 

Mr. Ruoapes. Yes, as far as I know. 

Mr. Fiscuspacu. Was there a signature card in connection with 
account 3866? 

Mr. Ruoapes. I presume there was. There may not have been, 
though. 

Mr. Fiscupacn. Can you produce it? 

Mr. Ruoaves. | can’t produce it now; no. Isn’t Mr. Younger’s 
signature on the card? 

Mr. Fiscupacn. The card speaks for itself. You examine it and 
tell us whether Mr. Younger’s signature is on the card. 

Mr. Ruoapes. No; it is not. 

Mr. Fiscupacnu. By this card, | take it, an account was opened by 
J. Arthur Younger, trustee, through which he purchased certain 
shares of the association? 

Mr. Ruoapgs. Yes. 

Mr. #iscapacn. And through which various sales of shares of the 
association are recorded? 

Mr. Ruoapes. We don’t use that terminology. 

Mr. Fiscupacu. What terminology do vou use? 

Mr. Ruoaprs. He started a savings account and certain credits 
were made to it. 

Mr. Fiscupacu. Does that card not also show all of the financial 
transactions in connection with that account from the date of its 
inception to date? 

Mr. Reoaprs. With one exception, it does, so far as I know. 

Mr. Fiscnpacn. Tell us what the exception is. 

Mr. Ruoapers. Our directors had a meeting within the last 3 or 4 
months and resolved to pay Mr. Burns an additional $100 for his 
continuing services. So far as I know, that and this is the entire 
amount paid for attorney fees in this matter. 

Mr. Fiscupacu. Has that $100 been expended? 

Mr. Ruoapks. Yes. 

Mr. Fiscusacu. Has it been charged to that account? 

Mr. Ruoapes. No; that account has been dead for vears. 

Mr. Fiscupacu. The account record itself shows all of the financial 
transactions under that account from the date of its inception to the 
present time? 

Mr. Ruoapes. So far as I know it does; and so far as the Citizens’ 
Federal Savings and Loan Association is concerned, yes. 

Mr. Fiscupacu. Do you have the vouchers which represent the 
disbursement side, which is headed here as ‘‘ Repurchases.” 

Mr. Ruoapes. Yes. 

Mr. Fiscupacu. Let me have those vouchers, if you will. 

Mr. J. H. Horrman. May I ask, is this a private account of J. 
Arthur Younger that you are talking about, counsel? 
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Mr. Fiscusacn. We are talking about Rhoades Exhibit No. 5 
Would you like to examine it? 

Mr. J. H. Horrman. Yes; I have never seen it. 

Mr. Ruoapes. Here they are in date sequence. 

Mr. Fiscuspacu. The witness produces, and I will read for the 
record, checks of the Citizens’ Federal Savings and Loan Association ‘ 
drawn on the Wells Fargo Bank and Union ‘Trust Co., San Francisco 
Calif., as follows: 

One dated August 18, 1948, bearing No. 6987, and a withdrawal! : 
document entitled “‘Repurchase Application and Receipt,” and signed 
by J. Arthur Younger. 

I pause, Mr. Rhoades, to ask you to identify the signature. 

Mr. Ruoapes. That is his signature. 

Mr. Fiscnupacu. Another one dated September 14, 1948, bearing 
No. 7209, and related repurchase application and receipt. 2 

Another one dated September 23, 1948, bearing No. 7262 and 2 
related repurchase application and receipt. 

Another one dated December 2, 1948, bearing No. 7714, and 
related repurchase application and receipt. 

Another one dated December 7, 1948, bearing No. 7747 and related 
repurchase application and receipt. 

Another one dated January 27, 1949, bearing No. 8595 and related : 
repurchase application and receipt. 4 

I ask that these be marked as one exhibit, comprising the respective 
portions identified for the record. 

Mr. Hourrteip. They will be so accepted. 

Do you identify the respective signatures on each one of these ; 
receipts as being that of Mr. Younger? 

Mr. Ruoapss. I do. 

Mr. Fiscupacu. We will ask that these be marked “Rhoades 
Exhibit No. 6.” 

Mr. Hourrievp. Very well. 

(Whereupon the documents referred to were marked “Rhoades Exhibit 
No. 6” and placed in the files of the subcommittee.) 

Mr. Fiscnupacu. You have some other documents that were 
requested? 

Mr. Ruoapes. Yes. 

Mr. Fiscupacu. Will you identify them for the record, please? 

Mr. Ruoapes. This check was drawn and charged against our 
expense account for $200, which went into that account of Mr 
Younger’s. 

Mr. Fiscupacn. That is check No. what? 

Mr. Ruoapes. 7210. 

Mr. Fiscupacu. And what date does it bear? 

Mr. Ruoapes. September 14, 1948. 

Mr. Fiscusacn. And signed by whom? 

Mr. Ruoapes. Signed by me. 

Mr. Fiscupacu. And the document related to that, how do you 
identify the document related to it? 

Mr. Ruoapes. That is a voucher. 

Mr. Fiscusacu. You have a similar check and voucher? 

Mr. Ruoapses. For $100, yes. 

Mr. Fiscupacu. The check just now referred to by the witness is 
dated December 3, 1948, and bears No. 7722. Let these be marked 
as one exhibit, being “Rhoades Exhibit No. 7.” 


ee 


Bh et ir sn 


Seles at 





3 
3 








TN) 
O 


al 
Ya] 





INVESTIGATION OF HOME LOAN BANK BOARD 557 


(Whereupon the documents referred to were marked ‘Rhoades Exhibit 
No. 7” and placed in the files of the subcommittee.) 

Mr. Fiscnpacu. Do you have with you sheet No. 7 (a) of your cash 
disbursements? 

Mr. Ruoapes. Of account 4190? 

Mr. Fiscupacn. Yes. 

Mr. Ruoapes. I do; yes. 

Mr. Fiscupacn. Will you produce that, please? 

Mr. Ruoapes. All right. 

Mr. Fiscupacu. Sheet No. 7 (a), account No. 4190, is entitled 
“Stationery, Printing, and Office Supplies,” and shows a refund under 
date of September 16, 1948, of $106.44. Will you identify that entry, 
as related to the lawsuit to which we have referred? 

Mr. Ruoapves. That is related to the lawsuit; ves. 

Mr. Frscupacu. We don’t need that, Mr. Chairman. We have 
that information in the record already. 

Mr. J. H. Horrman. May we find out what that refund was about?’ 

Mr. Ruoapes. The association had some things mimeographed in 
connection with this suit that had been charged to our expense ac- 
count. St was offset then by this $106.44, which came out of this. 
trustee account. That is why I brought this one along, too. Per- 
haps you don’t need this one, either. Here is another sheet, Mr. 
Fischbach. 

Mr. Fiscupicu. You have produced sheet No. 243? 

Mr. Ruoapes. That is a take-off sheet. 

Mr. Fiscunacu. Which shows that on September 14, 1948, the 
sum of $106.44 was credited to the association under “Miscellaneous 
receipts’; is that correct? 

Mr. Ruoapes. That is right; ves. 

Mr. Fiscupacn. Do you have any other papers in connection with 
this matter? 

Mr. Ruoapes. That is all I have. 

Mr. Fiscupacu. Mr. Rhoades, I call upon you to produce any other 
books and papers containing data, correspondence, or memoranda 
pertaining to the file of correspondence which was examined by the 
subcommittee’s counsel on October 13 at San Francisco, at the office 
of the Citizens’ Federal Savings and Loan Association, pursuant to the 
requirement of a subpena issued by the chairman of this honorable 
subcommittee, on October 20, 1950. 

Mr. Ruoapes. You say you call upon me now to produce it? 

Mr. Fiscupacu. Yes. 

Mr. Ruoapes. Mr. Younger has it. 

Mr. Fiscupacu. Would you go and obtain those from Mr. Younger? 

Mr. Ruoapes. All right. 

Mr. Fiscunacn. Mr. Hoffman, where has Mr. Rhoades gone? 

Mr. J. H. Horrman. Here he is; he has just returned. 

Mr. Houirie.p. It is customary, in congressional procedure, when 
you absent yourself from the chamber where the hearing is being 
held, to request permission of the chairman to leave. 

Mr. Ruoapes. I asked this gentleman here. 

Mr. Houirrevp. I am the chairman of the subcommittee, and he is 
only one of the staff. 

Mr. Ruoapes. I[ am sorry. 

Mr. Fiscupacn. I have called upon you to produce: the papers 
enumerated in the subpena of October 20. 
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Mr. Ruoapes. All right. The first file shows the detail of who 
made contributions toward the expenses of this lawsuit previously 
mentioned. I don’t know very much about that. That is Mr. 
Younger’s affair. 

Mr. Fiscusacn. Let this file be marked ‘Rhoades Exhibit No. 8.” 

(Whereupon the document referred to was marked ‘Rhoades 
Exhibit No. 8,” and placed in the files of the subcommittee.) 

Mr. Ruoapes. That is Mr. Younger’s personal file. 

Mr. Fiscuracnu. All right, proceed, Mr. Rhoades. 

Mr. Ruoapes. And the second one is the file of correspondence, 
largely personal correspondence, which Mr. Fischbach was examining 
at the time I asked that the hearing be suspended. 

Mr. J. H. Horrman. Whose personal file? 

Mr. Ruoapes. Personal to and from Mr. Younger; at least the 
part I have seen is of that nature. I cannot speak for all of it. 

Mr. Fiscupacn. Will you produce it, please? 

Mr. Ruoapes. Mr. Chairman, may I say a few things to make my 
position a little clearer? 

Mr. Hourrietp. You will be allowed to make a statement at the 
conclusion of the testimony, Mr. Rhoades. 

Mr. Ruoapgs. All right. 

Mr. Fiscupacnu. I ask you now, Mr. Rhoades, whether the file of 
correspondence you have just produced, and which I hold here and 
show to vou, which bas not been marked 

Mr. Houirirrp. Then we better mark that right now. Let the 
file be marked “Rhoades Exhibit No. 9.” 

(Whereupon the file referred to was marked ‘Rhoades Exhibit No. 
9,” and placed in the files of the subcommittee.) 

Mr. Fiscasacn. | ask you now, Mr. Rhoades, whether the file of 
correspondence you have produced, which has now been marked 
“Rhoades Exhibit No. 9,’ contains the documents it contained on 
October 13, 1950, when I examined it for the first time? 

Mr. Ruoapers. As far as I know, it does. I am certain it would, 
anyway. Neither Younger nor I am the type who would abstract 
anything from the records. I guess that has no bearing on this. I 
took nothing from it. I know of no one else taking anything from it 
or adding anything to it. 

Mr. Fiscupacu. Where is the balance of the file that I examined on 
October 13, 1950, at the Citizens’ Federal Savings and Loan As- 
sociation? 

Mr. Ruoapres. Are you talking about that one file there? You 
mean the one manila folder? 

Mr. Fiscupacu. I am talking about the third filing jacket that was 
contained in an expanding manila folder that had no cover on it. 

Mr. Ruoapes. You mean a reddish one? 

Mr. Fiscupacu. Yes. 

Mr. Ruoapes. Mr. Younger has that whole file out there. 

Mr. Fiscupacu. Will you produce it? 

Mr. Ruoapes. Do you want me to go and get it? 

Mr. Fiscupacu. Yes. 

Mr. Ruoapes. May I go get it, Mr. Chairman? 

Mr. Houirrevp. Yes. 

Mr. Ruoapes. Here it is, Mr. Fischbach. 
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Mr. Fiscupacu. The witness has produced a manila envelope 
containing five additional filing jackets. 

They are entitled as follows: “First Letter to Member Associations.”’ 

The next one is entitled “Second Letter to Member Associations.” 

The next one is entitled ‘Order To Show Cause.” 

The next one is entitled “Stipulation for Judgment.”’ 

The next one is entitled “Legal Statement.”’ 

Mr. Ruoapves. I didn’t know you saw those, but that doesn’t make 
any difference. 

Mr. Fiscupacu. These with Rhoades Exhibits Nos. 8 and 9 com- 
prise the entire content of a file of the Citizens’ Federal Savings and 
Loan Association which was referred to as a special file. 

Mr. Ruoapes. To the best of my knowledge, it does, ves. 

Mr. Fiscupacu. Then let these files be marked into evidence. 

Mr. Hourrietp. They may be marked, ves. 

Mr. Fiscuspacu. We would like to have them marked ‘Rhoades 
Exhibits Nos. 10a through 10e.”’ 

Mr. Hourriretp. They may so be marked. 

(Whereupon the files referred to was marked ‘Rhoades Exhibits 
Nos. 10a through 10e”’ and placed in the files of the subcommittee.) 

Mr. Fiscusacu. The papers which comprise Rhoades Exhibits 
8, 9, 10a, 10b, 10c, 10d, and 10e were kept—were they not—as a 
special file of correspondence, and related documents, by the Citizens’ 
Federal Savings and Loan Association? 

Mr. Ruoapes. They were in one of our filing cabinets. 

Mr. Fiscupacn. Didn’t Miss Bouck and Miss Owens designate 
those papers and didn’t vou, in fact, designate those papers on Oc- 
tober 13 as a special file? 

Mr. Ruoapss. I believe so. 

Mr. Fiscupacu. Will you explain that designation to the sub- 
committee as you explained it to me? 

Mr. Ruoapes. I am sorry; I can’t remember explaining it to you, 
but I will explain it as best I can anyway. 

We have a general file for correspondence, which would be accord- 
ing to the names of people, and there was so much correspondence 
concerning this one general matter that a special file was set up for 
it, regardless of who the letters were to or from. I am guessing at 
that; I didn’t set that up. 

Mr. Fiscupacn. You recall the morning of October 24th when’you 
were served with a further subpena requiring your presence here 
today? 

Mr. Ruoaves. Yes. 

Mr. Fiscupacu. On that morning vou made the statement to me 
did you not—that vou felt you should not talk with me without 
counsel being present? 

Mr. Ruoapes. That is true. 

Mr. Fiscupacu. In the period which has intervened from October 
24 to the present time, has anyone advised you with respect to how 
you should testify or what vou should testify about? 

Mr. Ruoaprs. Well, I have talked it over with Mr. Hoffman. I 
talked it over with Mr. Burns very briefly. He is still on his murder 
case, 

Mr. Fiscupacn. Were vou told to tell the truth in connection with 
this interrogation? 
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Mr. Ruoapes. I wasn’t told anything. I said, “The only thing I 
can do is to tell the truth,’ and they agreed with me. 

Mr. Fiscupacu. Were you told not to tell the subcommittee 
about anything pertaining to this matter? 

Mr. Ruoapsrs. No. 

Mr. Fiscuspacn. Now, you realize your responsibility as a witness 
in this investigation and that you have been sworn to tell the truth, 
and that vou are still under oath throughout all this testimony? 

Mr. Ruoapes. Yes. 

Mr. Fiscusacu. You are fully aware of that and of your responsi- 
bility as a witness? 

Mr. Ruoapes. Yes. 

Mr. Fiscuspacu. | would like to suspend the examination of this 
witness at this time and cell Mr. Younger. 

Mr. Ruoaprs. May I ask a question, then? What you have just 
said, that has some bearing on what I do in the next hour or so? You 
mean you want me to sit out here in the other room? 

Mr. Fiscupacn. Yes. 

Mr. Houirretp. You spoke about making a statement a moment 
ago. 

Mr. Ruoapes. I think I should. 

Mr. Hourrretp. You are entitled to make a statement if you so 
desire. 

Mr. Ruoapes. I am not trying to hide anything. I think I have 
testified freely here. It was my fault that the records were not pro- 
duced on Monday, the 23d. I thought I was doing the right thing 
at the time. 

Mr. Fischbach had requested files which I believed were Mr. 
Younger’s personal correspondence. He was in town to get them 
just 6 hours before Mr. Younger returned. I thought it was my duty 
to protect those records until he returned. If it made the work of 
the committee more difficult, I am very sorry, but I acted in doing 
what I thought was right, and in what I thought was the right thing. 

Mr. Hourrretp. And you acted on your own volition, without any 
direction from anyone else? 

Mr. Ruoapes. That is right; yes. 

Mr. Hourrietp. Mr. Rhoades, I think you have shown poor judg- 
ment. We will accept your statement for the record. 

Mr. Ruoapes. I am in the doghouse with about everyone except 
my wife in this matter. I did what I thought was right at the time, 
on a half hour’s thinking. 

Mr. Houirretp. We will accept your statement at this time, as 
part of the record. 

Mr. J. H. Horrman. Before he is excused, may I ask a couple of 
questions? 

Mr. Hourrretp. Please direct your questions to the chairman and 
we will place them to the witness if we consider them pertinent. 

Mr. J. H. Horrman. I would like to see Rhoades Exhibit No. 1, 
the subpena. Mr. Rhoades, I show you Rhoades Exhibit No. 1. 

Mr. Fiscuracu. I do not think you understood Congressman 
Holifield’s instruction to you. 

Mr. Houirreip. My instructions were that you would ask your 
questions through the chairman, Mr. Hoffman. 

Mr. J. H. Horrman. I see. 
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Mr. Fiscupacn. What would you like to elicit from the witness? 
Mr. J. H. Horrman. I want to bring out the fact from this witness, 
as I understand it to be the fact, that this subpena was signed by 
yourself, but it was signed in blank and when it was produced in San 
Francisco at the office of the association it was there filled out either 
by Mr. Fischbach or by Mr. Roback. 

Mr. Fiscupacu. Let the record reflect the gentleman’s question 
misapprehends the true fact. 

Rhoades Exhibit No. 1 is a document which was prepared at Los 
Angeles and delivered by your direction, Mr. Congressman, to Herbert 
Roback, who was directed to summons the Citizens’ Federal Savings 
and Loan Association, in accordance with the requirements of the 
document itself, on October 20. 

Now, what Mr. Hoffman is alluding to is the fact that on October 
24, 1950, the subpena which was served on Mr. Rhoades, and which 
is right here, was prepared by me in his presence. I suppose Mr. 
Hoffman would like to know that I was authorized to issue the sub- 
pena. 

Mr. J. H. Horrman. No; I have no doubt of that. 

Mr. Houtrieip. The record can show that Mr. Fischbach was given 
telephonic authorization to fill out the two subpenas dated October 24 
to Mr. Rhoades and to Mr. J. Arthur Younger. 

Mr. J. H. Horrman. How about this one, Mr. Congressman, of the 
20th of October, which is Rhoades Exhibit No. 1? 

Mr. Fiscupacu. That was prepared in Los Angeles. 

Mr. Houirretp. This was also prepared in Los Angeles and under 
my authorization naming Mr. Rhoades as the man upon whom the 
subpena will be served and appointing Mr. Roback to serve it. 

Mr. J. H. Horrman. May I also ask the detail which vou sub- 
penaed; was that also in it at the time when you signed it? 

Mr. Houirreitp. The detail that was on this particular subpena was 
obtained from our own memorandum which Mr. Fischbach took at the 
time he made the first examination on Friday, October 13. 

Mr. J. H. Horrman. That was all there, Congressman, at the time 
vou signed the subpena? 

Mr. Houirtetp. Yes. We have in our possession the numbers and 
ledger accounts that we used. 

Mr. Fiscuspacu. Here it is. As I stated for the record, this docu- 
ment was prepared at Los Angeles before it was ever served, and the 
document I identified as the subpena of October 20, Mr. Hoffman. 

Mr. J. H. Horrman. One or two were filled out in my presence. 
They had been signed by the chairman. 

Mr. Houirretp. That is right; these two here. 

Mr. J. H. Horrman, And two in San Francisco. 

Mr. Hourrreip. He was authorized to do that. 

Mr. J. H. Horrman. I am not questioning his authority to do it, 
but Iam merely pointing out a subpena in blank was issued and there 
might be a question as to its validity. 

However, we are not taking any technical position, Congressman. 
We are presenting and producing everything you asked for. 

Now, there is one other question that I would like to ask to the 

hairman, if I may. It is in regard to Rhoades Exhibit No. 5. This 
is the first time I have ever seen this sheet or this card. I would like 
to ask Mr. Rhoades whether he is the one who makes up those cards 
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in the Citizens’ Federal Savings and Loan Association or does someone 
else do that? 

Mr. Ruoaprs. The girls make those cards up. 

Mr. J. H. Horrman. Are they made on your instructions or how 
do they do it? 

Mr. Ruoapes. The ordinary method of opening an account, Mr. 
Younger or I talk to the customer and get the information and the 
girls type up the card. 

Mr. Houtrrevp. Is it customary to have a card made up and carried 
in the file without the signature? 

Mr. Ruoapes. Many of them are; ves. In Mr. Younger’s case 
there certainly would be no question of who he was in our office. We 
have signature cards as well as the signature on the bottom of the 
ledger card. 

Mr. J. H. Horrman. When each of these cards are made up, are 
they produced and shown to the board of directors of the Citizens’ 
Federal Savings and Loan Association? 

Mr. Ruoapes. No. 

Mr. J. H. Horrman. They are not? 

Mr. Ruoapes. No. 

Mr. J. TH. Horrman. Do you know of your own knowledge whether 
this particular card was at any time shown to the board of directors? 

Mr. Ruoapes. I don’t know. I really don’t understand you. 

Mr. J. H. Horrman. Well, | don’t understand the answer. 

Mr. Ruoapes. I don’t know whether it was or not. As far as | 
know, it was not. 

Mr. J. H. Horrman. In other words, as far as vou know, this was 
never presented to the board of directors, and the board never had 
any knowledge whatsoever that such a card or account existed? 

Mr. Ruoapes. So far as I know, that is true. 

Mr. J. H. Horrman. Those are all the questions | have. 

Mr. Houirieip. You realize, in answering those questions which 
Mr. Hoffman put to you, that you are under oath and yeu are 
answering these questions to the best of vour knowledge? 

Mr. Ruoapes. Yes. 

Mr. Fiscnspacu. That is all. Mr. Rhoades, would you be good 
enought to wait in the anteroom? 

Mr. Ruoapes. Yes. Just one more thing. Some of these docu 
ments are a part of our active files. If the examiners come in, our 
files are going to be incomplete to that extent. 

Mr. Fiscusacu. You can tell them we have got them and explain 
to them the circumstances. 

Mr. Ruoapes. I wonder if we could have a list of them. 

Mr. Houirrecp. I think he is entitled to a list of them. 

Mr. Fisecunacu. Sure. |] might sav, Mr. Rhoades, had vou pnr- 
sued what | would characterize as a saner course of action, you would 
neither be here today nor would these documents not be reposing in 
vour files. 

Mr. J. H. Horrman. I wonder, Mr. Fischbach, wouldn’t it be 
possible to have all these documents that are now in evidence micro- 
filmed? 

Mr. Fiscupacu. Not now, no. 

Mr. J. H. Horrman. I do not quite understand the connotation of 
that answer. 
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Mr. Houirirevp. You had your chance to retain the originals and 
give us the microfilm. You had that opportunity and you turned it 
down. For the present we will retain the original files and give you a 
receipt for them. 

Mr. Younger has previously been sworn. 

At this time Mr. Younger is before the subcommittee in response 
to asubpena which was served on him on Monday, the 24th of October. 

Mr. Younger, this subcommittee is pursuing an inquiry under 
authority from the chairman of the House Committee on Expenditures 
into Home Loan Bank Board problems, in the twelfth regional dis- 
trict, and the subsequent numbered districts, as a result of the dis- 
solution of the Los Angeles bank and the establishment of new dis- 
tricts, from the date of the seizure of the Long Beach Federal Savings 
and Loan Association, up to the present time. 

It has been thought necessary by the Congress, due to the long 
litigation in which Government agencies are involved, and in which 
taxpayers’ money is being spent by the Department of Justice and 
money of the stockholders, which is in reserve funds, is being spent, 
that an investigation should be held to find out if it is possible to 
terminate this controversy and restore the original Home Loan Bank 
regions. 

It is our intention not to persecute or prosecute individuals or 
building and loan associations if they have acted in good faith. It 
is our purpose to accomplish good in the public interest. 

I want to say that the action of Mr. Rhoades, who is the secretary- 
treasurer of your organization has not been cooperative up to the 
present time for reasons best known to himself. That his actions have 
impeded and obstructed the work of this subcommittee. We hope 
that we will receive a different attitude of cooperation on vour part 
than we have received up until this morning from Mr. Rhoades. 

You may proceed with the examination, Mr. Fischabach. 


TESTIMONY OF J. ARTHUR YOUNGER, EXECUTIVE VICE PRESIDENT, 
CITIZENS’ FEDERAL SAVINGS AND LOAN ASSOCIATION, SAN 
FRANCISCO, CALIF. 


Mr. Fiscuracu. Mr. Younger, when were you first apprised of the 
fact that on October 138, 1950, I had occasion, on behalf of the com- 
mittee, to visit Mr. Rhoades at the Citizens’ Federal Savings and 
Loan Association in San Francisco? 

Mr. Youncrer. | forget the date: I will have to get a calendar 
on that. 

Mr. Fiscuracnu. | will give you a calendar. 

Mr. J. H. Horrman. Do you have a date book or something like 
that that would refresh vour memory? 

Mr. Youncer. I was in the East. All I had was the phone call. 

Mr. Fiscuracu. Here is a calendar. 

Mr. Youncer. I have one here. It must have been on either the 
7th or the 8th of October. As I recall it was on that week end. 

Mr. Fiscunacnu. It was the 13th that I visited there first. 

Mr. Youncer. Then it was either Saturday, the 14th or the 15th, 
that week end. I was at Northfield and Burns called me. 

Mr. Fiscurnacu. You were at Northfield, Mass.? 

Mr. Youncrer. That is right. 
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Mr. Fiscuracnu. The first information you had with regard to my 
visit on the 13th was that conveyed to you by Mr. Burns, in a long- 
distance telephone conversation? 

Mr. Youncer. That is right. 

Mr. Fiscuracu. What did he tell you? 

Mr. Youncrr. Sir? 

Mr. Fiscunacu. What did he say to you? 

Mr. Youncer. He just said that you were there. 

Mr. Fiscunacu. Did he say anything about any papers? 

Mr. Youncer. He said that you had been there and asked for some 
papers. He said that you were-——wait a minute—the first call I got 
was from Tev Martin on that. He called me in Northfield. 

Mr. Fiscapacu. Was that Friday, the 13th of October? 

Mr. Youncer. I left Northfield on the 14th and went to New York. 
So it must have been Friday night, late Friday night or Saturday. 
I don’t know which it was that he got me, but it was Tevis Martin 
that first called me and said that a representative of the Senate 
committee was in there investigating. I said, ‘What is he doing?” 
As a matter of fact, Tev Martin didn’t know what it was all about. 
Jack suggested that Tevis call me and I said, ‘Find out what it is all 
about and let me know.”’ 

Mr. J. H. Horrman. Tevis Martin is one of my law partners. 

Mr. Fiscurnacn. Did you have occasion, while in Massachusetts, to 
discuss the matter with Mr. Fahey? 

Mr. Younger. Yes. I phoned Mr. Fahey from the hotel. Wait a 
minute; it was in Northfield. I called him from Northfield. 

Mr. Fiscuracu. You reported to him that somebody from some 
congressional committee was at your association? 

Mr. Youncer. I called and wanted to know if he knew what it was 
all about. 

Mr. Fiscupacu. What did he say to vou? 

Mr. Youncer. All he knew was the Smith committee, which had 
been abandoned; that was all he knew about. That was the only 
committee he knew of that had been in existence. That is all he 
knew about. 

Mr. Fiscxpacu. What did you tell Mr. Martin, if anything,*with 
regard to the committee’s examination of the files? 

Mr. Youncer. I told him to find out what it was all about and/let 
me know. | 

Mr. Fiscnpacn. Did you hear from him again? 

Mr. Youncrer. No. 

Mr. Fiscuspacu. Did you hear from anyone else again? 

Mr. Youncer. Yes; I got a call in New York. 

Mr. Fiscusacn. Where were you stopping? 

Mr. Youncrer. At the Waldorf. 

Mr. Fiscupacn. From whom did you get the call? 

Mr. Youncer. I think that call was from Burns. 

Mr. Fiscuspacn. When did that call come through? 

Mr. Youncer. I got into the Waldorf Saturday evening and | 
don’t know if it was Saturday or Sunday morning or sometime Sunday 
that I got that call. 

Mr. Fiscnpacu. What did Mr. Burns tell vou? 

Mr. Youncer. He just said the same thing, that you had been 
there and that the records were going to be photographed. 
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Mr. HouiFretp. You mean photostated or microfilmed? 

Mr. Youncer. Yes. I instructed him and I later told Bob, I said, 
“T)on’t let anything out except under due process.” 

Mr. Houtrievp. As a matter of fact, didn’t you give orders previous 
to October 20, on Tuesday, the 17th, that a subpena would be necessary 
to obtain those papers? Didn’t you give orders to Mr. Burns and 
through Mr. Burns to Mr. Rhoades? 

Mr. Youncer. When he called me in New York, whenever it was, 
I said, “I don’t know what it is all about.”’ I said, ‘‘Don’t let any 
records out of the office except under due process.’’ I so instructed 
by letter. I wrote a short note to Mr. Rhoades and I told him. I 
said, “‘ Don’t let any records out of the office except under due process.”’ 
That is the only instruction or instructions I issued to anyone. 

Mr. Fiscupacu. Did you subsequently receive a letter from Mr. 
Rhoades? 

Mr. Youncer. Yes. 

Mr. Fiscuspacn. Do you have that letter with you? 

Mr. Youncer. No. 

Mr. Fiscuspacn. Where is that letter? 

Mr. Youncer. I threw it away. It was just a personal letter to 
me. He told me the circumstances under which you came into the 
office; that was all. 

Mr. Fiscupacu. When did you throw that letter away? 

Mr. Youneer. I think it was Monday night when I got home. I 
was cleaning out my briefcase and that was there and I threw that 
away with a lot of stuff from the convention and so forth; I threw 
that stuff out. It was only a half-page letter. 

Mr. Fiscupacu. What was in the letter? 

Mr. Younarr. He just told how you happened to come into the 
office and what you told him. 

Mr. Fiscupacu. Did Mr. Rhoades retain a copy of that letter? 

Mr. Youncer. No, because it was just a longhand letter and not 
dictated at all. He told how you happened to come into the office 
and what you had told him. 

Mr. Fiscupacu. You say the letter you received from Mr. Rhoades 
was just a personal letter written in his own handwriting? 

Mr. Younaer. Yes. 

Mr. Fiscupacu. Where did you receive that letter? 

Mr. Youncer. I received it in New York, at the Waldorf; that is 
to the best of my recollection. 

Mr. Fiscupacu. And you received that through the United States 
mail? 

Mr. Younaer. As far as I know, ves. 

Mr. Fiscupacn. It came in an envelope which was postmarked? 

Mr. Younacer. Yes. 

Mr. Fiscupacu. It was not handed to you by some private mes- 
senger, was it? 

Mr. Youncer. No. 

Mr. Fiscupacn. Jt came to you through the mail? 

Mr. Youncer. Yes, that is right. 

Mr. Frscurnacn. Did you answer his letter? 

Mr. Younaer. | answered his letter in longhand. J just sat down 
and wrote him a note. JI said, “I got your letter; it is interesting,” 
or words to that effect. I said, again, ‘I don’t know anything as to 
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what it is all about. My own instructions are not to let any records 
out of the office except in due process.”’ That is all that was said. 

Mr. Fiscupacu. Mr. Rhoades’ letter to you was in his handwriting? 

Mr. Youncer. That is right. 

Mr. Fiscupacn. You kept that letter from the time you received 
it until you got back to California? 

Mr. Youncer. [| threw it into my briefcase in New York. I think 
it came practically the day I left; either Sunday or, at least, the day 
before I left. 

Mr. Fiscupacn. So vou kept that letter with you until you got 
home to California? 

Mr. Youncer. Yes. 

Mr. Fiscuracu. Where do you live, Mr. Younger? 

Mr. Youncer. 146 West Bellevue, San Mateo. 

Mr. Fiscupacn. If you threw that letter away you threw it away 
in San Mateo at your residence? 

Mr. Youncer. Yes. 

Mr. Fiscupacn. And not at any other place? 

Mr. Youncer. No. 

Mr. Fiscunacu. Not in New York? 

Mr. Youncer. No. 

Mr. Fiscusacn. And not en route from New York to California, 
but at San Mateo, in California? 

Mr. Youncer. Yes. I threw it away with a lot of other convention 
things that I had in the briefcase. 

Mr. Fiscpspacu. When you wrote to Mr. Rhoades, you wrote him 
in longhand, as he wrote you? 

Mr. Youncer. That is right. 

Mr. Fiscnnacu. He did not retain a copy of your letter, did he? 

Mr. Youncer. No. 

Mr. Fiscupacu. Do you know if he has a copy of vour letter or not? 

Mr. Youncer. No. 

Mr. Fiscnnacu. Did vou ever discuss with him whether he should 
keep your letter or throw it away? 

Mr. Youncer. Not that I know of; we have discussed a lot of things 
but nothing on that. 

Mr. Fiscupacu. You did not tell him to throw away the letter you 
wrote him? 

Mr. Youncer. No, because there was nothing in it except that one 
item. I would be perfectly willing to present it here or anything else, 
because there was nothing in it. I underscored ‘Do not let any rec- 
ords out except under due process.’’ That is all there was in the 
letter. There wasn’t anything else in the letter. It may be in the 
wastepaper basket; I don’t know. I will be perfectly willing to enter 
it if it is still in the wastepaper basket.” 

Mr. Fiscuracn. You say his letter might still be in the wastepaper 
basket? 

Mr. Youncer. I say I threw it away. If the girl hasn’t thrown it 
out, then it is there. I threw it away; I cleaned out my briefcase, as 
[ told you. There is nothing in it except the story of how you came 
into the office and what vou told him about the Federal home loan 
bank, which he later found out by calling the president of the bank. 

Mr. Houirieip. Are you sure in this letter to Mr. Rhoades, in addi- 
tion to admonishing him not to release the records, only under due 
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process, You did not instruct him to take the records out of the office 
and keep them out until you returned? 

Mr. YounGer. I knew absolutely nothing about that until Tuesday, 
when I came into the office. That was the first information that I 
had of it. 

Mr. Fiscupacu. The Tuesday vou refer to is the Tuesday of Octo- 
ber 24th? 

Mr. YounGer. Yes, when I got back to the office and when you 
came in. 

Mr. Fiscupacu. When did you get back to California? 

Mr. Youncer. What is that? 

Mr. Fiscnspacn. When did you get back to California? 

Mr. YounGer. Monday evening. 

Mr. Fiscupacnu. You got back Monday, the 23d of October; is that 
right? 

Mr. YounGer. Yes. 

Mr. Fiscupacu. Between Monday, the 23d of October, and going 
back to the day you were in New York City, which I take it from your 
testimony was about October 18th or 19th 

Mr. Youncer. When I left there? 

Mr. Fiscupacu. You were in New York City around October 14th 
and 15th; is that right? 

Mr. YounGer. I was there from the 14th to the 23d. 

Mr. Fiscupacu. You heard from no one and you talked to no one 
other than Mr. Burns, in relation to this matter? 

Mr. YounGer. That is as I recall it; ves. 

Mr. Fiscupacu. Think carefully, now, and I will ask you again 
whether between the time you got to New York, whether it was the 
14th or the 15th of October, and the time you got to California, which 
you say was the 23d of October, you talked to anyone with relation 
to the committee’s investigation. 

Mr. Youncer. Why, yes. I talked to Osear Kreutz; Oscar Kreutz 
‘alled me, who is secretary or he is the executive vice president of the 
National Savings and Loan League. 

Mr. Fiscupacu. You sav Mr. Kreutz called you? 

Mr. Youncer. I called Mr. Kreutz on a matter. I was talking to 
him about another matter. I told him that I had heard that there 
were members of a subcommittee in the office. That was before I 
knew what the subcommittee was and wanted to know if he knew what 
it was and he said that it probably was this subcommittee. He said, 
“IT know about it.’’ I said, ‘You know about it?” He said, “‘ Yes; 
I heard there were some letters from me in that file, in that 
correspondence file.”’ 

Mr. Fiscupacn. Meaning letters from Mr. Kreutz to you? 

Mr. Younecrr. Yes. Then I hung up and I got to thinking about 
the thing. I called Mr. Kreutz back. He was in the Waldorf. I 
asked him, I said, “‘Where did you get the information,’’ because he 
had the information almost as soon as I did about the letters in this 
file. 

Mr. Fiscupacu. What did Mr. Kreutz tell you? 

Mr. Younaer. He said he got it from the committee, through the 
subcommittee. 

Mr. J. H. Horrman. Which committee? 
Mr. YounGer. This subcommittee. 
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Mr. Fiscusacu. He got that from this subcommittee? 

Mr. YounGer. Yes. 

Mr. Fiscupacu. That was Mr. Kreutz’ statement to you in New 
York on what date? 

Mr. Youncer. I don’t know whether it was Friday; the convention 
was over on Wednesday night, whether it was Thursday or Friday of 
that week. 

Mr. Fiscusacu. Of the week of October 14th Mr. Kreutz said he 
had gotten that information from the subcommittee? 

Mr. YounGer. That is right, yes. 

Mr. Fiscusacu. Did you talk to anyone else? 

Mr. YounGcer. Not that I remember. 

Mr. Frscupacu. Have you told us all that you talked about with 
Mr. Burns and with Mr. Kreutz in relation to this investigation or 
was there anything else? 

Mr. Youncer. No; there was nothing else. When I got in Mon- 
day night, Burns did call me on the phone Monday night and told 
me that you had been there Monday and that Rhoades was out of 
the office. I said, “All right. I don’t know any more about it. 
I will find out in the morning. I will see you in the morning.” 
That was the time that he told me that Rhoades had been out of 
the office that day. 

Mr. Fiscupacn. When did you learn for the first time that Rhoades 
had been subpenaed to be in Los Angeles on Friday, the 20th, to be 
in Los Angeles on Saturday, the 21st? 

Mr. Youncer. I think that was when Burns called me Monday 
night. I think that is the first information that I knew there was 
any subpena issued. I think that is the first I had known there was 
any subpena issued. 

Mr. Fiscnupacn. Did Mr. Burns tell you the arrangements that 
had been made with regard to the records? 

Mr. Youncer. You mean that they had agreed to photostat them? 

Mr. Fiscupacn. Yes. 

Mr. Youncer. Yes; he said they agreed to do that. 

Mr. Fiscupacn. Did he tell you that agreement had not been kept? 

Mr. Youncer. No. 

Mr. Fiscupacnu. So, when you walked into the office of the Citizens’ 
Federal Savings and Loan Association on Tuesday, the 24th of Octo- 
ber, you did not know that an agreement had been breached? 

Mr. YounGer. No; | didn’t know any agreement had been breached. 

Mr. Fiscupacu. When, for the first time, did you learn of Mr. 
Rhoades whereabouts on the 23d of October? 

Mr. Youncer. Where he had been, you mean? 

Mr. Fiscupacnu. Yes. 

Mr. Youncer. When he came in Tuesday morning and I asked 
him where he had been. 

Mr. Fiscnpacu. You asked him where he had been? 

Mr. Younaer. Yes. 

Mr. Fiscupacu. What did he tell you? 

Mr. Youncer. He said that he had gone out to get these things 
photostated and he telephoned a couple of places but couldn’t find 
them in, and he knew I was coming back and he said he just thought 
he better not show up any more until I got back. That is probably 
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a natural human reaction. After all, I was the one that was respon- 
sible and he wasn’t. 

Mr. Fiscupacu. I don’t want to debate the matter with you nor 
do I want to clutter up the record any more than is absolutely neces- 
sary. Please confine your answers to the facts that are called for 
by the questions, Mr. Younger. 

Mr. YounGcer. All right. 

Mr. Fiscuspacn. When you learned from Mr. Rhoades that he had 
absented himself from the office on October 23, you say you were 
in the office of the Citizens’ Federal Savings and Loan Association 
and this took place on the morning of October 24; is that correct? 

Mr. Youncer. As I recall it; ves. 

Mr. Fiscupacu. Where were the records then? Were they in the 
Citizens’ Federal Savings and Loan Association or were they some- 
where else? 

-Mr. YounGer. I am not sure about that, because I talked to him 
and talked to Mr. Burns, and later on Mr. Rhoades had the records 
with him. What happened in between I am not so sure; I didn’t 
inquire. 

Mr. Fiscupacu. Were the records in the Citizens’ Federal Savings 
and Loan when you walked in there Tuesday morning? 

Mr. Youncsmr. I didn’t ask for them and I don’t know; I am not 
sure. I didn’t ask or did I make inquiry. 

Mr. Fiscuspacu. You did not make any inquiry? 

Mr. Youneer. Not at that time; no, because I was trying to get 
my mail fixed up and to get squared away to do business. 

Mr. Fiscuspacn. Did there come a time when you learned where the 
records were, whether they were in the association’s office or else- 
where? 

Mr. Youncrer. You mean the time that I learned that or what I 
did learn? 

Mr. Fiscuspacu. Did you learn that they were in the Citizens’ 
Federal Savings and Loan Association office? 

Mr. Youncrer. No; he took them out, presumably to have them 
photostated. 

Mr. Fiscupacu. Do you know where they were? 

Mr. Youncer. No; 1 don’t know where they were. 

Mr. Fiscusacn. Did he ever tell you? 

Mr. Youncer. No; he didn’t tell me. 

Mr. Fiscupacu. Did you ever ask him? 

Mr. Youneer. No; I didn’t ask him. 

Mr. Fiscupacu. You never asked him. You didn’t know and he 
didn’t tell you; he did not volunteer the information? 

Mr. Youncer. No; and I didn’t inquire. 

Mr. Fiscupacu. Mr. Younger, when for the first time did you 
examine the papers which constitute what has been referred to by 
personnel in the office as a special file, and which relates to the lawsuit 
in which the Citizens’ Federal, along with others, were named as a 
party plaintiff in the Federal Court in San Francisco? When for the 
first time after you returned did you examine these papers? 

Mr. Youncer. I think it was Tuesday night. 

Mr. Fiscupacu. Where did you examine them? 

Mr. Youncer. There in the Citizens’ Federal; they were there. 
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Mr. Fiscuspacu. Who was present when you examined them? 

Mr. Youncer. | don’t know that anybody was. I stayed in the 
office that night and worked. I don’t think there was anybody there. 
I stayed and worked until late. I looked over that file. 

Mr. Fiscuspacn. Did you take any papers out of the file? 

Mr. Youncer. No. 

Mr. Fiscupacu. Is the file complete? 

Mr. Youncer. The file is complete; yes. I have removed no 
letters, memoranda, or anything else from any file. 

Mr. Fiscnpacn. Did you direct anyone else to remove any? 

Mr. Youncer. I did not; no. 

Mr. Fiscupacu. Did you instruct anyone not to remove anything 
from the file? 

Mr. Youncer. No; because that is not necessary in our office. 

Mr. Fiscunacu. The fact is vou did not instruct anyone? 

Mr. Youncer. I did not instruct anybody because that is not 
necessary in our office. We do not remove things from files. 

Mr. Fiscuonacn. You met me for the first time on the morning of 
October 24, at San Francisco, in your office; is that correct? 

Mr. Younacer. That is right; ves. 

Mr. Fiscunacu. On that occasion vou were served with a copy of a 
subpena, the original of which I now show vou? 

Mr. Youncer. Yes, sir. 

Mr. Fiscunacn. Do you have the subpena with you? 

Mr. Youncer. Yes. 

Mr. Fiscurnacu. Will vou produce it, please? 

Mr. Youncer. Here it is. 

Mr. Fiscnracu. May this be marked “Younger Exhibit No. 1’’? 

Mr. Hourrieip. It may be so marked. 

(Whereupon the document referred to was marked “Younger Exhibit 
No. 1,” and placed in the files of the subcommittee. ) 

Mr. Fiscuracn. Following the receipt of the subpena, did you dis- 
cuss with Mr. Rhoades what papers were enumerated in this subpena, 
what papers were referred to in the paper which is now marked 
“Younger Exhibit No. 17’? 

Mr. Youncer. I discussed with Mr. Rhoades, and afterward with 
Mr. Hoffman and with Mr. Burns, as to what papers were to be 
included in that. 

Mr. Fiscupacn. | presume that during the course of that discussion 
reference was made to the contents of the files? 

Mr. Youncrer. How do vou mean that? 

Mr. Fiscupacnu. Did you refer to specific documents in the files? 

Mr. YounGer. No. 

Mr. Fiscuracu. Did you refer to the card which has been marked 
“Rhoades Exhibit No. 5,’’ which I now show you? 

Mr. Youncer. Yes. These were referred to specifically in there; 
these I examined; ves. 

Mr. Fiscupacu. Are there any other papers in the Citizens’ 
Federal that were in your possession which contain correspondence, 
memoranda, or entries pertinent to these records which have been pro- 
duced here and marked “Rhoades Exhibits 8, 9, 10A through 10K,” 
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Mr. Youncer. Not to my knowledge, nothing in the office or 
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Mr. Fiscupacu. These papers comprise all of the records pertinent 
to the matter? 

Mr. Youncer. As far as I know, yes. 

Mr. Fiscupacnu. Did you have a conversation with Mr. Rhoades 
with regard to his absenting himself from the Citizens’ Federal on 
October 23°? 

Mr. Younacer. No; I didn’t discuss the thing with him because | 
figured that was his business. 

Mr. Fiscupacu. You did not admonish him for having done that? 

Mr. YounGer. No. 

Mr. Houirie_p. You did not consider it was your business that he 
had taken the official files of the association from the premises where 
you do business and removed them to an unknown place and kept 
them over a period of time? You felt that was his personal business, 
Mr. Younger? 

Mr. Youncer. No; not that. I didn’t admonish him for that. 
This thing has all been going on all this week. I have not admonished 
him on anything vet, on any of the affairs, because I am trving to 
acquaint myself with what is going on, Mr. Congressman. This is 
allnew tome. I havea lot of sympathy for human beings and human 
reactions; and a young fellow that is thrown into a thing of that kind, 
you can’t tell always what he will do. He was probably trying to 
protect me, if he did anything. 

Mr. Fiscusacnu. How old is Mr. Rhoades? 

Mr. Youncer. I don’t know; I think he is probably about 42 or 43, 
somewhere around in there. 

Mr. Fiscupacu. How long has he been associated with you? 

Mr. YounGer. He has been there over 10 vears. 

Mr. Fiscuspacu. He was the officer in charge of that association— 
was he not—on October 20? 

Mr. YounGer. He was in the office. The president of the company 
and the vice president of the company were still in the city. 

Mr. Fiscnsacu. When vou refer to the president, you refer to Mr. 
Eisner? 

Mr. Youncer. That is right; ves. 

Mr. Fiscupacu. Was Mr. Eisner in charge of the association's 
affairs? 

Mr. YounGer. I am not a lawyer; I don’t know officially who you 
would consider in charge, whether the president, the vice president, 
or the treasurer. 

Mr. Fiscuspacn. Tell us who you considered was in charge of the 
association. 

Mr. Youncer. At that time? 

Mr. Fiscupacu. Yes. 

Mr. Youneer. For the transaction of the current business, I think 
Mr. Rhoades was there in charge. 

Mr. Fiscuspacu. You don’t want us to be under any misappre- 
hension that Mr. Rhoades was not the responsible officer of the associa- 
tion in charge during your absence? 

Mr. Youncer. As far as I was concerned he was there to conduct 
the business; no question about that. 

Mr. Fiscunacu. He was the active officer in charge of the associa- 
tion during your absence; is that right? 

Mr. Youncer. That is right; yes. 
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Mr. Fiscuspacu. While you are there you are in charge; is that 
right? 

Mr. YounGer. Yes. 

Mr. Fiscupacnu. You are the executive vice president, are you? 

Mr. Younaer. Yes. 

Mr. Fiscupacnu. Mr. Eisner, the president, is not in charge when 
you are there? 

Mr. Youncer. I don’t know from a corporate standpoint if Mr 
Eisner, if he came in, if he would overrule me; I don’t know whether 
he would have that power or not. 

Mr. Fiscuspacae. How long have you been connected with the 
association? 

Mr. YounGer. Since December 15, 1937. 

Mr. Fiscuspacn. Has Mr. Eisner or any other president ever come 
in and overruled you during that period of time? 

Mr. YounGcer. No; but I don’t know from a corporate standpoint 
what would happen if there were a conflict. 

Mr. Fiscupacu. You understand that all we want is the facts and 
not your speculations. Need I remind you of that again? 

Mr. YounGer. No. 

Mr. Fiscupacn. Did you talk to Mr. Rhoades at all on the evening 
of October 23? 

Mr. Youncer. No. 

Mr. Fiscusacu. You did not talk to him at all until the morning 
of the 24th, October 24? 

Mr. Youncer. That is right. 

Mr. Fiscupacn. That is when you talked to him? 

Mr. Younecrer. Yes. 

Mr. Fiscupacu. He didn’t tell you he had taken the records away? 

Mr. Youncer. He told me he had taken the records out to have 
them photostated and couldn’t do it, couldn’t have it done. I wanted 
to talk with Burns then. 

Mr. Fiscusacu. When you came in there the records were there on 
October 24? 

Mr. Youncer. That I don’t know; I didn’t ask for them at all. 

Mr. Fiscusacn. You did not tell Rhoades to go and get them? 

Mr. Youncer. I don’t recall that I did. I don’t remember every- 
thing that was said, but I don’t remember mentioning anything about 
that. I wanted to sit down and talk with Mr. Burns and Mr. Hoffman 
to find out what this whole thing was about. 

Mr. Fiscupacu. Did you find out? 

Mr. Younaer. As near as they could tellme; yes. There is nothing 
that we have here, nothing in particular, to hide. 

Mr. Fiscusacu. I think we should suspend at this point and then 
go into other matters with these witnesses when we come back. 

Mr. Houtrieip. It is 10 minutes to 1 now. Shall we suspend until 
2 o'clock? 

Mr. Fiscupacn. That is all right. 

Mr. Youncrer. What time do you think it will be before we get 
through? 

Mr. Fiscusacu. Probably another hour or so. 

Mr. Youncer. I have a reservation back to San Francisco and I 
have an appointment in San Francisco this evening. 

Mr. Houirievp. | think you will be able to make it. 
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Mr. Youncer. If Mr. Rhoades has to stay over, as far as I know, 
he has no appointment tonight but I do. 

Mr. Houirtetp. We will take this matter up again at 2 o'clock. 
We can then take up, too, the matter about Mr. Rhoades staying over 
later. We will expect you back at 2 o’clock, sir, and also Mr. Rhoades. 

Mr. Fiscuspacu. Mr. Hoffman, you have heard with your own 
ears What these gentlemen have testified to. You must appreciate, 
as much as we do, where their stories do not hang together. 

Mr. J. H. Horrman. There might be a few minor differences. 

Mr. Fiscuspacn. I am not characterizing the testimony and I 
don’t care if you do or don’t characterize the testimony. I just want 
to say this to you, Mr. Hoffman, as a responsible lawyer, if when they 
come back from lunch their stories do hang together, we will want to 
know why. So I am making that statement to you for the record. 
You can be guided accordingly. 

Mr. J. H. Horrman. I will reserve any remarks that I might make 
to that until later. I have been practicing law for a long time, 
counsel. 

Mr. Hourrreip. Very well, we will be in recess until 2 o’clock this 
afterncon. 

(Whereupon at 12:50 p. m., October 27, 1950, an adjournment was 
taken in this matter until 2 p. m. of the same day.) 


AFTERNOON SESSION 


Mr. Houirietp. The subcommittee will be in order. 

Mr. Fiscupacu. Mr. Younger, have you ever worked for the 
Federal Home Loan Bank Administration? 

Mr. Youncer. When I was in Washington that was the time when 
the Federal Home Loan Bank Board was in existence; I worked for 
them. 

Mr. Fiscupacu. During what period of time? 

Mr. Youncer. I worked for the Home Owners Loan Corporation, 
which was under their jurisdiction, as a regional appraiser from 1934— 
I forget the month—but I think it was somewhere around March, to 
a date of around June 1935, as I recall the dates. ‘Then I was trans- 
ferred to a rehabilitation committee under the Board, and | was 
with them for about 3 months and then was made chairman or rather 
I was chairman of the Savings and Loan Division of the Federal 
Home Loan Bank Board. 

Mr. Fiscuspacu. During what period of years? 

Mr. Youncer. Then I served on that until I resigned in December 
of 1937, when I came to the Citizens’. 

Mr. Fiscupacu. What was your salary in the various jobs you held 
with the Government? 

Mr. Youncer. I don’t know. It went from $6,000, I think, up 
to $7,500. Somewhere in there. I couldn’t be exact, but that is 
approximately correct. 

Mr. Fiscunacu. Just to summarize what you have stated, you 
started to work for the Home Owners Loan Corporation in 1934 and 
you were with various agencies of the Federal Home Loan Bank 
Board until 1937, in the month of December. 

Mr. YounGer. Yes. 
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Mr. Fiscupacnu. At that time you resigned and became connected 
with the Citizens’ Federal? 

Mr. Youncer. That is right, ves. 

Mr. Fiscunacu. How did you happen to become connected with 
the Citizens’ Federal? 

Mr. Youncer. Well, the manager passed away and I made an ap- 
plication. I was out there attending a convention. I made an 
application for the position, and they had sent back and asked me to 
come by San Francisco for an interview, which I did, and a committee 
of the board interviewed me. I think it was in October of 1937. 
Then I went on back to Washington and later on I got werd that I 
had been employed. 

Mr. Fiscusacn. Did you discuss your opportunity in connection 
with the Citizens’ Federal with Mr. Fahey? 

Mr. Youncer. No. 

Mr. Fiscupacu. When did Mr. Fahey first learn of it? 

Mr. Youncer. That I was resigning? 

Mr. Fiscupacnu. Yes. 

Mr. Youncer. That I don’t know, because I was quite far removed 
from him at that time. 

Mr. Fiscunacu. Are you related to Mr. Fahey by marriage? 

Mr. YounGer. No. 

Mr. Fiscupacn. Is your wife related to anybody in his family? 

Mr. Youncer. No. 

Mr. Fiscupacu. Do you know him socially? 

Ir. Youncer. I have known Mr. Fahey socially since I left Wash- 
ington. I did not know him socially, really. I never was in his home 
in Washington or in his apartment, but since I left the employment 
of the Board and since Mr. Fahey left, why, I have seen him at 
Swampscott and I have seen him in New York and I admire Mr. 
Fahey very much. | think he isa very fine gentelman. 

Mr. Fiscuracu. Do you have a picture of Mr. Fahey on display in 
your institution? 

Mr. Youncer. Yes. 

Mr. Fiscusacnu. Did he personally give that to vou or did you get 
it somewhere else? 

Mr. YounGcer. I don’t know. That came from Mrs. Glover, who 
was one of the secretaries; she got it for me while I was back there. 

Mr. Fiscupacu. I see from your file here that you have corres- 
ponded with him quite extensively. 

Mr. Youncer. Yes. 

Mr. Fiscupacu. Does this file contain all of the correspondence 
with Mr. Fahey? 

Mr. YounGcer. As far as I know. 

Mr. Fiscusacn. Does it contain your correspondence with Mr. 
Kreutz? 

Mr. Youncer. As far as I know. I don’t know of any other 
correspondence on these matters that I have had with Mr. Kreutz 
but what is in there. 

Mr. Fiscuspacu. When did you first get the idea of bringing a law- 
suit against the Federal home loan bank of San Francisco? 

Mr. YounGrer. I didn’t get the idea. 

Mr. Fiscupacu. Who did? 
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Mr. Youncer. Our attorneys broached that subject first; Mr. 
Rosenshine and Mr. Holmes. 

Mr. Fiscupacn. They brought the idea to you? 

Mr. YounGer. Yes. 

Mr. Fiscuspacn. Who suggested to you that you should take the 
position tn that litigation which you did? 

Mr. Youncer. | think that came from Mr. Rosenshine and Mr. 
Holmes. 

Mr. Fiscuspacu. We are aware, and I am sure that you are, too, 
that both of those gentleman are dead? 

Mr. Youncer. That is right. 

Mr. Fiscuspacn. Who is there alive with whom you discussed the 
matter before the suit was instituted? 

Mr. YounGer. Why, they had a meeting. 

Mr. Fiscupacaw. Who had a meeting? 

Mr. YounGer. They had a meeting over in Mr. Holmes’ office in 
Oakland. He called the associations together. 

Mr. Fiscuspacu. Who suggested that vou should become an indi- 
vidual who would solicit funds and contributions? 

Mr. YounGer. | didn’t solicit funds. Mr. Rosenshine took the 
lead as the leading counsel; they asked us, they sent the contributions 
to us, for us to disburse. 1 don’t know that there was any solicitation. 
They all agreed to carry their pro rata share. 

Mr. Fiscupacn. Didn’t you solicit funds? 

Mr. Younger. I sent letters to them at the time we needed the 
money, yes, but they all agreed in the meetings, as I recall it, to pay 
their pro rata share and when the time came for money —also, I asked 
Jack Baillie down here. In fact, | don’t know if he volunteered it or 
what happened, but I was discussing it with him and he promised to 
give some money to it, to the cost, which he finally did, personally, 
out of his own funds. 

Mr. Fiscupacn. Who suggested to you the establishment of this 
account 3866 marked in evidence here as ‘‘Rhoades Exhibit No. 5’’? 

Mr. Youncer. | don’t think anybody suggested it. 

Mr. Fiscupacu. Have you produced the minute book of the 
Citizens’ Federal Savings and Loan with respect to this lawsuit? 

Mr. Youncer. Did I what? 

Mr. Fiscupacn. Read the question. 

(Question read.) 

Mr. Younger. No, I haven't. 

Mr. Fiscupacu. Weren't you aware that it was called for? 

Mr. Younger. No, sir. 

Mr. Fiscupacn. Will you call Mr. Rhoades into the room. 

Mr. Rhoades, did you produce the pages of the minute books of the 
Citizens’ Federal Savings and Loan Association, which I examined on 
October 13? 

Mr. Ruoaprs. Ne, I did not. 

Mr. Fiscupacu. Why didn’t vou? 

Mr. Ruoapss. | forgotit. They weren't mentioned in the sub- 
pena and I was going by that, or were they mentioned? 

Mr. Younger. There was nothing said to me and | don’t think 
the subpena mentioned anything about any minutes. 

Mr. V'iscusacu. Mr. Younger, vou have not been asked a question. 
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Mr. Rhoades, I will show you Rhoades Exhibit No. 1 and call your 
attention to the requirement of that subpena which reads, “and all 
other books and papers containing data, correspondence, or memo- 
randa pertaining thereto.” 

Mr. Ruoapes. Yes. 

Mr. Fiscupacu. You were aware, were you not, of the language 
contained in the document, which has been marked as “Rhoades 
Exhibit No. 1’’? 

Mr. Ruoapges. Yes. 

Mr. Fiscuspacnu. You were also aware, were you not, of the fact 
that we, on October 13, examined various papers of the Citizens’ 
Federal Savings and Loan Association, and among the papers I asked 
you to produce, which you did produce, were the minute books of that 
association and that various minutes of that association had been 
interleafed? Also that I examined the various resolutions pertinent 
to the action of the board of directors in connection with this lawsuit? 

Mr. Ruoapes. I will have to ask you what you mean by “inter- 
leafed’’? 

Mr. Fiscunacn. Do you recall telling me when. I called attention 
to the fact that there was a piece of paper in the minute book at two 
places, two pieces of paper, do you remember telling me about that? 

Mr. Ruoapss. Yes. 

Mr. Fiscupacu. You told me one of your directors had some few 
months before come in and complained that the minutes were falsified? 

Mr. Ruoapes. He didn’t complain to me; he brought it up at 
the meeting. 

Mr. Fiscupacu. You accounted for the presence of the minutes or 
of the pieces of paper that were interleafed and the minutes that 
were interleafed? 

Mr. Ruoaprs. I marked them for the directors’ meetings. I didn’t 
say ‘‘falsified.”’ He said he did not remember the occurrence in the 
directors’ meeting minutes. So I had it out to show the board, as 
a whole, the minutes. 

Mr. Fiscupacu. Didn’t you call my attention to the fact that 
Mr. Banker, who is a director, had made the contention to you that 
the minutes were falsified and that you, upon examination of tly 
minutes, discovered that neither you nor he had been present : 
those meetings which were so marked? 

Mr. Ruoapes. At one of the minutes. 

Mr. Fiscupacn. You deny you used the word “falsified’’? 

Mr. Ruoapes. I do. 

Mr. Fiscupacu. I call your attention to the fact that the minutes 
were called for in the subpena and I call your attention to the fac! 
that any books, papers, or records of the association which contain 
any entry pertaining to the subject matter of the lawsuit, which w 
instituted in the Federal district court at San Francisco by the 
Citizens’ Federal Savings and Loan Association, and to which lawsuit 
we have referred, are desired by the subcommittee. 

Mr. J. H. Horrman. I will object to that question, Congressman 
because it is not a true statement of the facts. Counsel has said 
something about falsification, which the witness had no prior know!- 
edge of or has never heard of the word before. He didn’t use it in that 
connection. F urther, there is a reference to action, an action started 
by the Citizens’ F ederal Sav ings and Loan Association; no such thin, 
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took place. The action is entirely different and was commenced 
by a number of associations. 

“Mr. Fiscusacn. I don’t know if you are hard of hearing but your 
statement certainly manifests either an inaccurate understanding of 
what I said or else it is a perverted characterization of what I said. 

Mr. J. H. Horrman. I don’t think so at all. I think you are trying 
to put words into the witness’ mouth and I think there is a limitfas 
to how far any counsel should go. 

Mr. Friscupacu. Will you be good enough to read back what | 
stated to Mr. Rhoades so that the chairman can have that clearly 
before him? 

(Record read.) 

Mr. Fiscupacnu. | would like to ask the chairman to ask the 
witness to produce those documents forthwith. 

Mr. J. H. Horrman. We will produce those. 

Mr. Houirreip. You are directed to produce those. 

Mr. Ruoapes. Would it be satisfactory to mail them down? I have 
no reason for not bringing them down. I had to change my connec- 
tions on the plane yesterday. I was going to go out in the evening 
and | took an earlier plane. I went down to the airport at 2 o’clock. 
I left the office before noon. I had most of this stuff ready and I just 
grabbed what I had and came on down. 

Mr. Houirietp. Can those records be produced here by tomorrow 
night? 

Mr. Ruoapes. I see no reason why, if by air mail, they cannot be 
here. 

Mr. Fiscupacu. Registered air mail will be satisfactory. The 
witness is obviously in a position to give instructions right now that 
they be forwarded, Mr. Chairman. 

Mr. RHoapes. What you want is an abstract of the minutes? 

Mr. Fiscupacn. What I want is stated in the record. Mr. Re- 
porter, will you please read that back again? 

(Record read.) 

Mr. J. H. Horrman. That does not specify what is wanted. If 
counsel will specify we will get anything that the committee wishes. 

Mr. Fiscupacu. I am going to say all [ need to say on the subject; 
I have said everything that I need to say, Mr. Chairman. The rest 
is up to the witness. 

Mr. Honirieip. You are directed to comply with the request of 
counsel for the committee and the committee and bring such other 
books you have, which pertain to this matter, as required in the 
original subpena. 

Mr. Ruoaprs. There was one book, the dates just following the 
filing of the original suit by the 10 associations, and I presume that 
is what Mr. Fischbach wants. 

Mr. Fiscnonacu. You are not under any misapprehension as to the 
papers I examined on October 13, are you? 

Mr. Ruoapres. No. There were two different months in the rec- 
ords, I believe. 

Mr. J. H. Horrman. What kind of records are you talking about? 

Mr. Ruoapes. Minutes. 

Mr. J. H. Horrman. Are they in a bound volume? 

Mr. Fiscupacu. May I suggest to you that those things vou can 
ascertain from your client at some other time and that you do it 
somewhere else. 
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Mr. J. H. Horrman. I want to be practical about it. I think the 
Congressman does, too. If it isa separate sheet that can be taken out, 
that would be a simple thing to mail down. I don’t know if it is in a 
bound book or not. 

Mr. Houirreitp. What is the nature of that? 

Mr. Ruoapes. It is a bound book. 

Mr. J. H. Horrman. Would you have to send the whole thing or 
just one sheet? 

Mr. Ruoapes. You could tear it out. 

Mr. Fiscupacn. You needn’t tear it out; you can have it photo- 
graphed or photostated and send it down. 

Mr. J. H. Horrman. Can you arrange to have that done right 
away? 

Mr. Ruoapes. Surely. 

Mr. Hourrrecp. It may be clear in your mind and his mind, but 
I want it to be clear in my mind so there be no misunderstanding later 
on as to records being withheld. 

Mr. Fiscusacu. To begin with, there never has been a time that 
Mr. Rhoades was under the slightest misapprehension as to what 
records we desired. There never would have been occasion for the 
issuance of a subpena had the request for the issuance of a subpena or 
the necessity of it not emanated from Mr. Rhoades and counsel for 
the association. Now that subpenas were issued, I simply call atten- 
tion to the fact that the required papers were not produced. 

I specifically included in the subpena the requirement that any other 
books, papers, memorandums, containing entries or bearing upon the 
subject matter of the correspondence, which relate to the lawsuit, 
should be produced. 

Mr. Houtrretp. Did you bring any other books or papers outside 
of the numbers given in the subpena, outside of 4133, 3866, and so 
forth? 

Mr. Ruoapes. There were a couple of others | have brought that 
showed to vou, counsel, which counsel did not seem to wish. 

Mr. Houtrietp. That you have already shown us, vou mean? 

Mr. Ruoapes. Yes. 

Mr. Houirretp. You returned those, did you not? 

Mr. Fiscupacnu. Yes. 

Mir. Houtrietp. They are not pertinent to this inquiry? 

Mr. Fiscupacnu. That is right, Mr. Chairman. 

Mr. J. H. Horrman. My only point, Congressman, is this: First 
of all, that is a verv general statement in the subpena. There is no 
reference to minutes. It would have been simple enough to put the 
word “minutes” in there. In view of our attitude, we are not with- 
holding anything; we would like you to know that that is our attitude, 
that we are withholding nothing. 

I do think we should know what is wanted and then we will get it for 
you. As | understand it from counsel, what vou want are photostatic 
copies of the pages of the minute book that have anv reference at 
all, at any place, to this litigation; is that right? 

Mr. Fiscunacnu. The minute book or any other books. 

Mr. Houtrreip. Are there any other books that vou know of o1 
papers that you know of that pertain to this which have not been 
specifically pointed out here? 


Mr. Youncer. No. 
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Mr. Houirievp. All you know of is the minute book? 

Mr. Ruoapes. Yes. 

Mr. Houirietp. You. will present them, photostatic copies of 
them, will you? 

Mr. Ruoapes. Yes, provided I can get them photographed Satur- 
day. : 

Mr. Fiscusacu. I can point out to you now that you can get them 
photographed right now. All vou need to do is to telephone. 

Mr. J. H. Horrman. Where can we telephone from? 

Mr. Hourrieip. From the room right next door. 

Mr. J. H. Horeman. Go ahead and do that. 

Mr. Ruoapes. Can I do that? 

Mr. Younger. As far as | am concerned, ves. 

Mr. Ruoaprs. The trouble is I don’t know those dates. 

Mr. Younger. Were there still notations left in the minute book 
when vou finished talking to him? 

Mr. Raoapes. You mean the two tabs? 

Mr. YouNGER. Yes. 

Mr. Ruoapes. Yes, but they are not there now. 

Mr. Younger. I don’t know the dates myself. 

Mr. Ruoapes. We know the date the suit was filed. 

Mr. Youncer. Will you do this, Congressman? We are not 
trying to withhold anything; wouldn't it be just as reasonable if Mr. 
Rhoades could go back up there tonight and go down to the office 
tomorrow morning? He knows what vou want and then he can get it 
photographed and send it down here by air mail. It may reach vou 
Monday. What difference does it make if it reaches you Monday 
and not tomorrow or the next day? 

Mr. Hourrievp. If vou will have those records in the custody of 
the committee by Monday afternoon at 6 o’clock, why, we will con- 
sider that satisfactory. 

Mr. Younger. Thank you very much for your consideration, 
Congressman. 

Mr. Fiscupacn. I do not want, Mr. Chairman, to be confronted 
with an assertion that the association’s offices were closed. This is 
not of our own making; this is entirely of their own making. 

Mr. Houtrrevp. I realize that. The matter of original obstruction 
of the subeommittee’s work is a matter that will be considered by the 
full committee, in session, at Washington. As long as these gentle- 
men have shown a willingness to cooperate, although belatedly, 
I am going to show them courtesy and give them an opportunity to 
do what I consider to be reasonable on this matter. 

Mr. Fiscuspacu. That should be taken into consideration by the 
committee when it takes up the disposition of these other matters, 
too. 

Mr. Hourrrevp. That is right. I want to say that any subsequent 
breach of agreement on your part, will put me in the position wher 
1 will have to deny further acts, unusual acts of courtesy. 

Mr. Ruoapes. Don’t worry; I thoroughly regret the withholding 
of the records last Monday, even though I felt I was justified. Do 
you wish me to stay now? 

Mr. Fiscunacn. That is all. 

Mr. Younger, coming back to the initiation of this lawsuit, who 
suggested that you should be the one who should receive and han- 
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dle the funds that were contributed to that cause by the various par- 
ties who did contribute? 

Mr. Youncer. That I couldn’t say; it was so long ago I couldn’t 
say; it was so long ago I couldn’t say. 

Mr. Fiscusacu. Is there anything wrong with your memory? 

Mr. Youncer. Not that I know of; I have an average memory. I 
don’t recall who suggested anything. I said when the money came 
in we put it into this account; we opened an account for it rather 
than put it into the bank. 

Mr. Fiscupacu. When you say ‘‘we’’ you mean yourself? 

Mr. Youncer. Yes. I asked that funds be put in there, sure. 
They came in and the checks came into the Citizens’ Federal. 

Mr. Fiscuspacu. From time to time you accounted to different 
people for the distribution of these funds, did vou? 

Mr. Younaer. Yes, that is right; we handled that. 

Mr. Fiscupacnu. You still say you did not solicit funds? 

Mr. Youncer. I didn’t say I didn’t solicit. The agreement was, 2 
to start with, that the associations would prorate the amount as the 
number of associations came in. 

Mr. Fiscuspacu. I observe, Mr. Younger, when the lawsuit was 
filed, in addition to the names of Mr. Holmes and Mr. Rosenshine, 
the name of Mr. Burns also appears as counsel. 

Mr. YounGer. Yes. 

Mr. Fiscunacu. Did Mr. Burns also suggest the institution of this : 
lawsuit? 

Mr. Younger. No. Burns was an employee, as I understood it; 
I never knew the exact relationship, but he was in Mr. Rosenshine’s 
office. I had never met Mr. Burns in relation to any of our business : 
until this lawsuit. I don’t know whether he was employed by Mr. 
Rosenshine or whether he had a separate office there. I knew nothing 
of the relationship, but he was in Mr. Rosenshine’s office. 

Mr. Fiscupacn. Is it your testimony that the idea of this lawsuit 
originated with the two lawyers you have mentioned? 

Mr. Youncer. As I recall it, ves. 

Mr. Fiscunacn. You were receptive to that idea; were you? 

Mr. Younacer. Yes. 

Mr. J. H. Horrman. Do you understand what that question means, 
what he is asking you? 

Mr. Youncer. That I was receptive to what? 

Mr. Fiscurnacnu. Read the question. 

(Question read.) 

Mr. J. H. Horrman. It wasn’t clear to me. I wondered if the 
question was clear to you. Read it again, Mr. Reporter. 

(Question read.) 

Mr. YounGer. That a lawsuit should be established? 

Mr. Fiscuracu. You have heard the question twice. Were you 
weren't vou? 

Mr. Youncer. Yes, and I want to explain my answer. 

Mr. Fiscuracu. I am not interested in an explanation. 

Mr. Younaer. I think I have a right to explain, Mr. Congressman, 
an answer that I gave. 

Mr. Fiscuracu. You will be afforded an opportunity to make any 
statement you like later. 
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Mr. J.H. Horrman. Justa minute. In any court or proceeding that 
I have been in, when a witness makes a “‘yes’’ or “‘no”’ answer, he has 
a right to explain it. We are not without any legal principles in this 
proceeding, Mr. Congressman. 

Mr. Youncer. All I am trying to do is to give you my attitude on 
it. Iam not trying to hide anything. 

Mr. HouirieLp. You may make a brief explanation of that answer. 

Mr. Younaerr. Thank you. My feeling all along was that if there 
were any damages arising from the Long Beach case adjudicated, they 
were not damages that should be attached to the Los Angeles bank, 
the San Francisco bank, or the Portland bank, because the banks 
have nothing to do with those cases. 

Mr. Houirietp. We will accept that. I think I understand your 
position. 

Mr. Younaer. If there were any damages, they should have been 
assessed against those who caused the damages. I have taken that 
position and have fought for that position consistently all the way 
through. I still believe in it fundamentally. That is why I say when 
you are receptive—when you ask me if I was receptive—I didn’t 
want any damages or any diminution of our interest in the home loan 
bank to result because of some action other than the bank’s action. 

Mr. Fiscupacu. Tell us something about your meeting with 
Mr. Rosenshine and Mr. Holmes, when the idea of bringing this 
lawsuit was suggested. 

Mr. Younger. They met over in, as I recall, in Mr. Holmes’ office 
in Oakland, in his law office. The associations were represented; 
part of them were represented by counsel and part of them by man- 
agers. The attorneys outlined what the situation was and asked 
them whether or not they were interested in filing a suit to prevent or 
to restrain the directors from the San Francisco bank from entering 
into an agreement to pay damages, which we felt were not damages 
that were a result or a cause of the bank and should not be paid by 
the bank. 

Mr. Fiscupacu. So there was no doubt at all in your mind, and 
you want the committee to so understand, that the idea of this lawsuit 
originated with the attorneys and not with you; is that correct? 

Mr. Youncer. I did not originate the suit. I am very definite on 
that. As I recall, I did not initiate the suit. 

Mr. Hourrietp. These were outside attorneys; were they not? 

Mr. Younger. Mr. Holmes, who later became president of the 
bank, was at that time attorney for the Pioneer Savings and Loan 
Association. He owned the Pioneer Savings and Loan Association. 
It was a capital-stock company. He was attorney, I think, for one 
other association over in Oakland. Mr. Rosenshine was our attorney 
and had been interested in the savings-and-loan business and had 
represented the savings-and-loan commissioner of the State of Cali- 
fornia in the Odell case for a long time, and had considerable savings- 
and-loan-work experience over the past years. 

Mr. Fiscupacu. Is it your testimony, Mr. Younger, that Mr. 
Holmes conceived of the idea to bring this suit? 

Mr. Younaer. I didn’t say it was his idea. I say, as far as I 
know, it was the attorney’s. Now, who took the initiative or who 
started it, | don’t know. You must remember that there were a lot 
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of meetings held on this bank case. There were group meetings and 
many other kinds of meetings. As you know, these things don’t 
come up just one at a time. 

Mr. Fiscupacnu. Mr. Holmes later became president of the bank, 
did he? 

Mr. Youncer. That is right. He later became president of the 
bank, and he was still counsel on this suit when he was elected president 
of the bank and approved as president of the bank. 

Mr. Fiscusacn. Did you communicate to Mr. Fahey the fact of 
instituting this lawsuit? 

Mr. Youncer. I can’t recall; if there are any letters in there, they 
would show what they show; that I couldn’t recall offhand. 

Mr. Fiscusnacn. Were you in communication with him prior to the 
institution of the lawsuit, in connection with it? 

Mr. Youncer. No;not that I know of. 

Mr. Fiscunacu. How about Mr. Angell, did you talk to him about 
it before bringing suit? 

Mr. Youncer. Well, that is a hard question. I have talked to 
Mr. Angell many, many times. 

Mr. Fiscupacu. | didn’t ask you that. I asked you a specific 
question. 

Mr. Younerer. | couldn’t say. I won’t say whether I did or not 
because | don’t recall ever discussing it prior to the institution of the 
suit. I don’t know. 

Mr. Fiscupacu. How about Mr. Siegel, do you know him? 

Mr. Youncrer. No; I don’t know him. 

Mr. Fiscuspacu. Do you know Mr. Twohy? 

Mr. Younaer. Yes. 

Mr. Fiscupacu. Did you have any communication with him? 

Mr. Youncer. Yes; not particularly before the suit was filed, 
though. There is correspondence there with Mr. Twohy. There is 
one letter from Mr. Siegel; but, as I understand it, as I recall, those 
letters were written considerably after the litigation. 

Mr. Fiscupacu. You did not discuss with your board of directors 
the institution of this lawsuit ; did you? 

Mr. Youncer. Mr. Rosenshine discussed that on numerous oc- 
casions with the board of directors. 

Mr. Fiscupacu. That isnot what Il asked you. 

Mr. Youncer. I will say this: Both Mr. Rosenshine and I dis- 
cussed this with the board. 

Mr. Fiscupacu. Before the institution of the suit? 

Mr. Youncer. As I recall it, ves. There was no record made of tt. 
I don’t think the minutes show it. That was discussed at another 
time. At that time I thought Mr. Rosenshine had discussed it with 
the board 

Mr. Fiscunacu. Isn’t it a fact that vou brought this suit without 
ever consulting with the board? 

Mr. Youncer. I don’t think so; that is not my opinion. 

Mr. Fiscunacu. I did not esk for your opinion. I asked for your 
testimony. 

Mr. Youncer. I would say no; that I did discuss it with them 

Mr. Fiscuracn. Is it your testimony that you discussed the 
institution of this lawsuit with the board of directors of the Citizens’ 
Federal prior to the institution of the lawsuit? 
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Mr. Youncer. That is my recollection; yes. I think the whole 
conversation was instituted by Mr. Rosenshine, and I entered into the 
discussion. I felt they were acquainted with it before it was filed and 
Istillthink so. That is my testimony. 

Mr. Fiscupacu. In the event the minutes of the association show 
otherwise, how would you reconcile your testimony with the record? 

Mr. Youncer. There were a lot of things discussed in the board 
meetings that do not result in action by the board. It doesn’t result in 
a resolution at all times. At the last board meeting, I discussed 
salaries with them but we didn’t pass any resolution. We finally 
agreed on a committee, but there are a lot of things we discuss that 
don’t result in action that is recorded. 

Mr. Fiscupacu. I asked you how you would reconcile your testi- 
mony with the written records of the minutes of your board meetings, 
if the written record of the board meeting shows suit was instituted 
without discussing it with the board. 

Mr. Youneer. I will say we discussed it, but apparently there 
was no motion made; no record made of it. 

Mr. Hourriretp. I have been a director of a building-and-loan 
association myself, Mr. Younger. J cannot conceive of a board of 
directors instituting a suit of this importance without taking formal 
action in a resolution. 

Mr. Youncer. You are right, Mr. Congressman; [| agree with vou. 
We have discussed the matter up there at the board. TI still think 
and I ean remember the discussion of it and Mr. Rosenshine’s discus- 
sions of it with the board. Why no action was taken or why there is 
no record, I cannot say. 

Mr. Homirinip. This involved the expenditure of quite a bit of 
funds; and when I was a director of a building-and-loan association 
certainly in the expenditures of funds—we tried to have a resolution 
to show that. 

Mr. Fiscupacu. It is your testimony that you discussed it with 
your board of directors, that is, the institution of the lawsuit, with the 
board of directors prior to the time it was instituted? 

Mr. Younaer. That is my testimony on that: that I did discuss it 
with them. 

Mr. Frscupacu. You stand on that testimony; do vou? 

Mr. Youncer. Yes; J stand on that testimony that I did discuss it 
with them. 

Mr. J. H. Horrman. I could testify on that at this point, if you 
wish it, or would you rather have it come later? I am also a director. 

Mr. Fiscupacn. We will decide that later, Mr. Hoffman. 

I will show you a communication addressed “ Dear Archie,” dated 
August 6, 1948, which is contained in a file marked ‘“‘ Rhoades Exhibit 
No. 8.’ I will ask you, if vou still insist, that vou did not solicit 
contributions to the funds which were deposited in account No. 3866. 

Mr. Younaer. [| notified the institutions when the money was due. 
There was no solicitation. The associations previously agreed, each 
of them, to carry their pro rata share. I[ notified them if, as, and 
when the funds were necessary. The only other case was the case 
of Mr. Baillie. 

Mr. Fiscunacn. In your communication with Mr. Baillie, did you 
suggest any course of action to him in connection with this lawsuit? 
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Mr. YounGer. Not that I recall. I don’t recali the contents of 
that letter at all. The only thing I recall is that there was some 
money promised and he finally gave us a check out of his own funds. 
his personal funds. That letter is there in the file. 

Mr. Fiscunacu. Did you ever receive a letter from any of you 
colleagues in this lawsuit, which referred to this transaction as ‘“a hot 
potato’’? 

Mr. Youncer. I don’t know. 

Mr. Fiscupacu. You do not know? 

Mr. YounGer. I don’t recall; it may be in there. They are all in 
there. I wouldn’t say. It is impossible for me to remember every- 
thing that is in those letters. 

Mr. Fiscurnacu. Have you had any occasion to respond to such a 
communication, if such a communication was received by you? 

Mr. Youncer. That I wouldn’t know. If I did, it is there. 

Mr. Fiscusnacu. When this suit was under way, you thereafter had 
occasion to address a number of letters to the industry generally, 
advising the industry as to what the objectives of the lawsuit were? 
Do you recall that? 

Mr. Youncer. Those letters did not come from me personally. 

Mr. Fiscusacu. Did you mail them out? 

Mr. Youncer. Yes; as the operator of that fund, we mailed them 
out, and they were prepared and sent to me by the attorneys. As a 
matter of fact, I think the first one was written by Mr. Holmes along 
with Mr. Rosenshine, and I don’t know about the seeond one that 
went out; I think there was a collaboration of several. Who it was, 
I forget. Those copies are also in there. 

Mr. Fiscuspacn. Tell us, Mr. Younger, what your contact with 
Mr. Siegel was in connection with this lawsuit. 

Mr. Youncsr. I don’t recall now. There is a letter in there from 
Mr. Siegel. I don’t recall what it was about. There was only one 
letter, I think, that I ever wrote to Mr. Siegel. 

Mr. J. H. Horrman. Who is Mr. Siegel? 

Mr. Fiscuspacu. Who suggested that you communicate with Mr 
Siegel? 

Mr. Youncer. That I don’t know I don’t know whether it was 
Mr. Davis or Mr. Vander Ende or Mr. Angell, or who it was, that 
gave the idea to write Mr. Siegel on whatever it was. I couldn’t tell 
you who suggested it. 

Mr. Fiscurnacu. Who suggested that you communicate with Mr 
Fahey in connection with this lawsuit? 

Mr. Youncrer. Mr. Fahey and I have exchanged correspondence on 
this bank matter off and on for quite a while, as the file there shows 
Nobody suggested that. 

Mr. Fiscuspacnu. Who suggested that you communicate with Mr 
Twohy in connection with this matter? 

Mr. Youneer. No one. Jim Twohy and I are warm persona! 
friends of years standing. I have known him ever since we were 1) 
college. I have the highest regard for Mr. Twohy. 

Mr. Fiscupacu. Are you also acquainted with a gentleman by the 
name of Weinblatt? 

Mr. Youncer. I don’t know him, no. 

Mr. Fiscupacu. Do you know what his relations with Mr. Twohy 
are? 
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Mr. YounGer. No. 

Mr. Fiscupacu. Did you ever hear his name mentioned? 

Mr. Younacer. Yes, I have heard his name in connection with this. 

Mr. Fiscuspacu. Have you ever talked on the telephone to Mr. 
Weinblatt? 

Mr. Youncer. Not that I know of. I don’t think I have ever had 
any conversation with him. I don’t think I ever met the man in 
any way, shape, or manner. 

Mr. Fiscupacu. Did Mr. Twohy suggest to you that he might be an 
intermediary between you two? 

Mr. YounGeEr. No, sir. 

Mr. Fiscupacu. Did Mr. Twohy ever mention his name to you? 

Mr. Youncer. Yes. The only time that I recall that it was ever 
mentioned was that he was back there in Washington at some time 
during these negotiations for the election of a president of the Los 
Angeles bank, and he tried to get into his office, into Twohy’s office. 
Mr. Twohy said he wouldn’t have him in there except with Mr. Lee, 
counsel, being present. Why, I don’t know, but that is the only time 
that I know of that Jim ever mentioned anything about it. 

Mr. Fiscupacnu. Did he identify Mr. Wemblatt to you? 

Mr. Youncer. No, not particularly. I don’t know that we dis- 
cussed the thing particularly at all, because it wasn’t anything I was 
particularly interested in. 

Mr. Fiscupacu. Why were you concerned with the designation of a 
president for the Los Angeles bank? 

Mr. Youneer. No more than trying to get a president—at the 
time of the San Francisco bank I.recommended several men. I tried 
to get Mr. Lee, after he was approved, to accept it. You will find 
letters in there where I wrote to him. As a matter of fact, I recom- 
mended Vander Ende at the time when Mr. Vander Ende was elected 
president of the San Francisco bank. 

Mr. Fiscupacu. How long have you known Mr. Angell? 

Mr. Younger. Mr. Angell? 

Mr. Fiscupacu. Yes. 

Mr. Younger. I know Mr. Angell, I think—Mr. Vander Ende 
introduced me to Mr. Angell. 

Mr. Fiscuspacn. What have your relations with Mr. Angell been? 

Mr. Youncrer. No relations at all other than just a friend. 

Mr. Fiscusacu. To what extent have you visited with Mr. Angell? 

Mr. Younaerr. I visit with him every once in a while; that is all. 
He doesn’t handle any business for us or anything else. I have no 
relations with him. I have never been on a party with him. I have 
never been in his home and he has never been in my home. 

Mr. Fiscusacu. Did you discuss with Mr. Angell the institution of 
this lawsuit? 

Mr. Youncer. Not that I recall. Bill Davis was on the board of 
the Federal home loan bank. He sat in the meetings. He knew all 
about it. He may have discussed it, but I don’t recall particularly 
discussing it with Mr. Angell. 

Mr. Fiscupacu. Have you ever had occasion to discuss with Mr. 
Davis the fact that he was suing himself as a director? 

Mr. YounceEr. No. 

Mr. Fiscupacn. You were aware of that, were you not? 
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Mr. Youncer. That is what they tell me; [I never discussed 
with him. 

Mr. Fiscupacn. Don’t you know that of your own knowledge? 
Did you have to rely on someone else to tell you a thing like that! > 

Mr. Youncer. You mean since he acquired the community associa- 
tion? 

Mr. Fiscupacu. Didn’t Mr. Davis bring suit against himself in 
this very action? 

Mr. Youncrer. No, I don’t think so. 

Mr. J. H. Horrman. I think you are asking him for a legal opinion, 
I do not believe that is a proper question, 

Mr. Houirinip. Mr. Davis was in a dual capacity, serving in a dual 
capacity, was he not? 

Mr. YounGcer. Now, as I| recall it, at the time the suit was filed, 
Mr. Davis had the First Federal of Oakland and the Community 
Federal. Whether he was a director or whether they had taken that 
over at that time | do not know at this time. It is a matter of dates 
and I couldn’t say. Later on he did merge the two companies and 
the Community was a part of it and to that extent, why, certainly 
he was on both sides of the fence. I think that is true but as to the 
dates, Mr. Congressmen, I couldn’t say. 

Mr. Hourrretp, That can be ascertained. 

Mr. Youncrr. Those dates, those mergers are in there. As 
matter of fact, | have some correspondence in there which will show 
my good faith in this thing; as good a friend as I bave been of Bill 
Davis all these years, you will find in there that I disagreed with that 
merger. | don’t think it is a good thing for the business and you 
will find correspondence in there. I have certain strong feelings and, 
peculiarly, when [ have them I can’t help but express them.  [ can’t 
help express them even to Bill; as good a friend as I am to Bill, [ 
think that merger wasn’t a good thing and I so expressed it in there. 

Mr. Fiscupacnu. Coming back to this lawsuit now, weren’t you 
aware of Mr. Davis’ position in the matter, being on both sides of 
the litigation? 

Mr. Youncer. No. That did not occur to me and I am not sure 
it was so at the time of the institution of the lawsuit. I don’t know 
as to the date. IL would have to refresh my memory as to dates 
before | could answer that question, sir. 

Mr. Fiscupacu. That had never come to your attention before now? 

Mr. YounGer. | haven't thought of it particularly before. 

Mr. Fiscupacu. Did there come a time when you discussed this 
lawsuit with Mr. Burns? 

Mr. Youncer. With who? 

Mr. Fiscunacn. Did there come a time when you discussed this 
lawsuit with Mr. Buras? 

Mr.. YounGer. Oh, ves, sure. There is in the file an opinion of 
Mr. Burns in regard to that lawsuit and the counterlawsuits. I have 
discussed with Mr. Burns the situation and he still is representing the 
group, so far as the group is concerned. 

Mr. Fiscupacu. liave you ever read the complaint in this lawsuit? 

Mr. Youncer. Yes, I read it at the time. 

Mr. Fiscupacn. Do you remember what was set forth in that 
complaint? 
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Mr. Younaer. I couldn’t say offhand; it has been 3 or 4 vears ago. 
I haven’t read it since or looked at it since. As far as I know, the 
case is dismissed and we are not interested in it at all. 

Mr. Fiscupacu. Do you know that the case is dismissed? 

Mr. Younger. That is what Mr. Burns tells me. We have in- 
structed him to dismiss it and he tells us it is dismissed. That is all 
I know; I am not a lawyer. He was instructed to dismiss the case. 

Mr. Fiscupacn. Did you ever make an application to dismiss this 
case on notice to the parties plaintiff and the parties defendant? 

Mr. Younaer. I wouldn’t know. You are talking legal terms that 
I know nothing about, Mr. Fischbach. I don’t know those terms. 
All we did was instruct Mr. Burns to dismiss the case. We are not 
interested in it any longer. 

Mr. Fiscupacnu. Are vou interested in whether the case is or is not 
dismissed? 

Mr. Youncer. He told us it was. If it isn’t, I will have to find 
out; that is all I know. 

Mr. Fiscupacn. With regard to this complaint, do vou know where 
the attorneys got their information im drawing the complaint? 

Mr. Youncer. I do not; no. 

Mr. Fiscupacn. Did you know at the time the complaint was 
drawn? 

Mr. Younecrer. Where they got the information? 

Mr. Fiscupacu. Yes. 

Mr. Youncer. I never asked. 

Mr. Fiscupacn. Did you furnish any of the information? 

Mr. Youncer. All I knew about that at the time was that there 
was a proposed settlement that was going to be presented to a board 
meeting. The board meeting was to be held outside of the State. 
I forget where it was. When the attorneys brought this up, sup- 
posedly this agreement was to be presented and the suit was instituted. 
It later developed the proposed settlement was never presented at the 
meeting. ‘Three days later we were enjoined, anyway, in ovr suit 
and nothing has happened since. 

Mr. Fiscupacu. Did you furnish any of the information to the 
attorneys for the plaintiffs in this case? 

Mr. Youncrer. Not that 1 know of. 

Mr. Fiscunacn. Did Mr. Archibald? 

Mr. Youncesr. I couldn’t say. 

Mr. Fiscunacn. Did any of the plaintiffs furnish any information 
to the plaintiffs’ attorneys? 

Mr. Youncer. I don’t know. We did not prepare it. The attor- 
hevs prepared it and where they got the information I do not know. 

Mr. Fiscunacn. Where did the attorneys get the information 
alleged in paragraph XII that plaintiffs allege that the defendant 
directors of the San Francisco bank are about to authorize and will 
authorize, unless restrained by order of this court, the execution of an 
agreement of settlement in accordance with an offer of compromise. 
Where did you get that information? 

Mr. Younecrer. That I don’t know 

Mr. Fiscusnacn. Where did they get that information? 
Mr. Youncer. That I don’t know. 

Mr. Fiscanacn. Did vou ever know that? 
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Mr. Youncer. No. All I knew was talk of this settlement was 
coming up; where the information came from I don’t know. 

Mr. Fiscnpacn. Where did you get the information that the 
directors were about to dissipate and convert the assets and the funds 
of the San Francisco bank, which is alleged in this complaint? 

Mr. Youncer. I didn’t get the information on any of that; I didn’t 
gather that information. 

Mr. Fiscupacn. Upon what information did you permit the 
Citizens’ Federal Savings & Loan Association to join as a party 
plaintiff in this lawsuit? 

Mr. Youncer. Did what? 

Mr. Fiscupacn. Read the question. 

(Question read.) 

Mr. Youncer. That I don’t know; I don’t even understand 
the question. 

Mr. Fiscuracn. You don’t? 

Mr. Youncer. No, I don’t know what vou mean by that. 

Mr. Fiscupacn. Let me see if we cannot make it clear to you. 

Mr. Youncer. You see, I am not a lawyer. 

Mr. Fiscupacu. I understand that you are not. What were your 
duties with the Government when you worked for the Government? 

Mr. Youncer. | was in the savings and loan division. I was in 
that division primarily, and bandling the disbursement of HOLC 
funds for the asséciations and the Federal listing of institutions and 
insuring of institutions in field work. 

Mr. Fiscupacu. You surely knew what the significance was of 
lending the name of the San Francisco Federal Savings and Loan 
Association to this lawsuit. 

Mr. YounGer. They all joined; the 10 of them. 

Mr. Fiscuspacnu. That isn’t what I asked you. I will ask it again. 
We are going to take this step by step, because you have professed 
ignorance to the questions I have put to you. You knew at the time 
you gave the name of the San Francisco Federal Savings and Loan 
Association and the Citizens’ Federal Savings and Loan Association 
to this lawsuit that the association was drawn in the lawsuit as a 
party plaintiff? 

Mr. Youncer. They all met in this meeting. : 

Mr. Fiscupacu. I will ask you the question once more: You knew 
at the time that the Citizens’ Federal Savings & Loan Association 
joined in this lawsuit, that it was joining in the lawsuit as a party 
plaintiff, did vou not? 

Mr. Youncer. That is right; Citizens’ were, that is right. 

Mr. Fiscuracnu. You knew that? 

Mr. Youncer. Yes, I knew that. 

Mr. Fiscunacn. I gather from your testimony that you stand four 
square on the proposition that the Citizens’ Federal Savings and Loan 
Association knew about that, too, because you had discussed it with 
the board of directors? 

Mr. Youncer. That is my recollection, ves. 

Mr. Fiscusacn. I will ask you what information you had with 
regard to the matters alleged in this lawsuit, which you submitted 
to the board of directors, prior to the institution of the lawsuit. 

Mr. Youncer. The matters pertaining to the lawsuit were dis- 
cussed by Mr. Rosenshine, our attorney, and not by me. He knew 
the details of what the suit was about. 
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i Mr. Fiscuspacu. Thereupon the board of directors sanctioned the 

4 institution of the lawsuit? 

Mr. Younaer. I say there is no record of that. I thought there 
was a record made, but apparently there was not. There certainly 
was no objection to it. We discussed it at a number of meetings. 

Mr. Fiscupacn. You are getting away from what I asked you. 

Mr. Youncer. All right. 

Mr. Fiscupacu. After Mr. Rosenshine’s statement to the board, 
the board's action, then was the institution of the lawsuit commenced? 

Mr. Youncer. That is my recollection, yes. 

Mr. Fiscupacu. What information did you have when you brought 
this lawsuit, which you conveyed to the board of directors and which 
is expressed in this thing? 

Mr. Youncer. As I say, the case was presented by Mr. Rosen- 
shine; I did not present the case. 

Mr. Fiscusacu. You did not know anything about the matter 
vourself? 

’ Mr. Youncrer. About the details of it and the allegations? 

Mr. Fiscupacnu. Yes. 

Mr. Youncer. I did not; no, the details of it. 

Mr. Houirretp. You took the word of your attorneys that they 
were justified in making such allegations? 

Mr. Youncer. That is correct. 

Mr. Fiscuspacn. When this complaint was formulated, you say 
you read it? 

Mr.Younaer. I read it at the time; ves, and I signed it. 

Mr. Fiscupacn. You signed it? 

Mr. Younacer. I think so, as I recall it. I signed one of them; ves. 

Mr. Fiscurpacu. And you swore to it? 

Mr. Youncer. Yes. 

Mr. Fiscnrnacn. With that in mind, I will ask you where you got 
the information that the directors were going to convert the assets 
that had been entrusted to them, and would do so unless restrained 
by an order of the court? 

Mr. Youncer. That I couldn’t say,where I got that information, 
other than what is in there. All I know of is when the lawsuit wa« 
filed, as I say, they said that this agreement was going to be presented 
at the board meeting and, presumably, it was going to be passed. 
That was the understanding that we had. If it was passed and they 
used any of the money, it would be dissipated. As it turned out, 
the agreement was never presented at that meeting. 

Mr. Fiscuracn. What prompted you to report all of this to Mr. 
Fahey by correspondence? 

Mr. Youncer. I don’t know, other than Mr. Fahey. Since I have 
come out here, Mr. Fahey and | have corresponded on a lot of things. 

Mr. Fiscunacu. I asked vou a question, and in order to help you 
answer it I will ask the reporter to read the question. 

(Question read.) 

Mr. Youncrer. No more than I was prompted to correspond with 
Mr. Fahey on other phases of the whole matter, which is already in 
the file. 

Mr. Fiscunacnu. Now tell us what prompted you to correspond 
with him in connection with this lawsuit? 

Mr.Younaer. Just as a matter of information between us. 
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Mr. Fiscuracn. Did Mr. Fahey at any time signify to you that he 
would like that type of information passed on to him? 

Mr. Youncer. I can’t recall that he did. Our correspondence is 
all there. It is there in the file. I really couldn’t say. 

Mr. Fiscuracn. Did you have a meeting with Mr. Fahey subse- 
quent to the seizure of the Long Beach Federal? 

Mr. Youncer. No; absolutely not. 

Mr. Fiscupacu. At any time at all? 

Mr. Youncer. No. 

Mr. Fiscupacu. Or with Mr. Lee? 

Mr. Youncesr. No, sir. 

Mr. Fiscuspacu. Or with Mr. Dougherty? 

Mr. Younaer. No. 

Mr. Fiscupacw. Mr. McKenna? 

Mr. Younacer. No. 

Mr. Fiscupacn. How about Mr. Heisler? 

Mr. Younger. No. 

Mr. Fiscupacn. Who, if anyone, did you meet with? 

Mr. YounGer. I met with no one. The take-over of that insti- 
tution was as great a surprise to me as it-was to Mr. Gregory or any- 
one else. I knew absolutely nothing about it prior to the take-over, 
in any way, shape, form, or manner that I know of. 

Mr. Fiscupacu. Do you know the question which I asked you? 

Mr. YounGrr. Yes. 

Mr. Fiscuspacu. Will you tell me what question I asked vou? 

Mr. Youncer. If I had any information. 

Mr. Fiscasacn. That isn’t what I asked vou. 

Mr. Reporter, read the question to the witness. 

(Question read. ) 

Mr. Fiscapacu. Did you meet with anvone after the seizure of the 
Long Beach Federal? 

Mr. Younger. Not that I know of. I think it was, oh, maybe 
6 months after the seizure that Mr. Dougherty dropped into my office. 
| have only met that gentleman once. He dropped into my office in 
San Francisco; that was about 6 months or a year after the take-over. 

Mr. Fisespacnu. Did he tell you at whose suggestion he was drop- 
ping in to see you? 

Mr. Youncer. No; not at all. 

Mr. Fiscupacu. Did Mr. Dougherty visit other members that way? 

Mr. Youncer. That I don’t know. 

Mr. Fiscupacu. What was your conversation with Mr. Dougherty? 

Mr. Youncrr. He was telling me that that was at the time the 
judge had dismissed the receiver and the Supreme Court put it back. 
It was shortly after that, as I recall it; he was relating to me some of 
the incidents that occurred during that period; just in conversation 
was all. 

Mr. Fiscupacn. What was his purpose in telling you that? 

Mr. Younaur. I don’t know. 

Mr. Fiscuyracu. You could not gather that? 

Mr. Younaer. No. 

Mr. Fiscusacu. He just came in to pass the time of day and just 
pass conversation between you? 

Mr. Youneer. As far as I know, because there was nothing at all 
between us. I never corresponded with the man, and I onty met bim 
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once, as far as I know, and that is the time when he came up. 1 don’t 
even know what he was up there for at the time, whether it was the 
bank or to see Vander Ende or if Vander Ende was president or not, 
or what it was; I don’t reeall that. I only met the man once. 

Mr. Frscupacn. Is it your testimony, Mr. Younger, that, apart 
from joining with others in this lawsuit, you had nothing further to 
do with it? 

Mr. Youncer. I wouldn’t say that I had nothing else to do with it. 
I have discussed it with other members of the industry. 

Mr. Fiscusacnu. I am talking about the institution of the lawsuit. 

Mr. YounGer. I don’t recall anything in particular that we dis- 
cussed prior to the institution of the lawsuit other than general terms 
that we discussed on the matters pertaining to it. 

Mr. Fiscusacn. Did you discuss with others who other plaintiffs 
in the case, should or could be? 

Mr. Youncer. That I don’t recall. 

Mr. Fiscupacn. Did you talk to any of the other plaintiffs and 
persuade them to join in the lawsuit with you? 

Mr. Younger. Not that I know of. 

Mr. Fiscupacu. Did you urge any of them? 

Mr. Younaer. I don’t know that any of them could be persuaded, 
but I don’t think I did. 

Mr. Fiscupacu. If you did, you just do not remember? 

Mr. Youncer. I don’t remember persuading any others. 

Mr. Fiscupacnu. If others have informed me that you did very ac- 
tively persuade them, that might or might not be the fact? 

Mr. Youneer. It might be; I can’t say. I just don’t remember. 

Mr. Fiscupacn. You don’t remember? 

Mr. Youncer. No; I don’t. 

Mr. Fiscupacu. | will again ask you if you ever have had a lapse 
of memory? 

Mr. Youncer. No; not that I know of. 

Mr. Fiscunacu. Has there been any state of your health that has 
interfered with your recollection? 

Mr. YounGer. No; not that I know of. 

Mr. Fiscupacn. Do you make it a practice to write memoranda of 
your meetings with people? 

Mr. Youncser. No; IJ do not. 

Mr. Fiscunacu. Have you ever attended — 

Mr. Houirretp. What time will you have to get away, Mr. Younger? 

Mr. YounGer. I will have to go over to the Biltmore Hotel and get 
my things and then go to the airport. I have a reservation here for 
the 5 o'clock plane. I would appreciate it immensely if I could get 
away. 

Mr. Fiscunacu. 1 will need more time. 

Mr. Youncer. May 1 make one statement for the record, Mr. 
Chairman? 

Mr. Houtrrenp. Yes. 

Mr. Youncer. I want to put into the record my definite conviction 
on this: that, so far as our suit at all matters pertaining to settlement— 
the San Francisco bank and the lawsuits there—taking out of the 
San Francisco bank to pay anybody for damages that have not been 
adjudicated, I have opposed that. I make no bones about it at all. 
I feel that the damages, if any, have been caused by the supervising 
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authorities in the take-over, which the San Francisco bank, the Los 
Angeles bank, or the Portland bank had nothing to do with; and, for 
the future of the industry, to assess onto the bank any losses or 
damages caused by supervisory action which is controlled in Washing- 
ton would set a very dangerous policy. 

I want to say further that I am sure you will find in the corre- 
spondence nothing, and I have never opposed the separation of the 
banks again and the reestablishment of the twelfth district, provided 
it could be done without any implied or other liability on the banks 
or the diminution as a stockholder in the bank. 

Mr. Houtrietp. You do not recognize the affinity which your 
organization has to other organizations in the industry, which can be 
seized without cause and their assets dissipated? You have no 
thoughts on that subject? 

Mr. Younaer. Yes; I have thoughts on that. 

Mr. Houirrevtp. In other words, you are in the same position in 
relation to the Home Loan Bank Board that Mr. Gregory is—Mr. Joe 
Crail and many other associations? 

Mr. Youncer. That is right. 

Mr. Hourrievp. Assuming that the Home Loan Bank Board in 
Washington comes in and inflicts damages upon an association, one 
of the associations out here, one of the member banks, you maintain 
that their action has nothing at all to do and the precedent established 
has nothing to do with the welfare of your organization, your own 
organization? 

Mr. Youncer. Oh, yes. Anytime that is done and the loss is sus- 
tained, I think the Federal Home Loan Board or whoever the super- 
visory authorities are should be responsible for any losses they incur 
until they give the Federal home loan bank control and supervisory 
power, and they should not charge the bank for something somebody 
else does and acts over which the bank has no authority. 

Now, I have worked with or through our leagues to the point that 
we would like to get that clause in the act, so far as seizures are con- 
cerned, amended, to make it a judicial operation and not automatic. 
I agree with that, and I hope that action can someday take place. 

Mr. Hourrrevp. It is now 3:25. If Mr. Younger is allowed to take 
the 5 o’clock plane, because of an evening engagement, do you want 
him down here tomorrow to continue on with the questioning? 

Mr. Fiscupacn. That depends on whether he will voluntarily 
appear in Washington. If he will voluntarily appear in Washington, 
I will suspend this examination at this point. If he will not, then | 
will want to continue tomorrow. 

Mr. Houirietp. Mr. Younger, do you care to make a statement 
with regard to that? If the chairman of this subcommittee requests 
your appearance in Washington, will you voluntarily appear or will 
you require a subpena? 

Mr. J. H. Horrman. Of course, we certainly do not want to obstruct 
the course of justice in any way at all, Mr. Congressman, but I would 
think that—so there wouldn’t be any question about it—if a subpena 
is put into the mail, and that is presented to the board, he will be 
authorized to go. 

Mr. Fiscusacu. Let us have the facts straight here; let’s face the 
facts here. Despite your protestations and despite the protestations 
of Mr. Younger and Mr. Rhoades, we have for our guidance what has 
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actually transpired here. Now, when you measure up what has 
transpired with your protestations, it is awfully difficult to conclude 
that your protestations are either advanced on facts or that they are 
sincere. 

I want the record to be very clear on one proposition. That is this: 
If we suspend with the examination of Mr. Younger now, will he or 
will he not voluntarily appear? Now, the answer to that is either 
“Yes” or “No.” If we get the answer, we will then proceed accord- 
ingly. 

“Mr. J. H. Horrman. What diffic ulty might there be in sending him 
a subpena? Is there any problem connec ted with that? 

Mr. Houirievtp. He is under subpena at the present time. If you 
want us to continue the hearing tomorrow, we will do so. We are 
trying to work this out to your convenience. 

Mr. J. H. Horrman. I think if someone would write him a letter, 
which can be shown to the board, and give him a week, or 2 or 3 
weeks’ notice, then I think it can be approved. 

Mr. Fiscupaca. We are not going to undertake to do anything 
of the sort. 

Mr. J. H. Horrman. How do you know that the hearings are going 
to be held on a certain date? 

Mr. Fiscupacnu. You are asking me for information that I am not 
privileged to reveal, but I will say this, Mr. Hoffman: If we suspend 
the examination of Mr. Younger, I want an unequivocal commitment 
on Mr. Younger’s part to this subcommittee that, when he is notified 
to do so, he will appe ar before the subcommittee in Washington. 

Mr. Younaer. I will say this: I will appear, Mr. Congressman, 
even if necessary at my own expense. There is nothing I have done 
in this connection that I haven’t done honestly, openly, and [ haven’t 
a thing to hide from the subcommittee. 

Mr. Houtrietp. My understanding, then, is you will appear 
voluntarily? 

Mr. Youncrr. When notified as to the time, yes. If you will give 
me the date on which I am to appear, I will appear. 

Mr. Fiscupacnu. We will see that vou get that information. 

Mr. Youncer. That is all right, then. 

Mr. Houirtetp. We will suspend the operation at this time for 
your convenience. 

Mr. Youncer. Thank vou very much. I have only this to say, 
would it be possible if Mr. Rhoades or if Mr. Hoffman can stay over, 
can they have those letters microfilmed so that we would have a 
record in our office of what those letters are? In other words, we have 
no records at all, Mr. Congressman, of those letters for our file. I 
don’t know what is going to happen to them or what is going to be 
done. I think in honesty to us we ought to have a microfilmed copy 
of them. I just feel that, Mr. Congressman. I am asking that as a 
request. 

Mr. Houirretp. Do you want to take that under consideration 
and talk with me privately on it or do you want to give an answer 
now, Mr. Fischbach? 

Mr. Fiscupacu. I would rather discuss that with you privately. 

Mr. Younger. Will you do that, please, and I will leave the room 
with Mr. Hoffman. May I go? 
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Mr. J. H. Horrman. Before you go, I am going to ask for permis- 
sion to testify myself, because | am and have been a director of the 
association for a long time. My recollection of the beginning of this 
litigation is different than you testified to. I want you to know that 
I am going to give testimony that will be just contrary to what you 
have given. 

Mr. Youncer. I am only giving my best recollection. 

Mr. J. H. Horrman. I will give testimony which will indicate to 
Mr. Fischbach that this matter was not discussed between us. 

Now, I don’t know whether you want to hear my testimony or not 
at this time. 

Mr. Younasr. I will have to go. 

Mr. Houirieitp. We will excuse you now. Do you want Mr. 
Rhoades to stay? 

Mr. Fiscupacu. Yes, Mr. Rhoades should stay. 

Mr. Hourrietp. Mr. Hoffman, will you be seated, please. For the 
purpose of the testimony you are about to give I will have to swear 
vou. (The witness was duly sworn.) 


TESTIMONY OF J. H. HOFFMAN, ATTORNEY, SAN FRANCISCO, 
CALIF. 


Mr. Fiscusacu. Will you give us your name and address? 

Mr. J. H. Horrman. My name is J. H. Hoffman and my address is 
111 Sutter Street, San Francisco, Calif. My occupation is attorney 
at law, by profession, and the name of the firm that I am associated 
with is Hoffman, Davis & Martin. 

Mr. Fiscupacu. How long have you been a member of the bar of 
the State of California? 

Mr. J. H. Horrman. Since 1922. 

Mr. Fiscupacn. How Jong have you represented the Citizens’ 
Federal Savings and Loan Association of San Francisco? 

Mr. J. H. Horrman. Since shortly after the death of Mr. Rosen- 
shine, which I think Mr. Rhoades said was in February of this year. 
It was either at the next meeting or the one following that that | 
was elected. 

Mr. Fiscupacu. During the course of your association with your 
client, have you had occasion to examine various of the records with 
respect to this lawsuit? 

Mr. J. H. Horrman. No; [| have not. 

Mr. Fiscupacu. What can you tell us with regard to the lawsuit 
which prompted your volunteering yourself as a witness? 

Mr. J. H. Horrman. Only this: I have been a member of the board 
of directors for a number of years. Going back to a time before this 
was filed and, as a member of the board, at no meeting at which I was 
present was any mention whatsoever made of this litigation until 
after the suit had been filed. Then Mr. Rosenshine made some state- 
ments about it. He told us what it was about and I recall that | 
asked why it was done without our ever having known anything 
about it. 

Mr. Fiscusacn. The truth of the matter is that this lawsuit was 
started without prior consultation with the board and it was reported 
to the board after the act had already been perpetrated? 
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Mr. J. H. Horrman. That is absolutely correct and, in my opinion, 
the minutes correctly reflect what happened. Each member of the 
board gets a copy of the previous month’s minutes for the next meet- 
ing. I always go through them. I saw nothing about this lawsuit. 
Naturally being : a lawyer, when I first heard about it, after it had been 
filed, I thought the wrong procedure had been used. Now, there were 
some statements made. 

I asked, “‘Why did you do this?” And I think it was Mr. Rosen- 
shine that said—-Mr. Younger may have had something to say about 
it—that some of the assets of the Citizens’ Federal Building and Loan, 
together with other local associations, were about to be dissipated by 
the Federal bank, and they thought this suit had to be instituted to 
stop it for their own protection. 

Mr. Houirirevp. You are referring to expenditures from the reserve 
of the San Francisco home loan bank? 

Mr. J. H. Horrman. They were funds belonging to the 10 local 
associations in San Francisco, which are members of the board. 

Mr. Fiscupacn. Will the records before us reflect what the facts 
are with respect to the availability of the members of the board of the 
Citizens’ Federal Savings and Loan Association of San Francisco? 
They reside, do they not, all within telephone distance, convenient 
telephone distance of the association? 

Mr. J. H. Horrman. I think practically all of them are always 
available unless someone happens to be on a trip. 

Mr. Fiscnsacn. To your knowledge, was any effort made to can- 
vass the board of directors by telephone with regard to the institu- 
tion of this lawsuit? 

Mr. J. H. Horrman. Not to my knowledge; I received no phone 
eall. 

Mr. Fiscunacu. It was not until approximately a month after the 
act had been done that you were apprised of that and that informa- 
tion came to you clear out of the blue, without any previous notifica- 
tion? 

Mr. J. H. Horrman. That is correct. Of course, the minutes will 
show that I myself miss very few meetings unless I am away on a 
case or on a trip. 

Mr. Fiscupacu. Can you tell us where Mr. Younger got the infor- 
mation that is alleged in the complaint? 

Mr. J. H. Horrman. No, I cannot tell you that. 

Mr. Fiscupacu. Can you tell us where Mr. Rosenshine, Mr. Burns, 
or Mr. Holmes got the information alleged in the complaint? 

Mr. J. H. Horrman. No, I cannot; I am very much in the dark 
as to the whole thing. 

Mr. Fiscunacu. Is it true, as Mr. Younger testified, that he was 
not the moving spirit in this litigation? 

Mr. J. H. Horraan. I will have to answer that in this way: I just 
don’t know; I don’t know that. 

Mr. Houtr1etp. Was there any other official of the 10 organizations 
up there who took a more active part in the initiation of this suit 
and the collection of funds and the expenditures of funds than Mr. 
Younger did? 

Mr. J. H. Horrman. I do not know the answer to that. You see, 
I became the attorney after all this had been done. 
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Mr. Houirietp. But you were a director before that. 

Mr. J. H. Horrman. I was a director, but I did not know what 
was going on. Naturally, as counsel, you want to know all your 
facts before you file a lawsuit. We were told it was filed. As is 
true in most building and loan associations most of the members are 
not lawyers and they say, ‘‘Well, it is done; O. K.” 

Mr. Fiscupacnu. So that it was the approach of the board there- 
after and to the extent that you were able to, you more or less ratified 
what had been done? 

Mr. J. H. Horrman. Yes. I think the minutes show that the ac- 
tion involving the suit was ratified and they authorized the payments 
of counsel fees, which I thought were very low. 

Mr. Fiscuspacu. Wasn't the ratification largely the result of the 
fact that following the filing of this suit the association and its officers 
were named as parties defendant in the Los Angeles litigation? 

Mr. J. H. Horrman. Subsequently they named all of the directors 
of all 10 associations. 

Mr. Fiscupacu. Wasn’t that prior to the ratification, though? 

Mr. J. H. Horrman. I don’t remember. All I know is one night 
the sheriff came out with about 5 pounds of complaints and left it 
at my door; I don’t mean the sheriff, | mean the marshal. 

Mr. Fiscuspacn. So that was really the problem before the board, 
the question of defending the officers for what had been done, rather 
than essentially approving what had been done in the initiation of this 
litigation? 

Mr. J. H. Horrman. I think so, on the whole, if I understand your 
question correctly. I do know this: That we did instruct Mr. Burns, 
after Mr. Rosenshine’s death, to dismiss the action. He reported to 
us that it was dismissed. 

Mr. Fiscnpacn. You are aware, are you not, not only as a director 
but as a lawyer, that the action that was instituted affirmatively in 
San Francisco was a class action? 

Mr. J. H. Horrman. On behalf of everybody; I assumed that. 

Mr. Fiscusacu. I assume that you have read the complaint some- 
where along the line? 

Mr. J. H. Horrman. Not carefully; it has never been my job to 
handle it. Mr. Burns is still retained in the picture. 

Mr. Fiscunacn. You know, do you not, not only as a director, but 
as a lawyer, that a class action cannot voluntarily be dismissed except 
on notice to all the parties in whose behalf the matter was instituted 
and by due and proper application to the court? 

Mr. J. H. Horrman. Yes; I assumed that was done and that Mr. 
Burns would do it that way. 

Mr. Fiscuspacn. Would it surprise you to know that as of this date 
no such application has ever been filed? 

Mr. J. H. Horrman. It would, yes. 

Mr. Fiscupacu. I suggest that the records of the court in San 
Francisco will reflect that that is the status of the matter. 

Mr. J. H. Horrman. That is, that it is not effectively dismissed? 

Mr. Fiscusacu. That is right.- Was the matter of Mr. Younger’s 
opening of account No. 3866, for the uses and purposes of the lawsuit, 
ever lodged before the board of directors? 

Mr. J. H. Horrman. Never. I never saw that card or heard of it 
until this morning. 
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Mr. Fiscupacnu. Did either Mr. Rhoades or Mr. Younger disclose 
to you the fact that I had expressed interest in this account and in the 
vouchers which relate to the account, which have been received in 
evidence here and had expressed to them the fact that the committee 
desired the production of these records? 

Mr. J. H. Horrman. It was never discussed with me. 

Mr. Fiscupacnu. Is that the reason why when these records were 
produced by Mr. Rhoades, that you ex xpressed what you did, in con- 
nection with their produc tion and asked for information as to what 
their significance was? 

Mr. J. H. Horrman. That is right. I had never seen them before. 

Mr. Fiscupacu. As a director, would you have approved the use 
of the association for the purpose to which account No. 3866 was 
employed? 

Mr. J. H. Horrman. I rather doubt it. 

Mr. Fiscupacu. Under the association’s charter, would an account 
for the purpose which account No. 3866 was employed be permitted? 

Mr. J. H. Horrman. Frankly I can’t answer that offhand; I don’t 
know. 

Mr. Fiscuspacu. Do any of the other directors have any knowledge 
of this transaction and this account No. 3866? 

Mr. J. H. Horrman. I doubt it very much. About the only one 
of the directors who puts in more time than the others is Mr. Eisner, 
the president. He is a realtor and he handles the making of loans, 
so I guess he is there more than any of the rest of us. I only go to 
the directors’ meetings. 

Mr. Hourrietp. Would that be approved separately by the board 
of directors, that account there? 

Mr. J. H. Horrman. I never saw the card or knew of the account. 

Mr. Houtrietp. You have no knowledge that it was discussed that 
this would be the manner of handling it nor were the separate amounts 
discussed with your board of directors? 

Mr. J. H. Horrman. I will have to say this—generally, let me say 
“no”. There was a discussion about our paying Mr. Burns some $200 
or $300 or whatever it was. It seemed very minor. 

Mr. Hourrieip. No resolutions were carried in your minutes to 
that effect? 

Mr. J. H. Horrman. There might be a resolution on the payment 
of those fees; there should be. 

Mr. Fiscupacu. I notice, Mr. Hoffman, that account No. 3866 
participated in the distribution of dividends. Would you say, in the 
light of the purposes of the account No. 3866, as you have heard it 
disclosed here, that this was an appropriate account to participate 
in the distribution of dividends? 

Mr. J. H. Horrman. As I say, I frankly cannot answer that ques- 
tion. I don’t know whether it would be permitted or not. It must 
have been considered by Mr. Younger, as a savings account. On 
any account that is deposited prior to the 10th of the month, they 
receive interest for that month. Of course, we pay twice a year. If 
the account is in the Citizens on the Ist of July or the 1st of December, 
then it receives dividends; otherwise not. 

Mr. Fiscupacu. That is all I have at this time of Mr. Hoffman. 
a. get back to Mr. Rhoades. Let’s call Mr. Rhoades back into 
the room. 
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FURTHER TESTIMONY OF ROBERT F. RHOADES, SECRETARY- 
TREASURER, CITIZENS’ FEDERAL SAVINGS AND LOAN ASSO- 
CIATION, SAN FRANCISCO, CALIF. 


Robert F. Rhoades, having been previously duly sworn, testified 
further as follows: 

Mr. Fiscurnacw. Mr. Rhoades, what is the significance of the 
legend of $59.17 under the dividend column, on the side of account 
No. 3866 designated “A’’, which legend is in pencil? 

Mr. Ruoapes. I have no idea whatsoever. It is not a dividend. 
Dividends are always run through our machine and come out as a red 
entry. 

Mr. Fiscuracn. Directing your attention to the red entry which 
appears on the face of that account card designated “B’’, would that 
indicate that a dividend had been paid on that account? 

Mr. Ruoapes. That is right. A dividend was paid as of December 
31, 1948, of 81 cents. 

Mr. Fiscunacn. Bearing in mind the uses and purposes of that 
account, and drawing upon your experience of some 10 or 11 years 
that I understand you have had in the savings-and-loan field, would 
you say that that account was properly included as an account of the 
association? 

Mr. Ruoapgs. I think so; yes. 

Mr. Fiscuracn. What is the purpose of a savings-and-loan account 
with a federally charted institution, as you understand it? 

Mr. Ruoaves. It is a means for people, corporations, associations, 
and partnerships of saving and keeping money. 

Mr. Fiscunacu. Is there anything about that account which en- 
courages thrift? 

Mr. Rxoapes. I presume not. We had the money there, and so 
we paid a dividend on it of 81 cents. 

Mr. Fiscusnacn. Does your association act as an escrow agent? 

Mr. Ruoapss. It does not; no. 

Mr. Fiscuracu. From what you know of the purpose of this ac- 
count, was it for the purpose of savings or was it for the purpose of 
acting, first, as an escrow or, secondly, as a convenient means of 
distributing other people’s moneys toward a given piece of litigation? 

Mr. Ruoapes. [t was a convenient means of handling the income 
collections and the disbursements to the attorneys. 

Mr. Fiscuspacn. The association has regular bank accounts in 
other institutions; has it? 

Mr. Ruoapres. At this time we only have one, and I believe we 
only had one at that time. 

Mr. Fiscusacu. I presume that Mr. Younger has bank accounts? 

Mr. Ruoapes. Yes. 

Mr. Fiscunacu. Now, the legend which appears on the face of or 
on both sides of this account card reads: ‘‘Note: Please give B. B. 
memo of any additions or withdrawals.”’ Does that “B. B.’’ refer to 
Barbara Bouck? , 

Mr. Ruoapes. That is right. 

Mr. Fiscupacu. Who wrote that legend which I have just read? 

Mr. Ruoapes. She did; I am quite sure she did. 

Mr. Frscupacu. Did she do that pursuant to your instructions? 

Mr. Ruoapes. I am sure that she did not. 
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Mr. Fiscupacu. You were not aware—were you—of the existence 
of this account until we started an examination of the general ledger 
sheets of the Citizens’ Federal on October 13? 

Mr. Ruoapes. I am sure I was aware of it at that time, but I 
couldn’t remember just how that was handled. 

Mr. Fiscusacn. Will you read that answer, please? 

(Record read.) 

Mr. Fiscupacu. Had you received any specific instructions front 
Mr. Younger at any time with regard to how this account No. 3866 
should be handled? 

Mr. Ruoapes. Not that I recollect. 

Mr. Fiscuspacu. I would like to ask you another question, Mr. 
Rhoades, which relates to a statement you made to me and which 
has inferentially been referred to by you this morning. Do vou recal} 
on October 13th making a statement, in words or in substance, that 
if you were not in the association in the next 30 days | would know 
who was responsible for it, and my rejoinder to that observation on 
your part, in words or in substance, was that if anything like that 
did happen, the subcommittee would be very much interested in 
knowing about it? 

Mr. kuoapes. I recall that, and I answered “I am only kidding.” 

Mr. Fiscupacnu. | see. You have expressed to the chairman, and 
the record reflects, what I take to be an obvious concern on your part 
with what has transpired. You made mention of the fact that you 
had not slept for some 10 nights. I am sure the committee would 
like to know whether you feel, as a result of the inquiry which was 
put to you, and as a result of your having made an inspection of some 
of these records, and having made some of these records available to 
the subcommittee’s counsel, that vou are in a position of jeopardy. 

Mr. Ruoapes. I don’t believe so; no. 

Mr. Fiscupacu. Has anyone said anything to you which would 
cause you any stress in connection with this matter? 

Mr. Ruaoapres. No. I have had no criticism from Younger or 
from our attorneys. I don’t see how they can help but feel that 
I acted rather foolishly at times. 

Mr. Fiscunpacn. For your information, | would like to state that 
when on the 23d of October I was engaged in conversation with 
Mr. Burns he stated to me that you were awaiting the day of judg- 
ment, which was consistent with Mr. Younger’s return. Had you 
conveyed to him any intelligence which would warrant him in assum- 
ing that vou were distressed over this matter? 

Mr. Ruoapes. I think I told him I was disturbed over it; I was 
worried over the whole situation. 

Mr. J. H. Horrman. Why were you worried? 

Mr. Fiscuspacnu. I would like to know that. 

Mr. J. H. Horrman. I am interested, too; talk out plainly, if you 
will. 

Mr. Ruoapes. I had been in part responsible for turning over 
personal records to Mr. Fischbach, which subsequently I decided 
I should not have allowed him to see. I didn’t know what was in 
them in full. Naturally, I felt I put Younger on the spot. As it 
turned out, it was all silly. 

Mr. Fiscupacn. So, you are no longer distressed about the matter. 

Mr. Ruoapes. I am plenty distressed about the matter; yes. 
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Mr. J. H. Horrman. Why? 

Mr. Fiscupacn. Why are you now distressed? 

Mr. Ruoapes. I wouldn’t be down here if there wasn’t something 
to be distressed about. I haven’t been able to sleep, as I said, for 
10 nights. 

Mr. J. H. Horrman. Do vou think someone is going to fire you? 

Mr. Ruoaves. No; I am not worried about that. 

Mr. Fiscrracn. Have you told us the truth about these matters 
to the best of your ability? 

Mr. Ruoapes. Yes; I have. 

Mr. Fiscasacu. During the luncheon recess, was your attention 
called to the fact that your version of a particular letter to Mr. 
Younger and Mr. Younger’s version of it do not agree? 

Mr. Ruoapes. Yes. 

Mr. Fiscusacu. In light of that, do vou still insist you were telling 
the truth? 

Mr. Ruoapes. My version was correct; I typed the letter. 

Mr. Fiscupacn. And destroyed the carbon copy? 

Mr. Ruoapes. Yes. Mr. Younger can’t read my handwriting. | 
couldn’t have written the letter in handwriting. That is one of our 
office jokes. 

Mr. Fiscusacu. That is enough for us. 

Mr. Hourrrevp. I have no further questions. 

Mr. J. H. Horrman. May I ask, Congressman, because, frankly, 
I am not familiar with congressional hearings of this sort, what will 
happen to these records of the Citizens’ Federal Savings and Loan 
Association that are left here? Is it possible to still arrange to have 
them microfilmed so that they are not out of the possession of the 
association too long? Otherwise, I assume you are going to take 
them to Washington. 

Mr. Fiscunacu. That is correct. Here is the way I feel about 
that, Mr. Hoffman. We spent a lot of money in going up to San 
Francisco, sending up to San Francisco, and then going back again 
to San Francisco. We have gotten a beautiful bouncing around, as 
far as the Citizens’ Federal was concerned. The commitments of its 
officers and its counsel were violated. 

Mr. Rhoades has made a frank and full confession of what tran- 
spired. Ido not think under the circumstances that the committee 
can warrant and justify taking any further chances in dealing with 
these folks, as vou would deal with normal and ordinary people 
I do not think we would be at all warranted in assuming that anything 
you say with regard to these records would be adhered to. 

I do not feel that I would want the responsibility of urging the 
committee to part with these records until the investigation has 
been completed. 

Mr. J. H. Horrman. Isn’t there some way they can be microfilmed 
here in Los Angeles? 

Mr. Fiscupacu. To do so would require that I spend the better 
part of a day supervising a microfilm operator. 1 just haven't got 
the time to do it now. I do not think that I should be required to 
do that, Mr. Chairman, in light of what our work is and in light of the 
amount of time that has already been spent upon it. 

At Washington, during the course of the further work of the com- 
mittee, I will “endeavor to get them microfilmed or I will endeavor to 
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make arrangements so that the Sergeant at Arms of the House of 
Representatives will go with one of your officers or, possibly, yourself, 
either to the Library of Congress or to some other official place where 
they can be microfilmed. At that time we will be glad to give you a 
microfilm. But I do not think we should part with possession of these 
records between now and then. 

Mr. J. H. Horrman. Why couldn’t this officer here go with Mr. 
Rhoades to some microfilm company and have it done here? I 
understand from Mr. Rhoades that it is only about 20 minutes work. 

Mr. Ruoapss. If you get the right type of equipment it takes 
very little time. 

Mr. Fiscusacu. Then why didn’t vou do it? 

Mr. Ruoapes. There were a limited number of places in San 
Francisco where I could have it done. I was afraid on that Monday 
if | went to one of those places that you would come in and take the 
records from me before I had completed them. 

Mr. Fiscnuracu. That is an extraordinary statement for you 
to make. 

Mr. Ruoapes. You have power of subpena. 

Mr. Fiscusacu. They had already been subpenaed, had they not? 

Mr. Ruoapes. But you didn’t have possession of them. I was 
trying to keep you from getting possession of the records. 

Mr. Fiscusacu. In view of that I don’t think we need waste any 
more time in consideration of what the proper course of the com- 
mittee is. 

Mr. J. H. Horrman. I think there should be a further statement 
made by me for the sake of the record in this matter, Mr. Congressman. 

Mr. Houirre.p. Before you make that statement we will suspend 
for a moment and you gentlemen step outside and I will have a 
conference with counsel and then you will be called back into the room. 

(Short recess. ) 

Mr. Hourrretp. Mr. Hoffman and Mr. Rhoades, I have used the 
intervening time to glance hurriedly through some of this material. 
I have decided that I would like to look through this material, have a 
little time to look through it, before I give you an answer to your 
request in regard to the microfilming of it. However, we are prepared 
at this time to give you a receipt for these files. I can assure you on 
the honor of myself as chairman of the subcommittee, that the files 
will be maintained in executive confidence until the hearings and 
that they will be retained intact, regardless of my decision as to the 
microfilming of them. I will have time over Sunday to go through 
these files and see what they contain. Then 1 can communicate 
with vou. 

Mr. J. H. Horrman. I might say we are not in any particular 
hurry. Take as much time as you want. 

Mr. Houtrreip. As I understand it, there isn’t anything in these 
particular files which would cause you inconvenience in the regular 
operation of your business? 

Mr. J. H. Horrman. That I do not know. 

Mr. Ruoapes. If I may see the ledger sheets and see if there are 
balances outstanding I can tell you right now. 

Mr. Hourrtetp. I think that is a reasonable request. You can 
ke some of those figures down. Those are the only two ledger 
sheets? 
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Mr. Ruoapes. Yes; neither one of them are in current activity. 
Mr. Houtrievp. These are all dead at the present time, these others? 
Mr. Ruoapss. Yes, sir. 

Mr. Fiscupacu. So the answer to your question is that there is 
nothing about vour retaining the sheets or the records which would 
in anywise cause them any inconvenience. 

Mr. Houirieip. In the regular operation of their business, that is 
right. 

Now, can you prepare at this time a brief receipt? 

Mr. Fiscupacu. The record of this proceeding shows what has 
been marked in evidence. As far as | am concerned, they are in your 
custody. 

Mr. Houirrevip. 1 would like to give them a receipt at this time, 
because they will not be available. It is my understanding that it will 
take 10 days to prepare the transcript. 

Mr. Fiscurnacu. Well, we have a record of what these exhibits are. 

Mr. J. H. Horrman. I just want to make one statement for the 
record before we conclude this hearing. I would like to have permis- 
sion to make one statement. 

Mr. Hourrievp. All right. 

Mr. J. H. Horrman. My statement is in answer to the remarks of 
counsel for the committee regarding the Citizens’ Federal Savings and 
Loan Association and that is this: [t is one of the oldest building and 
loan associations in San Francisco. It has been in continuous existence 
since 1885. 

There have always been prominent people and _ well-thought-of 
people on its board of directors. 

I am certain, of my own knowledge, having been a director for a 
number of vears, we would not countenance any activity that was 
improper. Now, with regard to this particular investigation, | 
might say that this is the first time within my knowledge, and I have 
had connection with the association since 1922, that there has ever 
been any sort of an investigation of this tvpe. It happened to come 
at a very unfortunate time. Mr. Younger, who is the executive head 
of the association, was on a vacation and attending a conference in 
the East and Mr. Rhoades was left alone. When this thing came 
upon him he did not know what to do first. 

Of course, anvone who has had experience in this matter or matters 
of this type might bave said, “Why don’t vou get your counsel,”’ or 
“Call the president of the company.” Perhaps those things should 
have been done but they were not. But since the matter has come 
to my knowledge and, perhaps, more or less under my control, you 
ean see that everything you have asked for has been furnished. If 
you can think of anything else that vou might want I am sure we 
would see that you would get that. 

Mr. Houtrretp. We have asked for certain minutes which will be 
supplied to us. 

Mr. J. H. Horrman. My only thought is if Mr. Rhoades can get 
that done tomorrow, tomorrow being Saturday. 

Mr. Hourrrevp. | will give you my address and you can mail it to 
me. 

Mr. Fiscanacn. I think the subcommittee would be very much 
interested in knowing what vour board of directors’ view will be of 
what Mr. Younger’s action was in destroving the communication he 
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received from Mr. Rhoades, and what the view of your board of 
directors will be of Mr. Rhoades’ action, not only on the 22d of Octo- 
ber, but also, apparently, last night, if I understand his testimony 
correctly, in destroying a copy of the communication he addressed 
to Mr. Younger. You talk about the association being an association 
of some eminence and some repute, 

Of course, these things that we have heard today have got to leave 
their impression. I do not think that it leaves too good a taste in 
the mouth of anyone who has heard the testimony as to how the 
association is being conducted. 

So if these are responsible officers of the association which is 
conducting its affairs in that manner, and if these are responsible 
officers of the association and with the association’s counsel, under- 
take a commitment which came into being to accommodate the con- 
venience of the association and its officers, we can only have that 
view which the record reflects. 

Mr. J. H. Horrman. I knew nothing at all about Mr. Rhoades 
not being available on Monday. 

Mr. Fiscupacu. | might say that Mr. Eisner, at my request, was 
called to the institution. 1 discussed with Mr. Eisner the where- 
abouts of Mr. Rhoades and he professed ignorance of it. 1 discussed 
it with Mr. Burns and he professed ignorance. I took the statements 
of every one of the young ladies in the association and they, too, 
professed ignorance of his whereabouts. 

Mr. J. H. HVorrman. I thought he explained that himself. He 
said, ‘‘Now it looks silly,” that he didn’t know what to do and that is 
what he did on his own. 

Mr. Fiscupacn. We have his explanation, I will grant you that. 

Mr. J. H. Horrman. There are human weaknesses; | think every- 
body recognizes that. But the principal thing about our association 
is that it is very sound financially. No one has ever lost any money 
init. Wehavea very fine reputation. 

Mr. Fiscupacu. Do you think this matter unfolded before the 
committee today reflects credit upon the association? 

Mr. J. H. Horrman. To what do you refer? 

Mr. Fiscupacu. Mr. Younger’s action and Mr. Rhoades’ action, 
the action of both of them with respect to what has transpired here 
since October 13. Let’s face it, Mr. Hoffman. 

Mr.J.H. Horrman. As | explained to you, you came unannounced, 
I assume, to the association at a time when Mr. Younger was absent. 
I don’t know with whom Mr. Rhodes consulted. 

Mr. Fiscupacn. He consulted with Mr. Angell and Mr. Martin. 

Mr. J. H. Horrman. Then the question of a valid subpena came up. 
We are not in the habit of turning over our records to anyone, no 
matter what kind of identification the man might show. Further- 
more, as | understand from Mr. Rhoades, this testimony isn’t in the 
record as vet, but you came to him and you made statements that you 
had been over to see Mr. Fred Ruble of the Federal home loan bank, 
and he said that vou could get all the information you wanted. Mr. 
Rhoades tells me that he called Mr. Ruble and he said that that was 
not so. 

Mr. Fiscupacu. If Mr. Rhoades made such a statement he is lying. 

Mr. J. H. Horrman. ‘then there was a further statement 

Mr. Houirretp. You mean if Mr. Ruble made such a statement? 
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Mr. Fiscusacn. If Mr. Rhoades made such a statement of having 
gotten Ruble’s permission to talk to Rhoades, then Rhoades is lying. 
Mr. J. H. Horrman. What is the fact of the matter, Mr. Rhoades? 

Mr. Ruoapes. He told me he had spent the morning—— 

Mr. J. H. Horrman. Who told you what? 

Mr. Ruoapes. Mr. Fischbach, he told me he had spent the morning 
with Mr. Ruble and Mr. Ruble had assured him, as I remember it. 
that the various associations would give him full cooperation in making 
this investigation? 

Mr. J. H. Horrman. Did you call Mr. Ruble? 

Mr. Ruoapgs. I did. 

Mr. J. H. Horrman. What did he say? 

Mr. Ruoapes. He said he had not done so and the matter had not 
been discussed. 

Mr. J. H. Horrman. Was there any discussion about Mr. Fischbach 
having visited some other loan associations in San Francisco? 

Mr. Ruoapes. He said he visited several savings and loan associa- 
tions in San Francisco and had gotten everything that he needed; 
everything that he wanted. 

Mr. J. H. Horrman. Did you check on that statement? 

Mr. Ruoapes. I didn’t check on it. Two association managers 
that I know of told me that Mr. Fischbach had been in to see their 
records and they had refused to show them to him. 

Mr. Fiscusacu. Will vou name them, please? 

Mr. Ruoapes. Mr. Archibald of the San Francisco Federal snd 
Mr. Davis of the First Savings and Loan Association of Oakland. 

Mr. Fiscusacn. It looks like we have got some more work to do 
here, Mr. Chairman. 

Mr. Ruoapes. I may have been wrong or I may have been right, 
but when I got that information, why, naturally, | was somewhat sus- 
picious of whether I had done the right thing in showing our records to 
Mr. Fischbach. 

Mr. J. H. Horrman. Well, there were other items, I believe. I do 
not think it is necessary to go into personalities at this time., If the 
committee wants the information that we have we will see that you 
get it. It might not have been presented as smoothly on both sides 
as it could have been. 

Mr. Fiscupacu. Let me make this statement, Mr. Chairman: This 
is probably the first of what undoubtedly will be many attempts to 
try me instead of the issue here. You are going to have to be pre- 
pared, you and the balance of the subcommittee will have to be pre- 
pared to deal with that. 

Mr.J.H.Horrman. That remark was not directed at Mr. Fischbach 
personally. It was intended to show the Congressman why there 
might have been some hesitancy in problems at the start of this thing. 
It wasn’t only that this occurred and Mr. Rhoades has it in his mind, 
but also I suppose he had heard from Mr. Angell and Mr. Burns. 
This particular information that vou are seeking here is that that has 
been sought in the Federal court in which this case is pending and the 
right to see it has been denied. 

Mr. Houtrieip. I might say for the record, that a litigant in a case 
before a Federal court, asking to see the files of a corporation, and a 
congressional committee asking to see it, is quite another thing. 
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Mr. J. H. Horrman. That is why we want to present everything 
you ask for. I understand your powers very well. 

’ Mr. Hourrietp. We trust that we will have complete cooperation 
from now on. 

Mr. J. H. Horrman. You will, if I have anything to do with it, 
and there will be no repetition of the evasive actions which we have 
experienced. 

Now, Mr. Congressman, I would like to ask Mr. Rhoades a couple 
more questions. 

Mr. Houirievp. Very well. 

Mr. J. H. Horrman. Mr. Rhoades, how long have you been secre- 
tary of the Citizens’ Federal Savings and Loan Association? 

Mr. Ruoapes. About 3 vears; 3 or 4 years. 

Mr. J. H. Horrman. Were you the secretary at the time the suit 
in question was filed in San Francisco? 

Mr. Ruoapsgs. Yes. 

Mr. J. H. Horrman. As such secretary did you attend all meetings 
of the board of directors? 

Mr. Ruoapes. Excepting when I was on my vacation or when 
something unusual came up. I usually did attend all of the meetings. 

Mr. J. H. Horrman. But if you were not on vacation you were 
usually present? 

Mr. Ruoapes. That is right. 

Mr. J. H. Horrman. Did you at any time hear any discussion about 
this suit at a directors’ meeting until it was reported to the board by 
Mr. ‘Rosenshine and, possibly, by Mr. Younger, that the suit had been 
filed? 

Mr. Ruoapes. No. 

Mr. J. H. Horrman. Do the minutes correctly set forth any state- 
ments that were made about the suit? 

Mr. Ruoapes. Yes. 

Mr. J. L. Horrman. In how many minutes do they appear? 

Mr. Ruoapes. As I recall, in only two. 

Mr. J. H. Horrman. So in summing up, it is your testimony that 
no statement was made to the board of directors regarding this suit 
until the meeting at which directors were told the suit had been filed? 

Mr. Ruoapres. That is true, ves. 

Mr. J. H. Horrman. That is all. 

Mr. Hoxiriexp. If there be nothing further, the hearing will 
adjourn. 

(Whereupon at 4:45 p. m., October 27, 1950, the hearing was 
adjourned. ) 
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TUESDAY, NOVEMBER 14, 1950 


House oF REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
: ExEcuTIVE DEPARTMENTS, SPECIAL SUBCOMMITTEE 
3 INVESTIGATING THE Home Loan Bank Boarp, 
; Long Beach, Calif. 

The subcommittee met at 10 a. m. in the United States Post Office 
Building, Long Beach, Calif., Hon. Chet Holifield (chairman of the 
subcommittee) presiding. 

Present: Representatives Holifield and Doyle. 

Also present: Hyman I. Fischbach, special counsel to the sub- 
committee. 

Mr. Houtrieitp. The subcommittee will be in order. Our first 
witness will be Mr. Bradley. 

Mr. Fiscnupacu. Mr. Bradley, you are being called as a witness, 
so will you raise your right hand and be sworn? 

Mr. Hourrretp. Let the record note that Congressman Clyde 
Doyle of the Eighteenth Congressional District is present at this 
hearing. : 

Charles E. Bradley, having been first duly sworn, testified as 
follows: 


TESTIMONY OF CHARLES E. BRADLEY, LONG BEACH, CALIF. 


Mr. Fiscuspacu. What is your full name? 
Mr. Brapiey. Charles E. Bradley. 
Mr. Fiscupacu. Where do you live, Mr. Bradley? 
Mr. Braptey. 1046 East Fourth Street.’ 
Mr. Fiscupacu. Do you know a Mr. Harold Lee Newendorp? 
Mr. Brapiey. I just met him this morning. 
Mr. Fiscupacu. Have you ever met him before? 
Mr. Brapiey. No. 
Mr. Fiscupacu. Had you ever heard his name before? Had you 
ever heard Mr. Newendorp’s name before? 
Mr. Brapuey. Yes. 
Mr. Fiscupacu. Where? 
Mr. Braptey. In connection with the suit that was brought against 
the Federal Loan Association here. 
Mr. Fiscupacn. Who mentioned Mr. Newendorp’s name to you? 
Mr. Brapiey. The attorney, Charles Smith. 
Mr. Fiscupacn. Is that the first time vou had heard Mr. Newen- 
dorp’s name, when Mr. Smith mentioned it to you; is that right? 
Mr. Brapiry. As far as I know it was; yes. 
1 Field Hearings Held at Long Beach, Calif., see reference on p. 1. 
607 


Wee accicaiw 





608 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Fiscupacu. When was the first time Mr. Smith mentioned Mr. 
Newendorp’s name to you? 

Mr. Brapiey. Well, some time before this suit was entered in the 
courts here. 

Mr. Fiscusacu. Was it your idea to bring this lawsuit that you 
have referred to, or was it someone else’s idea? 

Mr. Brapuey. It wasn’t mine 

Mr. Fiscupacn. Whose idea was it? 

Mr. Braptey. Mr. Smith’s. 

Mr. Fiscuspacu. Did you engage Mr. Smith, or did Mr. Smith 
come to vou and ask you for permission to bring the lawsuit? 

Mr. Braptey. Mr. Smith came to me. 

Mr. Frscupacu. Did you have any of the information upon which 
the complaint was drawn, or did Mr. Smith furnish that information 
to you? 

Mr. Bravery. I don’t know how I should answer those questions 
now. 

Mr. Houtrrevp. Mr. Bradley, this is a congressional investigation 
to serve the general interest of the public. You are, of course, under 
oath and I would advise you to answer frankly the questions which are 
put to you. 

Of course, you have a constitutional right to refuse to answer these 
questions if you wish to take that right. You, of course, subject your- 
self to the regular committee procedures in such a case. 

Mr. Fiscupacu. You must understand, Mr. Bradley, that you 
have the right to refuse to answer any question which would tend to 
incriminate you. That is what the chairman means by your con- 
stitutional rights. 

Mr. Brapuey. I understand that. Will you repeat your question. 

Mr. Fiscuspacu. The question last put to you, Mr. Bradley, was 
whether you had any of the information upon which the suit was 
brought or whether Mr. Smith furnished it? 

Mr. Braptey. I didn’t have any; Mr. Smith furnished it. 

Mr. Fiscusacn. Did he promise you anything for permission to 
bring this suit for the use of your name? 

Mr. Brapb.ey. No. 

Mr. Fiscupacu. What was your purpose in lending your name to 
the bringing of this lawsuit? 

Mr. Brapuey. Well, after I read those charges it seemed like it 
should be brought out into the open. 

Mr. Fiscupacu. Tell me, Mr. Bradley, do you know where Mr. 
Smith got the information upon which the charges were framed? 

Mr. Brapuey. No. 

Mr. Fiscupacu. Did he ever tell you that? 

Mr. Brapuey. No, he did not. 

Mr. Fiscuspacu. How long before you read the charges had Mr. 
Smith talked to you about bringing this suit? 

Mr. Brapuey. Well, that I don’t know; I can’t remember. 

Mr. Fiscupacu. Do you remember the first time that Mr. Smith 
came to you and asked you for permission to bring the suit? 

Mr. Braptey. No, I don’t. 

Mr. Fiscusacu. Would it help you any, Mr. Bradley, if I told you 
that the lawsuit was started on January 16, 1948? 
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Mr. BrapLey. That would help some. It was, oh, probably 60 
days before that. 

Mr. Fiscupacn. Had you ever met a Mr. Ammann? 

Mr. Brapuey. There were several men that came to the house; I 
don’t remember if there was a Mr. Ammann that came there or not. 
That was after the suit was filed. 

Mr. Fiscusacn. Would it help you any if I told you that Mr. 
Ammann was the conservator acting for the Long Beach Federal? 

Mr. Brapiey. Oh, I see. I never met Mr. Ammann; I know who 
you mean now. 

Mr. Fiscupacn. Was Mr. Ammann one of the persons that came 
to your house? 

Mr. Brapuey. No. 

Mr. Fiscupacn. Did he ever talk to you on the telephone about 
this lawsuit? 

Mr. Braptey. No. 

Mr. Fiscupacu. Did anyone who worked for Mr. Ammann come 
to your house? 

Mr. Brapuey. No. 

Mr. Fiscupacu. Who were the people that came to your house? 

Mr. Brapiey. Mr. and Mrs. Killingsworth; I believe they were 
the first ones. After that I wouldn’t be positive of the names. My 
memory isn’t as good as it should be. 

Mr. Fiscupacu. Does the name Matney mean anything to you? 

Mr. Brap.tey. Not unless you can refresh my mind some way. 

Mr. Fiscupacn. Did anyone come to you and show you any 
Federal credentials? 

Mr. Braptey. Not that I remember. 

Mr. Fiscupacu. What did Mr. Smith say to you when he asked 
you for permission to bring the lawsuit in your name? 

Mr. BrapLey. He wanted to get some of the stockholders to bring 
this charge for the other stoc kholders. 

Mr. Fiscuspacu. Did you pay Mr. Smith any money in connection 
with this lawsuit? 

Mr. Brapuiey. No. 

Mr. Fiscupacn. Did he furnish the filing fees himself? 

Mr. Brapuey. As far as I know, ves. 

Mr. Fiscupacn. Did you have any agreement with him as to pay- 
ing him any compensation? 

Mr. Brapiey. No. 

Mr. Fiscupacn. Did you discuss that with him? 

Mr. Brap.tey. No. 

Mr. Fiscupacn. Did you understand from what your contact with 
him was, that he would not expect you to pay him anything for his 
Services? 

Mr. Brapuiey. Will you repeat that, please? 

Mr. Fiscusacu. Did you understand from your contacts with him 
that he did not expect you to pay him anything for his services? 

Mr. Braptey. Yes. 

Mr. Fiscupacnu. In other words, he told you that if you started 
the suit and allowed him to act as attorney he wouldn’ t charge you 
for his services; he would get his fee out of the case? 

Mr. Brapiny. Let me understand that. You mean he was to get 
his fee out of the case? 
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Mr. Fiscupacu. Yes. 

Mr. Braptey. There wasn’t any understanding along those lines 
at all. There was nothing said about it. 

Mr. Fiscnpacn. But you are quite sure that nothing was said 
about your paying him for his services and nothing was said at all 
about your paying for any of the costs for the case? 

Mr. Braptey. That is right, yes. 

Mr. Fiscupacnu. Did there come a time when you signed the com- 
laint in the case? 

Mr. Braptey. Yes. 

Mr. Fiscupacu. Where did you sign the complaint? 

Mr. Brapuey. I was living at 2431 Pasadena Avenue at that time. 

Mr. Fiscunacn. Is that where you signed the complaint? 

Mr. Braptey. Yes; that is right. 

Mr. Fiscunacu. Who brought it to you? 

Mr. Brapiey. Mr. Smith. 

Mr. Fiscupacnw. Was anyone with him? 

Mr. Brapiey. No. 

Mr. Fiscuracnu. Was there a notary public there or anything like 
that? 

Mr. Braptey. It seems to me that I went to the office afterward. 

Mr. Fiscuracn. With Mr. Smith? 

Mr. Brap.tey. No; I never went to the office with Mr. Smith. 

Mr. Fiscuracu. There came a time when you were asked to sign 
some papers besides the complaint. Do you remember that? 

Mr. Brapuery. I don’t recall it, no. 

Mr. Fiscunacu. Here is a document, which is a photostatie copy 
of a document on file in court, and it is a document which was signed 
by Mr. Newendorp in connection with an application for the appoint- 
ment of a receiver. You do not know Mr. Newendorp’s signature, 
do you? 

Mr. Brapuey. No. 

Mr. Fiscupacu. You have never seen his signature, have you? 

Mr. Braptey. No. 

Mr. Fiscupacu. Were you ever consulted with regard to an applica- 
tion for the appointment of a receiver for the Long Beach Federal? 

Mr. Braptey. | don’t recall that I ever was. 

Mr. Fiscupacnw. No one ever discussed that with you? 

Mr. Brapuey. I can’t recall anybody ever discussing it. Was 
that after the suit was filed? 

Mr. Fiscupacu. Pardon? 

Mr. Braptry. Was that after the suit was filed? 

Mr. Fiscuracu. Yes. 

Mr. Braptery. I don’t remember anything like that. 

Mr. Fiscusacu. No one ever discussed anything like that with you? 

Mr. Braptry. No. I say, ‘No,’ because I don’t reeall any- 
body discussing it. 

Mr. Fiscurnacu. This Mr. Smith who came to you, is he a member 
of the firm of Linnell and Smith? 

Mr. Brapuey. Yes. 

Mr. Fiscusacnu. Is there any relationship between you and Mr. 
Smith? 

Mr. Braptery. Well, we are distant relatives. 
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Mr. Fiscupacu. Had Mr. Smith acted as your lawyer in any other 
matters before this? 
: Mr. Brap.ey. No. 
g Mr. Fiscupacu. Now, see if you can recall whether Mr. Smith 
at any time ever told you where he got the information upon which 
these charges were framed. 
a Mr. Brapuey. As I recall, considerable time had been taken in 
q investigating those charges. As to the source of them, I don’t have 
: any recollection; I don’t know that he ever told me. 
: Mr. Fiscupacn. Did he tell vou at whose behest he was investigat- 
| ing these charges? 
Mr. Brapuey. At the stockholders. 
Mr. Fiscnpacn. Did he mention any stockholders to you? 
Mr. Brapuey. I don’t believe so. 
: Mr. Fiscupacu. Do you know a lady by the name of Ellen Reiden- 
4 bach? 
: Mr. Brapuey. Yes. 
Mr. Fiscunacn. Who is Ellen Reidenbach? 
Mr. Brapiey. Well, she lives at the same address I gave you on 
: Pasadena Avenue and I roomed and boarded there for a little over 
: 12 years. 
; Mr. Fiscusacu. Did you ever discuss with Ellen Reidenbach the 
bringing of this lawsuit? 

Mr. Brapiey. Yes; we talked about it. 

Mr. Fiscupacn. What did you say to her and what did she say 
to vou? 

Mr. Brapuey. We talked over the charges that had been made, 
and we both thought if there was any truth to them they should be 
: brought out into the open. If there wasn’t any truth to them, it 
should be brought out so the officers of the bank could be cleared of 

the charge. 

Mr. Fiscupacu. Do you remember what the charges were? 

Mr. Braptey. No. I don’t now; just very vaguely. 

Mr. Fiscuspacn. When you talked with Ellen Reidenbach about 
this lawsuit and the charges, did she tell vou that she was going to 
join in the lawsuit? 

Mr. Brapuey. No; she did not. 

Mr. Fiscusnacn. Did she say she would not join in the lawsuit? 

Mr. Brapuey. Yes. 

Mr. Fiscunacu. Were you present while she talked to Mr. Smith? 

Mr. Braptey. I must have been; ves. 

Mr. Fiscupacu. Did Mr. Smith ask her for the use of her name in 
connection. with this lawsuit, too? 

Mr. Brapuey. I don’t believe he did. 

Mr. Fiscuracnu. If her name was typed on these papers as a party 
plaintiff along with yours, would that refresh your recollection? 

Mr. Brapiery. Well, yes. I think that I had told him that she 
might sign. If her name is in there, that is the reason, because she 
didn’t tell Smith she would join. I am sure of that. 

Mr. Fiscupacnu. Then you talked to Mr. Smith about Ellen Reiden- 
bach’s joining in this lawsuit? 

: Mr. Brapuey. Yes. 
3 Mr. Fiscupacn. Was it your idea that she should join in this law- 
: suit or was it Smith’s idea? 
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Mr. Brapiey. That was mine. 

Mr. Fiscupacu. It was your idea? 

Mr. Braptey. Yes. 

Mr. Fiscunacu. Ultimately there came a time when she refused 
to join in the lawsuit? 

Mr. Brapuey. Yes. 

Mr. Fiscupacu. But prior to that you told Mr. Smith that you 
thought she would? 

Mr. Brapuey. Yes. 

Mr. Fiscupacu. Was that because she said she would think it over 
and let you know? 

Mr. Brapuey. I don’t remember, but I am pretty sure that I told 
her it would be better for her not to sign it. She was a pretty old 
lady, and she didn’t want to get mixed up, and I wasn’t in favor of 
her getting mixed up. 

Mr. Fiscupacw. When you talked about the charges that Mr. 
Smith brought to you, are you referring to the complaint which | 
show you here? Is that the document you were referring to, Mr. 
Bradley? 

Mr. Brapuey. Yes. 

Mr. Fiscuspacn. Were you ever furnished a copy of that complaint? 

Mr. Brapwey. Yes. 

Mr. Fiscusacn. Do you have it in your possession? 

Mr. Brapuey. No. 

Mr. Fiscupacu. When were you furnished a copy of the com- 
plaint? 

Mr. Brap.uey. | couldn’t give you a date on that. 

Mr. Fiscupacu. Was it at the time the suit was brought or was it 
afterward? 

Mr. Braptey. It was before. 

Mr. Fiscupacu. Before the suit was brought? 

Mr. Brapuey. Yes. 

Mr. Fiscupacn. So, the charges that you referred to are the charges 
that are contained in the complaint; is that correct? 

Mr. Brapuey. That is right; yes. 

Mr. Fiscupacn. Apart from the papers which comprise the com- 
plaint, did Mr. Smith show you any other documents at the time he 
asked you for permission to bring this lawsuit? 

Mr. Brapuiey. Well, there were so many other papers in connection 
with this that [ don’t remember. At different times there were 
papers served on me. 

Mr. Fiscuspacu. That was after the suit was brought. I am talk- 
ing about the first time Mr. Smith came to you and asked you for 
permission to bring this lawsuit. . Now, did he show you any papers 
other than the complaint at that time or did he furnish you any papers 
other than the complaint? 

Mr. Brapiey. Not that I remember. 

Mr. Houirieip. He did not produce any documents to prove the 
charges which were contained in the complaint? 

Mr. Braptey. No. As I remember, all that I received was that 
one document in that connection. 

Mr. Hourrieitp. You accepted his word that the complaints were 
justified? 

Mr. Brapuey. Yes, sir. 


Sey tat eng hers 
Saas 


meee 


sia as 





Ee ROD 


ik 


sisatgialet aac s tat 


aes 


Sig 





SEASON 





ERE 


Se ee eas 








i 
a 
: 
3 
4 


DR RES eis tap 


ppiicy «| 
e 


os 
i 
ee 
ae 





INVESTIGATION OF HOME LOAN BANK BOARD 613 


Mr. Fiscupacn. You did not know anything at all—did you—of 
whether or not Mr. Doyle had been paid any fees by the Long Beach 
Federal? 

Mr. Braptey. Not unless it was contained in those charges. 

Mr. Fiscupacu. If it was contained in those charges, that was 
your only information about the subject matter; is that correct? 

Mr. Braptey. As I recall it now, yes. 

Mr. Fiscupacu. You did not ask Mr. Smith for any proof of these 
statements; did you? 

Mr. Braptey. No. 

Mr. Fiscupacu. So, whatever he said about anybody in here you 
just took his word for it? 

Mr. Brapuey. Yes. 

Mr. Fiscupacu. Did Mr. Smith at any time suggest to you that 
he had any papers upon which these charges were framed or did he 
merely tell you he had been investigating the matter? 

Mr. Brapuey. He told me that he had positive proof; he didn’t 
show me any. 

Mr. Fiscupacu. He did tell you he had positive proof? 

Mr. Brap.ey. That he had proof of it; you can strike out the word 
“positive.” 

Mr. Fiscupacn. After this suit was instituted, you were served 
with some other papers; were you not? 

Mr. Brapiey. Yes. 

Mr. Fiscupacn. You were named as a party defendant in a lawsuit 
up in the Federal court? 

Mr. Brapuey. Yes. 

Mr. Fiscupacn. What did you do with those papers when vou were 
served? 

Mr. Brapuey. I gave those back to Mr. Smith later. 

Mr. Fiscuspacn. Did you have a discussion with him about that? 

Mr. Brapuey. We talked about it; yes. 

Mr. Fiscupacu. What did you say to him and what did he say 
to you? 

Mr. Brapuey. As far as I can recall, he said for me not to worry 
about it; that he would take care of that. 

Mr. Fiscupacu. Did you complain to him that you were now 
embroiled in a lawsuit? 

Mr. Brapuey. I told him words to that effect; ves, sir. 

Mr. Fischpacu. Were you happy about it or were you unhappy 
about it? 

Mr. Brapuiey. Well, I wasn't much bothered about it. 

Mr. Fiscupacn. Mr. Smith said that he would take care of it for 
you and for you not to worry? 

Mr. Bravery. Yes. 

Mr. Fiscunacn. So, at that time did you discuss with Mr. Smith 
whether you would be obligated to him for defending you in that 
action? 

Mr. Brapuey. He gave me to understand that I wouldn’t; that I 
would be under no expense. 

Mr. Fiscusacu. That he would take care of all the expense in 
connection with it? 

Mr. Bravery. Yes. 
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Mr. Fiscuspacn. Did he or anyone else promise you any money for 


lending your name to this lawsuit? 

Mr. Brapuey. No. 

Mr. Fiscupacnw. You did that purely at Mr. Smith’s request and 
without any monetary consideration; is that correct? 

Mr. Braptey. Well, that and what I thought was a duty to the 
stockholders and to the officers of the bank. I had been perfectly 
satisfied with the service I had gotten there. 

Mr. Fiscupacn. You were perfectly satisfied with the service you 
had gotten at the Long Beach Federal? 

Mr. Brapuey. Yes. 

Mr. Fiscupacu. It never occurred to you that any of these charges 
existed until Mr. Smith told you about them? 

Mr. Brapuey. No. 

Mr. Fiscuspacn. That is a true statement; is it not? 

Mr. Brapuey. That is right; yes, sir. 

Mr. Fiscupacn. That is about all I have. 

Mr. Houirretp. Did Mr. Smith call on you more than once in 
inducing you to be a plaintiff in this case or did you agree to do it as 
soon as he suggested it? 

Mr. Braptey. I think he called there two or three times. 

Mr. Fiscuspacn. Over what period of time was that? 

Mr. Brapuey. Well, over what period of time it is hard for me to 
tell you. 

Mr. Fiscuspacn. With the suit having been started in January of 
1948, was it before Christmas that he came to vou, of 1947? 

Mr. Braptey. Oh, yes. 

Mr. Fiscnuacn. And you thought about it for a while; did you? 

Mr. Brapuey. Yes. 

Mr. Fiscusacn. In that interim, Mr. Smith came to you two or 
three times; did he? 

Mr. Braptey. Yes. 

Mr. Fiscuspacu. Then finally you said “Go ahead; bring the suit 
and I will sign the complaint’’? 

Mr. Brap.ey. Yes. 

Mr. Fiscupacu. Thank you, Mr. Bradley; that is all we have at 
this time. 

Mr. Houririetp. The next witness will be Mr. Newendorp. 

Mr. Newendorp, you have been called to testify in regard to certain 
matters connected with the lawsuit to which you are a party, in the 
regular course of an investigation of a special subcommittee of which 
T am chairman, of the House Committee on Expenditures in the 
Executive Departments. 

At this time I will inform you of your constitutional right that you 
do not have to answer any questions which might tend to incriminate 
you. However, we hope that vou will answer frankly and answer 
the questions in a responsive manner. Now, our subcommittee 
counsel will put certain questions to you, and we do hope that you 
will answer them frankly and honestly. Your testimony will become 
a part of a congressional committee hearing and will be submitted to 
the balance of the subcommittee in Washington. At this time I 
would ask you, sir, to please raise vour right hand and take the oath. 

(Whereupon, Harold L. Newendorp was duly sworn.) 
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TESTIMONY OF HAROLD L. NEWENDORP, LONG BEACH, CALIF. 


Mr. Fiscuspacu. Mr. Newendorp, will you state your full name? 

Mr. Newenporp. Harold L. Newendorp. 

Mr. Fiscupacn. And your residence address? 

Mr. Newenporp. 2693 Elm. 

Mr. Fiscuspacu. Is that in Long Beach? 

Mr. Newenporp. Yes; it is. 

Mr. Fiscupacu. What is vour business or occupation? 

Mr. Newenporp. | was budget analyst at the naval shipyards 
until May 12. 

Mr. Fiscuspacn. Of this vear? 

Mr. Newenpore. Of this year; ves. 

Mr. Fiscupacu. In 1948 you were engaged as budget analyst in 
the naval shipyards? 

Mr. Newenporpe. I wasn’t budget analyst at that time; no. I 
was, I believe, budget administrator. 

Mr. Fiscupacn. When and where did you meet Mr. Charles 
Bradley? 

Mr. Newenporpe. | have never met the man before. 

Mr. Fiscnopacu. You met him here in this room; did vou? 

Mr. Newenporp. I didn’t even know the man until he spoke to 
me and said that his name was Bradley. 

Mr. Fiscupacu. So vou met him here for the first time? 

Mr. Newenporrp. That is right, sir. 

Mr. Fiscupacu. You and he were parties plaintiff in a lawsuit that 
was brought against the Long Beach Federal and others? 

Mr. Newenporp. Yes. 

Mr. Fiscupacu. How did you happen to get yourself involved in 
that lawsuit? 

Mr. Newrenporp. Well, Linnell and Smith have been attorneys 
for me for a long time, especially Frank. He has handled my business. 

Mr. Fiscupacn. Have you ever done any fishing with him? 

Mr. Newrenporp. Yes. 

Mr. Fiscupacn. Well, | have done a little fishing around here my- 
self and | understand that Linnell is quite a fisherman; is that right? 

Mr. Newrnporp. He is quite a fisherman; ves. He has handled 
all of mv legal work and my divorce and whatever has been necessary 
for me to see an attorney about. When this thing first came up in the 
newspapers, why, | happened to be in his office. 1 asked him about 
it and asked him if everything was as it should be and he said that he 
would look into the matter—he and Smith both. After that, why, 
I went into detail with Smith on the things that they had found out, 
but that has been some time ago. I don’t remember just exactly 
when that was filed, but it has been some time ago. 

Mr. Fiscupacn. Did you ask him to bring this lawsuit? 

Mr. Newenpvorp. | asked him if things weren’t on the level, that 
| would be willing to sue for any moneys that should be accounted for. 

Mr. Fiscupacn. Did you ask him to bring this lawsuit or did he 
ask you to? 

Mr. Newenporp. I asked him. 

Mr. Fiscupicu. That was vour conversation with Linnell? 

Mr. Newrnpore. That was with Linnell and Smith, both of them. 
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Mr. Fiscrnpacnu. With both of them? 
Mr. Newenporp. Yes. 
Mr. Fiscupacu. Whose idea was it to bring Bradley into it? 


Mr. Newenporp. Well, | couldn’t say as to that, sir. Like I say, 


I had never met the man before until I met him here. 


Mr. Fiscupacn. Did you ask these lawyers to investigate the 


matter? 

Mr. Newenporp. Yes; I did. 

Mr. Fiscusacn. Did you pay them any money to do so? 

Mr. Newrenporpe. I paid $15 to Smith. 

Mr. Fiscupacu. When was that? 

Mr. Newenporr. That was at the time shortly after I was in 
there; 2 or 3 weeks after I first spoke to them about this matter. 

Mr. Fiscupacn. Was that in 1947? 

Mr. Newenpborpe. I am kind of vague as to the time. 

Mr. Fiscupacu. There are certain landmarks that we can go by 
Here is the complaint which was sworn to on January 16, 1948. 

Mr. Newenporp. January 16, 1948? 

Mr. Fiscnpacnu. Yes. 

Mr. Newenporp. Well, it was around that time. 

Mr. Fiscunacn. It was around that time that you paid him 
the $15? 

Mr. Newenporpe. Yes, sir. 

Mr. Fiscupacu. Now, the newspaper publicity that you referred 
to, did that take place in 1946? 

Mr. Newenpborp. The publicity? 

Mr. Fiscupacn. Yes. 

Mr. Newenporp. Well, I believe it was, although I am not sure 
about that. 

Mr. Fiscuspacu. Wasn’t it publicity that was attendant upon the 
appointment of a conservator for the Long Beach Federal? 

Mr. Newenporp. I believe so; yes. 

Mr. Fiscupacu. We know that took place in May of 1946. There 
is a period from May of 1946 to January of 1948. 

Mr. Newenporp. I| know it was some time after that. 

Mr. Fiscupacu. Was it as much as a year and a half? 

Mr. Newenporp. It could have been; yes, sir. 

Mr. Fiscupacu. The $15 you paid, you paid at the time the suit 
was started? 

Mr. Newenporp. Yes, sir. That was right along in there because 
I was in their office quite frequently. 

Mr. Houirretp. Was that paid in the form of a check or by cash? 

Mr. Newenporp. I paid it by cash. 

Mr. Houirievtp. Did you get a receipt for that? 

Mr. Newenporp. I don’t believe I did. 

Mr. Houtrietp. You do not believe you did? 

Mr. Newenporp. No, sir; because I know that I paid Frank 
Linnell for a divorce that he got for my father. I used to pay him in 
cash. Frankly, I never took receipts from them because I have 
always trusted Frank Linnell and he has never done anything that 
| would have any reason to distrust him. I have always followed 
their advice. 

Mr. Fiscupacu. Did you know a party by the name of Ellen 
Reidenbach? 


ies 





Perens 











Goce, 


OES SRE AOS ORR CREE Saas Bete ie es dY 


% 
% 
% 
e: 
A 





INVESTIGATION OF HOME LOAN BANK BOARD 617 


Mr. Newenporp. No. 

Mr. Fiscupacu. Did you ever or have you ever heard her name? 

Mr. Newenporp. What is the name again? 

Mr. Fiscupacu. Ellen Reidenbach. 

Mr. Newenporp. I can’t say that I ever heard the name before. 

Mr. Fiscupacu. Have you ever heard the name of Bradley before 
today? 

Mr. Newenporr. Bradley, only as it appeared on these papers. 

Mr. Fiscunpacn. Did you ever ask Linnell and Smith or either of 
them who Charles Bradley was? 

Mr. Newenporp. No, | can’t say that I ever did. 

Mr. Fiscupacu. When vou were called upon to sign some papers 
did you read them? 

Mr. Newenporp. Yes, | read them. Of course, I received one 
volume that was quite voluminous——quite a volume of papers. 

Mr. Fiscupacu, Is this the volume you are referring to, the com- 
plaint? 

Mr. Newenporp. This may have been it; yes, sir. 

Mr. Fiscupacu. The complaint which instituted the lawsuit? 

Mr. Newrenporp. Yes, sir; I believe this was it. 

Mr. Fiscupacn. Who gave you that? Did Mr. Smith give you 
that? 

Mr. Newenporp. | beiieve so; ves. 

Mr. Fiscupacn. Who handled the matter in this office, did Smith 
or did Linnell? 

Mr. NeweNborp. Smith handled most of it. 

Mr. Fiscupacnu. So that you had most of your contact with Smith 
in connection with this particular matter? 

Mr. Newenporp. That is right; ves. 

Mr. Fiscupacn. What was the $15 you paid him for? 

Mr. Newenporp. That was a fee that I paid him for. I said that 
| would pay anything within reason if it didn’t cost too much to start 
this. So that is all | know about it. 

Mr. Fiscupacu. What was the discussion about the $15? Who 
fixed that amount? 

Mr. Newenporp. | paid that as a preliminary fee. 

Mr. Fiscapacn. Had you had a bill for it? 

Mr. Newrenporp. No; no bill. 

Mr. Fiscupacu. Had vou ever had a bill for it? 

Mr. Newrenporp. No, I never had a bill for it. 

Mr. Fiscupacn. Did vou ever or have you ever gotten a bill since? 

Mr. Newenporp. No; not since either. 

Mr. Fiscupacu. Did you have a written agreement with Mr. 
Smith or Mr. Linnell? 

Mr. Newenporp. No. , 

Mr. Fiscupacnu. Or either of them? 

Mr. Newenporp. No agreement; no. 

Mr. Houirietp. Were you charged any fee subsequent to the $15 
lee for those services? 

Mr. Newenporp. Not that I know of. 

Mr. Fiscupacn. Was anything said about $15 in relation to the 
cost of filing the suit? 

Mr. Newrenporp. Yes. I told Smith that I wouldn’t pay out a lot 
of money for something like this. He said that it wouldn’t be neces- 
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sary. As [ remember it, | asked him how much it would cost me and 
he said it wouldn’t cost a great deal of money. 

Mr. Fiscuspacu. Did you expect to pay for it? 

Mr. Newenporp. | expected to pay my share; ves, sir. 

Mr. Fiscusacu. Did you expect others would pay their shares? 

Mr. Newrenporpe. I| expected others to pay also; yes. 

Mr. Fiscuspacu. Did you ever say that to Mr. Smith? 

Mr. Newenpvorr. Well, I told him that I wouldn’t share the cost 
by myself. 

Mr. Fiscupacu. Did he tell you that Bradley would pay part of 
the cost? 

Mr. Newenporp. [ think he said that Mr. Bradley would pay part 
of the cost; yes. 

Mr. Fiscupacnu. Did he tell you that he had gotten any money 
from Mr. Bradley to pay part of the costs? 

Mr. Newenporp. No, he didn’t tell me that. 

Mr. Fiscusacu. Did he say that Ellen Reidenbach would pay part 
of the costs? 

Mr. Newenpborp. Sir, as I told vou, I never heard that name before. 
Mr. Fiscupacu. Have you ever seen the name before? 

Mr. Newenporp. Are you speaking about Ellen Reidenbach now? 
Mr. Fiscupacn. Yes. 

Mr. Newrenporp. No, | can’t say that I ever have. 

Mr. Fiscusacu. Where did you sign this complaint? 

Mr. Newenporp. I believe it was in Mr. Smith’s office; in fact, 
know it was. 

Mr. Fiscupacnu. How did you know that it was ready to be signed? 
How did you know it was there to be signed? 

Mr. Newrenpore. You are asking me about something that hap- 
pened about 3 years ago, I believe. I know that I signed it and it 
seems to me it was in their office when I signed it. 

Mr. Fiscusacn. Did you get a letter to come into their office? 

Mr. Newenporp. | believe I received a telephone call. 

Mr. Fiscnpacu. Did you receive that telephone call from Mr. 
Smith? 

Mr. Newenporp. From Mr. Smith; ves. 

Mr. Fiscupacu. Do you remember what he said to you? 

Mr. Newenporp. He asked me to come into the office, that these 
papers were ready to be signed. 

Mr. Fiscupacu. Did you ask Mr. Smith where he got the informa- 
tion that was alleged in this complaint? 

Mr. Newenvorp. No, I didn’t ask him where he got the informa- 
tion. I know that after I spoke to him about this, after I spoke to 
Linnell and Smith about this matter, it was several weeks after that 
when I did go into detail about it, as I say, on some of these matters 
that Smith had pertaining to the assets and the money that was sup- 
posed to be collected by the Federal. 

Mr. Fiscupacn. Did they tell vou where they got the information? 

Mr. Newenporp. No, they didn’t. 

Mr. Fiscuspacnu. And vou did not ask them? 

Mr. Newenporp. Well, no. I relied on their judgment and their 
advice on this thing all the way through. 

Mr. Houieretp. Did vou read this complaint completely through? 

Mr. Newrenporp. Yes, I believe I did. 
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Mr. Houirie.tp. You are familiar, then, with the charges that are 
contained therein? 

Mr. NEWENDORP. Yes, sir. 

Mr. Hourrtetp. Did Mr. Smith or Mr. Linnell at any time show 
you documentary proof of the charges contained there in? 

Mr. Newenpvorp. No, sir; | don’t believe so. 

Mr. Hourrietp. You took their word that the charges were justi- 
fied? - 

Mr. Newenvorp. Yes, sir; I took their word all the way through. 

Mr. Fiscupacn. Upon what did vou rely in swearing to this state- 
ment: 

That the sum of about $10,000 was wrongfully and fraudulently paid out of the 
funds belonging to Long Beach Federal, upon the authorization and at the specific 
instance and request of Gregory to various attorneys including, amongst others, 
Clyde Doyle. The payments were made on the pretense that they were for legal 
services rendered to Long Beach Federal, whereas in truth and in fact the Vv weren’t 
for legal services rendered to Long Beach Federal. 


Upon what information did you rely in making such a charge? 

Mr. Newenporpe. On the advice of my attorneys. 

Mr. Fiscuspacn. Your attorney told you that this had happened? 

Mr. Newenporp. Is Clyde Doyle’s name in there? 

Mr. Fiscusacn. Don’t you know? 

Mr. Newenporp. No, sir; I do not. 

Mr. Fiscupacn. Didn't vou swear to this complaint? 

Mr. Newenporp. | may have. 

Mr. Fiscupacu. Read this paragraph No. VI on page 21. 

Mr. Newenporp. I see it there now. 

Mr. Fiscupacu. All right. What information did you rely on in 
making that kind of a charge? 

Mr. Newenpvorp. On the advice of my attorneys is all; that is 
all I can say. 

Mr. Fiscuspacu. You asked him for no proof? 

Mr. Newenporp. No, sir; no proof whatsoever. 

Mr. Fiscuspacu. And you swore to this? 

Mr. Newenporp. Well, I signed the papers, ves, if that is what 
you mean. 

Mr. Fiscusacu. Didn’t you realize when you signed them that you 
were swearing to them? 

Mr. Newenporp. | suppose it is the same thing. 

Mr. Fiscupacn. Well, did you swear to it? 

Mr. Newenporp. When you sign a paper—what are you referring 
to? 

Mr. Fiscupacu. I am just asking vou some questions about this, 
Mr. Newendorp. When you signed these papers did you swear to 
them or did you not? 

Mr. Newenporp. You have got me confused there. 

Mr. Fiscunacn. Let’s see how confused you really are. You came 
in here this morning, didn’t you, pursuant to a subpena? 

Mr. Newenporp. Yes, sir. 

Mr. Fiscrsacn. Before you were interrogated you were asked to 
raise your right hand and swear to tell the whole truth and nothing 
but the truth? 

Mr. Newenporp. That is right. 

Mr. Fiscupacn. You remember that, do you not? 
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Mr. NEwWENpDOorP. Yes, sir. 

Mr. Fiscunacnw. You weren’t just invited to sit down and have a 
conversation here, were you? ; 

Mr. Newenporp. That is right. 

Mr. Fiscnspacnu. You were sworn to tell the truth? 

Mr. Newenporp. That is right. 

Mr. Fiscunacn. When you signed this complaint were you sworn 
or were you not sworn in connection with the signing of the complaint? 
Did someone ask you to swear that what was stated in this complaint 
was the truth? 

Mr. Newenporp. No, sir. 

Mr. Fiscupacu. No one did? 

Mr. Newenporp. No, sir. J didn’t gather what you were talking 
about. 

Mr. Fiscupacu. There is no question whatsoever that you were 
not sworn when you signed this complaint? 

Mr. Newenporp. As ] remember it, I was not sworn. 

Mr. Fiscupacu. You have testified in litigation before, I presume, 
have you not? 

Mr. Newenporp. No, sir; I never have. 

Mr. Fiscupacu. Have you ever been sworn before this morning? 

Mr. Newenporp. Just once. 

Mr. Fiscusacn. Do you remember the occasion on which you 
were sworn? 

Mr. NeweEnporp. Yes; I do. 

Mr. Fiscupacn. What was that occasion? 

Mr. NEwWENDOrRP. It was just a small claims matter here approxi- 
mately about, I believe, a week ago last Friday. 

Mr. Fiscusacu. In the whole span of your business career, you can 
recall only two occasions on which you have been sworn? 

Mr. Newenporp. That is right. 

Mr. Fiscupacu. When you signed this complaint it was not one 
of those occasions? 

Mr. Newenporp. As I remember it, I was not sworn. 

Mr. Fiscupacu. About 10 days after you signed this complaint, you 
were called upon to sign some other papers, do you recall that? 

Mr. NEweEnporp. Yes. 

Mr. Fiscupacu. Do you remember that it had something to do with 
the appointment of a receiver for the Long Beach Federal? 

Mr. NEWENDORP. Yes, sir. 

Mr. Fiscupacu. Were you sworn at that time? 

Mr. Newenporp. No, sir; I don’t believe I was sworn at that time. 

Mr. Fiscupacn. Do you remember where you signed those papers? 

Mr. Newenporp. If I signed those papers it would have been in the 
attorney’s office. 

Mr. Fiscunacna. Is this your signature or a photostatic reproduction 
of your signature? 

Mr. NEWENDORP. Yes, sir; that is it. 

Mr. Fiscupacnu. Did you read the papers that you signed? 

Mr. Newenporp. I believe I did. 

Mr. Frscunacu. Do you remember what they said? 

Mr. Newenporp. No, I do not; not in detail. 

Mr. Fiscunacu. Did you read these papers, the complaint, before 
you signed it? 
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Mr. Newenporp. I believe I did, sir, yes. 
Mr. Fiscupacn. Yet you did not remember that Mr. Doyle’s name 
was mentioned? phate 
Mr. Newenporp. NO, sir. 
Mr. Fiscupacn. Do you remember anything that was set forth in 


the complaint? 
Mr. Newenporp. I remember these different details that Smith 


showed me. 

Mr. Fiscupacu. What did Smith show you? 

Mr. Newenporp. He showed me items that he had regarding the 
assets of this company. 

Mr. Fiscupacu. Were the items included in the complaint or were 
they in some other document? 

Mr. Newenvorp. You are asking me things that happened about 
3 years ago and I can’t recall; I am trying to be truthful about this. 

‘Mr. Fiscusacn. I am asking | you about something that took place 
in January of 1948. It is not quite 3 years ago. Did he show you 
anything besides the complaint? 

Mr. Newenporp. W ell, he had a lot of figures at one time that he 
showed me in relation to sums of money. 

Mr. Fiscupacu. Now, you are an intelligent man, Mr. Newendorp. 
Think for a minute, if ‘you will. Where did you get this business 
about automobile tires or where did Mr. Smith get it? 

Mr. Newenporp. As I told you, I relied upon Linnell and Smith. 

Mr. Fiscusacu. I appreciate that. 

Mr. Newenporpe. For everything that went on in this matter I re- 
lied upon them. 

Mr. Fiscusacn. I said I appreciated that. Didn’t you, as an in- 
telligent man, ask them where they got this information? 

Mr. Newenvorp. Well, I believe they stated that their investiga- 
tors dug up all of this information. 

Mr. Fiscunacn. Did they name who their investigators were? 

Mr. Newenporp. No. 

Mr. Fiscusacn. Did you talk to their investigators? 

Mr. NEwenpborp. No; I did not. 

Mr. Fiscnpacu. Did you know anything about the charge that 
somebody had fraudulently changed tires on an automobile? 

Mr. Newenporp. No, sir. 

Mr. Fiscupacn. Didn’t you know that your name was put on that? 
Look at paragraph XXIV on page 14, if you will. Is that the first 
time you have ever read that paragraph? 

Mr. Newrenporp. No, sir; I recall that now. 

Mr. Fiscupacn. Didn’t you ask about what is alleged in that 
paragraph? 

Mr. Newenporp. I don’t think I did specifically, not about that 
item; no, sir. 

Mr. Fiscupacu. Didn’t you have any opinion as to that? Didn’t 
you think that was pretty small potatoes, so to speak? 

Mr. Newenporp. Well, I would say right now that I would think 
so. 

Mr. Fiscusacu. Didn’t you think so at the time? 

Mr. Newenporp. I didn’t question it. 

Mr. Fiscupacu. It is perfectly evident to me that you did not 
question it. Did you question anything about that complaint? 
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Mr. Newenporp. As I told you, and as I have told you several 
times, I relied on their advice in’ this matter. 

Mr. Fiscupacu. You had a chat with Mr. Smith this morning, 
did you not? 

Mr. NewEnporp. Yes, sir. 

Mr. Fiscupacu. What did he say to you and what did you say to 
him. 

Mr. Newenporp. Well, I didn’t talk about this in particular. 

Mr. Fiscuspacu. What did you talk about? 

Mr. Newenporp. Well, I asked him some of the details about this; 
that is, I mean I asked him as to when he thought this would be 
settled. 

Mr. Fiscuspacu. What did he say to you? 

Mr. Newenporp. He said, well, he couldn’t say as to that because 
there is a restraining order on now. He said that it might go on for 
some time. 

Mr. Firscupacn. That conversation took place right outside of this 
room, did it not? 

Mr. Newenporp. Yes. 

Mr. Fiscuspacu. What else did you say to him and what else did 
he say to you? 

Mr. Newenporp. I asked him about Frank Linnell, how he was 
getting along. I don’t see him very often any more. He has moved 
to Newport. 

Mr. Fiscusacn. Is there anything else that you discussed with him? 

Mr. Newenporp. Not very much, no. 

Mr. Fiscupacu. Tell us what else you discussed, whether it was 
very much or very little. 

Mr. Newsenporp. Well, I asked him how this was getting along. 

Mr. Fiscupacu. Didn’t you show him the subpena? 

Mr. Newenporp. Yes; I showed him the subpena. 

Mr. Fiscupacn. What did he say to you about it? 

Mr. Newenporp. Well, he said that all I could do was to answer 
the questions that were asked of me. 

Mr. Fiscusacu. Did you discuss with him the institution of this 
lawsuit? 

Mr. Newenpore. No; I did not. 

Mr. Fiscupacn. Did you ask him how he happened to come by? 

Mr. Newenvorp. Well, I knew how he happened to come by 
because Mr. Bradley called him. 

Mr. Fiscupacu. Did he ask you what you were doing here? 

Mr. Newenporp. Yes; and I told him and showed him the paper. 

Mr. Fiscupacu. What else did he say? 

Mr. Newenporp. In fact, I tried to call him this morning after | 
was served. 

Mr. Fiscuspacu. Was there anything else that you talked about 
out there? 

Mr. Newenpvorp. No; nothing of any importance relating to this 
case. The only thing I did talk to him about, I said, ‘I don’t re- 
member very much about this because it has been a long time ago, 
and I haven’t discussed it’, I told him, ‘‘with you for possibly 2 years 
or approximately that.’ 

Mr. Fiscnspacnu. What did he say to that? 
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Mr. Newenporp. He said, “Well, it has been a long time.’”’ He 
said, “I don’t imagine the details are very clear in your mind,” and 
I told him that they were not. 

Mr. Fiscupacu. Did he then commence to give you some of the 
details? 

Mr. Newenporp. No, he did not; he gave me no details whatso- 
ever. 

Mr. Fiscupacu. Did he discuss with you this $15 that you men- 
tioned earlier in your testimony? 

Mr. NEwENDORP. No, sir. 

Mr. Fiscupacu. There came a time after the institution of this 
lawsuit when you were made a defendant in a lawsuit up in the 
Federal court in Los Angeles; isn’t that correct? 

Mr. NEWENDORP. Yes. 

Mr. Fiscupacu: And when you were served with those papers, 
what did you do with them? 

Mr. Newenporp. I| took them to Mr. Smith. 

Mr. Fiscupacu. What did you have to say to him about it? 

Mr. Newenporp. I asked him if he would take care of them for 
me and he said that he would. In other words, I asked him if he 
would defend me on those papers that I received and he said that he 
would. 

Mr. Fiscuspacn. Did you complain to him that, as a result of 
bringing this lawsuit, you were now a defendant in another lawsuit 
in the Federal court? 

Mr. Newenporp. I did say at that time that it was something that 
I didn’t expect. 

Mr. Fiscupacu. Were you happy about being a defendant? 

Mr. Newenporp. No. 

Mr. Fiscupacu. Were you unhappy about it? 

Mr. Newenporp. Yes; I was. 

Mr. Fiscupacn. Did Mr. Smith give any reassurance in con- 
nection with the matter? 

Mr. Newenporp. No; no reassurance except that he said that he 
would represent me. 

Mr. Fiscusacn. Did he tell you how much it would cost you? 

Mr. Newenporp. No; he did not. 

Mr. Fiscusacu. Did you ask him how much it would cost you? 

Mr. Newenvorp. No; I did not. 

Mr. Fiscupacu. Was there any understanding between you as to 
whether you would pay him for his services or not? 

Mr. Newenporp. Well, I have always paid for my services to 
Linnell & Smith, anything that I have had them do. 1 presume 
that I would have to pay when the time came; you usually have to. 

Mr. Fiscupacu. Have you any idea as to what prompted the 
application for the appointment of a receiver in this lawsuit? 

Mr. Newenvorp. No, sir; I do not. 

Mr. Fiscupacu. Was it your idea to ask for a receiver? 
Mr. Newrnporp. I don’t believe it was, sir. 

Mr. Fiscupacu. Was it Mr. Smith’s idea, if you know? 
Mr. Newenporp. I couldn’t say as to that. 

Mr. Fiscupacn. Did he ever discuss it with you? 
Mr. Newenporp. No, sir; he did not. 
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Mr. Fiscupacn. What did he do? Did he just call you in and 
tell you to sign some papers? 

Mr. NewEnporp. Yes, sir. 

Mr. Fiscuspacu. Did you know that you were signing papers 
asking the court to appoint a receiver? 

Mr. Newenporp. | believe I did; that he did tell me that that 
was the purpose of the papers. 

Mr. Fiscupacn. Did you ask him why a receiver should be 
appointed? 

Mr. Newenporp. No; I did not. 

Mr. Fiscupacn. Did he tell you why? 

Mr. Newenporp. No; he did not. 

Mr. Fiscunacu. Did you think that it was a good idea? 

Mr. Newenpvorp. I couldn’t say “Yes” or “No” to that, sir. 

Mr. Fiscunacn. Whose lawsuit was this? Was it your lawsuit 
or Mr. Smith’s lawsuit? 

Mr. Newenporp. Well, I asked him to institute this, to investigate 
it, and let me know what he found out. After all, my mother and 
I are coowners in this and she has lost money before and all I was 
trying to do was to protect her. 

Mr. Fiscnpacn. Did you lose any money in the Long Beach 
Federal? 

Mr. Newenporp. No, sir. 

Mr. Fiscupacu. Were you unhappy about the management there? 

Mr. Newenporp. Not until I read this publicity. As J say, I 
asked them to look into the matter and advise me as to how things 
were going. On the basis of what they showed me, why, I was willing 
to ask for an accounting. 

Mr. Fiscupacn. That is, that it was your idea to ask for an 
accounting? 

Mr. NEweENporP. Yes. 

Mr. Fiscupacu. You had no idea you were going to ask for the 
appointment of a receiver, though? 

Mr. Newenporp. Well, I didn’t know at that time that a receiver 
would be necessary. 

Mr. Fiscupacn. Did there come a time when you ever became 
possessed of the knowledge upon which you formed the opinion that 
a receiver was necessary? 

Mr. Newenporp. No, sir. 

Mr. Fiscupacu. So you never had the opinion that a receiver was 
necessary? 

Mr. Newenporp. No, sir, I can’t say that definitely. 

Mr. Fiscupacn. Did you ever know that you were making an 
application to the court for the appointment of a receiver? 

Mr. Newenporp. As I told you, I believe that Mr. Smith stated 
that that was for the purpose of asking for a receiver. 

Mr. Fiscupacu. At that time did you think that a receiver was 
necessary? 

Mr. NewEenporp. On the advice of my attorney, yes, sir. 

Mr. Fiscupacu. Do you know why you thought a receiver was 
necessary? 

Mr. Newenporp. I don’t follow you. 

Mr. Fiscuspacu. Do you know why you thought a receiver was 
necessary? 
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Mr. NEwENporP. I said on the advice of my attorney. I stated 
that he thought a receiver was necessary. 

Mr. Fiscupacu. So it was your attorney who thought a receiver 
was necessary and not you? 

Mr. Newenporpe. Well, if you want to put it that way, yes, sir. 

Mr. Fiscupacn. I just want you to put it truthfully. 

Mr. NeweEnporp. Well, I signed the papers. 

Mr. Fiscupacnu. I understand that you did. Did you sign the 
papers on the advice of your attorney? 

Mr. NEwenporp. Yes. 

Mr. Fiscupacn. And not because of anything that you knew or 
anything that you had an opinion about? 

Mr. Newenporp. No. I would follow the advice of my attorneys 
in those matters, sir. 

Mr. Houirietp. Mr. Newendorp, you had a conversation with 
Mr. Smith outside of this room prior to entering this room and taking 
the witness stand? 

Mr. NEwEnporp. Yes. 

Mr. Hourr1e.p. Did Mr. Smith ask you at that time to state that 
you had requested the filing of this lawsuit? 

Mr. Newenporp. No, sir; he did not. 

Mr. Houtr1e.p. He did not ask you or instruct you to say that? 

Mr. NewEnporp. No, sir. 

Mr. Fiscnpacn. Have you ever been billed for any services in 
connection with this lawsuit? 

Mr. Newenporp. No, I have not been. I still owe them money. 

Mr. Fiscusacn. Mr. Newendorp, have you ever been billed in 
connection with the lawsuit up at the Federal Court in Los Angeles? 

Mr. NewEenporp. No, sir; | have not been. 

Mr. HouirreLp. You say you owe them some money, Mr. Newen- 
dorp. How do you know you owe them money? 

Mr. Newenporp. I say I owe them money because I have never 
settled with Frank Linnell for the divorce. 

Mr. Houirie.tp. But you referred to other legal services, which are 
not connected with this, when you say you owe them money? 

Mr. Newenporp. That is right. 

Mr. Houtrretp. You do not make the statement that you owe 
them money for services rendered here, do you? 

Mr. Newenporp. No, because they have never sent me a bill for 
this. I presume that I would get a bill for these services. 

Mr. Fiscupacn. Did you get a bill in the divorce case? 

Mr. Newenporp. Not as yet I haven’t. 

Mr. Fiscupacu. Did you ever get a bill from them? 

Mr. Newenporp. I[ haven’t had an accounting with him on it. 

Mr. Fiscnpacu. Have you ever reeeived a bill from them for 
anything? 

Mr. Newenporp. For legal services? 

Mr. Fiscnpacu. Yes. 

Mr. Newenporp. Yes, I have. I have paid them money in their 
offices. 

Mr. Fiscupacn. Do you have any objection to our asking Mr. 
Smith to come up and produce the records of the financial transactions 
between you? 

Mr. Newenporp. No, I have no objection to that. 
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Mr. Fiscuspacn. Do you have any objection to our asking Mr. 
Smith to testify fully in connection with this matter? 

Mr. Newenporp. None whatsoever. 

Mr. Fiscupacn. As to the matters in connection with which he 
advised you, with relation to this case, you have no objection to our 
asking him about that? 

Mr. NeEweEnpDorpe. No, sir. q 

Mr. Fiscupacn. And you give us your permission, as his client, to 2 
do that? 4 

Mr. Newenpborp. That is right, yes. 

Mr. Fiscuzacu. That is all I have. 

Mr. Hourrrevp. That is all, Mr. Newendorp. Thank you very 
much for appearing here this morning. You are excused. 

The next witness will be Mr. Smith. a 

Mr. Fiscupacu. Mr. Smith, I would like to state that process of 
this subcommittee was issued and addressed to you so that if in the 
course of the forenoon you should receive that after leaving here, why, 4 
you are at liberty to ignore it except insofar as we may proceed this 2 
afternoon and require your presence here. 

Mr. Smiru. Would there be any chance of a recess until this after- 
noon or can we dispose of it this morning? 

Mr. Fiscupacu. I believe we might be able to. 

Mr. Situ. Good. 

Mr. Fiscuspacu. Will you be sworn, please? 

(Whereupon Mr. Smith was duly sworn.) 








TESTIMONY OF CHARLES T. SMITH, ATTORNEY, LONG BEACH, 
CALIF, 


2 
4 
4 


Mr. Fiscupacn. State your full name, please. 
Mr. Situ. Charles T. Smith. 

Mr. Fiscuspacn. And your residence? 

Mr. Smiru. 727 Cartagena, Long Beach, Calif. 
Mr. Fiscunacn. Are you a member of the bar? 

Mr. Smirn. I am; yes. 

Mr. Fiscusacu. Of the State of California? 

Mr. Smiru. I am; yes. 

Mr. Fiscuspacn. How long have you been a member of the bar? 











Mr. Suiru. Since 1935. 4 
Mr. Fiscusacnu. Are you a member of the firm of Linnell & Smith? : 
Mr. Smirn. That is correct; yes, sir. q 
Mr. Fiscusacn. And you practice law in Long Beach? aq 
Mr. Suiru. That is correct. : 
Mr. Fiscupacu. Do you know Harold Lee Newendorp? : 
Mr. Smiru. Yes. ‘ 
Mr. Fiscusacnu. Also Charles E. Bradley? & 
Mr. Situ. Yes. 4 
Mr. Fiscunacnu. Is there any relationship between you and M: 4 
Bradley? a 


Mr. Smiru. He is a cousin. 

Mr. Fiscusacu. How did you happen to institute the suit in the 
Superior Court of the State of California, county of Los Angeles, known 
as Harold Lee Newendorp and Charles E. Bradley, for the use and : 
benefit of Long Beach Federal Savings and Loan Association, a corpo- 2 
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ration, versus T. A. Gregory et al., being case No. LBC-14492, in the 
name of Harold Lee Newendorp and Charles E. Bradley? 

Mr. Smiru. That was filed at the request of Mr. Newendorp. Mr. 
Bradley had previously joined in the thing, but Mr. Newendorp was 


7 the one that asked us to investigate after he had heard about the 
| seizure of the institution. 

: Mr. Fiscuzpacu. When, in relation to the seizure of the institution, 
: did Mr. Newendorp ask you to investigate it? 


Mr. Smiru. I don’t know; it was afterward, but I don’t know when. 

Mr. Fiscupacu. When, in relation to the institution of the lawsuit, 
was that request made of you? 

Mr. Surra. I would say probably, oh, 3 weeks to a month or more 
before the lawsuit was actually filed. As a matter of fact, it is my 
recollection now that another client of ours by the name of Marjorie 


: Moss asked us to look into this matter before Mr. Newendorp did. I 
j don’t know how long before, but that is my recollection of it. She 
had a considerable sum of money in the association and had heard 


about the seizure and asked us to see what we could find out about it. 
Mr. Fiscuracn. So you proceeded, first, on the request of Marjorie 
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Moss? 

Mr. Smirnu. I believe she asked us first to look into this thing and 
E then Mr. Newendorp talked to us about it afterward, I believe. How 
& long afterward it was I do not know. 
4 Mr. Fiscurnacn. When did Mr. Bradley talk to you about it? 
: Mr. Smirn. I saw Mr. Bradley, probably, 2 to 3 weeks before the 
5 lawsuit was filed. He had been ill for some time and I had stopped by 
E to see him on the way home and mentioned the seizure and he told me 






that he had some money in the association. We talked about it to 
4 some considerable extent. Subsequently, 1 don’t know whether it 
4 was the next day or the following day, I went back and saw him again 
and at that time I had a lot of notes with me concerning the matters 
that we had discovered. After a conversation he indicated that he 
would like to join as a plaintiff if it meant getting any money for the 
association. 

Mr. Fiscupacu. Did you invite him to join as a plaintiff or did he 
invite himself? 

Mr. Smiru. No, I think after the second visit that I saw him, that 
he was pretty much incensed about the facts that I had related to him. 
I think either at that time or previously, when I had previously talked 
to him, that we mentioned that we represented Mr. Newendorp. I 
think at that time we also represented Marjorie Moss, too. She did 
not subsequently join in the suit, but whom we still represent in other 
matters, and that the nature of the suit was a stockholders’ representa- 
tive suit. He at that time indicated that he would like to join as one 
of the plaintiffs. 

Mr. Fiscupacna. Did you solicit him to institute this suit? 

Mr. Smirx. No, I did not. 
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: Mr. Fiscunacn. You understand what it is to solicit a person? 
s Mr. Smiru. I understand what that is; yes, sir. 

| Mr. Fiscnupacn. You say vou definitely did not solicit him? 
i Mr. Sura. I would say I definitely did not. 


4 Mr. Fiscupacn. And you would say that under oath? 
3 Mr. Smiru. Yes. 
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Mr. Fiscuspacu. If Mr. Bradley has told us that it was your idea 
that he join in this suit, what would your position be then? 

Mr. Smirx. I would say the same thing, that I did not solicit him 
and I would say that the incident happened the way I have related it. 

Mr. Fiscupacu. Do you keep a daily diary? 

Mr. Smiru. I keep one of these date pads showing appointments 
and showing trials and so on. I don’t know what you mean by a 
diary unless you mean a calendar pad. 

Mr. Fiscupacu. Do you keep a daily bound diary in which you 
enter the names of the persons you see and the times you see them and 
what you see them about? 

Mr. Smirn. The people who make appointments, yes. 

Mr. Fiscusacn. Your visiting Mr. Bradley, would that appear in 
a diary? 

Mr. Smiru. No. I went by to see him because he had been ill for 
some time. 

Mr. Fiscupacn. Did you keep a diary in 1947? 

Mr. Smirxn. No, but I kept a daybook, the ordinary bound day- 
book that attorneys get. All that is entered in that is trial dates only 
and nothing else. On my book of dates, or whatever you call that 
loose leaf thing, appointments are entered on that. 

Mr. Fiscuspacu. If you were asked whom you saw on the 16th of 
January of 1948, would there be any record in your office that you 
could consult as to that? 

Mr. Smiru. Not unless they made an appointment, called in previ- 
ously and made an appointment. 

Mr. Fiscusacn. Do you maintain a case docket? 

Mr. Smirn. Well, that would be my bound daybook, if that is what 
I think you are talking about. 

Mr. Fiscupacu. Take the case of Newendorp and Bradley against 
Gregory and others, would there be a place where that suit was insti- 
tuted, a place in your diary or a file showing when the suit was insti- 
tuted, who served what upon whom, what motions were argued and 
so forth? Do you maintain that type of a file? 

Mr. Smiru. The file itself would disclose that. There is no sepa- 
rate docket kept on that, if that is what you mean. 

Mr. Fiscupacu. Apart from the file there is no docket or register? 

Mr. Smiru. That is right. 

Mr. Fiscusacn. What kind of financial records do you maintain in 
relation to your lawsuits? 

Mr. Smrru. My secretary keeps individual cards on each lawsuit. 

Mr. Fiscusacn. Would those individual cards contain the dates 
and source of funds paid to the firm? 

Mr. Smiru. For the most part, I think, when I first became asso- 
ciated with Mr. Linnell in 1946, 1 don’t think there was any adequate 
record kept of keeping accounts other than keeping them in the 
individual files and then, I believe, she kept some sort of a loose-leaf 
system, that is a card-index system on the cases that we handled. 
However, now we have a little different arrangement. 

Mr. Fiscupacnu. I am not interested so much as to the present time 
as I am for the years 1947 and 1948. 

Mr. Smiru. I don’t know about that. That is the system now in 
effect, that each individual client, regardless of whether there is : 
lawsuit or not, has a card set up for them and it shows the costs that 
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have accrued and the amounts that have been received. In 1947 
that may have been true and in 1948; I really can’t say about 1947. 

Mr. Fiscupacn. Was it true in 1948? 

Mr. Smiru. I say that may have been true in 1948. We have had 
a change in our partnership set-up in March of this year. Since then 
I have made considerable changes in the manner in which the records 
are kept. As far as the previous records were concerned, Mr. Linnell 
is the one who instructed the secretary on keeping the records. 

Mr. Fiscupacu. When Marjorie Moss talked to you about this 
matter, did you engage investigators? 

Mr. Smitru. No; I don’t think at that time we did. 

Mr. Fiscupacu. Did you engage investigators at a later time? 

Mr. Situ. Yes. 

Mr. Fiscupacu. Who did you engage? 

Mr. Suitru. I believe Mr. Newton, but I am not sure. 

Mr. Fiscupacn. Is he a local investigator? 

Mr. Smiru. Yes; he is. 

Mr. Fiscupacu. Is he a licensed detective here in Long Beach? 

Mr. Smiru. Yes. 

Mr. Fiscupacn. In Long Beach? 

Mr. Smiru. Yes; he is in the Jergins Trust Building. 

Mr. Fiscupacu. Who paid for the services? 

Mr. Smiru. I don’t know who paid for them. As I said before, 
I don’t know if Tom Newton was the man or not. If I had my files 
here I could tell you what the situation was. 

Mr. Fiscusacu. Is there anyone in your office who could bring 
those files over? 

Mr. Smiru. Well, there are abour 4 feet of them; it is quite a slug 
of files. 

Mr. Fiscnsacn. Do you have 4 feet of files in this case? 

Mr. Smiru. Yes. 

Mr. Fiscupacu. How do you account for that? 

Mr. Smrru. Well, are you familiar with the litigation in the Federal 
court? 

Mr. Fiscupacn. Reasonably so. 

Mr. Smiru. I have received on an average of, I would say in the 
last 2 years, that I have received on an average of one or more copies 
of pleadings every week and which may range all the way from ten 
pages to two or three hundred pages. 

Mr. Fiscupacu. Certainly you would not have 4 feet of files in 
the case of Newendorp v. Gregory? 

Mr. Smirn. Yes. They are involved in the Federal litigation. 
Mr. Chapman, the attorney for Mr. Gregory, saw fit to bring them 
into that litigation, so we are still parties to that litigation. 

Mr. Fiscupacn. In connection with the affirmative suit of Newen- 
dorp and Bradley v. Gregory, that would all be in one narrow file, 
wouldn’t it be? 

Mr. Smiru. I would expect so, yes. 

Mr. Fiscupacu. And your investigation reports and so forth? 

Mr. Smrra. Anything of that nature that we have would be in one 
or more files or would be loose, one of the two. 

Mr. Fiscnpacu. Loose but not in a file? 

Mr. Sir. Yes. I had a stack, for instance, on top of one book- 
case where I have a stack of pleadings and miscellaneous papers that 
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is probably 2% or 3 feet high. They are just impossible to get into 
the files. 

Mr. Fiscusacu. You are referring to the Federal court litigation? 

Mr. Smrrn. I am referring to matters that may be Federal litiga- 
tion or may be local, in the Long Beach court; I do not know. You 
realize we have been restrained from doing anything in this action 
for a long period of time so I haven’t done anything about pulling it 
together or anything else. 

Mr. Fiscupacn. When Miss Moss first talked to you about this 
matter, you think you engaged a detective to make some investi- 
gation? 

Mr. Smirn. May I put the record straight on this? Marjorie Moss 
did not talk tome. Marjorie \foss was ar old client of Mr. Linnell’s 
and Mr. Newendorp was an old client of Mr. Linneli’s and had been 
using his services for years and years. Mrs. Moss may have talked 
to me in Mr. Linnell’s presence. I don’t know how it happened. I 
do know Mr. Linnell and I talked about it and the fact that Mrs. 
Moss had made inquiries concerning it. That is my recollection of it. 

Mr. Fiscupacn. There is no question about the fact that Mr. 
Bradley was not a client of Linnell’s? 

Mr. Smiru. No; Mr. Bradley is my cousin. He is no client of Mr. 
Linnell’s. 

Mr. Fiscuspacu. Whatever conversations there were between Mr. 
Bradley and the law firm were conversations between Mr. Bradley 
and yourself? 

Mr. Smiru. And me alone; that is correct; yes. 

Mr. Fiscupacu. What financial arrangements did you make with 
Mr. Bradley? 

Mr. Smiru. I made no financial arrangements with Mr. Bradley. 
The only financial arrangements that 1 remember at all is, I think, 
that Mr. Newendorp paid something on account of costs, but I don’t 
know how much he paid. 

Mr. Fiscnpacu. Was there a retainer agreement with either Mr. 
Bradley or Mr. Newendorp? 

Mr. Smitu. No. 

Mr. Fiscupacu. How did Ellen Reidenbach enter into the matter? 

Mr. Smitu. I don’t know her. 

Mr. Fiscusacn. Did you ever know the name? 

Mr. Smiru. The name is unfamiliar to me; I don’t know who that 


Mr. Fiscuspacu. Did you ever talk to her? 

Mr. Smitu. I don’t know; I don’t know who she is. 

Mr. Fiscuspacn. This document that I am showing vou ts a paper 
that was typed in your office, is it not? 

Mr. Sairu. I suppose it was, yes; it looks like it. 

Mr. Fiscnusacn. How do you account for the fact that the name 
Ellen W. Reidenbach is on the second line there? 

Mr. Smiru. I would say probably that she was someone who was 
going to join as a plaintiff and then changed her mind. 

Mr. Fiscuspacu. You do not remember talking to her, though? 

Mr. Situ: I don’t know; I don’t know who she would be. I don’t 
remember the name at all, as far as Reidenbach is concerned. 

Mr. Fiscuspacu. Did you dictate this complaint? 
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Mr. Smiru. I think so, ves. I dictated the complaint, that is 
right. 

Mr. Fiscuspacu. Upon what information did you dictate the com- 
plaint? 

Mr. Suiru. Upon information that I had obtained or which my 
secretary had obtained. 

Mr. Fiscupacu. What is the name of your secretary? 

Mr. SmirxH. Mrs. Claire Van Horn. 

Mr. Fiscnsacu. Is she an investigator? 

Mr. Smiru. No; she is just a secretary. 

Mr. Fiscupacu. From whom did you obtain the information upon 
which the complaint was filed? 

Mr. Smirx. Originally | think the basic information I got was ob- 
tained from Mr. Ammann, who was the fellow in charge over here at 
the Federal Savings & Loan. 1 mean by ‘from him” that it was 
obtained through him. I came over to him with an authorization 
from Mr. Newendorp, I believe, and that was the authorization that 
I had to see the records of the association. We got the basic informa- 
tion from the actual records, which we saw over there, and other 
information we obtained from examining the files of various lawsuits, 
which were matters of public record. 

Mr. Fiscupacu. You had a written authorization from Mr. Newen- 
dorp; is that correct? 

Mr. Smiru. As I recall it, that is correct; ves, sir. 

Mr. Fiscupacu. You showed that to Mr. Ammann? 

Mr. Smrru. ‘That is correct. 

Mr. Fiscuspacn. Thereupon Mr. Ammann opened up the files of 
the association to you? 

Mr. Smira. We examined certain things and he showed me a 
copy—I don’t remember the terminology at this point, but anyway 
a copy of a report which had been made of an audit—I don’t know 
whether he made it or someone else made it, but anyway an audit by 
the Federal Loan Bank auditors. 

Mr. Fiscupacu. Does the name ‘Strecker’? mean anything to you? 

Mr. Smiru. No; I don’t recall that. 

Mr. Fiscusacu. Does that name mean anything to you in connec- 
tion with that order? 

Mr. Smiru. No. 

Mr. Fiscasacu, All right. Go ahead with your recital. 

Mr. Smirx. As a matter of fact, I saw a number of things that 
appeared to be very great irregularities and I asked for and. saw a 
number of checks, as I recall it, either canceled checks or uncanceled 
checks. I talked with other people over there but I don’t recall 
with whom. 

Mr. Fiscusacu. Does the name “Matney’’ mean anything to you? 

Mr. Smirn. No. 

Mr. Fiscuspacu. Did you ever talk to a Mr. McKenna? 

Mr. Smirx. A red-haired fellow? 

Mr. Fiscusacu. That is right. 

Mr. Smiru. Yes; I talked to him. He is from, | think, the United 
States attorney’s office, I think. 

Mr. Fiscupacu. He is from the Washington office, is he? 

Mr. Smiru. Anyway I talked with him and with Ronald Walker 
when he was down here as special master or special something or 
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other. I talked with him. That was, of course, as I recall now a 
long, long time after this suit was filed. 

Mr. Fiscupacn. Did Mr. Walker help you draw up the complaint? 

Mr. Situ. No. 

Mr. Fiscuspacnu. Did Mr. McKenna? 

Mr. Samira. No. 

Mr. Fiscupacnu. Who did? 

Mr. Smirx. No one helped me draw it. I drew it myself. I think 
Mr. Linnell and I discussed it at times after it was drafted. 

Mr. Fiscuspacu. Did you show it to Mr. Ammann before you 
filed it? 

Mr. Sirs. I really don’t recall. I saw Mr. Amman on a number 
of occasions, but I don’t recall whether I showed it to him before it 
was filed or not. 

Mr. Fiscupacu. Did you see Mr. Ammann in connection with the 
allegations of the complaint? 

Mr. Smiru. Mr. Ammann? 

Mr. Fiscupacu. Yes. 

Mr. Smiru. No; I don’t think so. 

Mr. Fiscupacu. Did you see Mr. McKenna or discuss with Mr. 
McKenna the allegations of the complaint? 

Mr. Samira. No. 

Mr. Fiscupacu. Apart from the information that was furnished to 
you by Mr. Ammann or through Mr. Ammann, did anyone else in 
the Government furnish you any information in connection with this 
lawsuit? 

Mr. Smiru. Not that I recall. As I say, I talked to, I would 
estimate that I talked to five or six different people who were in this 
association at that time. Now, whether they were all employed by 
the Government or by the association I do not know. 

Mr. Fiscuspacu. Did Ammann know you wanted this information 
to bring a lawsuit? 

Mr. Smirx. Yes. At the time I first came over here I told him 
that my client was interested in finding out whether or not there was 
any basis for the seizure and if there was that I was going to represent 
him in a representative lawsuit. 

Mr. Fiscupacn. Mr. Ammann cooperated with you from that 
point on? 

Mr. Smirn. Well, yes. He never refused to show me anything, if 
that is what you mean. 

Mr. Fiscusacn. Where did you get the information alleged in 
paragraph XXIV of the complaint? 

Mr. Smrrn. I can’t tell you specifically where I got it, but I do 
recall this, that I talked to someone in a service station about that 
matter after I had learned about it. I don’t know where I learned 
about it. I talked to someone in a service station and I talked to 
someone, as I recall it, who was employed by the association. The 
name I do not recall at the time. 

Mr. Fiscupacu. Where did you get the information that is alleged 
in paragraph VI of the complaint? 

Mr. Smirx. Perhaps to facilitate things I can, as far as all of the 
information contained in the thing is concerned, I can state we got 
it from one of a number of sources. We either got it from the records 
of the association, from information furnished us by the people who 
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may have been involved in the various allegations, or from an exam- 
ination of the court records. 

Mr. Fiscupacu. Now, did Mr. Doyle, as an illustration, ever tell 
you that he had received fees pursuant to some fraudulent scheme? 
“ Mr. Smita. No; I am sure Mr. Doyle never told me any such 
thing. Did you, Mr. Doyle? 

Mr. Doyue. No. 

Mr. Fiscupacn. So you did not go to see Mr. Doyle about that 
allegation, did you? 

Mr. Suirx. No; I didn’t. I didn’t go to see Mr. Gregory about 
any allegations or I didn’t go to see—— 

Mr. Fiscnpacu. Well, Mr. Doyle was a brother lawyer in town, 
was he not? 

Mr. Smiru. Yes. 

Mr. Fiscupacu. And you did not go to see him or Mr. Wallace to 
inquire about the allegations that you made with respect to Mr. 
Wallace or Mr. Doyle or Mr. Harry Albert or Robert H. Wallis, did 
you? 

Mr. Smirx. No. I did look at the records of the association on 
those particular counts. 

Mr. Fiscupacn. Was there anything in the register of the associa- 
tion which supported your allegation in pargraph X V1? 

Mr. SmitH. This is not my complaint. 

Mr. Fiscupacu. Isn’t it? 

Mr. SmitH. In any event I never mimeographed any. 

Mr. Fiscuracu. Well, let’s take the complaint that came out of 
your office. Examine those and see if there is any difference. 

Mr. Smirx. I don’t know if there is or not. Yes, there was some- 
thing in the records of the association involving that. As I recall 
the amount, the total amount paid out was approximately $10,000, as 
alleged. 

Mr. Fiscupacu. What was there in the records of the association 
which said or from which you could infer or draw the conclusion that— 

Said payments were purported to be made to said attorneys on same pretense 
of payment for legal services rendered to defendent association. Plaintiffs are 
informed and believe and therefore allege that said attorneys periurmed legal 
services in good faith, but not for defendant association, and in truth and in fact, 
said services were rendered to defendant T. A. Gregory and some or all of the 
other defendant directors and officers in their individual capacities— 
et cetera. What was there in the records of the association to establish 
that? 

Mr. Smirx. The record of the payments to them. If you want me 
to go ahead and tell you where you can find the information on this I 
will tell you. 

Mr. Fiscupacn. Please do. 

Mr. Smiru. There are a number of lawsuits that were filed against 
Mr. Gregory and other individuals. In some of them the association 
was named as a defendant for record purposes only. They were 
seeking no relief against the association. The fees that are concerned 
here were paid to those attorneys who represented Mr. Gregory in that 
litigation. That litigation is a matter of public record which we have 
examined. 

Mr. Fiscupacu. Is that State court litigation? 
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Mr. Smiru. Yes, sir. I believe there may have been one Federal 
case, but as I recall, they were all State court cases. 

Mr. Fiscunacn. Look at paragraph XVII, and tell us after looking 
at it, what record there is of the association to support that al’egation? 

Mr. Sairu. Just the record of the payment. 

Mr. Fiscuracu. Now, what is there in the record of the payment 
that supports the allegation that there was a pretense for services 
rendered but no services rendered? 

Mr. Smirx. Frankly, | am not now testifying that there is any 
record anywhere in the association or anywhere e Jse which individually 
would support any allegation of fraud or wrong or pretense or any- 
thing else. That is a matter of pleading which I conceive, as an 
attorney, essential to this type of lawsuit. I don’t think you can find 
anywhere a single piece or a combination of pieces of written evidence 
which will say “fraud or pretense or wrongful in any respect, but I, 
as the pleader, drew this pleading, deemed it necessary to make that 
allegation and deemed that that allegation was proper, based upon the q 
information I had. 4g 

Mr. Fiscnnacn. All right. The information you had came to you 
in large part, I teke it, from Mr. Ammann? 

Mr. Smiru. Well, part of it came from Mr. Ammann, yes; no ques- 
tion about that, and through the report which I saw. 4 

Mr. Fiscupacu. Was there any other source of information that 
in anywise involves any emplovees of the Federal Government, which | 
was made available to vou? 4 

Mr. Smiru. I don’t think so, other than, again, I must say that | 
talked to four or five people in that association, who were either 
emploved by the Government or by the association, but I don’t 








know the names of them other than you have mentioned McKenna. q 
I did talk to McKenna, and I did talk to Ammann, and I talked to 4 
two or three other people whose names I do not know, about various a 
matters concerned in this lawsuit. E 

Mr. Fiscunacu. Did Mr. Walker know you were going to bring 3 
this lawsuit? : 

Mr. Smitru. I never saw Mr. Walker until after the lawsuit was a 
filed. 


Mr. Fiscusacu. Did you see Mr. McKenna until after the lawsuit 
was filed? 

Mr. Smiru. | think I saw him before the lawsuit was filed. 

Mr. Fiscupacu. Did Mr. McKenna know you were going to bring 
this lawsuit? 2 

Mr. Smiru. I think so; yes. % 

Mr. Fiscusacu. Did you receive any encouragement or dis- 4 
couragement from him? & 

Mr. Suiru. I don’t know; I really don’t know. I had received 
cooperation from Mr. Ammann, as far as being willing to show me 
any portions of the records or anything that would be of interest to me. 

Mr. Fiscupacn. How do you account for the fact that the lawsuit 
was brought when it was brought? 








Mr. Smiru. Frankly, I don’t know other than that we had finished E 
the draft and had it ready and filed the lawsuit. a 

Mr. Fiscusacn. Did you file the lawsuit with knowledge of the 
fact that the conservator, Mr. Ammann, was about to depart for 
other points? 
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Mr. Smiru. I had no knowledge of anything of that nature. 
Mr. Fiscupacu. Did it come as a surprise to you then that the 
following dav Mr. Ammann was released? 

Mr. Smiru. I didn’t know he was. Was he released the following 
day? 

Mr. Fiscupacu. Yes; within a day or two. 

Mr. Smiru. I didn’t know that. 

Mr. Fiscupacu. Did it come to your attention that he was released 
very shortly after the filig of this lawsuit? 

Mr. Situ. No, it didn’t come to my attention. I knew that sub- 
sequently the association was restored to the former management, 
but I don’t know when it came with relation to the filing of the 
lawsuit or anything like that. 

Mr. Fiscupacn. Did you have occasion during the preliminary 
phases of this matter to communicate with anyone in Washington 
by telephone or by mail? 

Mr. Situ. I don’t believe so. The only time that I ever communi- 
cated with anybody in Washington about this thing was a letter 
which was written to Senator Taft and I don’t know when that was 
in relation to the lawsuit or to the other phase of it. I think probably 
it came after this lawsuit was removed to the Federal court; at least, 
that is my recollection of it. 

Mr. Fiscupacu. What financial contributions did Mr. Bradley 
make to this lawsuit? 

Mr. Smitru. He made no financial contribution. 

Mr. Fiscupacu. How about Mr. Newendorp? 

Mr. Smiru. As I recall, he paid something on account of costs. 
I really don’t know how much that was. 

Mr. Fiscuspacu. Who paid the balance of the costs? 

Mr. Smirx. There haven’t been any costs to speak of. There is 
no way at all that I can tell you. I don’t think there have been any 
costs other than the initial costs. 

Mr. Fiscupacu. Isn’t there a filing fee in connection with the 
institution of a lawsuit? 

Mr. Smiru. $10; at that time I think it was either $7 or $8. 

Mr. Fiscupacnu. Isn’t there also some service fee for the process 
server? 

Mr. Situ. Yes. 

Mr. Fiscupacu. Would $15 cover the cost of the institution of a 
suit of this character? 

Mr. Smitu. Probably; yes. 

Mr. Fiscunacn. Didn’t you have some expenses or disbursements 
in connection with your various court appearances up in Los Angeles 
and so forth? 

Mr. Smirn. In what respect? 

Mr. Fiscupacu. Going to court and coming from court and 
arguing motions and so forth? 

Mr. Smirx. I suppose you could say they are expenses. I don’t 
treat them that way myself because I am in the business; that is my 
business of going to court. 

Mr. Fiscunacn. What remuneration, if any, have you or has your 
firm had? 

Mr. Smirx. Not a penny. 
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Mr. Fiscupacn. Was that in accordance with your agreement with 
your clients? 

Mr. Suir. No. As I recall it, we looked into the law pertaining 
to representative lawsuits, a representative suit, and we informed our 
clients that the law provided that in the case of a representative suit, 
if you prevail, the court would determine what the fees were to be paid 
and it would come out of any recovery and otherwise there would be 
no remuneration, 

Mr. Fiscurpacn. Is that the basis upon which you proceeded? 

Mr. Smirx. That is correct, yes, sir. 

Mr. Fiscupacn. Why did you ask Mr. Newendorp to contribute 
to the cost of the suit? 

Mr. Smita. Somebody has to pay the costs. 

Mr. Fiscusacn. Why didn’t you pay them? 

Mr. Smirx. Well, I am not in the babit of paying costs for filing 
lawsuits. It is something that isn’t done. Maybe there are some 
attorneys who do that. ‘I do occasionally when I have some poor 
clients. 

Mr. Fiscunacu. Did Mr. Newendorp understand he was not to be 
responsible to you for your services? 

Mr. Situ. For the fees, that is correct, and he would likewise be 
reimbursed for his costs. 

Mr. Fiscusicn. You explained that to him? 

Mr. Situ. Yes. 

Mr. Fiscupacn. Mr. Newendorp then, at this moment, doesn’t 
consider himself and is not indebted to you for services rendered in 
this litigation? 

Mr. Smiru. Not in this litigation, no. 

Mr. Fiscupacn. Did you explain to him that he would not be 
obligated to pay you any fees for services in this lawsuit? 

Mr. Smitrx. Well, now, we explained to him, and may I explain 
what I am about to say, that we take litigation on a contingent basis 
frequently where we agree that if a recovery is had we will obtain a 
certain portion of that for our fees. If no recovery is had there will 
be no liability for fees. This was on a similar basis except that in 
this case we informed Mr. Newendorp that if recovery were had, that 
the court would determine the value of the fees which we were to 
receive, 

Mr. Fiscupacn. In any event, you would not look to him for pay- 
ment? 

Mr. Smirx. That is correct. In any event, he would not have to 
reimburse us because we were taking it on a contingent basis. If we 
won, we got a fee; if we didn’t win, we didn’t get any. 

Mr. Fiscupacu. If you did not w in, who would reimburse him for 
the costs that he advanced? 

Mr. Smiru. As I say, he advanced the initial costs and I don’t 
believe we have gone beyond that, as a matter of fact. 

Mr. Houtrieip. You did not consider the cost of your investigator, 
Mr. Newton, or whoever it may have been, as part of your cost? 

Mr. Situ. I do not want any misunderstanding on this. I don’t 
know whether Tom Newton was employed to do anything or not. I 
do know Mr. Linnell talked to him, to Tom Newton, about this matter, 
and about an investigation. I have not looked at the file in this action 
for at least a year, 1 would say, or, perhaps longer, and I cannot tell 
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you. 1 do know this, as I have stated, that I do not think we have 
expended any more money in costs than we have received at the pres- 
ent time. 

Mr. Fiscupacu. So if Mr. Newton was hired in this matter, he was 
paid by some source other than your firm? 

Mr. Smiru. If he was hired, he might have been hired on a contin- 
gent basis. I have had him do work ‘for me on that basis before. 
~ Mr. Fiscupacu. So all the allegations of fraud in this case are 
allegations that you simply put in as a pleader? 

Mr. Suiru. That is right; yes 

Mr. Fiscupacn. Did you ‘discuss these allegations of fraud with 
Mr. Newendorp and Mr. Bradley? 

Mr. Smitu. I think, as I recall it, we went over the complaint para- 
graph by paragraph, explaining what it was; yes; that is my recollec- 
tion of it. 

Mr. Fiscuspacu. Is that your usual practice with your clients, to go 
over your pleadings paragraph by paragraph? 

Mr. Smirs. Not in a divorce case or a simple contract vase; no. 

Mr. Fiscupacu. But in a case of more momentous proportions you 
would do that? 

Mr. SmirH. We do discuss it with them; yes; so they will under- 
stand what the nature of the pleading is. 

Mr. Fiscusacu. You have made an effort for Mr. Newendorp to 
be apprised of all of the allegations in this complaint? You did make 
that effort, did you? 

Mr. Smiru. Yes. 

Mr. Fiscupacn. And you would say he was so apprised of the 
situation? 

Mr. Smiru. Yes. 

Mr. Fiscupacu. You say that because you went over the complaint 
with him paragraph by paragraph; is that correct? 

Mr. Smirxa. No; I say that is my recollection of what was done. 

Mr. Fiscuspacn. Did you discuss with him the application for the 
appointment of a receiver in this case? 

Mr. Smrru. In this case? 

Mr. Fiscupacu. Yes. 

Mr. Samira. I really don’t remember. I don’t remember if that 
application was made contemporaneously with the filing of this law- 
suit or if it was made afterward. 

Mr. Fiscupacu. According to the court records it was made 10 
days later. 

Mr. Smrru. Well, I am sure I must have discussed it with him but 
I don’t remember because I don’t remember when we made it. 

Mr. Fiscuspacu. Do you remember where Mr. Bradley signed the 
complaint? 

Mr. Suiru. No; I don’t. 

Mr. Fiscupacu. Do you know where Mr. Newendorp signed the 
complaint? 

Mr. Smirn. I believe, I don’t know for sure, but as I recall, I think 
he brought a fishing pole into the office and I think he signed it there, 
but I don’t remember. 


. Mr. FIscHBACH. Sake, what part did Claire Van Horn play in this 
thing? 
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Mr. Smira. Oh, she made copies of various things that I was 
interested in. 

Mr. Fiscusacu. Did you take her with you on your investigations? 

Mr. Suiru. I took her over one time and had her make a number of 
copies of portions of that report and also copies of the face and the 
back of some of the checks. 

Mr. Fiscusacu. The report you referred to before and the report 
you are referring to now, that is the report of an audit made by em- 
ployees of the Federal Home Loan Bank Administration, and which 
was shown to you or made available to you by Mr. Ammann? 

Mr. Smiru. I presume that is it. It was the report that was in the 
association’s office. 

Mr. Fiscupacn. It was rather a thick document, was it not? 

Mr. Smiru. Yes. 

Mr. Fiscupacu. About 2% inches thick; is that correct? 

Mr. Smiru. Yes. 

Mr. Fiscupacu. And it was about the legal size paper, or was it 
about that size? 

Mr. Smiru. Yes; that is right. 

Mr. Fiscupacu. Approximately 8 by 13 or 14? 

Mr. Smiru. The size of legal paper; yes, sir. 

Mr. Fiscupacu. Was it a typewritten document, the original type- 
written document, or a carbon copy? 

Mr. Smiru. I don’t remember. 

Mr. Fiscusacu. Was it bound with Alco fasteners at one end and 
was it enclosed in a manila folder? 

Mr. Smiru. I believe it was in a folder and had covers on it; it may 
have been a manila folder, but I don’t really know. 

Mr. Fiscusacn. Isn’t it a fact that that was the principal source 
for the allegations that were made in this complaint? 

Mr. Smiru. It was the initial source of the information which we 
used, 

Mr. Fiscusacn. I note in the complaint you have allegations 
with respect to Mr. Gregory’s salary, his activities, the Jackson 
Turner transaction, a transaction involving a lease, a copy of which 
you appended to the complaint, among other things. I take it that 
your allegations in that respect, as well as your detail with respect to 
the lease, and so forth, all came out of that report? 

Mr. Smiru. Well, I think I saw the lease, as a matter of fact. The 
allegations didn’t come out of the report; no. Nothing in this com- 
plaint came out of the report. I dictated the complaint and rehashed 
it after I dictated it. The information upon which the various 
allegations herein are based came, initially, from that report coupled 
with further information that we gained from other sources. 

Mr. Fiscupacu. Coupled with information that you gained from 
sources indicated by the allegations of the report; is that correct? 

Mr. Siru. Yes. 

Mr. Fiscnsacu. So if the report had made reference to a trans- 
action which was a matter of record, you went back to the original 
records; is that correct? 

Mr. Smiru. That is correct. 

Mr. Fiscusacn. To verify the allegations of the report? 

Mr. Smiru. That is right. Where it referred to this matter of 
attorney fees, we went to the basic records to find out what the lawsuit 
was all about. 
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Mr. Fiscupacn. What period of time did you spend with Mrs. 
Van Horn in this field work or preliminary work? 

Mr. Smirx. What period of time? 

Mr. Fiscupacn. How many hours a day did you spend? 

Mr. Situ. She is my secretary; she works 5 days a week. 

Mr. Fiscupacn. How many days did you and she work on this 
matter? 

Mr. Smiru. I couldn’t begin to tell you. I would have to go back 
and see if there was any record when this thing first came up. 

Mr. Fiscnpacu. Don’t you keep a time record? 

Mr. SmitH. Not on every case. We do on some cases where we 
expect to be compensated on a time basis. 

Mr. Fiscupacnu. Did you expect to be compensated on a time basis 
in this case? 

Mr. Smiru. No. 

Mr. Frscuspacn. Did you anticipate having to make an application 
to a court for allowance of fees? 

Mr. Smirx. Ultimately based on the trial of the action, ves; and 
the amount recovered. 

Mr. Fiscupacn. You would not include the period.of time you 
spent in preparing this case for trial in such an application? 

Mr. Surru. I think so, yes; you would have to include that. 

Mr. Fiscuspacu. What records would you rely upon? 

Mr. Suir. We would have to go back to the original file and go 
through it and determine how much time was involved in the prepara- 
tion of this pleading and that pleading or whatever there may have 
been. 

Mr. Fiscnupacu. That is what I am trying to get at. How much 
time was involved in the preparation of this complaint, in the basic 
investigation? 

Mr. Smiru. Probably a month’s time, at a minimum, and, possibly, 
a longer period. I really don’t remember. 

Mr. Fiscunacn. You had no compensation for that work? 

Mr. Smiru. I received no compensation, that is right. 

Mr. Fiscusacu. Did you ever represent Tom Newton? 

Mr. Smrru. Tom Newton; no. 

Mr. Fiscunacn. Did you ever do any legal work for him at all? 

Mr. Smirx. No. I bought a lot of bail bonds from him. 

Mr. Fiscuspacu. Do you know Joe Crail? 

Mr. Smiru. Yes; I worked for him at one time. 

Mr. Frscupacu. How long did you work for him? 

Mr. Smiru. About a year or a year and a half. 

Mr. Fiscupacu. During what period of time? 

Mr. SmituH. 1935 until about the middle of 1936. 

Mr. Fiscusacu. Did you ever talk to Joe Crail about this lawsuit? 

Mr. Smirn. Yes. I talked to Joe Crail about this lawsuit, I think, 
last year in San Francisco. I ran into him at the St. Francis Hotel. 
He asked me about the thing and asked me what the status of it was 
and I told him. 

Mr. Fiscusacn. What did he say? 

Mr. Smirx. What did he say about the lawsuit? 

Mr. Fiscupacn. Yes. 

Mr. Smiru. Nothing. I said that we had been restrained by the 
Federal court and we couldn’t do anything. 
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Mr. Fiscuspacn. What prompted him to inquire about the lawsuit. 
do you know? 

Mr. Smiru. I don’t know except that I have known Joe Crail for 
many years. He, as I understand it, has some connection with some 
association, or I should say, association or associations. I don’t 
know the name of it. 

Mr. Hourrietp. The stockholders committee? 

Mr. Smiru. He represents a lot of associations in southern Cali- 
fornia, I believe. 

Mr. Fiscnspacu. Do you want us to understand that you ran into 
Joe Crail at the St. Francis Hotel and that he just said, right off the 
bat, “What is the status of the lawsuit?” without any other pre- 
liminaries? 

Mr. SmitH. Yes. 

Mr. Fiscupacn. How did he know about this? 

Mr. Smitx. He knew I represented the First Savings and Loan 
Association and Mr. Roddick has talked to Mr. Crail on a number 
- occasions. Joe Crail knew who I was and that I had filed this 
awsult. 

Mr. Fiscupacn. He knew that from Mr. Roddick? 

Mr. Smiru. Yes. 

Mr. Fiscunacu. Had you discussed this case with Mr. Roddick? 

Mr. Situ. Off and on, sure. 

Mr. Fiscusacn. Did he or anyone connected with him, or his asso- 
ciation, finance the case in any way? 

Mr. Smit. No; they have had no interest in it and Roddick has 
had nothing to do with it in any way. 

Mr. Fiscusacu. Just a conversational interest, is that what you 
mean? 

Mr. Smiru. That is right. I would see him frequently. He gets 
letters, which he shows to me, from this committee that Crail heads. 
He gets letters frequently and we talk about the present status of 
the whole problem. 

Mr. Fiscupacu. Apart from that, Mr. Roddick had nothing what- 
soever to do to activate his interest in this matter? 

Mr. Smit. No; he had nothing to do with it at all, other than the 
fact I have talked with him about it periodically, whenever one of 
these letters is received, and I happen by, why, we just talk about it. 

Mr. Fiscusacn. Did he ever urge you not to institute this lawsuit 
or maintain it? 

Mr. Smiru. No: he never said anything about it. I didn’t have 
anything to do with that association at that time at all, at the time 
this lawsuit was filed. I don’t think anything was said about it 
afterward, except that recently he has told me that he thought the 
ong thing was going to be settled and it was probably all for the 

est. 

Mr. Fiscupacn. When did your contact with Mr. Roddick com- 
mence? 

Mr. Smirx. Oh, not until last year; I believe some time during 
last year it was that I became attorney for his association. 

Mr. Fiscuracu. During the course of becoming attorney for his 
association, Mr. Roddick became aware of the fact that you were 
counsel in this case? 
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Mr. Smiru. He previously knew that. I have known him for some 
time, personally, but I never represented him in any matter. 

Mr. Fiscuspacn. So you do want us to understand your meeting 
with Mr. Crail, casually as you have described it, started with a 
discussion about this lawsuit? 

Mr. Smiru. It didn’t start that way. We had had a drink. It 
was a State bar association convention. We talked about a number 
of things. I talked with his wife for a long time. Then I finally or 
he finally brought up the matter of this lawsuit. He wanted to know 
what was the status of it and I told him. 

Mr. Fiscupacu. Did Mrs. Crail inquire about the status of the 
lawsuit? 

Mr. Samira. No. 

Mr. Fiscupacu. Was she there at the time? 

Mr. SmirH. One was in one room and one in the other room. 
She was lying down, I think, and I talked with her for a while and 
then I went into the other room and talked with Joe. 

Mr. Fiscupacu. Did he make any comment to you about the 
status of the case? 

Mr. Siro. No. I think he did discuss with me the matter of 
various settlement negotiations that had been pending for some time, 
but I don’t recall what was said in that respect other than I think 
he did. 

Mr. Fiscupacu. Did you ever make available to Mr. Roddick a 
copy of the complaint or the other information that was made available 
to you by Mr. Ammann? 

Mr. Smrfu. No. 

Mr. Fiscupacn. Did you make that available to Joe Crail? 

Mr. Smiru. No. 

Mr. Fiscnopacu. Did Mr. Ammann request that you treat with 
the subject matter of the documents he had shown you or the report 
he had shown you in a confidential way? 

Mr. Smiru. I don’t think so. As I recall the conversation on that, 
he stated to me that the report which he showed me was the associa- 
tion’s copy and was the property of the association. I don’t recall 
anything ever being said about any confidential matter. 

Mr. Fiscupacu. You are quite sure that nothing was said about 
the information being confidential? 

Mr. Smiru. Sir, I am quite sure of nothing at this pomt. It has 
been about 3 years ago, and to be honest with you, I couldn’t tell you 
any specific thing that was said. As I say, my best recollection is 
that nothing was said about it. 

Mr. Fiscupacu. In any event, you never considered that any of the 
matters that were disclosed to you were to be treated confidentially? 

Mr. Smira. I didn’t consider it, no; because I had never so 
understood it. 

Mr. Fiscuspacn. Had anything like that been suggested to you, 
you would have understood that a long time ago? 

Mr. Surrx. Obviously; certainly. 

Mr. Fiscupacu. Now, apart from making copies of various docu- 
ments and accompanying you to various original court records, Mrs. 
Van Horn played no other part in this matter? 

Mr. Smira. No. She typed the complaint. 
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Mr. Fiscurnacu. Did you, by any chance, use her to talk to other 
prospective plaintiffs in this case? 

Mr. Smrrxn. Not that I know of; I never knew that she talked to 
anvone, if she did. 

Mr. Fiscunacn. You accounted for the presence of the name of 
Ellen Reidenbach on the cover of the complaint, which was prepared 
in your office, by stating that she probably was a person who contem- 
plated joining in the complaint, and then decided not to? 

Mr. Smirx. That is probably what happened; ves, sir. 

Mr. Fiscurnacu. You had no contact with her? 

Mr. Surra. I don’t know; I told you I don’t recall the name. 

Mr. Fiscuracn. You do not recall any incident meeting with a 
lady and learning that she was no longer interested in being a plaintiff? 

Mr. Smiru. I think at that time that Charles Bradley was living in 
the home of some lady where he had a room. I think she may have 
been present during my conversation, the second conversation, that 
I had with Mr. Bradley; she might have been present at that time. 
Whether it is this woman or not I don’t know, to be perfectly honest 
with you. 

Mr. Fiscuracn. If it were such a person, would you have had a 
conversation with her and gleaned from her a willingness to be a 
plaintiff in the action? 

Mr. Smirn. If that is the woman, there was a woman present in 
the conversation that I had with Mr. Bradley. If that is the woman 
whose name is Reidenbach, or whatever the name is, then, yes; she 
would have been in on this conversation. The only reason she would 
have been included at all is that she stated to me that sh® wanted to 
become a party to the lawsuit. 

Mr. Fiscusacu. If that were so, there must have come a time 
when you learned that she had changed her mind about that? 

Mr. SmirH. Yes; if that is the situation, that is obviously what 
must have happened. 

Mr. Fiscupacu. Do you recall any such incident? 

Mr. Sairu. I don’t recall it; no. 

Mr. Fiscunacn. Would Mrs. Van Horn know anything about that? 

Mr. Smiru. I doubt it. She didn’t carry on my law business and 
never has, as far as I know. 

Mr. Fiscuracn. You did not use Mrs. Van Horn to confer with 
any of your clients or prospective clients? 

Mr. Smirxu. No; she is not arattorney. Sheis a stenographer, and 
that is all. She takes dictation and transcribes it. That is her 
business, sir. 

Mr. Fiscuracu. Is she the office notary? 

Mr. Smirx. Yes. We had another girl whose name I don’t recall 
at the present time, who also was a notary, I believe, but she is no 
longer with us. 

Mr. Fiscupacn. Does Mrs. Claire Van Horn keep a register, a 
register for her notary work? 

Mr. Smiru. I assume so; I don’t know. I have never paid any 
attention to it. I think the only documents that are ever recorded, 
according to my recollection, would be something affecting a piece of 
real property. 

Mr. Fiscupacn. If it is recorded, is it recorded in a bound volume? 

Mr. Smiru. I don’t know. I don’t take care of her business at all. 
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Mr. Fiscuspacu. Is she paid a notarial fee when she takes an 
affidavit in a litigation? 

Mr. Smi1H. The only way I can answer that is to say if it is a legiti- 
mate item of cost in a lawsuit, then it is claimed as an item of cost; yes 
sir. She freque ntly notarizes things for people and receives a fee for 
it, which is not concerned with any litigation. 

Mr. Fiscupacn. Is it your office practice, in the case of an affidavit 
on a motion for the appointment of a receiver, to have her receive a 
fee for her notary work? 

Mr. Smiru. Not at that time. If it is a legitimate item of cost and 
we subsequently recover a judgment, where we can get our costs, we 
put it down as an item of cost. 

Mr. Fiscnspacn. Did you dictate the affidavit of Harold L. Newen- 
dorp on the application for the appointment of a receiver? 

Mr. Smiru. I don’t know. 

Mr. Fiscupacnu. Here is a copy of it; take a look at it. 

Mr. Smita. I believe | did; yes. 

Mr. Fiscupacu. Mr. Newendorp knew the contents of the affidavit 
did he not? 

Mr. Smirx. I am quite sure it was discussed with him; yes. 

Mr. Fiscusacnu. Did he satisfy you that he knew what the contents 
of the affidavit was? 

Mr. Smirx. Did he satisfy me that he knew? 

Mr. Fiscupacn. Yes. 

Mr. Smiru. I don’t know that he did. I am confident, in my mind, 
that I satisfied myself that he knew what was in there; ves, but as far 
as whether he was satisfied or not I don’t know. 

Mr. Fiscupacn. Did he rely upon you in signing these pleadings 
and this affidavit? 

Mr. Smirn. Yes. We were his attorneys, and he relied upon our 
advice in the matter. 

Mr. Fiscupacn. Did he rely upon your advice in swearing to this 
affidavit? 

Mr. Smiru. I presume he did. 1 have no independent recollection 
of whether he did or did not, but I do know the matter was discussed 
with him. 

Mr. Fiscupacn. Was Mr. Newendorp present when the affidavit 
was dictated? 

Mr. Smrrx. I don’t know that. 

Mr. Fiscupacu. Is it your practice to insist that vour clients be 
present when you prepare an affidavit for their signatures? 

Mr. Smirx. Oh, no. 

Mr. Fiscupacn. You just go ahead and prepare it and submit it 
to the client? 

Mr. Smiru. On a routine matter, certainly. 

Mr. Fiscupacn. And an application of this character you con- 
sidered to be routine? 

Mr. Smiru. It is an auxiliary remedy in the lawsuit; certainly. 

Mr. Fiscupacn. Now, I would like you to produce your file in 
connection with this matter. In producing your file, I suggest that 
you limit it only to the affirmative suit in the superior court. 

Mr. Smirn. Plus the matters in the Federal court? 

Mr. Fiscnsacn. Just limited to this action and the remand. I! 
would like very much to see correspondence that you have had in 
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connection with this matter, all correspondence, whether it is germane 
to this action or germane to the Federal court action. I would like 
to see such financial records as you indicated might exist in connection 
with this litigation as to costs and disbursements. 

I would also like to see the investigative report of Mr. Newton or 
any retainer agreement that exists with Mr. Newton or any other 
investigator. 

Mr. Houirietp. We should check that list to see that he has 
straight what you want. 

Mr. Samira. All right. 

Mr. Fiscupacn. Shall we come back about 1:30? 

Mr. Houirretp. Can you have that information by then? 

Mr. Smiru. Yes; I believe so. Is there any way we can ascertain 
when this might terminate? I missed an appointment this morning 
with a man from Wyoming. I would like to know if there is some 
time I can figure on for this afternoon. 

Mr. Fiscusacnu. If it would serve your convenience to come back 
at 1 o’clock, then we should be finished by 2. 

Mr. Suiru. All right. 

Mr. Houirrecp. Then that will be satisfactory: that we return here 
at 1 o’clock. 

Mr. Fiscnpacn. That should give you sufficient time to get that 
matter together. 

Mr. Smiru. Does the record show that Mr. Tom Gregory is present? 

Mr. Fiscupacn. Yes; and he is going to testify too. 

Mr. Houirretp. We will stand in recess until 1 o’clock this after- 
noon. 

(Whereupon at 12:10 p. m., on November 14, 1950, an adjournment 
was taken in this matter until 1 p. m. of the same day.) 


AFTERNOON SESSION 


Mr. Fiscupacu. May we resume, Mr. Chairman? 

Mr. Houirievp. Yes. 

Mr. Fiscupacu. Mr. Smith, having had access to your files, are 
you able to state now with definiteness or certainty whether Mr. 
Newton was engaged as an investigator in this matter? 

Mr. Smiru. Yes;I can. Not from my files or from my secretary’s 
recollection, he was not engaged. The motion to remove was filed 
and then was pending; and it was left on the basis that, if we got the 
remand, if we got it remanded and proceeded to the point wbere we 
could try it, he would do certain things for us, which we discussed. 

Mr. Fiscusacu. Then I take it that it is clear in your own mind, 
and for the record, that Mr. Newton did not participate in any investi- 
gation prior to the filing of the complaint in this action? 

Mr. Smiru. That is correct. 

Mr. Fiscupacu. That is in January of 1948? 

Mr. Smiru. That is correct; yes, sir. 

Mr. Fiscupacn. Did any other investigators participate in the 
investigation? 

Mr. Situ. No licensed investigator of any kind; no. 

Mr. Fiscupacn. Did any unlicensed or other person have any 
duties assigned to them in that respect, whether they were stockholders 
or otherwise? 
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Mr. Smiru. I got information from a number of sources; yes, sir. 
Mr. Fiscupacu. Other than those you have already mentioned? 
Mr. SmirH. Yes. 

Mr. Fiscupacnu. Did you get mformation from sources that you 
have not mentioned? 

Mr. Smitu. I think probably so; yes, sir, from some notes that I 
saw in here somewhere. I did get some information. My best 
recollection is that I talked with a fellow by the name of either Harold 
or Howard Burns—I don’t remember now which it was—who told 
me something about Mr. Gregory having asked him for a rebate on a 
loan that was made, or a loan that was contemplated. I don’t re- 
member offhand now, but that is my best recollection. 

Mr. Fiscunacn. Did you talk to any other officials of the Federal 
Government in connection with this matter? 

Mr. Smita. I don’t think this fellow is with the Federal Govern- 
ment. He is an architect, as I recall it. 

» Mr. Fiscupacn. Have you talked to any other officials of the 
Federal Government whose names you have not already mentioned? 

Mr. Situ. No one that I can recall. I talked to a number of other 
individuals other than those whose names you have mentioned. 

Mr. Fiscupacu. Does the name Kriz mean anything to you? 

Mr. Smiru. Not a thing. If you mention some names, maybe I 
will recognize some of them. 

Mr. Fiscupacn. I mentioned McKenna’s name. 

Mr. Smitu. I do remember him; yes, sir. 

Mr. Fiscupacu. How about Dougherty? 

Mr. Smirn. An attorney? 

Mr. Fiscnpacu. Yes. 

Mr. Smiru. I talked to someone named Dougherty, I think. 

Mr. Fiscusacnu. A rather stout fellow? 

Mr. Smiru. A heavy-set fellow; yes. I talked to him; I don’t know 
whether on more than one occasion or not, but I did talk to him on one 
occasion that I know of. 

Mr. Fiscupacn. Did you talk to him here in Long Beach? 

Mr. Situ. Yes. 

Mr. Fiscuspacu. Did you get any information from him in connec- 
tion with this litigation? 

Mr. Surra. I don’t think so; at least, none that I recall at all. The 
only information—that is, the bulk of the information—was obtained 
from the records and from that report. 

Mr. Fiscnspacn. How about Mr. Heisler; does his name mean any- 
thing to you? 

Mr. Smrru. No. 

Mr. Fiscnpacu. Or Mr. Fitting? 

Mr. Suiru. No. 

Mr. Fiscupacu. Or Arline Martin? 

Mr. Suirn. No. 

Mr. Fiscupacu. Or Mr. Carter? 

Mr. Smirx. Carter, you said? 

Mr. Fiscupacn. Yes; the former United States district attorney 
and now a judge. 

Mr. Smita. I know who he is, but I have never talked to him about 
this matter. 
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Mr. Fiscupacu. What was the nature of the information that you 
got from Mr. Walker? 

Mr. Smiru. I got no information from Mr. Walker. I talked with 
him after he came down here and took over as special master or what- 
ever his capacity was. I talked with him on one occasion, I believe, 
as I remember it, in Mr. Gregory’s office in the back of the place. | 
don’t remember what we even talked about except I was trying to get 
some information, and I believe I got it. I wasn’t with him for more 
than 10 minutes at the very most. 

Mr. Fiscusacu. Did either Mr. Newendorp or Mr. Bradley advise 
you of the fact that there were substantial changes made in their rela- 
tionship with the Long Beach Federal? 

Mr. Smiru. I understand now that Mr. Bradley, I believe, with- 
drew his funds and I don’t know the situation with reference to New- 
endorp, whether he has or not; I don’t know. As I told*you before 
lunch, I haven’t given this matter any consideration since the in- 
junction was entered. 

Mr. Fiscusacu. Have you undertaken the defense of Mr. Bradley 
and Mr. Newendorp in the Federal court litigation? 

Mr. Smirx. No. We have defaulted entirely in that litigation. 

Mr. Fiscupacu. Do they know that? 

Mr. Smirn. Yes. 

Mr. Fiscuracu. Did they turn over the papers to you when they 
were served upon them? 

Mr. Smiru. Yes. 

Mr. Fiscuracn. And did you advise them that you would rep- 
resent them in that case? 

Mr. Smiru. | advised them that I would appear in that case for 
the purpose of moving to dismiss the action, and I did so. The 
motion was subsequently denied. I don’t have that file here so | 
don’t know. That was denied, but, in any event, I have come to the 
conclusion that there is no relief which could possibly be taken 
against them in that Federal action. Accordingly, we have—I will 
take it back, if 1 may—my recollection is now that I think I filed an 
answer in that proceeding but I cannot tell you because | didn’t bring 
those papers along. That is my best recollection, now that I think 
about it a little more—that I filed an answer and a motion to dismiss. 

Mr. Fiscasacnu. Did you advise them that you would charge them 
for your services in that matter? 

Mr. Situ. No, I did not. 

Mr. Fiscusacnu. Did you advise them that you would not charge 
them for your services? 

Mr. Smirn. No, we didn’t discuss it. 

Mr. Fiscuracu. Do you expect to be paid either by Mr. Newendorp 
or by Mr. Bradley for such services as you have rendered in that 
Federal court litigation? 

Mr. Smiru. Only pending the outcome of the litigation in this 
matter. 

Mr. Fiscuynacu. Have vou had access to the financial records in 
relation to this case? 

Mr. Situ. Yes, sir. 

Mr. Fiscunacn. What did you find with respect to them? 

Mr. Smiru. I find that we have expended a total of $46.98. 

Mr. Fiscnsacn. For what and when? 
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Mr. Smiru. $10 for the filing fee in the superior court action on 


January 16, 1948. On January 23, 1948, $1.88 to the Long Beach 


Blueprint Co. for some photostating of documents. 

On February 2, 1948, $34 for service of summons on various people 
in this action. December 28, 1948, 10 cents for certified copy of the 
order of remand from the Federal court to the State court. 

Mr. Fiscupacn. How much money have you credited to the case 
and from what source? 

Mr. Smiru. $15 is the only credit we have and that is from Mr. 
Newendorp. 

Mr. Fiscnpacn. When was that paid by him? 

Mr. Smiru. This record does not show it. 

Mr. Fiscuspacnu. Was it paid before or after the institution of this 
lawsuit? 

Mr. Suiru. I would say, in accordance with the usual practice, it 
was probably paid the same day the suit was filed or prior to that 
time. 

Mr. Fiscusacu. Who has expended the money over and above the 
$15 that is credited to the case by the payment of Mr. Newendorp? 

Mr. Suiru. I don’t know excepting I know definitely that I have 
not. 

Mr. Fiscupacn. Did your secretary pay it? 

Mr. Suiru. I don’t know that. 

Mr. Fiscuspacn. You know definitely that you did not? 

Mr. Smiru. Definitely I did not. 

Mr. Fiscupacu. Who else would be in a position to? 

Mr. Smitu. The only person that I could think of would be Mr. 
Linnell, but I don’t know. 

Mr. Fiscupacu. That record does not indicate who advanced the 
funds, does it? 

Mr. Suiru. No, just an item on it of receiving $15 that is all. 

Mr. Fiscupacu. Has your recollection been refreshed with respect 
to Ellen Reidenbach? 

Mr. Smiru. No, it hasn’t been refreshed with respect to her, but it 
has been with respect to a lot of people. My secretary tells me that 
there were a lot of people that came into the office after this suit was 
filed and who asked, after they were informed of the nature of the 
thing, and they were the ones who inquired, asked if there was any- 
thing they could do, if they could form a committee or join in the 
matter in any respect. Also that after these people came in she tells 
me that we investigated the possibility of starting a stockholders 
committee. 

Mr. Fiscupacn. You say you investigated that? With whom did 
you investigate it? 

Mr. Smitu. The commissioner of corporations. 

Mr. Fiscuspacu. Did you file an application? 

Mr. Smirn. No; because of the pendency of this motion to remove 
and the subsequent fact that we never could proceed with the action 
anyway, we never went any further with it. 

Mr. Fiscusacu. Were any letters written in connection with that? 

Mr. Smuiru. I don’t know. 

Mr. Fiscupacn. What correspondence have you had in this matter 
and with whom? 
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Mr. Smiru. I will go through it. Here is a letter from O’Melveny 
& Myers, dated December 20, 1949, which encloses a copy of a resol.- 
tion adopted on December 15, at a joint meeting of the board of direc- 
tors of the California Federal Savings & Loan League and the Federa| 
Home Loan Bank Committee, together with a copy of the proposal! 
therein mentioned for the restoration of the Federal Home Loan Banks 
of Los Angeles and Portland. 

Mr. Fiscupacu. May I see that? 

Mr. Smirx. Yes. Also a letter from the United States Attorney 
dated January 3, 1950, calling my attention to the fact that some 
pagination was erroneous in the notice of appeal and designation of 
contents of the record and enclosing the correction. 

Mr. Fiscupacnu. That has no relation to this litigation? 

Mr. Smirx. You asked me to bring all correspondence. 

Mr. Fiscuspacu. That is right. 

Mr. Smira. You want me to eliminate the stuff thet doesn’t apply 
directly to this? 

Mr. Fiscuspacu. What correspondence do you have that relates 
directly to this litigation? 

Mr. Smiru. Here is a letter you might look at that pertains to this. 

Mr. Fiscupacu. Mr. Smith produces a letter from Mr. Divers, 
dated January 26, 1948, which refers to a letter written by Mr. Smith 
on January 20, 1948, and a telegram of a date which antecedes January 
26, 1948. 

I would like this to be marked as Newendorp-Bradley Exhibit 
No. 1A. 

Mr. Suiru. This is for identification? 

Mr. Fiscupacu. We will retain it for the time being and then return 
it to you. When the reporter includes it in the record he will then 
return it directly to you. 

(Whereupon the document referred to was marked ‘“‘ Newendorp- 
Bradley Exhibit No. 1A and follows:) 


NEWENDORP-BRADLEY Exuipit No. 1A 


HovusinG AND Home FINANCE AGENCY, 
Home Loan Bank Boarp, 
Washington 25, D. C., January 26, 1948. 
Mr. CHAR Les T. SMITH, 
Linnell & Smith, 401-2-3 Jergins Trust Building, 
Long Beach 2, Calif. 

Dear Mr. Situ. This will acknowledge receipt of your letter of January 20, 
1948, requesting that the order made by the Home Loan Bank Board on January 
17 concerning the Long Beach Federal Savings and Loan Association be rescinded. 

It was the intention of the resolution which was adopted by the board on 
January 17, 1948, copy of which is attached for your information, that the assets 
of the Long Beach Federal Savings and Loan Association be turned over to an 
authorized representative of the shareholders after an election by the shareholders. 
However, the United States District Court for the Southern District of California 
has entered an order which, prior to an election, would return the former officers 
and directors of the association under the supervision of a master in chancery 
The court order also provides that the master in chancery is to supervise an 
election to determine the directors of the institution. Under such circumstances, 
it does not appear that a rescission by the board of the resolution of January 17 
would accomplish a change in the situation. 

Your letter also requests that pursuant to section 206.2 of the Rules and 
Regulations of the Federal Savings and Loan System an administrative hearing 
be held on this matter. As indicated in my reply to your telegram of several days 
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ago, such hearings under the regulations are held at the request of the association’s 
directors and it is our view that such a request is not now pending. 
Very truly yours, 
WiiuiaM K. Divers, Chairman. 
(Attachment.) 
Home Loan Bank Boarp—No. 388 
JANUARY 17, 1948. 
Re it hereby resolved, That the Federal Home Loan Bank Administration Order 
No. 5254, appointing a conservator for the Long Beach Federal Savings and Loan 
Association be and the same is hereby rescinded, such rescission to become effective 
upon the request of the shareholders of said association through their authorized 
representative that the assets of said association of any and every nature what- 
soever belonging to or pertaining to said association, together with all books, 
records, and accounts of every nature pertaining to said association be delivered 
to such shareholders upon demand made through their authorized representative; 
be it further 
Resolved, That the conservator be and he is hereby authorized and directed to 
deliver al! of the aforesaid assets, records, and books of any and every nature to 
said sharebolders through their authorized representative and to make a full and 
complete accounting to said shareholders for all assets and liabilities of any and 
every nature pertaining to said association, and a copy of such accounting be filed 
with the District Court of the United States in and for the Southern District of 
California; be it further 
Resolved, That the conservator be, and he is hereby, directed to make available 
for inspection at the office of the association all of the records and books of said 
association to counsel for the shareholders’ committee or an agent of the share- 
holders of said association, or to a representative of the District Court of the 
United States in and for the Southern District of California, Central Division; 
be it further 
Resolved, That a certified copy of this resolution be forthwith delivered to the 
above-named court and to counsel for each of the parties of record in actions 
Nos. 5254 P. H. and 5678 (WM) P. H. in said court, except counsel for intervenors 
in said actions, and that a copy be furnished to the conservator. 
x * * * *x * ~ 
[SEAL] 
By Tue Home Loan Bank Boarp. 
(Signed) J. Francis Moors, Secretary. 


Mr. Fiscupacu. Mr. Smith also produces the telegram referred to, 
with the pencil notation, ‘January 20,” as the date of its transmission 
and a reply by telegraph dated January 23, 1948, from Mr. Divers. 
Let these be marked as ‘‘Newendorp-Bradley Exhibits 1B and 1C.”’ 

(Whereupon the documents referred to were marked ‘‘Newendorp- 
Bradley Exhibits 1B and 1C,”’ respectively, and follow:) 


NEWENDORP-BRADLEY E:xxuipit No. 1B 
JANUARY 20. 
SAMUEL DIvERs, 
Chairman, Federal Home Loan Bank Board, Washington, D. C.: 

On behalf of minority shareholders of Long Beach Federal Savings and Loan 
Association, demand is hereby made that the administrative hearing provided by 
section 206.2 of the Rules and Regulations for Federal Savings and Loan System 
be held at earliest convenience of the Board. 

Caries T. Situ, 
402 Jergins Trust Building, Long Beach, California. 
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NEWENDORP-BRADLEY Exuipit No. 1C 


(Western Union] 
Wasuincton, D. C.,, 
January 23, 1948. 
CHARLES T. Smita, 
Linnell and Smith, 401- 2-3 Jergins Trust Building, Long Beach Calif.: 
Under the regulations hearing referred to in your telegram of January 20 js 
held at request of association’s board of directors. Due to recent dev elopments 
it is our view that the request for such hearing is not now pending. 
Wiii1aAmM K. Divers, 
Chairman, Home Loan Bank Board. 


Mr. Fiscunacn. Now, these following documents will be marked 
as 1D and 1K, letters from Mr. Snith to Mr. Divers and to Senator 
Taft, both dated January 20, 1948. 

(Whereupon the documents referred to were marked “Newendorp- 
Bradley Exti>its Nos. 1D and 1E,” respectively, and follow:) 


NEWENDORP-BRADLEY Exuispit No. 1D 


JANUARY 20, 1948. 
Senator Rospertr A. Tart, 
Senate Office Building, Washington, D. C. 

Dear Sir: It was my good fortune to meet you last September during the 
State bar convention in Santa Cruz, Calif. At that time I was a confirmed 
admirer of yours and the meeting merely served to confirm my previous vicarious 
admiration. 

My present appeal to you is for assistance in a matter which I believe to be 
of such importance that it gravely impugns the entire Federal savings and loan 
system. ‘To acquaint you with the facts, I should like to give you the following 
information: 

The Long Beach Federal Savings and Loan Association was taken from its 
former management and a conservator appointed by the Federal Home Loan 
Bank Board, on May 20, 1946, because of charges of mismanagement, misappro- 
priation of funds, falsification of records, ete., made by the Federal Home Loan 
Bank Administration. Various legal controversies have been in process since 
that date. Suffice it to say that the United States Supreme Court, on June 23, 
1947, in the case of John H. Fahey v. Paul Mallonee et al., held that the conserva- 
tor was properly appointed, and that the lower Federal court was in error in 
attempting to oust him from jurisdiction. 

Recently this office filed, on behalf of a shareholders’ committee, a civil action 
against the directors and officers of the Long Beach Federal Savings and Loan 
Association, seeking to recover, on behalf of said association, various sums of 
money which had been misappropriated by such officers and directors, as well 
as damages resulting from acts of mismanagement on the part of such officials. 

From our investigation, it is apparent that the charges of the Federal Home 
Loan Bank Administration which formed the original basis for the appointment 
of the conservator are to a large extent true. Notwithstanding such facts, the 
Federal Home Loan Bank Board made an order on January 17, 1948, rescinding 
its former order appointing the conservator and directing that the assets of the 
association be returned to its shareholders. We believe that under the provisions 
of section 206.2 of the rules and regulations for the Federal Savings and Loan 
System an administrative hearing should have been held by the Federal Home 
Loan Bank Administration. 

After spending approximately 4! years in the armed services during the 
recent war, I am at a loss to understand how an agency of the Federal Govern- 
ment can so far disregard its duty in protecting the public as to make an order 
of the nature of that which was made by the Federal Home Loan Bank Board 
on January 17, 1948, without first holding a hearing for the purpose of deter- 
mining the truth or falsity of the charges upon which the original appointment 
of a receiver were based. 

I appeal to you to take some action in this matter, to prevent the Government 
from violating the trust which is reposed in it, with full confidence that if the 
Federal Home Loan Bank Administration holds an administrative hearing in 
accordance with the provisions of the cited regulations, the charges made by 
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that body concerning mismanagement, misappropriation, ete., will be fully 
substantiated. 
Yours very truly, 


LINNELL & SMITH, 
By CuHar.es T. SMITH. 


NEWENDORP-BRADLEY Exuirir No. 1E 


JANUARY 20, 1948. 
Mr. Samve.t Divers, 
Chairman, Federal Home Loan Bank Roard, 
Washington, D. C. 

DeaR Srr: We have been retained by Harold Lee Newendorp, Charles E. 
Bradley, Claire Van Horn, Fred H. Gray, Lenore Gray, and Virginia Cheroske, all 
of whom are shareholders in the Long Beach Federal Savings and Loan Associa- 
tion, to prosecute an action against the officers and directors of that association 
for certain losses resulting from acts of mismanagement which occurred prior to 
the appointment of the conservator on May 20, 1946. 

In view of the evidence which we have obtained, which proves beyond any doubt 
that said directors and officers were guiltv, not only of acts of mismanagement, 
but of misappropriation of funds and falsification of records, it is respectfully re- 
quested that the order made by the Federal Home Loan Bank Board on January 
17, 1948, directing that the assets of said association be delivered to the share- 
holders, be rescinded, and that pursuant to section 206.2 of the Rules and Regula- 
tions for the Federal Savings and Loan System, an administrative hearing be held 
on this matter. 

In our opinion, the restoration of the assets of the association to the former 
management, without a prior administrative hearing, would be a reflection upon 
the Federal Home Loan Bank Board. We believe that the Board order of January 
17, 1948, must have been the result of misinformation or a lack of information, and 
on behalf of the shareholders and members of said association, desire to be accorded 
the privilege of presenting the true facts before your Board. 

Yours very truly, 
LINNELL & Smitha, 
By CuHarues T. SMITH. 


Mr. Surru. You don’t want anything like this from the clerk 
telling me the order of remand has been entered? 

Mr. Fiscnpacu. No. 

Mr. Smiru. Here is a letter from a San Francisco firm sending me 
some pleadings. 

Mr. Fiscupacu. Mr. Smith produces a letter dated September 7, 
1948, from the law firm of Athearn, Chandler & Farmer, Hoffman & 
Angell, San Francisco, Calif., to which there is attached a petition for 
a writ of mandamus in the case of Evaporated Milk Association et al. 
v. Honorable Michael J. Roche and others, being case No. 10,034, in 
the United States Circuit Court of Appeals of the Ninth Circuit. 

In connection with that letter, Mr. Smith, what prompted Mr. 
\ngell to forward the petition for a writ of mandamus to you? 

Mr. Smiru. Why, as I recall, he called me on the telephone when 
he was in Los Angeles. It was sometime around whenever this peti- 
tion for remand was pending. He called me at some time and asked 
me about the action of the court on that petition. I believe it must 
have been after the order was made, in any event, and a restraining 
order had been entered. He asked me if I was interested in appealing 
the decision or in trying to get a writ of mandate to compel the court 
to dissolve the injunction. I told him I might possibly be, and he 
suid he would send me something on it, some similar pleadings. That 
is the result of that. 
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Mr. Fiscusacu. Did Mr. Angell know anything about your lawsuit 
that you transmitted or from anything that you transmitted to him? 

Mr. Smiru. No; I never transmitted anything to him. He called 
me out of a clear blue sky. I never heard of him before in my life. 

Mr. Fiscupacn. Did he indicate that he was sympathetic to your 
lawsuit? 

Mr. SmirxH. Well, he didn’t indicate he was sympathetic; he indi- 
sated he wanted to help me if I wanted to take certain steps, that he 
would give me assistance in it. I at that time didn’t know whether 
I would or wouldn’t. So he sent this material down to me, and we 
subsequently decided that we would let the matter remain as is. 

Mr. Fiscupacnu. Tell me, frankly, did he express any views to you 
about Judge Hall? 

Mr. Smitru. Peirson Hall? 

Mr. Fiscupacu. Yes. 

Mr. Smiru. I don’t think he said anything to me that I recall. He 
told me his position in this whole litigation, and I don’t remember 
what it was, but he was connected with some phase of it. I think 
with the San Francisco bank. Is that what his connection is? 

Mr. Fiscupacu. Yes. Did he indicate to you that he assumed you 
were dissatisfied with Judge Hall’s injune tion? a 

Mr. Sarru. No; but he asked me it I was and if I intended to appeal & 
it and to take any action to dissolve it. We discussed it, and I told 
him, essentially, that I didn’t know whether I would or not. 

Mr. Fiscupacu. Did he suggest to you that possibly it might be a 
good thing for you to consider getting a writ of prohibition against 
Judge Hall? 

Mr. Smiru. I don’t remember any discussion of that. 

Mr. Fiscupacu. He sent you a petition for a writ of mandamus? 

Mr. Smiru. That was the idea, to get a writ of mandate to compel 
him to dissolve the restraining order on the grounds he had no juris- 
diction to make such an order. 

Mr. Fiscusacu. That was Mr. Angell’s idea? 

Mr. Srrn. I don’t know whose idea it was. It was discussed 
between us. I don’t know if I suggested it or if he suggested it, but, 
in any event, this followed our telephone conversation. 

Mr. Fiscupacn. And “this” to which Mr. Smith refers will be 
marked as ‘‘Newendorp-Bradley Exhibit No. 2.” 

(Whereupon the document referred to was marked ‘“ Newendorp- 
Bradley Exhibit No. 2,” and follows: 


NEWENDORP-BRADLEY EXuHIBIT No. 2. 























ATHEARN, CHANDLER & FARMER, HorrMan & ANGELL, 
San Francisco, Calif., September 4, 1948 
Mr. CHArRLEs T. SMITH, 
Attorney at Law, Long Beach, Calif. 

Dear Mr. Smiru: Mr. Angell has asked me to forward to you the enclosed 
copy of a petition for writ of mandamus, etc. We have copied these from court 
records and will send them along merely as a matter of form for your guidance in 
connection with the preparation of similar writs. 

Very truly yours, 





Rogpert M. Apams, Jr. 
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ORDER TO SHOW CAUSE 


At a Stated Term, to wit: The October Term 1941, of the United States Circuit 
Court of Appeals for the Ninth Circuit, held in the Courtroom thereof, in 
the City and County of San Francisco, in the State of California, on Wednes- 
day, the twenty-eighth day of January in the year of our Lord one thousand 
nine hundred and forty-two. 


Present: 

Honorable Curtis D. Wilbur, Senior Circuit Judge, Presiding. 
Honorable Francis A. Garrecht, Circuit Judge. 

Honorable William Denman, Circuit Judge. 


(No. 10,034). 


Evaporated Milk Association, et al, Petitioners, v. Honorable Michael J. Roche, 
Judge of The District Court of the Unated States for the Northern District of 
California, Southern Division, and The District Court of the United States for 
The Northern District of California, Southern Division, Respondents. 


Upon reading and filing the verified petition of the above-named petitioners 
raying for a writ of mandamus or other appropriate writ against the Honorable 

Michael J. Roche, Judge of the United States District Court for the Northern 
District of California, Southern Division, and the United States District Court 
for the Northern District of California, Southern Division, and good cause 
therefor appearing, 

It Is HEREBY ORDERED that said respondents show cause before this Court on 
Monday, the ninth day of February, 1942, at the hour of 10:00 o’clock a. m., in 
the courtroom of this court, in San Francisco, California, why a peremptory writ 
of mandamus or other appropriate writ should not issue; and 

Iv Is FURTHER ORDERED that a copy of said petition and a copy of this order be 
forthwith served upon said Honorable Michael J. Roche. 


(Petition for a writ of mandamus not copied into record upon 
instruction of counsel.) 

Mr. Smiru. I don’t know if you are interested in this correspond- 
ence or not that I will now hand you. 

Mr. Fiscusacu. J don’t think so. 

Mr. Smiru. Here is a notice of the continuance. 

Mr. Fiscupacu. We don’t want that. 

Mr. Smiru. Here is another letter that you might be interested in. 

Mr. Fiscupacu. Mr. Smith produces a letter from the Honorable 
Robert A Taft, dated February 13, 1948. We will ask that that be 
marked “‘ Newendorp-Bradley Exhibit No. 3.” 

(Whereupon the document referred to was marked ‘‘ Newendorp- 
Bradley Exhibit No. 3’ and follows:) 


NEWENDORP-BRADLEY ExuiBit No. 3 


Unirep Sratres SENATE, 
Washington, D. C., February 18, 1948. 
Mr. Cuaries T, Smirn, 
Long Beach, Calif. 

Dear Mr. Smitu: Supplementing our prior correspondence, I quote the follow- 
ing response which I have received from the Chairman of the Home Loan Bank 
Board: 

“On December 20, 1947, new appointments were made to the Home Loan 
Bank Board. .Shortly thereafter the Board carefully considered this entire 
matter which has been in the courts for almost 2 years and concluded that it was 
in the publie interest to effect an expeditious return of this association to its 
shareholders and adopted a resolution to that end. This Board intended that an 
election should be held promptly by the shareholders to determine the directors 
they desired to run their association. However, the United States District Court 
for the Southern District of California, in which this matter had been pending 
since the appointment of the conservator, entered an order over the opposition 
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of the Government and of the Board returning the association to the former 
officers, prior to the election, and appointing a special master in chancery to 
supervise the holding of an election to determine the authorized representatives 
of the shareholders. 

“In acting on this matter, the Board gave consideration to the unanimous 
report of the committee of the House of Representatives which considered this 
matter at a public hearing and unanimously recommended as follows: 

«¢ # * * revoke the order appointing a conservator for the Federal 
Savings and Loan Association of Long Beach and restore the assets and affairs 
of the association to its duly elected management, and render a proper accounting 
for the same, as expec ditiously as is cons'stent with judicial determination of the 
questions at issue.’ (Tenth Intermediate Report of the Select Committee To 
Investigate Executive Agencies, House of Representatives, 79th Cong.).”’ 

With best wishes. 

Sincerely yours, 
Roperr A, Tari 

Mr. Smiru. Here are two more. 

Mr. Fiscusacn. Now, directing your attention to the copy of the 
letter of December 22, 1947, which appears to have been written by 
you to Mr. Ammann, can you tell us the names of the persons re- 
ferred to as— 

Several shareholders of the Long Beach Federal Savings and Loan Association 
have contacted us recently concerning some alleged fraudulent acts on the pert 
of T. A. Gregory, 8. I. Bacon, and other officers and directors of the above associa- 
tion. 

Who are those persons? 

Mr. Smiru. Besides Marjorie Moss and Harold Newendorp it in- 
cluded people referred to in one of these letters. It would be Fred 
Gray and Mrs. Fred Gray and my secretary, Mrs. Van Horn, and | 
don’t know who else offhand, but several people. 

Mr. Fiscusacu. Now, the second sentence reads: 

We have been informed that during 1945 and 1946, sums of money in the total 
amount of approximately $16,000 were advanced to T. A. Gregory from funds 
belonging to the association. This improper advance or loan was never actually 
repaid, according to our information, although the books of the association re- 
flect such payment. 

Who gave you that information? 

Mr. Suirn. That came initially from information which I got con- 
cerning his salary. 

Mr. Fiscusacu. Had you gotten this information during the period 
from the time you were first consulted by Mrs. Moss or Miss Moss 
and the time you wrote the letter? 

Mr. Smirx. I would assume so; I don’t know where I would get 
it other than that. 

Mr. Fiscupacn. Where did you get the information: 

We are further informed that the Title Service Co. and Pacific Insurance 
Agency occupied space in the association’s offices for many years, paying no 
rental therefor, 

Mr. Sairn., Initially it came out of the report and it was verified 
by talking to two different employees of the concern. 

Mr. Fiscusacu. Did you have access to the report before you 
wrote this letter of December 22, 1947? 

Mr. Smiru. I assume I did; if I mentioned things in there that 
calls for specific information, then I assume I did. I have no recol- 
lection of it except that I couldn’t have dreamed the matter up, 
unless I had some access to the information. 
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Mr. Fiscusacu. In your letter of December 22 to Ammann, you 
speak of your clients Harold Lee Newendorp, Ellen M. Reidenbach 
and Charles E. Bradley. Does Ellen Reidenbach’s name mean 
anvthing more to you now? 

Mr. Smiru. Excepting if she was the woman out there she was the 
one who volunteered to become a party to this action and she subse- 
quently called me or called my office. 

Mr. Fiscupacn. And volunteered herself out of the litigation? 

Mr. Situ. Yes, sir. 

Mr. Fiscupacu. She volunteered herself in and out? 

Mr. Smrru. I assume so; yes, sir. 

Mr. Fiscnrnacu. You are the one who had contact with her? 

Mr. Smiru. If she is the lady with whom Mr. Bradley lived; yes. 

Mr. Fiscupacnu. It is your testimony she volunteered to become 
a plaintiff in this case? 

Mr. Smitu. That is correct. 

Mr. Fiscupacnu. You did not persuade her or solicit her? 

Mr. Smirn. I don’t know if I persuaded her or not. She was sit- 
ting in the room when this matter was discussed with Mr. Bradley. 
She, herself, volunteered the information that she was a shareholder 
in the place, if this is the same woman and she volunteered the infor- 
mation that she was a shareholder and she wanted to see the right 
thing done and she would become a party to it. 

Mr. Fiscunacn. Now, look at your letter of December 23, 1947, 
and the letter of December 22, 1947, and see if you can tell us whether 
prior to writing your letter of December 22, 1947, you had access to 
this report? 

Mr. Smiru. Oh, I think I probably had access to the report before 
that because what I wanted at that time was to get the report and keep 
it for a while. 

Mr. Fiscupacnu. I see. 

Mr. Smiru. I think unquestionably that prior to this time I had 
been over in the offices of the association and had seen the report and 
had taken notes of things that were shown in there. 

Mr. Fiscupacnu. Did you have anything in the way of an authoriza- 
tion which you showed to Mr. Ammann, prior to December of 1947, 
when vou had access to the report? 

Mr. Smiru. As I recall, I gave him a written statement signed by 
Mr. Newendorp. 

Mr. Fiscupacn. Do you have a copy of that in your file? 

Mr. Surru. I don’t know but I can look. 

Mr. Fiscpnacn. Meanwhile, let these letters of December 22, 1947, 
and December 23, 1947, and two letters dated December 30, 1947, 
both being dated December 30, 1947, from Mr. Ammann, in response 
to the letters of December 22 and 23, be marked as ‘Exhibits 4A, 
4B, 5A, and 5B.” 

(Whereupon the documents referred to were marked ‘“‘Newendorp- 
Bradley Exhibits Nos. 4A, 4B, 5A, and 5B” respectively and follow:) 

Mr. Samira. I do not have a copy of such a letter. 
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NEWENDORP-BRADLEY Exuipit No. 4A 


DECEMBER 22, 1947. 
Lone Breacu FEDERAL Savincs AND LoAN ASSOCIATION, 
Long Beach, Calif. 
(Attention: Mr. A. V. Ammann, Conservator.) 

GENTLEMEN: Several shareholders of the Long Beach Federal Savings and 
Loan Association have contacted us recently concerning some alleged fraudulent 
acts on the part of T. A. Gregory, 8S. I. Bacon, and other officers and directors of 
the above association. We have been informed that during 1945 and 1946, sums 
of money in the total amount of approximately $16,000 were advanced to T. A. 
Gregory from funds belonging to the association. This improper advance or 
loan was never actually repaid, according to our information, although the books 
of the association reflect such payment. 

We are further informed that the Title Service Co. and Pacific Insurance Agency 
occupied space in the association’s offices for many years, paying no rental there- 
for. Apparently personnel employed by the association were utilized by said 
companies without any compensation to the association. No part of the earnings 
of said companies was paid to the association. 

We have also learned that in 1946 the association entered into a lease with one 
George Turner, purporting to lease the hotel property belonging to the association 
to Turner for 20 years. Since the income to be received by the association under 
the lease is far less than the income received prior to the lease, it would appear 
that the transaction was of a fraudulent nature. 

From other information given us, it is evident that further investigation would 
undoubtedly uncover other improper or fraudulent acts on the part of the officers 
and directors of the association which likewise resulted in a loss to the association. 

We are therefore of the opinion that an action should be commenced on behalf 
of the association to recover from said officers, directors, and any other persons 
who may be involved, all money, property or damages to which the association 
may be entitled. 

On behalf of our clients, Harold Lee Newendorp, Ellen N. Reidenbach, and 
Charles E. Bradley, who are share holders in said association, demand is hereby 
made upon you to bring an action on behalf of the association against the officers 
and directors of the association for the purpose of recovering all money or property 
which the association has lost because of the improper or fraudulent acts of said 
directors and officers. 

Yours very truly, 
LINNELL & SMITH, 
By Cuarues T. SmMItTH. 





NEWENDORP-BRADLEY Exuisit No. 4B 


Lona Beacu FepERAL Saviwes AND LOAN ASSOCIATION, 
Long Beach 12, Calif., December 30, 1947. 
Mr. Charles T. Smith, 
Linnell & Smith, 
Long Beach 2, Calif. 
Dear Mr. Smith: 
Receipt is acknowledged of your letter of December 22, 1947. 
I regret that at this time I am unable to accede to your request to institute the 
litigation suggested in your letter. 
Very truly yours, 
A. V. AmMMANN, Conservator. 


NEWENDORP-BRADLEY Exuripit No. 5A 


DECEMBER 23, 1947. 
Lone Beacu FEDERAL SAVINGS AND LOAN ASSOCIATION, 
Long Beach, Calif. 
(Attention: Mr. A. V. Ammann, Conservater.) 

GENTLEMEN: Harold Lee Newendorp, Ellen N. Reidenbach and Charles E. 
Bradley, who are members and shareholders in the Long Beach Federal Savings 
and Loan Association, have requested that we, as their attorneys, be permitted to 
examine the examination report of May 18, 1946, prepared by the examiners for 
the Federal Home Loan Bank Board. 
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Accordingly, request is hereby made that we be permitted to examine said report 
at your very earliest convenience. In the event a copy of said report is available 
for our use, it would be greatly appreciated if we might be furnished with such 
copy. 

Yours very truly, 
LINNELL & SMITH, 
By Cuarues T. Smiru. 


NEWENDORP-BRADLEY Exuipit No. 5B 


Lone Bracw FEeperAL Savincs AND LOAN ASSOCIATION, 
Long Beach, Calif., December 30, 1947. 
Mr. CuHar_es T. Smiru, 
LINNELL & SMITH, 
Long Beach, Calif. 

Dear Mr. Smiru: Receipt is acknowledged of your letter of December 23 
requesting, in behalf of the persons named in your letter, that vou be permitted to 
examine the report of examination as of May 18, 1946, of this association by 
examiners for the Home Loan Bank Board. 

This request is being submitted to the Home Loan Bank Board and I will 
advise you when response has been received. 

Very truly yours, 
A. V. AMMANN, Conservator. 

Mr. Fiscupacu. You do not have a copy of any letter or authoriza-= 
tion which you gave to Mr. Ammann prior to December of 1947? 

Mr. Smitu. No. It is my recollection I had it but I don’t know 
whether it was typed or written or what it was, but it is my recollec- 
tion I had such an authorization when [ went over there. 

Mr. Fiscupacu. In any event, when you wrote the letter of Decem- 
ber 23, you were merely seeking further access to a report to which 
you had already been given access? 

Mr. Smiru. I had already seen it, yes. Here is one other letter and 
that is all. 

Mr. Fiscunacn. Do you have an office copy of the complaint which 
was filed in this case? 

Mr. Smiru. I have one here; I may have several of them there. 

Mr. Fiscupacu. Have you the original face page of the complaint 
which contains the name of the original three proposed plaintiffs? 

Mr. Smiru. Iam sure I don’t. In fact, I don’t know that the three 
of them ever actually appeared on any of the final typewritten plead- 
ings. They appeared in the original draft. 

Mr. Fiscnpacu.-I take it that the three did because on the verifica- 
tion form of the manuscript cover, which appears on every copy of the 
complaint I have seen, there is without exception the names of Harold 
Lee Newendorp, Ellen N. Reidenbach, and Charles E. Bradley, as 
plaintiffs. The three names appear on the signature lines, at the sig- 
nature points. 

Mr. Surin. With the one having been X’d out. 

Mr. Fiscupacn. That is correct. 

Mr. Sarr. If there was a subject page I do not have it. 

Mr. Fiscnpacn. Do you recall when the face page of the complaint 
was dictated, that vou dictated names of all three as party plaintiffs? 

Mr. Smiru. Well, I don’t recall. Actually what happened is that a 
draft was dictated without any heading or no title or anything else. 
That draft, subsequently, when corrected and changed was used for 
the final drafting of the complaint, at which time the secretary was 
told what names to use. 
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Mr. Fiscunacn. Did you circulate copies of the draft of the com- 
plaint prior to the institution of the action? 

Mr. Situ. There were no copies made; there was just one cop, 
made of that. 

Mr. Fiscusacu. Did you show it to Miss Reidenbach? 

Mr. Smita. I doubt it. 

Mr. Fiscupacu. Did you discuss this matter with any newspaper 
reporters prior to the institution of the lawsuit? 

Mr. Smita. No. As a matter of fact, the two reporters on the 
local papers who handled this thing, were not informed this was 
going to be filed and they found out about it through the county 
clerk. 

Mr. Fiscuspacnu. After the suit was filed, did you discuss it with 
members of the press, locally, or elsewhere? 

Mr. Smiru. I believe that a day or two later, it is my recollection 
that Larry Collins of the Independent called me about the matter, 
but I don’t know what happened. I don’t know anything about it 
except that is my recollection, that a few days after it was filed that 
he called me. 

Mr. Fiscursacn. Did you ever have a press conference? 

Mr. Situ. No. 

Mr. Fiscurnacn. At or near any time that you went to court in 
connection with any motion? 

Mr. Smitru. No. 

Mr. Fiscupacn. Did you ever have a press conference subsequently’ 

Mr. Smirn. I have never had a press conference pertaining to 
this matter ever. 

Mr. Fiscupacn. Did you furnish a copy of this complaint to Mr. 
Ammann or anyone else in the Federal Government employ? 

Mr. Smiru. I don’t remember. It is conceivable that I could have, 
but I don’t know. 

Mr. Fiscusacu. Didn’t you give one to Mr. McKenna, Mr. Smith? 

Mr. Suirn. I don’t know. I could possibly have given a number 
of copies out, as a matter of fact, but I don’t know whether I did or 
did not. 

Mr. Fiscnracn. Would your secretary recall that? 

Mr. Soiru. I doubt it. She stayed in the office most of the time 
and, to my recollection, Mr. McKenna has never been in my office 

Mr. Fiscunacu. Has Mr. Ammann ever been in your office? 

Mr. Smiru. I don’t believe he has ever been in my office. 

Mr. Fiscnpacn. Did you ever go fishing with him? 

Mr. Smiru. I went out one day. I went out on a fishing boat 
with him one day; yes. 

Mr. Fiscunacn. Whose boat was it? 

Mr. Smitu. Mr. Roddick’s boat; Vie Roddick. 

Mr. Fiscunacu. Was Mr. Linnell there too? 

Mr. Situ. No; I don’t believe so. 

Mr. Fiscnnacn. Did you ever dine with Mr. Ammann or have 
lunch with him? 

Mr. Smiru. I had lunch with him; yes. 

Mr. Fiscnracu. Were you on friendly terms? 

Mr. Smirx. Not particularly friendly; I don’t recall now how long 
he was here. But, as I say, I saw him probably 10 or 12 times, in 
any event, while he was here. 
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Mr. Fiscnrnacn. Did you ever do any fishing with anyone else who 
was connected with the Long Beach Federal during the period of 
the conservator? 

Mr. Smrrx. With the Long Beach Federal; no. 

Mr. Fiscaracnw. Did Mr. Roddick have any information from 
\ir. Ammann similar to that that was furnished to vou? 

Mr. Smrrx. Did he have any information? 

Mr. Fiscnnacu. Yes. 

Mr. Smiru. You mean about this matter, do you? 

Mr. Fiscurnacnu. Yes. 

Mr. Smren. I don’t know whether he did or not. 

Mr. Fiscuracn. While you were fishing, did vou have occasion to 
discuss this matter with Ammann? 

Mr. Smiru. I think it was mentioned; yes. 

Mr. Fiscurnacu. Mr. Roddick was there too, was he? 

Mr. Smiru. He was running the boat; yes. 

Mr. Fiscurnacn. He was fishing too, was he? 

Mr. Smiru. Well, you fish on a boat by trolling and you just leave 
a pole sitting out on the stern. 

Mr. Fiscuracn. Mr. Roddick was the host on that occasion? 

Mr. Smiru. Yes, he was; it was his boat. 

Mr. Fiscuracu. Did he supply the tackle and the drinks and the 
food? 

Mr. Smirx. No one ever supplied me with fishing tackle, I am 
sorry to say. I use my own only. Who supplied the food or drinks, 
if there was any, I don’t know. 

Mr. Fiscuracn. You did not all three pool a sum of money to 
charter a boat; you just went out on his boat? 

Mr. Smiru. Mr. Roddick owns the boat. I don’t think he would 
charge a friend rent, but I don’t know. He doesn’t have a com- 
mercial license, I don’t believe. 

Mr. Fiscunacu. Were there ever any other occasions on which 
you three gentlemen were together? 

Mr. Samira. I don’t think so. 

Mr. Fiscnnacu. When was this fishing trip, with relation to the 
institution of the suit? Was it before the suit or afterward? 

Mr. Smrru. I couldn’t tell you. 

Mr. Fiscuracnu. Well, a lawsuit was instituted in January. Was 
the fishing trip in the fall of that year or in the spring of 1948 or some 
time in 1947? 

Mr. Smrrx. I have no recollection. I go fishing so frequently that 
I am sorry to say I don’t recollect a given fishing trip that occurred 
three or four years ago. I am frank to confess I can’t but I fish on 
the average of twice a week during the summer time and about once 
a week during the fall and winter. 

Mr. Fiscunacu. Was anyone else along? 

Mr. Smrru. I don’t think so, unless it mee have been a child of 
Mr. Ammann’s, either a son or a daughter. I don’t remember what 
he had, whether it was a boy or a girl, but I believe there was somebody 
else and I think it was one of his children. 

Mr. Fiscuracu. Did you see Mr. Ammann after he went out a 
conservator? 

Mr. Smrru. I don’t know. Where did he go? When did he go 
out? Where did he go after he went out as conservator? 
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Mr. Fiscnracn. Did you see him in relation to this case after he 
left the Long Beach Federal? 

Mr. Smirn. I don’t know. I have no recollection as to when he 
left or anything about it. 

Mr. Fiscuracn. Bearing in mind that very shortly after the institu- 
tion of this suit Mr. Ammann was discharged as conservator, would 
you say your fishing trip with him was prior to the institution of this 
suit? 

Mr. Smiru. I don’t know. I have no recollection as to when the 
fishing trip was. 

Mr. Fiscuracu. Your reference to letters you exchanged with 
Senator Taft and Mr. Divers of the Board wouldn’t tend to fix that 
in your mind? 

Mr. Smiru. The fishing trip, you mean? 

Mr. Fiscurnacnu. Yes; as before or after the institution of the 
lawsuit? 

Mr. Smriru. I am sorry to say I have no recollection of when the 
fishing trip was. 

Mr. Fiscuracu. In the operation of the law firm of Linnell & 
Smith are costs paid by cash or are they paid by check? 

Mr. Smirx. How is what paid? 

Mr. Fiscunacn. Are the costs to which you have already referred 
paid by check or by cash? 

Mr. Smrrx. Some are paid by check and some by cash. 

Mr. Fiscurnacu. You wouldn’t know whether these costs that you 
have enumerated heretofore were paid by cash or by check? 

Mr. Smitru. No, I wouldn’t; except that I would assume the 10-cent 
item was paid by cash and I would assume, likewise, that the other 
items were paid by check, but I don’t know what. 

Mr. Fiscurnacn. Were those entries made in your handwriting or 
by Mrs. Van Horn? 

Mr. Smirx. By Mrs. Van Horn. 

Mr. Fiscusacu. Thank you, Mr. Smith. We promised to release 
you before 2 o’clock and it is now 4 minutes to 2. 

Mr. Houirietp. The next witness will be Mr. Gregory. 

(Whereupon Mr. Thomas A. Gregory was duly sworn.) 








CONSE AP ae ee ne 


FURTHFR TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, 
LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, LONG 
BEACH, CALIF. 





Mr. Fiscunacu. Mr. Gregory, you are an officer of the Long 
Beach Federal Savings and Loan Association? 

Mr. Grecory. I am; yes. ie 

Mr. Fiscupacn. What is your office? 1g 

Mr. Grecory. President and manager. 

Mr. Fiscusacu. Have you, pursuant to request of the chairman | 
of the subcommittee, produced a transcript of the signature cards of 
the accounts of Harold Lee Newendorp and Charles E. Bradley and 
Ellen N. Reidenbach? 

Mr. Grecory. I have; yes. 

Mr. Fiscusacu. Will you tell us when the account of Harold Lee 
Newendorp was opened, and with particular reference to January 16, 
1948, tell us what the status of that account was. 
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Mr. Grecory. The account was opened on April 25, 1945, with an 
initial amount of $44. There was a balance as of January 24, 
1948, of $496.01. The account is jointly with Tena Newendorp and 
Harold Lee Newendorp. 

Mr. Fiscupacu. Who opened the account, Mr. Gregory? 

Mr. Grecory. I haven’t that record here. However, Tena 
Newendorp has handled virtually all of the transactions on various 
accounts she has with the company. 

Mr. Fiscupacu. What is the title of the account? 

Mr. Grecory. Tena Newendorp or Harold Lee Newendorp, ac- 
count No. 28170. 

Mr. Fiscnpacn. Was that account ever closed or is it still open? 

Mr. Greeory. It is still open. 

Mr. Fiscupacn. Is it an effective account as of this date? 

Mr. Greaory. Yes, sir; it is. 

Mr. Fiscupacn. The account is entitled Tena Newendorp or 
Harold Lee Newendorp; is that correct? 

Mr. Grecory. That is right; yes, sir. 

Mr. Fiscupacnu. Are two signatures authorized on that account? 

Mr.Greeory. Either signature can draw on the account. 

Mr. Fiscupacu. May I see the signature card? 

Mr. Grecory. Yes, sir. 

Mr. Fiscupacnu. I call attention, Mr. Gregory, to the fact that on 
the signature card for account No. 28170, which you have produced 
the address of Tena Newendorp is stated as 776 Gaviota Avenue? 

Mr. Grecory. That is right. 

Mr. Fiscupacu. Whereas the address of Mr. Newendorp is stated 
as 826 Cherry. How do you account for that? 

Mr. Gregory. They apparently don’t live at the same address. 

Mr. Fiscuracn. Are these parties related? 

Mr. Grecory. I understand that they are. 

Mr. Fiscusacn. What is their relationship? 

Mr. Gregory. I don’t know the relationship. 

Mr. Fiscupacn. Who did you say opened up this account? 

Mr. Grecory. Tena Newendorp, so far as we can determine 
opened all of the accounts and handled the transactions on all of the 
accounts. She has several other accounts. 

Mr. Fiscupacnu. Did Mr. Newendorp make any additional pur- 
chases in this account or credit any money to the account? 

Mr. Gregory. Not so far as I know. 

Mr. Fiscusacu. All right. Do you have with you similar records 
with regard to the account of Charles E. Bradley? 

Mr. Gregory. Yes; I do. 

Mr. Fiscnopacu. When was the account of Charles E. Bradley 
opened? 

Mr. Grecory. He had an account in his own individual name, 
being No. 6189. Apparently, I do not have the oldest card on that. 
It was prior to December of 1942. 

Mr. Fiscupacn. As of January 1948, what was the status of the 
account? 

Mr. Gregory. On January 7, 1948, he transferred the account 
from his individual name into a trustee type account wherein Charles 








662 INVESTIGATION OF HOME LOAN BANK BOARD 





I. Bradley, as trustee for Mrs.Martha Linskey, account No. 64097 
it was transferred in that fashion. The account was changed in that 
manner. 

Mr. Fiscuspacu. So was there on the 16th day of January 1948, 
any account with the Long Beach Federal in the name of Charles E 
Bradley, individually, in his own behalf as such? 
ie Mr. Grecory. No; there was not. The amount of the account. 
in the trustee account, was $458.87. 

Mr. Fiscupacu. In the trustee capacity, he had an account which 
you have designated as what? What is the account number of the 
trustee account? 

Mr. Grecory. 64097. 

Mr. Fiscuspacu. Who is the beneficiary of the trust? 

Mr. Grecory. Martha Linskey. 

Mr. Fiscupacu. What was the address stated for that account? 

Mr. Grecory. Charles Bradley’s address, 2431 Pasadena; Martha 
Linskey’s address is 411 South—I can’t read that name. 

Mr. Fiscusacn. It looks like Vermillion, Pontiac, Ill. I note the 
name of Martha Linskey, the name of the beneficiary, appears to be 
entered on the signature card of the account. Was this card for- 
warded to Martha Linskey for her signature? 

Mr. Grecory. I don’t know; I don’t think so. I think that is just 
somebody else’s writing. It is not required that the beneficiary sign 
the ecard. » 

Mr. Fiscuspacu. Am I correct that her address is 411 Vermillion 
Street, Pontiac, Il.? 

Mr. Grecory. Yes; that is what it looks like. 

Mr. Fiscunacn. On January 7, 1948, and January 16, 1948, was 
there any account in the name of Charles E. Bradley, individually? 

Mr. Grecory. There was not; no. 

Mr. Fiscuspacn. There was not on January 16, 1948? 

Mr. Grecory. No. 

Mr. Fiscupacn. Subsequent to the 16th day of January 1948, did 
that account No. 64097 continue to exist? 

Mr. Greoory. It existed up until August 20, 1949. 

Mr. Fiscupacu. What happened on that day? 

Mr. Grecory. He changed the account to Charles E. Bradley, as 
trustee for Sheelar McFadyen Mortuary, as beneficiary. 

Mr. Fiscuspacn. Does that account still exist? 

Mr. Gregory. No; that account was closed on July 6, 1950. 

Mr. Fiscupacn. So that, as of this date, there is no account in 
the name of Charles E. Bradley, whether individually or as fiduciary 
in any respect? 

Mr. Grecory. That is right. 

Mr. Fiscupacn. You have produced voucher No. Z-47347, dated 
July 6, 1950, to the order of Charles E. Bradley, in the sum of $412.23, 
drawn on the Farmers & Merchants Bank in Long Beach, Calif. 
It appears to be endorsed by Charles E. Bradley, and deposited in 
the Farmers & Merchants Bank of Long Beach? 

Mr. Grecory. That is right. 

Mr. Fiscupacn. To the credit of the Pioneer Savings & Loan 
Association? 

Mr. Grecory. That is correct. 
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Mr. Fiscupacnu. I would say, then, that this voucher is the one 
that closed out that account of Mr. Bradley? 

Mr. Grecory. Yes, sir, it is. That is his withdrawal slip along 
with it, where he signed for it. 

Mr. Fiscupacu. Do you have any similar records with regard to 
Ellen Reidenbach? 

Mr. Greaory. I do; yes, sir. 

Mr. Fiscupacnu. Will you tell us when Mrs. Reidenbach opened 
an account with the Long Beach Federal and what its status was as 
of January 16, 1948? 

Mr. GreGory. She opened the account on August 24, 1942, in the 
name of Ellen Reidenbach or Ben A. Reidenbach. 

Mr. Fiscupacu. What was the account number? 

Mr. Gregory. 19532. 

Mr. Fiscuspacn. What was the status of that account as of January 
16, 1948? 

Mr. Grecory. A balance of $4,418.25. 

Mr. Fiscupacu. Does that account still exist? 

Mr. Grecory. It does; yes. She has one more account, an 
account in her individual name, which was opened up. 

Mr. Fiscuspacnu. Identify the account, if you will. 

Mr. Gregory. Well, I have the wrong card here. Here is the one. 
It was opened up on June 24, 1940, account No. 5094, in the individual 
name of Ellen Reidenbach. It was opened up with an amount of 
$2,077.88. It is still active as of now. 

Mr. Fiscupacn. What was the status of that account as of Jan- 
uary 16, 1948? 

Mr. Gregory. It had a balance of $4,231.95. 

Mr. Fiscupacu. That is all the questions I have. 

Mr. Hourrretp. You are excused, Mr. Gregory. The next witness 
will be Mrs. Claire Van Horn. 

Mr. Fiscupacnu. Mrs. Van Horn, you have been called as a witness 
in this matter. The chairman would like to advise you that you 
need not answer any questions here which may be put to you, which 
you feel may tend to incriminate you. 

On the other hand, if you decline to answer a question, which you 
feel may tend to incriminate you, you are required to state that that 
is your position with regard to the specific question. 

Now, will you be sworn? 

Whereupon Mrs. Claire Van Horn was duly sworn.) 


TESTIMONY OF MRS. CLAIRE VAN HORN, NEWPORT BEACH, CALIF. 


Mr. Fiscupacn. Where do you live, Mrs. Van Horn? 

Mrs. Van Horn. I am living in Newport Beach, temporarily. 

Mr. Fiscupacn. What is your full name? : 

Mrs. Van Horn. Claire Van Horn. 

Mr. Fiscupacu. We understand you are a law stenographer? 

Mrs. Van Horn. Yes. 

Mr. Fiscupacn. You work for Linnell & Smith? 

Mrs. Van Horn. I have for 10 years; ves. 

Mr. Fiscupacu. In the month of January of 1948 you were so 
employed? i 
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Mrs. VAN Horn. Yes; I was. 

Mr. Fiscuspacu. Did you prepare or do the typing in connection 
with the complaint of Harold Lee Newendorp and Charles E. Bradley 
in case No. LBC-14492, in the Superior Court of the State of Califor- 
nia, Los Angeles County? 

Mrs. Van Horn. I am sorry I don’t hear well and I don’t even 
see too well. Yes; that is the one. I did. 

M.. Fiscupacn. Do you recall any of the circumstances with re- 
gard to the work that you did in that matter, the dictation you took, 
and who was present? Who dictated it to you and so forth? 

Mrs. Van Horn. Mr. Smith did the dictating. 

Mr. Fiscnpacn. And did you know a man by the name of Kriz? 

Mrs. Van Horn. No. 

Mr. Fiscuspacu. Did you know a man by the name of Ammann? 

Mrs. Van Horn. No. I knew the name, but I didn’t know him. 

Mr. Fiscusacn. Did you know the man who was appointed 
conservator of the Long Beach Federal? 

Mrs. Van Horn. I don’t believe so. 

Mr. Fiscusacu. Did you on one or more occasions accompany Mr. 
Smith to the Long Beach Federal prior to the institution of this 
action, for the purpose or obtaining information and making notes on 
copies, documents, and so forth, that were made available “there? 

Mrs. Van Horn. I recall that I went over with Mr. Smith one 
time, but I don’t recall whether it was before or after. It was in 
connection with this, but I don’t remember the date or the time. 

Mr. Fiscupacu. Did you have any contact with Ellen Reidenbach? 

Mrs. Van Horn. I don’t remember the name. 

Mr. Fiscuspacu. Do you remember the name of Ellen Reidenbach 
at all? 

Mrs. Van Horn. Very vaguely; I don’t know in what connection, 
though. 

Mr. Fiscusacn. Have a look at this paper, which is a manuscript 
cover, containing a verification. You will notice after the jurat, 
“State of California, County of Los Angeles,’ and after that appears 
on the verification the name Harold Lee Newendorp and the name 
Ellen M. Reidenbach and that name is X’d out by typing, and also 
appears the name of Charles E. Bradley. Look at that, if you will. 
See if that refreshes your recollection, with regard to the name. 

Mrs. Van Horn. I recall the name vaguely, but I don’t know in 
what connection. I have just a very vague recollection, and that 
is all 

Mr. Fiscusacu. Is there anything wrong with your memory, Mrs. 
Van Horn? 

Mrs. Van Horn. Nota thing. In fact, I think I have an excellent 
memory. 

Mr. Fiscuzacu. Didn’t you refresh Mr. Smith’s recollection about 
certain matters during the luncheon recess? 

Mrs. Van Horn. Pardon? 

Mr. Fiscupacu. Didn’t you refresh Mr. Smith’s recollection about 
certain matters pertaining to this litigation? 

Mrs. Van Horn. I had very little time to see Mr. Smith because 
I went out to get him a sandwich. I didn’t see him but just for a few 
minutes. 

Mr. Fiscupacu. Didn’t you talk to him about this case? 
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Mrs. VAN Horn. Very little. 

Mr. Fiscupacu. What did you say to him? 

Mrs. Van Horn. What did I say? 

Mr. Fiscupacu. Yes. 

Mrs. Van Horn. Oh, I just asked him what it was about. 

Mr. Fiscupacu. What did he tell you? 

Mrs. Van Horn. He said that he was supposed to bring some 
papers back to you to the meeting and that he was very busy, and that 
he would like for me to get him a sandwich so he could get the papers 
ready to bring back to you. 

Mr. Fiscupacnu. Was there anything said about this litigation 
that you recalled to his memory during the luncheon recess? 

Mrs. VAN Horn. We didn’t discuss it at all. It was after 12:15 
when Mr. Smith returned to the office. There was a client in the 
office at the time. After the client left, I went out and got him a 
sandwich. 

Mr. Fiscusacuw. You did not discuss this with him at all? 

Mrs. Van Horn. The actual matters pertaining to the case; no. 
I discussed only the things that came up while he was away this 
morning and very little concerning that. He asked me where the 
records were concerning the expenditures. Further than that—let 
me think—no; that is all we discussed. 

Mr. Fiscupacu. You are quite composed here; are you not? You 
are not excited or under any pressure at all; are you? 

Mrs. Van Horn. No. 

Mr. Fiscupacu. You feel completely at ease here; do you not? 

Mrs. Van Horn. Oh, absolutely. 

Mr. Fiscupacu. Mrs. Van Horn, during the period which you did 
work on this Newendorp-Bradley lawsuit, did you have occasion to 
contact a Mr. Newton? 

Mrs. VAN Horn. Mr. Newton? 

Mr. Fiscupacn. Yes. 

Mrs. Van Horn. Of course, we contact Mr. Newton frequently. 
[ rather think we did but I don’t recall any of the details. 

Mr. Fiscupacu. Did you referesh Mr. Smith’s recollection in con- 
nection with Mr. Newton? 

Mrs. VAN Horn. No; I didn’t. He mentioned something about 
Mr. Newton, but I could recall nothing about Mr. Newton. He 
did mention him but that was all. 

Mr. Fiscunacn. Did you work with any investigators in this 
matter? 

Mrs. Van Horn. Did I work with any? 

Mr. Fiscupacnu. Yes. 

Mrs. Van Horn. No; I did not. 

Mr. Fiscupacn. Did you accompany Mr. Smith to various courts 
and places of public recordation of documents? 

Mrs. Van Horn. No. 

Mr. Fiscusacn. Prior to the institution of this lawsuit? 

Mrs. Van Horn. No. 

_Mr. Fiscusacu. Did you take notes at any place at all in connec- 
tion with documents that were pertinent to the matters alleged in this 
complaint? 

Mrs. Van Horn. Only when we came over to the office over here 
on one occasion that I recall. There may have been more; but, to the 
best of my recollection, I did not go with him any place. 
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Mr. Fiscuspacu. When you say ‘‘to the office over here,”’ you mea 
to the office of the Long Beach Federal? 

Mrs. Van Horn. To the office of the Long Beach Federal; yes, si: 

Mr. Fiscusacu. Did you bring with you your notarial register? 

Mrs. Van Horn. Yes, I did; but it is very incomplete. 

Mr. Fiscusacu. For January 16, 1948, do you have any entry? 

Mrs. Van Horn. I[ have none since September of 1947. 

Mr. Fiscupacn. You haven’t any entry in your register which in 
anywise relates to this litigation? 

Mrs. Van Horn. None at all. 

Mr. Fiscupacn. Do you know whether or not you took any affi 
davits or administered any oaths to anyone in connection with this 
lawsuit? 

Mrs. Van Horn. Well, by looking at the complaint, I notice that | 
notarized Mr. Newendorp’s and Mr. Bradley’s verification. I can’t 
recall anything further. 

Mr. Fiscupacu. Do you know whether you actually were befor 
them or they were before you? 

Mrs. Van Horn. They were in the office; yes. 

Mr. Fiscusacu. Do you recall that independently now, Mrs. Van 
Horn? 

Mrs. Van Horn. I knew both Mr. Newendorp and Mr. Bradlev 
and had met them before. I can recall that; yes. Mr. Newendorp 
had been in the office. 

Mr. Fiscuspacn. Did you swear Mr. Newendorp at the time he 
signed the complaint? 

Mrs. Van Horn. Did I swear him? 

Mr. Fiscupacu. Yes. 

Mrs. Van Horn. I don’t recall. 

Mr. Fiscupacu. Did you swear Mr. Bradley at the time he signed 
the complaint? 

Mrs. Van Horn. I don’t recall. 

Mr. Fiscuspacu. How many times have you seen Mr. Bradley? 

Mrs. Van Horn. I couldn’t even estimate how many times it 
would be. 

Mr. Fiscupacu. Was it very many times? 

Mrs. Van Horn. Not a great many tinies, no; perhaps eight or ten. 

Mr. Fiscupacu. On those occasions, did you have occasion to 
administer an oath to Mr. Bradley? 

Mrs. Van Horn. No. He would come into the office occasionall) 
to see Mr. Smith. 

Mr. Fiscuspacu. At no time did you administer an oath to Mr. 
Bradley? 

Mrs. Van Horn. I can’t say that definitely. I don’t recall ad- 
ministering an oath. 

Mr. Fiscuspacn. How about administering an oath to Mr 
Newendorp? Did you ever do that? 

Mrs. Van Horn. I don’t recall. 

Mr. Fiscusacu. Did you ever say to Mr. Newendorp, “Now, Mr 
Newendorp, you have signed this complaint. Do you swear to its 
truth?”’ Did you ever say anything like that to Mr. Newendorp or to 
Mr. Bradley, in words or in substance? 

Mrs. Van Horn. I usually say, “You have read this, haven’t you 
and you are swearing that you read the complaint?” That is as far 
as I go. What I usually say is: ‘When you sign this, it shows that 
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you have read the complaint.”’ That is what I usually say. I don’t 
usually go any further than that. I suppose you would call that 
administering an oath. 

Mr. Fiscupacu. | am not calling it anything. I am just asking 
you What you do and what you did do with regard to Mr. Bradley 
and: Mr. Newendorp. 

Mrs. Van Horn. Whenever | have anyone, and I probably did 
the same thing with them, but I can’t recall individual cases—— 

Mr. Fiscupacu. How about typing an application for the appoint- 
ment of a receiver, do you remember anything about that? 

Mrs. Van Horn. An application for a receiver? Well, I don’t 
recall; this is all very vague to me. I haven’t refreshed my memory 
on the matter at all in the last two and one-half years. 

Mr. Fiscupacu. Were you a notary public in January of 1948? 

Mrs. Van Horn. Yes, I was. 

Mr. Fiscupacn. Aren’t you required, under the law, to maintain 
a register of the oaths or affirmations you have administered as such? 

Mrs. Van Horn. Yes, and I did when I first started. After that 
there was no work outside of what was routine work in the office, and 
and it took so much time that it was just simpler to refer to our files 
and get a record from our files. On all of our office copies 1 put down 
verified or if it is an affidavit of mailing—TI just keep my record there. 

Mr. Fiscupacu. Can you look at this office copy of the complaint 
and tell us whether you administered an oath to Mr. Newendorp or 
Mr. Bradley, or whether you merely signed your name as a notary 
public after they signed their names? 

Mrs. Van Horn. I know that they signed before me. 

Mr. Fiscusacu. But you do not know if they signed in your 
presence? 

Mrs. Van Horn. Yes, they did pat in my presence. 

Mr. Fiscupacn. You do know that 

Mrs. Van Horn. I remember that much about the case because I 
do recall them being in the office the day it was finished. 

Mr. Hourrretp. They were both there at the same time, Mrs. Van 
Horn, or were they separately? 

Mrs. Van Horn. That is very vague in my memory as to whether 
it was on the same day but at different times. 

Mr. Fiscupacu. Do they know one another, Mr. Bradley and 
Mr. Newendorp? 

Mrs. Van Horn. I know they have been in the office together. 

Mr. Fiscrnacn. They are acquainted with one another? 

Mrs. Van Horn. I presume so. 

Mr. Fiscunacu. You would not say that they didn’t know one 
another, would you? 

Mrs. Van Horn. No, I wouldn’t say they didn’t. I don’t know how 
well they know each other. 

Mr. Fiscuracn. You would say they do know one another, though? 

Mrs. Van Horn. I believe so. 

Mr. Fiscupacn. Mrs. Van Horn, you apparently don’t recall very 
much about an application for the appointment of a receiver in this 
case, do you? 

Mrs. Van Horn. As I say, I have not looked at these files for 2 
years and it is rather difficult to say definitely. I would hesitate to 
say definitely regarding any of the details. 

7963 1—52 44 
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Mr. Fiscuspacn. Did Linnell and Smith represent Tom Newton in 
any matters? 

Mrs. Van Horn. Represent Tom Newton? 

Mr. Fiscuracu. Yes. 

Mrs. Van Horn. Not to my knowledge, no. 

Mr. Fiscunacu. Did they ever do any work for Tom Newton? 

Mrs. Van Horn. They worked with him but I don’t ever recall 
working for him. 

Mr. Fiscunacn. And the name of Kriz does not mean anything to 
you? 

Mrs. Van Horn. I vaguely recall having heard it but it doesn’t 
register; | am sorry. 

Mr. Fiscupacn. Does the name Desmond mean anything to you? 

Mrs. Van Horn. What is the first name? 

Mr. Fiscunacn. Desmond is an attorney. 

Mrs. VAN Horn. Desmond is an attorney? 

Mr. Fiscupacu. Yes. 

Mrs. Van Horn. Well, as an attorney, yes. 

Mr. Fiscupacu. Are you familiar with any work that Mr. 
Desmond did in this matter? 

Mrs. Van Horn. No. I know that he has worked with us but I 
was not in direct contact with any of it. 

Mr. Fiscuracu. Will vou refer to the financial record in that file 
which purports to show the amount of moneys that were expended in 
thislawsuit? I think you will find it right on the top. I think it is the 
first document in the file. There it is. Is that card in your hand- 
writing? 

Mrs. VAN Horn. Yes, it is. 

Mr. Fiscunacnw. Where did you get the information which you 
entered there? 

Mrs. Van Horn. Where did I get it? 

Mr. Fiscuracnu. Yes. 

Mrs. Van Horn. I just jot it down as I go along. Well, not 
always; very often I refer back to the files as things come in. 

Mr. Fiscupacu. Now, you have here received $15. What does 
that mean? 

Mrs. Van Horn. We received $15. I don’t recall the details on 
that either. 

Mr. Fiscupacn. What is the entry ‘‘2—2-48, service summons, 
Rivard,” for $34. What does that mean? 

Mrs. Van Horn. That is what we paid Rivard to serve the sum- 
mons. 

Mr. Fiscuspacu. How did you pay him? 

Mrs. Van Horn. Probably by check. 

Mr. Fiscupacnu. Would it be an office check? 

Mrs. Van Horn. Yes. 

Mr. Fiscupacu. Who signs such checks? 

Mrs. VAN Horn. I can sign them or Mr. Smith or Mr. Linnell. 

Mr. Fiscupacu. Does that card show all the moneys that were 
paid to Linnell and Smith with regard to this litigation? 

Mrs. Van Horn. To the best of my recollection it should. Occa- 
sionally items are paid directly to Mr. Linnell or to Mr. Smith that 
I don’t deposit in the account and they might be overlooked. That 
would be small amounts. I don’t recall any. 
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Mr. Fiscupacu. What do you mean by “small amounts?” Do 
you re A $1,000 or $2,000, $100 or $200? 

Mrs. VAN Horn. $5 or $10;small amounts usually to cover filing fees 
or for small items. 

Mr. Fiscupacn. The $15 shown as received there, who was it re- 
ceived from? 

Mrs. VAN Horn. I don’t recall. 

Mr. Fiscupacu. There is nothing on the card to show where it 
came from, is there? 

Mrs. Van Horn. No. 

Mr. Fiscupacu. There isn’t even a title on the card, is there? 

Mrs. Van Horn. Pardon? 

Mr. Fiscusacu. Is there a title on the card? 

Mrs. VAN Horn. ‘‘Newendorp-LBFS and L.” 

Mr. Frscupacn. Is there any case number? 

Mrs. Van Horn. Yes. 

Mr. Fiscupacu. Is that title in your handwriting? 

Mrs. VAN Horn. Yes. 

Mr. Fiscupacu. Is that the only financial record that there is with 
respect to this case? 

Mrs. Van Horn. Yes, I imagine so. 

Mr. Fiscupacu. Can you tell us where that $15 came from? Or 
when it was received? 

Mrs. Van Horn. Well, from the place on the card I would say it 
was probably received in January of 1948. 

Mr. Fiscuspacu. But you could not tell us definitely? 

Mrs. Van Horn. No, I am sorry. 

Mr. Fiscupacnu. Did you get that money from anybody or did 
somebody tell you that they got that money? 

Mrs. Van Horn. I don’t recall. I usually see it if there is a deposit 
made. I put it on the deposit slip. 

Mr. Houtrietp. Don’t you customarily give a receipt for moneys 
collected or make a notation from whom they are collected? 

Mrs. Van Horn. It depends. If it is a check we occasionally say, 
“Your check is your receipt.”’ 

Mr. Fiscupacn. Do you have a receipt book in the office? 

Mrs. Van Horn. We have them, yes. 

Mr. Fiscupacu. Do you use them? 

Mrs. Van Horn. If it is not a check; if it is cash. If it is cash we 
use the receipt book. 

Mr. Fiscupacu. Did you use the receipt book in connection with 
this $15? 

Mrs. Van Horn. I haven’t looked it up; I don’t recall. 

Mr. Fiscusacu. Looking at the manuscript cover, which appears 
to be fastened to the complaint i in this case, and calling your attention 
to the fact that there originally were three names on “the manusc ript 
cover, and one being X-ed out, and directing your attention to the 
face sheet of the complaint, can you tell us whether the face sheet of 
the complaint— 

Mrs. VAN How: I didn’t hear that. 

Mr. Fiscupacu. Read as far as I have gone, Mr. Reporter. 

(Record read.) 

Mr. Fiscapacn. —which appears to be the first page of the com- 
plaint, is the same face sheet which always existed or was there 
another face sheet with three names on it? 
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Mrs. Van Horn. I am trying to refresh my memory on this. | 
typed various versions of this complaint, as you no doubt realize, 
and I don’t know—I do know there were other people who offered (« 
join the action. It is very possible that there may have been other 
sheets with other names and then we got down to these two. I don’t 
recall those details. 

Mr. Fiscupaca. How do youaccount for the fact that the manuscript 
cover, Which was used, contained three names with one name X-ed 
out? 

Mrs. Van Horn. Well, there probably were three people originally. 
I was typing under pressure at that time. It was probably simpler 
to X it out than to retype it. 

Mr. Fiscupacu. What was the pressure? 

Mrs. Van Horn. What was the pressure? 

Mr. Fiscupacn. Yes. 

Mrs. Van Horn. We were trying to get it out as rapidly as possible 
There were quite a few copies to type. I did all of the typing. 

Mr. Fiscupacnu. Was there any deadline in connection with the 
filing of this suit that you had to make? 

Mrs. Van Horn. Not that I recall. There may have been, but 
I don’t recall. 

Mr. Fiscupacu. Did you hear that Mr. Ammann was going out as 
the conservator? 

Mrs. Van Horn. I don’t recall that. 

Mr. Fiscuspacu. Your initials are “C. V. H.,” are they not? 

Mrs. Van Horn. That is right, yes. 

Mr. Fiscuracu. Here is a carbon copy of a letter, which was sent to 
the Honorable Robert A. Taft, on January 20, 1948. It appears to 
bear your initials “C. V. H.”” Do you remember typing this letter? 

Mrs. Van Horn. I haven't looked at it. May 1 read it? Perhaps 
I can recall it. 

Mr. Fiscupacu. All right. The portion to which I want to direct 
your attention occurs in the last paragraph of the first page of the 
letter. It refers to the fact that on January 17, 1948, an order was 
made discharging the conservator of the Long Beach Federal. 

Mrs. Van Horn. Yes. 

Mr. Fiscusacn. I would like to direct your attention to the date 
which appears on the verification sheet of the complaint, January 16, 
1948. In light of the fact that you remember there being some pres- 
sure in connection with the preparation of this complaint, and in light 
of the fact that it appears you wrote a letter in which the statement is 
made that on January 17, 1948, the conservator was discharged, I will 
ask you again if you knew at the time you prepared the complaint, 
whether you knew that Mr. Ammann was going out as conservator or 
whether you had heard that? 

Mrs. Van Horn. I might not have heard that. I know there was « 
lot of preparation on this complaint. I don’t recall how long I worked 
on it before I finally got it out. I don’t remember the details about 
Mr. Ammann. 

Mr. Fiscupacu. Do you recall any of the details about the pressure 
you were under to get the complaint out? 

Mrs. Van Horn. Only that we were anxious to get it filed. 

Mr. Fiscusacu. You were so anxious to get it out that you did no! 
even prepare a pew verification form, apparently. You used the veri- 
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fication form or forms that were dated by the facts, and were no longer 
valid because of Ellen Reidenbach’s disinclination to go forward with 
the case? 

Mrs. VAN Horn. I didn’t follow you; I didn’t hear it all. I am 
sorry I don’t hear well. 

Mr. Fiscupacu. What I am trying to do is to refresh your recollec- 
tion. You testified you were under pressure in getting this complaint 
out and apparently you were under such pressure that when it came 
to using the manuscript covers you X-ed out the name of Ellen Reiden- 
bach and used the old covers with her name on them crossed out. 
Now, with those circumstances as part of the background, what I am 
trying to find out is whether your recollection is in anywise refreshed 
as to what the deadline in this thing was? Was there a deadline and 
did it have anything to do with Mr. Ammann’s going out on the next 
day? 

Mrs. Van Horn. That I truly don’t recall. I know that when I 
have a large job to do that I work under pressure and I don’t recall 
how many copies I made of this complaint, but it was a long complaint 
and there were a lot of copies to be made. Once I start on a complaint 
of any kind or of any nature, I stick with it until it is finished. I call 
that pressure at any time. I don’t recall any unusual circumstances 
in connection with this, only that I was anxious to get it out, and have 
it filed. 

Mr. Fiscusnacn. Apparently on the next day after the complaint 
was out, Mr. Ammann went out as conservator? 

Mrs. VAN Horn. Apparently. 

Mr. Fiscuspacn. Did that provoke any comment in the office? 

Mrs. Van Horn. I don’t recall. It may have very easily, but I 
don’t recall any of the details. 

Mr. Fiscupacn. We know by the letters that were written, to Sen- 
ator Taft, at least, that it provoked that letter to hin. Would vou 
read that letter, the last paragraph of it, and see if that refreshes 
your recollection as to anv comment of the incident of Mr. Ammann’s 
going out as conservator, or what comment might have been provoked 
along that line? 

Mrs. VAN Horn. I wish I could recall for you. 1 am trying to but 
the facts are this: That I was typing constantly from morning to night. 
There may have been discussions in the office that I wouldn’t have 
heard. Mr. Linnell and Mr. Smith could very easily have discussed 
this and in typing it as rapidly as I could, because there were a lot 
of copies to be made, I could very easily not have heard those con- 
versations. J] just don’t recall; I truthfully don’t recall, but I wish 
1 could. 

Mr. Fiscnpacn. Take a look at this, which appears to be a copy 
of a night letter sent on January 20 by Mr. Smith to Mr. Divers, 
which has been marked here as exhibit 1B. See if that refreshes 
your recollection. 

Mrs. Van Horn. I don’t know in just what way it refreshes my 
recollection. 

Mr. Fiscupacn. Does it refresh your recollection as to whether 
Mr. Ammann’s exit as conservator in such close proximity to the 
institution of the lawsuit, which you were working on under pressure— 
whether that provoked any comment in the office? 
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Mrs. Van Horn. After the complaint was filed we did discuss the 
matter, but I was not familiar enough with the original details of the 
complaint; it was just through the dictation and the typing that | 
was familiar with it. Mr. Smith handled all the rest of it. 

Mr. Fiscupacn. Didn’t you take some dictation from some Goy- 
ernment man on this complaint? 

Mrs. Van Horn. No. 

Mr. Fiscunacn. Didn’t you use some forms that they supplied you? 

Mrs. Van Horn. I thought I had a good memory but I just don’t 
remember. 

Mr. Houirietp. This has been quite a long time ago and this is 
quite a long complaint, Mrs. Van Horn. May I ask you if this was 
dictated in its entirety or were portions of it dictated and other por- 
tions of it copied from the report, which Mr. Ammann made avail- 
able to Mr. Smith? 

Mrs. VAN Horn. May I look it over? I haven’t looked at it for 
2 vears and I don’t recall many things about this, as I say. 

Mr. Fiscupacu. I just want to see if there is something else in 
this file here that might refresh your recollection. 

Mrs. Van Horn. Naturally, there were several copies made before 3 
we got down to the final copy. 

Mr. Houtrietp. The language in the complaint is very similar to FF 
the language in the report in some instances, Mrs. Van Horn. It 
occurred to us that possibly you might have copied portions of it. 

Mrs. Van Horn. I don’t recall copying any of it. I thought if | 
locked it over I might recall copying something. Offhand, I would | 
say I did not copy anything but, as I say, it has been so long since | 
have looked at it that I could ve ry easily have forgotten ‘that. | 
would say, so far, I did not copy anything. That description there 
I probably copied from something. I don’t know where I got that 
legal description but I would say I copied it from something. This 
lease, 1 would say I ccpied from something. No, I cannot recall, in 
looking over that, having copied anything but probably that legal de- 
scription and the exhibit. 

Mr. Fiscupacu. Can you refer for a moment to that card in the 
file that shows the different amounts on it? I take it the $1.88 is 
represented by this bill from the Long Beach Blue Print Co.? 

Mrs. Van Horn. Yes. 

Mr. Fiscupacn. Can you tell us about Mr. T. R. Hudson and 
Mr. Hyde? I notice that this is in your handwriting; is it not? 

Mrs. Van Horn. Yes. 

Mr. FiscusBacu (reading): 

Mr. Hyde came to the office on January 23 and wants to know who is paying 
the cost of the litigation and was out to see Newendorp last night. 





Do you know anything about that? 

Mrs. VAN Horn. I don’t recall. Along about that time there 
were so many people that came into the office or telephoning, offering 
to be helpful, and they were just names to me. I would have no way 
of recalling who they were or of particularly remembering them unless 
it was someone I had known previously. 

Mr. Fiscuspacnu. Who is Mr. Joseph McPharlin? According to 
that memorandum: 


Mr. MePharlin re management of Association; lives in Glendale and formerly | 
worked in a Federal in Pasadena and recommended by Frank Wickhem. 
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Mrs. Van Horn. I don’t know Mr. Wickhem and Mr. McPharlin 
may have been one more who contacted or telephoned the office. 
There were very many of them. 

Mr. Fiscupacu. This affidavit that is sworn to and subscribed to 
before you on January 29, 1948, in the case of Newendorp and Bradley 
gainst Gregory, being the affidavit of Charles T. Smith, does that 
represent a usual or unusual occurrence in your office? You ap- 
parently put your name on this document before the person signed it. 

Mrs. VAN Horn. Yes, it is unusual I do it in the office when Mr. 
Smith is going to sign before me because if I am sealing several things 
at the same time, signing several things at the same time in the 
office, I may very well do that. 

Mr. Fiscupacu. That shows that you put your name on as a notary 
to the affidavit, although Mr. Smith did not and never did, apparently, 
sign his name to it? 

Mrs. Van Horn. It looks that way. 

Mr. Fiscupacn. Is there any doubt about it? 

Mrs. Van Horn. I don’t know if there was another one typed up 
later or not. 

Mr. Fiscupacu. Take a look in the file, will you? Is there some 
question, now, in your mind, Mrs. Van Horn, as to whether or not 
you might have done the same thing? Let the record reflect that 
the seal is on the affidavit as well—the seal of Mrs. Van Horn. Is 
there some question in your mind as to whether you might have done 
the same thing in connection with the complaint? 

Mrs. Van Horn. There is no question in my mind on that because 
I have never done that with clients of Mr. Smith. Mr. Smith, he 
is in the office, and I know he is going to sign before me. 

Mr. Fiscupacu. How many copies of the complaint did you make, 
Mrs. Van Horn? ; 

Mrs. Van Horn. How many copies did I make? 

Mr. Fiscupacn. Yes. 

Mrs. VAN Horn. Well, let me think. I would have to count the 
number of defendants. I know I made several groups of copies. 

Mr. Fiscupacu. How about Mr. Roddick; do you know him? 

Mrs. Van Horn. Mr. Roddick? 

Mr. Fiscupacn. Yes. 

Mrs. Van Horn. I know him; yes. 

Mr. Fiscupacu. What is his connection with this case? 

Mrs. Van Horn. His connection? 

Mr. Fiscupacnu. Yes. 

Mrs. Van Horn. None that I know of. 

Mr. Fiscusacn. Do you know whether Mr. Smith had any friendly 
relations with Mr. Ammann, the conservator? 

Mrs. Van Horn. I don’t know. 

Mr. Fiscuracn. Let me have that affidavit, if you will. We will 
ask that this be marked as an exhibit, but it will not be retained and 
let the record reflect that this document is an affidavit of Charles T. 
Smith and signed by C. Van Horn, notary public, under the legend, 
“Subscribed and sworn to before me on January 29, 1948,” but not 
signed by Mr. Smith. 

Mark it as an exhibit and return it to the file, if you will. 

(Whereupon the document referred to was marked ‘“Newendorp- 
Bradley Exhibit No. 6” and placed in the subcommittee files.) 
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Mr. Fiscuracn. What were Mr. Smith’s contaets with Mr. Rod- 
dick.in connection with this lawsuit? 

Mrs. Van Horn. What is that? 

Mr. Fiscuracnw. What were Mr. Smith’s contacts with Mr. Rod- 
dick in connection with this lawsuit? 

Mrs. Van Horn. I didn’t know there were any connections or 
contacts. 

Mr. Fiscurnacn. What was Mr. Roddick’s interest in this lawsuit? 

Mrs. Van Horn. I didn’t know Mr. Roddick had any interest in 
the lawsuit. Actually, I don’t think that Mr. Smith and Mr. Roddick 
saw so much of each other until some time after that. They probably 
knew each other but, then, I don’t reeall. My impression is that 
their friendship 

Mr. Fiscuracn. Well, did you ever know a Mr. McKenna? 

Mrs. Van Horn. Mr. McKenna? 

Mr. Fiscunacn. Yes. 

Mrs. Van Horn. I vaguely recall the name but I don’t recall the 
person. 

Mr. Fiscurnacu. Has anything happened here which would jog 
your recollection on the question of who dictated this complaint to you? 

Mrs. Van Horn. Mr. Smith is the only one that dictated to me. 
He and Mr. Linnell worked together on it, but I think Mr. Smith did 
all of the dictating. 

Mr. Fiscuracn. Do you keep your stenographie notebooks? 

Mrs. Van Horn. Most of them; yes. 

Mr. Fiscuracn. Do you happen to have the stenographie notebook 
for January of 1948? 

Mrs. Van Horn. I would have to look back and see. I really 
don’t recall; I have a big stack of them. I throw them out every so 
often; I don’t recall how far back I had kept them this time. 

Mr. Fiscuracnu. All right. 

Mrs. Van Horn. There was no one else that dictated on it, I am 
sure of that. 

Mr. Fiscnracn. No one else dictated to you on it? 

Mrs. Van Horn. Not to me; no. 

Mr. Fiscurnacn. | think that is all I have. 

Mr. Houirtevp. Are there any questions you would like to ask, 
Congressman Doyle? 

Mr. Doyur. No. 

Mr. Houtrietp. On the Taft letter, do you remember if you took 
the dictation in the morning or in the afternoon on that letter? 

Mrs. Van Horn. No, I don’t recall, | am sorry; I can’t remember. 
I thought I had an excellent memory. It has been almost 3 years 
ago. 

Mr. Houirtevp. That is all, thank you. 

Mr. Fiscuracn. That will be all. 

Mr. Houtrrevp. Our next witness will be Mr. Roddick. 

Mr. Roddick, we have had several witnesses today and one witness, 
a Mr. Charles Smith, who was formerly a counsel for you, or who ts 
counsel for you now, I don’t know which, but there was some discus- 
sion in regard to a fishing trip in which Mr. Ammann was present and 
yourself and Mr. Smith and, possibly, a child. As long as your name 
has been brought into the testimony we wanted to verify the fact in 
regard to his testimony on that occasion. 
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Mr. Roppicx. Whose testimony? 

Mr. Houtrretp. Mr. Smith’s testimony. 

Mr. Fiscupacu. Before you give any testimony will you be sworn, 
please? 

(Whereupon Victor Roddick was duly sworn.) 


TESTIMONY OF VICTOR RODDICK, PRESIDENT, FIRST FEDERAL 
SAVINGS AND LOAN ASSOCIATION OF LONG BEACH, CALIF. 


Mr. Fiscupacu. Tell us, Mr. Roddick, what is your full name? 

Mr. Roppicx. Victor Roddick. 

Mr. Fiscupacu. What is your business? 

Mr. Roppick. I am president of the First Federal Savings and 
Loan Association of Long Beach. 

Mr. Fiscnpacn. | take it that you know Mr. Charles T. Smith? 

Mr. Roppick. Yes. 

Mr. Fiscupacnu. He is a member of the law firm of Linnell and 
Smith; is that correct? 

Mr. Roppick. That is right; yes. 

Mr. Fiscunacnu. Have you known him for some years? 

Mr. Roppick. Yes, I have. 

Mr. Fiscnpacn. | take it that you knew that he was counsel in a 
case of Newendorp and Bradley against the Long Beach Federal, its 
officers and directors? 

Mr. Roppick. I can’t answer it that way. I knew he was counsel 
in connection with some proceedings but as to the names and all that 
1 wouldn’t know. 

Mr. Fiscupacu. You knew what the nature of the suit was? 

Mr. Roppickx. No, I didn’t. 

Mr. Fiscupacn. Did you know Mr. Ammann, who was conservator 
of that association? 

Mr. Roppick. Yes, I did. 

Mr. Fiscnsacnu. Did you know what Mr. Smith’s interest in the 
matter was? 

Mr. Roppick. Well, I believe he was representing certain share- 
holders. 

Mr. Fiscurnacu. Do you know what for? 

Mr. Ropprckx. No; I can’t be positive on that. 

Mr. Fiscnracnu. Did there come a time in the fall of 1947, when 
you invited Mr. Smith and Mr. Ammann to go fishing with you, or 
was it the summer of 1947? 

Mr. Roppicx. Can I talk off the record, please? 

Mr. HouirteLp. Yes, vou may. 

(Off the record discussion.) 

Mr. Fiscusacu. Mr. Reporter, will you go back and read the last 
couple of questions and answers, please? 

(Record read.) 

Mr. Fiscupacu. Was it the summer or the fall of 1947 that you 
invited Ammann and Smith to go fishing with you? 

Mr. Roppicx. I believe it was the summer. 

Mr. Fiscupacu. And they went fishing with you, did they? 

Mr. Roppick. Yes. 

_ Mr. Fiscusacu. During the course of the day did you participate 
in any of Smith’s discussions with Ammann about the Long Beach 
Federal or this lawsuit that Smith was handling? 
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Mr. Roppick. No. 
Mr. Fiscupacu. You were operating the boat, we understand. 
Mr. Roppicx. I was busy as the host; yes. 

Mr. Fiscusacu. Did you have occasion to discuss with Mr. 
Ammann this shareholders’ suit that Smith was handling? 

Mr. Roppicx. No. 

Mr. Fiscupacn. Did Smith at any time advise you as to what the 
lawsuit was all about? 

Mr. Roppick. No; he did not. 

Mr. Fiscuspacu. Did he ever ask you to interest anyone else in the 
lawsuit? 

Mr. Roppick. No. 

Mr. Fiscunacu. Any other member of the industry? 

Mr. Roppicx. No. 

Mr. Fiscuspacn. Do you know Joe Crail? 

Mr. Roppicx. I know Joe, but just to see him, something like that, 

Mr. Fiscuspacu. You say you know Joe Crail? 

Mr. Roppicx. I just know him but that is all. 

Mr. Fiscupacu. Have you ever discussed this lawsuit with anyone? 

Mr. Roppicx. No. 

Mr. Fiscusacu. I am now referring to Mr. Smith’s lawsuit. 

Mr. Roppicx. No. 

Mr. Fiscusacn. Did you ever have occasion to meet a Mr. 
McKenna? 

Mr. Roppicx. McKenna? 

Mr. Fiscupacn. Yes. 

Mr. Roppick. I don’t seem to remember the name. 

Mr. Fiscupacu. How about a fellow by the name of Dougherty? 

Mr. Roppicx. Is that Judge Dougherty? 

Mr. Fiscupacu. Yes. 

Mr. Roppick. I met Judge Dougherty. 

Mr. Fiscusacu. When did you meet him? 

Mr. Roppick. He went out on a trip with me. 

Mr. Fiscuspacuw. With Ammann also? 

Mr. Roppick. Yes. 

Mr. Fiscuspacu. And Smith? 

Mr. Roppick. No. 

Mr. Fiscuracn. What occasioned that fishing trip? 

Mr. Roppicx. I can’t exactly say. The whole thing was mostly a 
friendly gesture on my part. It really had nothing whatsoever to do, 
as far as the Long Beach Association was concerned. 

Mr. Fiscunacu. Did Dougherty or Ammann ever try to attempt 
to get you to whip up any local sentiment in connection with this 
case? 

Mr. Roppicx. No. 

Mr. Fiscuspacu. Did they ever suggest to you that you participate 
in any civic meetings? 

Mr. Roppicx. No. 

Mr. Fiscupacu. Or pass out any word to people, generally, with 
regard to the controversy between the Long Beach Federal and the 
Federal Home Loan Bank Administration? 

Mr. Roppick. No. 

Mr. Fiscupacn. Are you aware of the fact that various persons 
under the aegis of the Federal Home Loan Bank Administration were 
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in town and were endeavoring to crystallize sentiment with respect 
to the controversy? 

Mr. Roppicx. Am I aware of it now? 

Mr. Fiscupacu. Yes. 

Mr. Roppick. I can’t say that [ am. 

Mr. Fiscupacu. Had you ever heard of anything like that? 

Mr. Roppick. You mean in town here? 

Mr. Fiscupacn. Yes. 

Mr. Roppicxk. No. 

Mr. Fiscuspacn. Did Mr. Ammann ever discuss with you what his 
purposes were here in Long Beach? 

Mr. Roppicx. No. I understand Mr. Ammann was the conserva- 
tor. I appreciate anyone with intelligence and I realized what his 
capacity was here. 

Mr. Fiscanacn. How about Dougherty, who introduced you to 
him? 

Mr. Roppicx. Mr. Ammann. 

Mr. Fiscuspacu. What was the occasion of your meeting him? 

Mr. Roppicx. I think it amounted to about the same thing. He 
was out here in this part of the country and I simply offered to take 
him out for a ride on the boat. 

Mr. Fiscupacu. I think that is all I have. 

Mr. Houirrevp. I think that is all. 

Mr. Roppicx. There is one statement I would like to correct. 
You asked me a question regarding whether Mr. Smith was on one of 
those trips where Mr. Dougherty was present. I said, ‘No,’ I 
believe. However, on second thought, he may have been present. 
It is quite a while ago and it is a little hard to remember, but he may 
have been. But I can assure you that the entire matter was 100 
percent social, as far as I was concerned. 

Mr. Fiscupacu. That is all. 

Mr. HouirreLp. That will be all, Mr. Roddick. Thank you for 
coming in. 

Now, if there be nothing further, the hearing will be concluded. 

(Whereupon at 3:15 p. m., November 14, 1950, the hearing in the 
above-entitled matter was adjourned.) 
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TUESDAY, JUNE 26, 1951 


House or REPRESENTATIVES, 
COMMITTEE ON EXPENDITURES IN THE 
Executive DreparTMENTS, SPECIAL SUBCOMMITTEE 


INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D. C. 


The subcommittee met, pursuant to notice, at 10:05 a. m. in room 
1324, New House Office Building, Hon. Chet Holifield (chairman of 
the subcommittee) presiding. 

Present: Representatives Holifield, Lanham, Karsten, and Miller. 

Also present: Hyman I. Fischbach, special counsel to the sub- 
committee; Herbert Roback, subcommittee staff director; and 
Dorothy Morrison, clerk. 

Mr. Houtrretp. The special subcommitte of the House Committee 
on Executive Expenditures will now come to order. This subcom- 
mittee functioned last fall in several hearings which were held relating 
to the administration of the Home Loan Bank Board, with emphasis 
on certain matters which pertained to the Twelfth Regional Home 
Loan Bank in Los Angeles. 

We are starting our hearings anew this morning and I would like 
the record to show that Judge Lanham, Congressman Karsten, Con- 
gressman Miller, and Congressman Holifield are present. 

We have two colleagues from California, Congressman Doyle and 
Congressman Phillips, who wish to make brief statements. At this 
time we will ask Congressman Doyle to please come forward. 


STATEMENT OF HON. CLYDE DOYLE, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Doyie. Mr. Chairman and members of the subcommittee, I 
appreciate your calling me at this early time in your subcommittee 
meeting. I am also due at a meeting of the Armed Services Com- 
mittee and also a meeting of the Un-American Activities Committee 
at the same hour, as well as being here, so necessarily I will be brief. 

It is not inappropriate for me to be brief because I think a very 
voluminous and pertinent record has already been made in this 
important matter, which in my judgment justifies this committee in 
following out, amongst other processes, the recommendations of the 
Smith committee which previously heard most of this important 
subject matter. I testified before the Smith committee. I think it 
was in June 1946, and therefore it will not be necessary for me to 
zo into as much detail now as I did then. 

My home is Long Beach, Los Angeles County, which is the situs 
of the business activities of the individual or the single building and 
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loan corporation which is, I think, probably more concerned than 
any other one functioning building and loan in the whole division. 

My office in the post-office building at Long Beach, northeast 
corner of Third and American, is right next door ‘to the building and 
loan in which Mr. Thomas Gregory has, in my judgment, been a 
very able executive for many years. 

On October 2, 1946, as I was approaching my office in the post- 
office building at Long Beach, I noticed a group of perhaps a dozen, 
more or less, men and women walking north toward the building 
and loan office. Some of them had brief cases, and as near as | 
could judge they had just alighted from a streetcar which came from 
Los Angeles, and noticing they were heading in the direction of the 
building and loan in a group, it attracted my attention. I had no 
idea where they were going, in fact, but I assumed they were going 
in a group to some place nearby, and so I watched them for a minute 
or two. 

I stepped across the street and followed them, and they went into 
the offices of the building and loan just north of the post office where 
my office is located. I “had been in that office many times myself 
because I had been pleased to do business with that building and 
loan for many years. I am a lawyer by profession, as some of you 
know. My professional duties called me there over a term of years. 

I followed one of the men whom I did not know, had never seen 
before. He quickly stepped from the front office and vestibule back 
to the rear end of the building. I followed him as a matter of interest. 
I wondered why he was going back, separating himself immediately 
from the rest of the group that had entered the front door just a 
fraction of a second or so before I did, or as I did. 

I came into the rear immediately and he stepped back to a large 
machine in the rear of the building, which I think is called an account- 
ing or tally machine, in which the daily records are made automatically 
on this large device, and without asking anyone’s S permission or saying 
anything to anyone, he commenced to manipulate it and turn it 
back, canceling all the records and starting in at zero. 

I spoke up and asked him what right he had to come in there and 
handle the machinery of that building and loan. I asked if he was 
an emplovee of the concern. He said he was not, and he asked me 
what my business was, and I told him I happened to be the Member 
of Congress from the Long Beach district in which this building and 
loan was located, and unless he had some authority to walk in there 
as he did, to keep his filthy fingers off that machine. 

I asked him for his authority to do that. He said the authority 
was up front. I shortly went up front after saving a few other 
things to him, and as near as I recall there was no signed writ at 
that time delivered to the officers of the building and loan there. 

I do not now recall whether the delay in delivering a signed writ 
was because the writ had not been signed « - because it was not 
present in the office at that minute, but vl was a good deal of 
delay in the delivery of any written authority from any court to the 
building and loan at that instant. 

Naturally, there was considerable hubbub in that office. There 
were a ood. many clients of the concern in the room at that time, all 
of whom could not have helped but have seen the disturbance, all 
of whom could not have helped but see, in my judgment, the very 
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brazen, unnecessarily officious way in which all these officials walked 
into that place of business to take possession of it. 

It gave me the impression of a group of people walking in upon a 
group of people that need to be sort of captured, as it were, en masse, 
and sort of taken possession of. I resented very, very much, and 
still do, the manner in which that incident occurred in my home city. 

I have never seen or heard of such an officious—unnecessarily 
officious—brazen manner of taking possession under any court writ, 
and I have practiced law for a quarter of a century. 

I am not here going into a question of argument as to whether or 
not the basic law permitting the creation of savings and loans asso- 
ciations is sound. I think I am going to assume for the purpose of 
this remark, that we all feel that that basic law is sound, that there is 
a continuing need for people’s institutions where the individuals with 
small savings can be a part of the company themselves, functioning 
through representative processes set up by the bills which we enact 
in Congress. 

I know you have the record of the radical and rapid show of with- 
drawals that occurred on these occasions. I will not go into those 
figures, but I do know from my own personal knowledge of the fact 
that the depositors of this association grew from no depositors at the 
start until they had 16,000 by 1946. In 1946 they had deposits of 
around $26,000,000. 

Sbortly after I testified before the subcommittee previously, Mr. 
Fahey called me on the telephone and wanted to know if I felt I was 
in full possession of the facts pertinent to the instant case, and 
wondered if I had been in full possession of the facts, if I would have 
testified as I did. I replied to him in substance that if he had any 
material facts which would counter or seem to be contrary to the 
ultimate which I[ had testified to, I would be glad to have him tell 
me what those facts were. 

[ invited him to tell me anything which in his judgment would have 
caused me to testify differently. I never received any help from him 
in that regard. 

I told him very frankly that I thought it was a maladministration 
of a very worthy and objective law, and that I was very much cha- 
grined to find that any department of Government would function as 
officiously and as brazenly as I had seen it function, and I believe on 
an unnecessary occasion or an occasion unnecessarily harsh. 

I do not know whether it is an issue or not, but I think that it 
would be less than at least thoughtful on my part if I did not say one 
word about Mr. Gregory. I take it for granted his character is not 
in issue. I do not see why it should be, but if it is, directly or in- 
directly, and if therefore my word, which I am going to say, seems 
appropriate and timely, I offer it in that manner. 

I have known Mr. Gregory for about 30 years. I have known 
him more or less personally, but entirely in a business way. I would 
say not socially, as I am sure that neither he nor I are members of 
any groups, community groups or clubs. I do not think we have ever 
met in that manner, but I have dealt with him extensively on a pro- 
fessional level. 

I have always found him and all the men and women in his employ 
as square dealers, efficient, prompt, courteous, and anxious to obey 
the law and comply with all legal requirements. 
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I think that is all the time of the subcommittee I will take unless 
there are some questions. 

Mr. Houtrietp. Any questions, Mr. Lanham? 

Mr. Lanuam. No questions. 

Mr. Hourrtetp. Mr. Miller. 

Mr. Miiier. Yes. Mr. Doyle, you stated that you were in the 
bank at the time, I take it, the conservator came into the bank at 
Long Beach. 

Mr. Doyte. I was there in October 1946. 

Mr. Mriuier. And in what status were you in the bank? Had you 
been attorney for the association? 

Mr. Doyue. No; never. 

Mr. Miuuer. One of the shareholders? 

Mr. Doyur. No; never. <As I stated, I was walking down the 
street toward my own office in the post-office building. It was purely 
accidental that I went to the bank. I saw this group of a dozen or 
more men and women walking up the street ahead of me. 

Mr. Miter. It was just coincidental? 

Mr. Doyvr. Just coincidental. 

Mr. Miiter. Now, having no direct connection with the associa- 
tion, you do not then contend to know of your own knowledge the 
operation, methods, conditions of the bank which perhaps led to the 
appointment of the conservator, do vou, of your own knowledge? 

Mr. Dorie. No. I was not familiar with any audit 

Mr. Mituer. So you do not know whether or not the appointment 
of that conservator was meritorious and correct or not, to your own 
knowledge? 

Mr. Doyte. No, not technically. 

Mr. Mivuer. And you do know, of course, that the act provides 
that after examination and audit by the supervisor of the home loan 
bank of the operations, books, records of the association, that under 
the act commissioners may appoint a conservator? You know that? 

Mr. Doyte. Yes. 

Mr. Miuier. Under the act? 

Mr. Doytr. When the facts and evidence actually justify it. 

Mr. Mituer. Yes. You do not know in this case whether they do 
or do not, to your own knowledge? 

Mr. Doyusr. I would say this, sir. While I was not familiar with 
any personal audit, I think I was rather familiar with the status of 
that bank in the community. 

Mr. Miuuer. I understand that, but no one in the community 
would have any accurate knowledge necessarily of the operations of 
the bank and what was being done. 

Mr. Doyte. That is correct. I will say this, however. I think I 
have seen a good many figures since, and I have seen no figures that 
indicate to me that the bank was insolvent. 

Mr. Mituer. But then there may be figures and operations and 
manipulations that you haven’t seen. That could be true, could it not? 

Mr. Doyue. That is true. 

Mr. Miuter. And you do not contend as an attorney that under 
the act the commission or commissioners have to secure any court 
order or court writ to put in a conservator, do you? You know that 
is not so. 
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Mr. Doyte. I think that is true under the law. I am wondering, 
however, if there should not be more ease to get court review in such 
matters more promptly. I rather think it should be, and this sort of 
a case well illustrates the fact in my judgment that sometimes ad- 
ministrative officers of Government, regardless of which political party 
they happen to be registered in, go haywire, become temperamental, 
become personally antagonistic on account of old age or some other 
influences that enter into it, and they do rank injustices. 

Mr. Miter. I do not think there is any question about that. It 
is the purpose of your testimony before this subcommittee, and its 
relevancy is connected, to some possible changes in the statute or 
act that you may have in mind, concrete specific changes that this 
subcommittee might recommend. 

Mr. Doyue. Well, I would think, answering that question, | made 
a little note here in checking my other notes that I felt at the time of 
the recommendations of the Smith committee that if those recom- 
mendations could substantially be put into effect, it would be well. 

Now you have the recommendations of the Smith committee before 
you, and I remembered in my preparation for this brief testimony 
that that was my conclusion at that time. 

Mr. Fiscupacu. Mr. Doyle, may I call your attention to the fact 
that in the Smith committee’s report, which is House Report 2659 of 
the second session of the Seventy-ninth Congress, the members of that 
committee recommended that the basic act be studied so that ap- 
propriate committees of Congress give consideration to the necessity 
of amending it in the following particulars, and amongst others is 
subdivision C of recommendation No. 5 which prohibits the agency 
from appointing conservators for any member assoc iation except under 
specific and well-defined limitations. 

Mr. Doyuer. Well, | remembered that before you mentioned it to 
me because I think you members of the subcommittee that are also 
lawyers by practice know the terrible harm that can be done in an 
institution which is perfectly solvent by unjust and uncalled-for 
seizures; and I have felt in connection with this incident that with 
manifestly an entirely solvent concern, if there were 6 or 8 or 10 inci- 
dents along the way developed by an audit which appeared necessary 
to investigate thoroughly by the conservator in his judgment and 
discretion—and he should have discretion at all times, of course, to 
do that, but when you commence to seize a publicly owned bank, 
owned by 16,000 people with paid-in assets of $26,000,000, the way 
this was done, I think it was unnecessarily and ruthlessly harsh and 
not justified by the figures which I have subsequently seen, which 
prove to me that this concern was entirely solvent. 

There were differences between the conservators and the adminis- 
rators of the business, but I think no differences that should have 
justified grabbing hold or the taking possession in any manner of this 
concern, merely for the purpose of ironing out these sharp differences 
in administration. 

Mr. Mityier. Let me just ask vou one question. I am asking this 
for my own enlightenment more than anything else because I am new 
on this subcommittee. 

The statute setting up the act is as it is now. Now, if the con- 
servator, acting under the direction of the commission or board, acted 
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unjustly or harshly in this particular instance, I suppose that the pur- 
pose of this subcommittee might, in my humble judgment, be relegated 
simply to attempting to find out whether or not a particular remedial 
action should be taken by the Congress in order to amend or change thie 
existing statute to prevent future occurrences, but certainly we woul d 
have no prerogatives to enter into the pending litigations involving 
the merits of a conservator already appointed and the merits of a 
particular litigation in California which arose out of the particular 
incident. You will agree with me on that as to a subcommittee of a 
congressional committee? 

Mr. Doyte. I would not say I am in a position to agree with you, 
sir, because I do not feel I am in possession, as you will be when vou 
finish this subcommittee hearing, of all the material facts and their 
relativity to this one particular case. 

I would feel that if there has been an unjustified, for instance, dis- 
solution of the Los Angeles bank, if that was closed out unjustly ard 
unreasonably and capriciously, I would think that this subcommittee 
probably could justly go into that without going into the auditing of 
the account of this particular bank, but it seems to me——- 

Mr. Miuier. But our function is one to legislate and not to adjudi- 
cate, is it not? 

Mr. Doyusr. That is correct, but it seems to me also, sir, that in the 
field of legislation it is not inappropriate for us as Members of Congress 
and committees of Congress to take cognizanc © of capricious and unjust 
and unwarranted activity by a department of Government for which 
we are responsibile through legislative processes. 

Mr. Mruuer. Safeguard it so it does not occur again? 

Mr. Doyuie. That is correct. 

Mr. Miuuer. All right, that is all. 

Mr. Hourrretp. Congre sSMan Doyle, one brief question. You are 
in favor of this subcommittee’s exploring this matter, with the object 
in view of making a report which will make constructive recommenda- 
tions from a legislative standpoint, are you not? 

Mr. Doytex. I am very much in favor of that. 

Mr. Hourrreip. And it will be in the interest of the people of your 
community to have this matter which is still in litigation settled in 
such a way that the clouds on titles of some 8,000 homes and other dis- 
ruptions in the life of the community can be settled? 

Mr. Doyuir. Well, I certainly am, Mr. Chairman. You could not 
possibly have an appreciation of the let-down—that is about the 
only way that I can describe it—of thousands of people in my own 
home city in their attitude toward administrative government which 
has come to those thousands of people as a result of what they think 
was an unnecessary and undue and harsh taking possession of this 
institution. 

I know, at least I am informed from back there, that unanimously 
the more than 15,000 shareholders have approved all the actions of 
the executive officers of that association; and I remember, Mr. 
Chairman, that when I was home on an occasion one of the men, 
now dead, who was chairman of one of the shareholders’ committees 
in connection with it called upon me and urged me at that time to do 
something to try to correct this, that they had looked into the ac- 
tivities of Mr. Gregory and associates and had no criticism of him. 
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Now, Mr. Miller, if you can realize—and I know you do—here is a 
group of 15,000 people in my community and all their relatives and 
all their friends and all their banking connections, and you take the 
members of the bar. There are about 300 of us in Long Beach, for 
instance, actively at practice, and I know generally their feeling. 
At least I did up until the time I left last December, and | know that 
we members of the bar generally felt more than upset at the way the 
conservator had acted in this connection. We just felt more than 
upset. 

Mr. Miuuer. As a lawyer, you do not feel there are any clouds on 
any titles; do you? 

Mr. Doyue. Well, there certainly were clouds on titles. 

Mr. Miuuer. Arising out of what? 

Mr. Doyte. Arising out of the taking possession of this association. 
We had cases in our own office, sir, which as the result of taking 
possession by the conservator—in fact, we never did get them straight- 
ened out because the title company concerned would not move. 
They would not give guaranties of title; and we have, as you know, 
that system of titles there, the guaranty of title. 

If you cannot give a guaranty of title, you cannot expect to transfer 
title because it goes through escrow, and we had dozens of cases. 

| know that other lawyers had dozens of cases where GI’s and 
others in good faith had deposited money and we tried to get through 
our title searches, and the title company simply would not function. 
There are all those things. It was more than just the taking pos- 
session and ordinary process in the judgment of the community. 

I think, Mr. Chairman, that is all the time I will take of the sub- 
committee. 

Mr. Hourrretp. Thank you very much, Mr. Doyle, for your testi- 
mony. I appreciate your taking the time to come before the sub- 
committee. 

Mr. Phillips, will you take the witness chair? 


STATEMENT OF HON. JOHN PHILLIPS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF CALIFORNIA 


Mr. Paruures. Mr. Chairman and gentlemen, for the record my 
name is John Phillips. I represent the Twenty-second District of 
California in the Congress. 

| appear to express my support of the intent of this subcommittee 
to reopen this case and not only to determine what changes might be 
made in a legislative way to prevent repetition in other cases but to 
see if something cannot be done to settle by congressional influence, 
congressional action if possible, the present case. 

| appeared before the committee at the time of its investigation of 
this matter in 1946, as the record will show. I do not now wish to 
take your time to discuss legal points in the case. 

| have read all the hearings, all the testimony which was made 
available to me, all the court records I could obtain, and I want to 
say to you gentlemen of the subcommittee that to me this blue-bound 
volume here, the appellees’ supplemental chart, in which in parallel 
columns the blow-by-blow description of the entire case is set forth, 
is to me a devastating document, and I would presume that your 
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subcommittee would investigate and confirm these details in making 
your decision. 

I have been astounded to learn that in spite of the unanimous report 
of that congressional mvestigating committee, which condemned the 
seizure and confiscation of the Los Angeles bank and the Long Beach 
association, and which made specific recommendations to correct the 
damages done those institutions, that 5 years have elapsed and that 
an agency of the United States Government has persistently refused 
to follow either the specific recommendations of a congressional com- 
mittee or the findings of a court of competent jurisdiction. Perhaps 
I should have known this before, but I did not until just a few days 
ago. Neither the Long Beach Federal Savings Association nor the 
Federal Home Loan Bank of Los Angeles is in my particular district. 
I do have more than a casual interest however, as many of my con- 
stituents, living in the commercial area of the city of Long Beach, 
are-either depositors or borrowers from the Long Beach association. 
I had been particularly disturbed—and I am glad that Mr. Divers is 
in the room now, as I say this—to discover that Mr. William K. 
Divers, of the Home Loan Bank Board, has been involved in any 
way in these delays and evasions. In the subcommittee of the Com- 
mittee on Appropriations, on which I serve, the Home Loan Bank 
Board, as an agency, and Mr. Divers, as an individual, have both 
been held in the very highest regard. J say that my committee has 
been holding Mr. Divers and the Comptroller General up as _ ex- 
amples of administrative ability for the other agencies to emulate. 

Mr. Lannam. Could I interrupt there. Will the gentleman yield? 

Mr. Putvurrs. Yes. 

Mr. Lanuam. It seems to me that the Department of Justice has 
been as much or more to blame than the Home Loan Bank Board in 
this whole matter from the hearings to date, and I have been really 
alarmed and disgusted at the attitude of the Department of Justice 
in this case. 

Mr. Puiuurps. I have been so advised, but that in my case would be 
somebody telling me and my saying ‘‘ Yes” or “No,”’ and you could 
better bring that out in your subcommittee work. You see, on my 
committee we judge these things largely from a financial standpoint, 
which is our job. 

Nevertheless, I would have taken an oath that Mr. Divers would 
not have permitted himself to become involved in a bureaucratic 
action as arbitrary as this one; and I say today witH confidence that if 
the testimony before this subcommittee which is presently starting 
hearings confirms the testimony of 5 years ago before the Smith 
committee and all findings of the court which I have been able to 
secure and read, Mr. Divers will be the first to clear himself of what 
will otherwise be a serious charge against him and against his agency. 

The seizure of the Long Beach association caused great anxiety) 
among people of my district, as well as the people of Mr. Doyle's 
district. There was a run of withdrawals by depositors. A seizure 
without trial, notice, or hearing is a violation of our rights. This is 
why we have a Constitution. This is why the United States of 
America actually exists. If such a seizure can be made, then we have 
not only clouded the titles to homes in that area which clear through 
that particular agency but we have taken not a first step to dictator- 
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ship but we are approaching a final step, and I say this from personal 
observation of movements in Germany in 1935 and 1937. 

According to General Bradley, we have spilt the blood of approxi- 
mately 150,000 of the choicest voung men of America in the present 
conflict in Korea. Why? For the sake of freedom. We have spent 
untold millions in foreign countries, before and since World War II. 
Why? For the sake of freedom. My committee is presently being 
asked for some $9 billion worth of appropriations, to be spent from 
money we do not have, to be laid upon the backs of taxpayers 
who are already overburdened. Why? For the sake of freedom. 
What is the point of doing any of this if here at home agencies defy 
courts and defy Congress. The failure to restore the Los Angeles 
bank or to right the wrongs inflicted upon the Long Beach association 
are examples of what I mean; and, as the chairman himself knows, we 
have a somewhat identical example which has ¢ome up in a water 
matter just within the past 30 days in California. 

[t is not only the opportunity but it is the obligation of the Congress, 
of a subcommittee such as the one before which I am now testifving, 
to supervise the laws we make, to insure the proper interpretation and 
proper administration with the aid of the courts, so that our efforts 
may be of the greatest benefit to the people of the Nation; and so | 
urge you this morning, Mr. Chairman and members of the subcom- 
mittee, in the light of the evidence of 5 years ago and in the light of 
the evidence which will be presented to your subcommittee now in this 
hearing, to insist that the recommendations of the court and the recom - 
mendations of Congress be carried out and carried out immediately. 

| hope you will oppose the confirmation of every Federal official 
who has disregarded the recommendations of Congress and who has 
evaded the jurisdiction of our courts and who has attempted to use 
his power to defraud or to harass the citizens of the United States 
who are involved in this particular situation and who would be help- 
less, | repeat, who would be helpless if it were not for the protective 
power of the Congress as represented today by such a subcommittee 
as you gentlemen who are sitting here now. 

It would be better to repeal the laws creating the agency, I think, 
than to let it seize and harass and intimidate our people when it was 
created as an agency to protect those people. The failure of a 
Government agency to discharge its obligations to the people over 
whom it has jurisdiction is just as dishonest as the fraudulent seizure 
of these banks was in the first instance, from the records. 

To withhold further, and improperly, the restoration of the Los 
Angeles bank as an aid or as a lever to defraud the people of Long 
Beach and the surrounding area, which would include my district, 
is an inexcusable lack of integrity. It is my opinion that this alone, 
without any other evidence, would be sufficient to remove from 
office the officials responsible for it. 

Now, Mr. Chairman, that is a firm statement on my part, and I 
am not attempting to go into the details because the records available 
to me are exactly the same records available to you. I have read 
them. You will read them or you have read them. You will confirm 
the statements in them. You will ask the questions necessary to 
discover why 5 years have elapsed without the recommendations and 
the orders being carried out. 
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Mr. Hourrretp. Thank you, Mr. Phillips. 

Mr. Lanuam. I just want to commend the gentleman from Cali- 
fornia for his splendid statement. I have had the same feeling from 
the hearings up to date. 

I have attended most of the hearings, and the record that has been 
made is, as I said previously, really a long one because it does seem 
that even the Department of Justice has encouraged these people to 
defy court orders and utterly disregard them. 

The same thing has happened recently in the case of some of our 
Cabinet officers. Apparently the Supreme Court is protecting them. 
It is an alarming situation, and I thank the gentleman. 

Mr. Puiuurps. I thank the gentleman for his comments. 

Mr. Houtrretp. Mr. Miller. 

Mr. Mintzer. Mr. Phillips, in the testimony which you have read 
and the record of thehearings, did you read the statement of Mr. John 
Wyman, who testified before the subcommittee, who was supervisor 
of the home loan bank? 

Mr. Puinuips. Mr. Miller, will vou tell me when that was? I have 
not refreshed my memory before coming here this morning on the 
older hearings. 

Mr. Miter. I think it was in 1946 or 1947. 

Mr. PHIL IPS. No. I have not refreshed my memory, but my 
answer is ‘ Yes’’; I did read it. In fact, I probably heard him give it 
because I attended those hearings. The Smith committee, as we call 
it, Was unanimous in its opinion at the time, and in its recommenda- 
tions. 

Mr. Miter. Just one more question, Mr. Phillips. While I am 
in full accord with vour statement concerning the arbitrary and un- 
lawful seizure of banks as probably being as paradoxical to our 
American way of life as anything I can think of, still where those 
agencies and banks are under the jurisdiction of the Federal Govern- 
ment and an agency like the Federal Deposit Insurance Corporation 
guarantees the deposits to the depositors—— 

Mr. Puiuurps. That is correct. 

Mr. Mituer. Are you opposed in an act of this sort to incorporating 
therein the right or the privilege or the duty of the commissioner or 
the supervisory agents of these banks to go in and appoint a con- 
servator where there is evidence of a mishandling or a misappropria- 
tion of funds belonging to depositors in America? 

Mr. Puiuurps. I do not think so, Mr. Miller. I do not think that 
is a point at issue. 

Mr. Miuuer. I am not saying that that condition exists; but, 
an abstract proposition, do you think it is un-American that there 
should be such a provision? 

Mr. Putuurps. No; I do not think so, Mr. Miller, for this reason: 
I was going to say, for a very long time, perhaps longer than I ean 
remember, there have been bank examiners, who have been under 
Federal jurisdiction, for the protection of the little people who have 
no other protection. 

Now, all through the years you could enumerate on the fingers of 
one hand the number of cases where there has been an abuse of that 
protective privilege. In my opinion, this is an abuse. Therefore, 
the job of Congress or the job of this committee is not to say “We will 
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throw out the whole idea, because there has been an error or two. 
We will try to correct that error and see that somehow, either because 
of individual attitude or because of something in the law that might 
be corrected’”’—which I, personally, am not sure is necessary—‘‘that 
that does not happen.”’ 

In other words, here is an agency of Government, created, as you 
have said, to protect the people, going in to do just the opposite, to 
cloud the titles, to drag along for 5 years, to tie up the assets of one 
bank because they happen to be deposited in another bank solely for 
safekeeping, with no legal right, in my opinion, in reading the docu- 
ments, to seize those assets at all; but they seized them. Do you see 
what I mean? 

Mr. Miuuer. Yes. Now, I am getting back to one final question. 

Mr. Puruurps. That is a complete abuse to me. 

Mr. Miiuer. You and I agree that an abuse here and there does 
not justify the repeal of an otherwise good law. 

Mr. Puruuies. We would have to repeal all the laws, Mr. Miller, 
if we agreed to that. 

Mr. Miuuer. | think you are right. 

Mr. Puiuurps. Maybe that would be a good idea and start over 
again. 

Mr. Mituer. You and I are in agreement on that. Now, do you 
feel that, where in this case you have actions by a board and an 
insurance corporation, by the very act itself it can be sued and can 
sue—— 

Mr. Paituirs. Wait a minute, Mr. Miller. Excuse me. That is 
what the law says, but that is what the agency denied. 

Mr. Mixturr. Then is it not, as a matter of fact, a matter for 
adjudication in the courts as to the rightfulness of the action of the 
commission in this instance? 

Our prerogatives as a legislative body would only be to correct the 
law if the law needed correcting so as to avoid in the future possible 
recurrence of these things, if we can so write a law. 

Mr. Puruurps. Yes, to this extent. In this case, you say the court 
of competent jurisdiction decided this. All right. Then, why doesn’t 
the agency as a functioning agency of a protective government, which 
is the servant of the people, submit itself to the court rather than to 
resist with every little subterfuge the decisions of the court and the 
instructions of the court? 

Mr. Mruuer. Well, if our courts are manned by competent judges 
with jurisdiction of the premises, I do not think this agency would 
be able to evade eventually the jurisdiction—— 

_ Mr. Puruuies. Mr. Miller, you said “eventually.”” They should 
live so long—I agree with you perfectly. 

Mr. Mruuer. I would wait a hundred years on principle before I 
would have this committee invade realms of government which it 
should not. 

_ Mr. Purturps. I do not agree with you. If we create an agency, 
if we pass a law and that law is not carried out as the Congress in- 
tended, if there is an invasion of the rights of the people then only 
Congress today in our structure is in a position to stand between the 
people and the bureaucratic agencies which it created; we are the 
only thing left standing between our people and bureaucracy. Now, 








690 INVESTIGATION OF HOME LOAN BANK BOARD 





if we cannot protect them, then we have lost a power which was 
inherent in the original—— 

Mr. Miuuer. We can do it by the laws that we pass, but we cannot 
do it by setting ourselves up as judges passing on the merits of disputes 
between individuals and—— 

Mr. Puitires. But we can call an agency in. We do it in the State 
government; we do it in the Federal Government. We can call an 
agency in and say “‘Why did you do this when it is against the law, or 
it is against custom, or it is against good judgment, or it is against 
the interest of the people?” Do you see what I mean? That is what 
we can do. 

Mr. Mituter. That is what we are doing. 

Mr. Patiuips. And maybe I wish now that I had known about this 
before Mr. Divers came before us for his appropriation. 

Mr. Miuuer. That is all. 

Mr. Houirretp. Any further questions? 

Thank you very much, Mr. Phillips, for your pertinent testimony. 

Mr. Divers, will you please take the stand? 

Mr. Divers, do you swear that the evidence you are about to give 
before this subcommittee will be the truth, the whole truth, and nothing 
but the truth, so help you God? 

Mr. Divers. I do. 

; Mr. Houirievp. Please identify yourself to the reporter, Mr. 
Divers. 


TESTIMONY OF WILLIAM K. DIVERS, CHAIRMAN, HOME LOAN 
BANK BOARD 


Mr. Divers. My name is William K. Divers. I am the Chairman of 
the Home Loan Bank Board. My residence is in Washington, D.C., 
at the present time. 

Mr. Houirretp. Do you have a prepared statement to make 
this morning, or do you wish to submit yourself to questioning and 
file your statement? 

Mr. Divers. Well, I have a prepared statement which I believe 
might be useful in bringing this up to date, and it does not go into the 
present position of the Board at the time that Mr. Adams testified. 

In other words, I tried not to go over the old ground any more, and 
more or less bring it up to date from the time that Mr. Adams, who is 
another member of the Board, appeared before your subcommittee 
last November. 

Mr. Houirietp. You may proceed with your prepared statement. 

Mr. Divers. All right, sir. I have several copies of it here, if you 
gentlemen would like to follow it. I have also several copies here 
of Mr. Adams’ statement that he made setting forth the position of the 
Board, if the subcommittee members want to refresh their recollection 
on it, or if the new member would like to see it. 

Mr. Hourrieitp. We will be glad to have it. 

Mr. Divers. Gentlemen, I am appearing in accordance with the 
request of the subcommittee. 

The position of the Home Loan Bank Board with respect to the 
matters you have under consideration has already been set forth in 
the statement of a member of the Board, Mr. J. Alston Adams. 
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Because that statement still reflects the Board’s position, I will limit 
myself to a few general remarks. 

‘Most of the matters discussed in the hearings before this sub- 
committee last year have been submitted, briefs have been filed, and 
the cause was argued on May 1 before the United States Court of 
Appeals at San Francisco. Accordingly, a judicial decision is imminent. 
Attorneys representing the Government advise me they are hope- 
ful the decision of the United States Court of Appeals not only will 
pass on the jurisdictional questions involved but will also define those 
matters that it is the duty of the Home Loan Bank Board initially to 
pass upon in administrative proceedings before judicial review is 
requested. 

If, as the Government is contending in court, certain problems, 
particularly the supervision of the Long Beach Federal Savings and 
Loan Association, are among the duties of the Home Loan Bank 
Board, then we in turn will go forward with administrative hearings 
to determine the facts before making our decision. Because of this 
probability, that I will have to take part in important administrative 
determinations on the charges preferred by the chief supervisor 
against the management of the Long Beach Federal Savings and Loan 
Association, I am confident you will appreciate my desire not to 
have to prejudge those charges now. I have, however, instructed our 
chief supervisor to make himself and his staff available to the com- 
mittee. 

Neither I nor Mr. Adams, the other present member of the Home 
Loan Bank Board, had any connection with the former Federal Home 
Loan Bank Administration when the late Federal Home Loan Bank 
Commissioner took the administrative actions discussed in the com- 
plaint filed with this committee, nor did we have any part in the deci- 
sions to take those actions. 

And I might say for Mr. Miller’s benefit that the action that took 
place in Long Beach, which Congressman Doyle described this 
morning, was before the time that either Mr. Adams or myself were 
on the board, at the time that Mr. Fahey was Commissioner. 

After the Home Loan Bank Board succeeded to the functions of the 
Federal Home Loan Bank Administration several persons have 
successively held memberships on the Board. But when I became 
chairman in December 1947, both the consolidation of the West 
Coast Banks and the conservatorship of the Long Beach Federal 
Savings and Loan Association presented problems that needed 
attention. 

In view of the tremendous postwar mortgage credit expansion on 
the west coast, there was no doubt that adequate business existed in 
1948 to support two banks. Completely apart from the merits or 
demerits of the original bank consolidation effected in 1946 by the 
late Commissioner, under the economic conditions and prospects of 
1948 the reestablishment of a reserve bank at Los Angeles would have 
been small consideration indeed toward elimination of the distrust and 
resentment that had arisen. On the other hand, as discussed in Mr. 
Adams’ statement, the conservatorship of the Long Beach Federal 
Savings and Loan Association, completely apart from the merits or 
demerits of the original appointment, could not have continued much 
longer and should be terminated at that time. When the District 
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Court interpreted our order differently than we intended and turned 
the association back to the original management, we decided an 
appeal could not be taken without undue prejudice to the association. 
In addition, we anticipated that, with the association returned to its 
former management, the court proceedings could be terminated by 
reestablishing the Los Angeles and Portland Banks. 

Mutual consultation and agreement between the chief supervisor 
and the association’s directors have resolved every other case of super- 
visory difficulties in Federal savings and loan associations that has 
arisen since I became Chairman of the Home Loan Bank Board. in 
December 1947. Under the necessities of the situation, we were 
hopeful the same methods would work with the Long Beach Associa- 
tion, but that, in any event, the charges against the Long Beach 
Association management could be more effectively inquired into and 
resolved in a more peaceful atmosphere. 

Both Mr. Adams and myself tried to reconcile the various interests 
involved and to pacify the strong feelings to which the controversies 
had given rise. We wanted to do everything proper and reasonable to 
bring about a settlement of the controversies and an inquiry into the 
charges by our supervisory division against the Long Beach Federal] 
Savings and Loan Association. In the discussions looking toward 
this end that took place in early 1948, a new element was injected in 
the form of the demand of the Long Beach Association for some mone- 
tary compensation for the alleged wrong that had been committed to 
it by the appointment of the conservator. In an effort to end the 
litigation and to clear the way for the reestablishment of the Los 
Angeles and Portland Banks, our Board attempted to help in arriving 
at a settlement. Even when in May of 1948 the Long Beach Asso- 
ciation filed supplementary pleadings in court asking for damages in 
amounts somewhere between $20 million and $60 million, making 
fraud charges against many persons, we did not give up hope for 
settlement. In spite of the growing demands of the association as a 
condition of settlement, the Department of Justice, which of course is 
the responsible agency in the settlement of Government litigation, 
even as late as July 1950 attempted to reach a peaceful settlement of 
the dispute. In his report on those efforts in July 1950, the Depart- 
ment of Justice attorney in general charge of the litigation stated as 
follows—this is a report to our Board: 

In my opinion these requirements imposed by Mr. Chapman (counsel for the 
Long Beach Federal Savings and Loan Association) at the afternoon of the third 
day of the conference, as well as his absence from several sessions and his refusal 
to make any definite suggestions for agreement when he was present, indicate to 
me that from the outset he was not sincerely trying to reach any settlement 
agreement. 

In the summer of 1949 the chief supervisor renewed his representa- 
tions to the Home Loan Bank Board of the necessity for supervisory 
action in connection with the Long Beach Federal Savings and Loan 
Association. The chief supervisor presented the Board with the 
facts which in his judgment required corrective action by the Home 
Loan Bank Board. Without passing in any way upon the accuracy 
of the facts presented by the chief supervisor, and without making 
any determination of what administrative action would be called for 
if, upon hearing, it became clear that such charges were well founded, 
the Board unanimously decided that it had no choice but to require 
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the Long Beach Federal Savings and Loan Association to present 
itself at an administrative hearing to review the entire subject matter. 

We believed it was clear that the responsibility for supervising any 
Federal savings and loan association, including the Long Beach Fe d- 
eral Savings and Loan Association, was ours. Weighing all factors 
together, and without passing on the merits or demerits of the charges 

and counter charges the Board unanimously issued its order No. 2015. 
The Long Beach Federal Savings and Loan Association, however, 

once more obtained preliminary “court orders to restrain the Home 
Loan Bank Board, as it had the Federal Home Loan Bank Adminis- 
tration, from looking into its affairs. This squarely presented the 
question of whether we were responsible for the supervision of the 
Long Beach Federal. 

Ace ordingly we are awaiting the decision of the United States Court 
of Appeals on this entire controversy which is now before it for deci- 
sion. If the courts rule that the Home Loan Bank Board has the 
duty to inquire into the charges against the Long Beach Federal 

Savings and Loan Association and to supervise that association, we 
will proceed with a fair and just administrative hearing as ordered 
by order No. 2015. If on the other hand it is the ultimate decision 
of the courts that such is not our duty, we will abide by that decision. 

We are the defendants, not the plaintiffs, in litigation charging 
numerous persons, Government officials and prominent private citi- 
zens, With fraud. In that litigation we are represented by the Depart- 
ment of Justice, which ultimately determines whether the litigation 
should be settled, on what terms and in what manner. We are con- 
vinced that the Department of Justice has maintained a reasonable 
position and actively considered every possibility of a settlement in 
the public interest. During the course of the litigation, the Long 
Beach Federal Savings and Loan Association has repeatedly and 
consistently resorted to judicial process to restrain an administrative 
inquiry into its affairs and to prevent normal supervision such as that 
conducted over every other one of the 1,500 Federal savings and loan 
associations in the United States. Those officially charged with 
advising the Home Loan Bank Board on legal matters unequivocally 
state that we must supervise the Long Beach Federal Savings and 
Loan Association. The matter is about to be decided by the courts. 
Whatever the decision is, we will, of course, abide by it. 

In the course of his testimony before this subcommittee, Mr. Greg- 
ory made statements which may have created inferences contrary to 
facts as we understand them. Due to limited time I have not had the 
opportunity to go over his testimony and notate such statements, but 
I will be pleased to answer any questions which any member of the 
subcommittee may have relative to any matter discussed by Mr. 
Gregory. I mention this fact at this time solely so that my failure to 
take issue with any particular statement by Mr. Gregory shall not be 
deemed admission of the truth, or accuracy of any such statement. 

Mr. Houirrenp. Thank you very much, Mr. Divers, for your 
presentation. At this time, I will ask Mr. Fischbach, the counsel, 
(Oo interrogate the witness. The subcommittee will reserve its ques- 
tioning until later. 

Mr. Fiscuspacu. Mr. Divers, you are a lawyer, are you not? 

Mr. Divers. Yes, sir. 
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. Fiscusacna. You have been a member of the bar for a good 
years? 

. Divers. That is right. 

. Fiscuspacu. How long? 

. Divers. I was admitted in 1928. 

. Fiscupacnu. I takeit you practiced actively before you became 





identified with—— 


Mr 
Mr 


your 


. Divers. That is right; I had my own office in Cincinnati. 
. Fiscupacnu. What was your background in connection with 
Federal service before you were nominated for the position you 


now occupy on the Home Loan Bank Board? 


Mr 
Mr 
Mr 
Loan 


. Divers. Well, would you like me to follow the successive steps? 
. Fiscupacu. What was your position at the time? 

. Divers. My position immediately betore I went on the Home 
Bank Board was assistant administrator, Housing and Home 


Finance Agency. 


Mr 
ment 

Mr 

Mr 


. Fiscupacu. How long have you been in the Federal Govern- 
service? 

. Divers. Since 1933. 

. Fiscusacnu. In 1948, vou were nominated for the post which 


you now occupy? 


Mr 
Mr 


. Divers. 1947. That was, I believe, December 20, 1947. 
. Fiscupacn. At that time did you have any knowledge of the 


California controversy? 


Mr 


Mr. Fischbach, and I think I could briefly mention to you the tew 


times 
Mr 
Mr 


Court, and I had also, because I was in Mr. Foley’s office and he was 
responsible for the supervision and coordination of the Home Loan 


Bank 


called in to advise him in connection with the question of whether the 


hearir 


at, once in the Long Beach matter, after the injunction had been dis- 
solved, or whether it was feasible to postpone it. 


Mr 


sense 


before you were nominated for the post which you now occupy, you 


participated in making policy in connection with the California 

controversy? : 
Mr. Divers. No, sir, that is not correct. : 
Mr. Fiscanacn. Will you summarize what I shall take as the sense 


of vour participation in this matter before you became a member o! 
the Home Loan Bank Board? 

Mr. Divers. Yes. As Mr. Adams testified, and as you gentlemen 
, there was a vigorous dispute going on between Messrs. Adams 


recall 
and J 
had a 


anv r 


matter up to the Board and not injecting himself, he did think, since 
he had some statutory responsibility, that at least he ought to give 3 
his views. 


. Divers. I had some knowledge of it, but it was very slight, 
that I have come in contact with it. 

. Fiscnpacn. I wish you would. 

. Divers. I recall having read the decision in the Supreme 
Board, among others, under Reorganization Plan No. 3, been 
igs should be held, the administrative hearings should be held 


. Frscupacn. Am I correct in taking from your testimony the 
that as early as 1947 while you were in Mr. Foley’s office and 


f 


Yyke on one side and Mr. Fahey on the other, and Mr. Foley 
sked me to listen to both sides, in effect, and see if I could make 
ecommendations to him, so that, although he was leaving the 
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Mr. Fiscupacn. But I understood you to say before, Mr. Divers, 
that in 1947 while you were in Mr. Foley’s office, you were called 
upon to make a recommendation as to whether there should be an 
administrative hearing by the Home Loan Bank Board immediately 
following the dissolution of the injunction that had been issued by 
the three-judge court in California, is that correct? 

Mr. Divers. No, sir, that is not correct. I do not recall just when 
that injunction was dissolved, the date. It was in the fall of 1947, 
when there was the three-man board, that Mr. Foley asked to look 
at the views on both sides, in effect, and make a recommendation— 
let him have my views as to what a reasonable position was on this 
matter. 

Mr. Fiscupacn. In connection with your contact with the Cali- 
fornia controversy prior to the time that you were nominated for 
the post which you have since occupied, did you have occasion to 
read the Smith committee report? 

Mr. Divers. Yes, sir. 

Mr. Fiscunacu. When was it that you took office as chairman of 
the Home Loan Bank Board? 

Mr. Drivers. I think it was December 22, 1947. It was just about 
that date. 

Mr. Fiscupacn. I take it that the sense of your testimony here 
is that the California controversy was one of the major problems that 
the duties of vour office imposed upon you? 

Mr. Divers. We considered it one of the major problems, yes, sir. 

Mr. Fiscuspacu. You participated in discussions which led up to 
the Board’s making of order No. 388? 

Mr. Divers. I certainly did. 

Mr. Fiscupacn. You say in your statement to the subcommittee 
this morning that the district court interpreted your order differently 
than you intended? 

Mr. Divers. That is right, sir. 

Mr. Fiscupacn. And turned the association back to the original 
management. Did you intend not to turn the association back to the 
original management? 

Mr. Divers. Yes, sir. Our intention was to have an election. 

Mr. Fiscanacn. Did you intend not to turn the association back 
to its original management? 

Mr. Divers. Yes, sir; we intended not to turnit back to the manage- 
ment from whom it had been taken by the conservator. 

Mr. Fiscupacu. Did you have the benefit and the assistance of 
Mr. Bergson who was, I believe, then chief of the Antitrust Division 
of the Department of Justice, in the framing of order No. 388? 

Mr. Divers. He reviewed it carefully with us. 

Mr. Fiscuspacu. Will you point to any provision in order No. 388 
which expressed your intention, Mr. Divers? 

Mr. Divers. Well, I have looked at it again, and there is no specific 
provision in 'here, and the only provision that I see that indicated 
our desire was the one that requires the conservator to make the 
records of the association available to the shareholders’ committee 
and other interested parties. 

_ Mr. Fiscupacn. You say that that inferentially expressed your 
intention? 
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Mr. Drvurs. Yes, sir; because if we were turning it back directly 
to the management, there would have been no nec essity for making 
provision for them to have access to the records. 

Mr. Fiscupacn. Were there any regulations, Mr. Divers, of the 
Home Loan Bank Board which governed the contingency of a con- 
servator having his authority to act terminated? 

Mr. Divers. I believe there were, sir. 

Mr. Fiscuspacu. Do you know what they provided? 

Mr. Divers. No; I do not at this time; no sir. 

Mr. Fiscupacn. Do you have a copy of the regulations? 

Mr. Divers. I can get it. I do not have it with me, no, sir. 

Mr. Fiscupacu. I have a copy which I have worked with, so I will 
ask you to please disregard my marginal notations and do not be 
influenced by them. 

Will you look at the index of the regulations and locate the part of 
the regulations which govern the procedure therein prescribed for the 
turning back of the association that has been placed in the hands of the 
conservator? 

Mr. Divers. I believe you refer to section 148.4. 

Mr. Fiscupacna. Yes. 

Mr. Divers. Which is headed “Discharge of conservator or 
receiver.”’ 

Mr. Fiscupacu. Will you read that provision? 

Mr. Divers (reading): 

An order of the Home Loan Bank Board discharging a conservator and returning 
the association to its management shall restore to such Federal association all its 
rights, powers, and privileges, and shall restore the rights, powers and privileges 
of its officers and directors, all as of the time specified in such order, except as 
such order may otherwise provide. An order of the Home Loan Bank Board 
discharging a receiver— 

Do you want me to continue with the part about the receiver? 

Mr. Fiscupacn. No. 

Now, I call attention, Mr. Divers, to the language which you read 
from 148.4 of the regulations, specifically: ‘‘except as such orders 
shall otherwise provide’’, and ask you to reconcile order No. 388, your 
testimony, and the provisions of that section. 

Mr. Divers. Well, this was the intention: We intended to turn the 
association back to the shareholders, to the people who had their 
money init. This is a mutual institution, and everybody in it has a 
vote, and we intended to turn it back to whomever those people in 
that institution wanted to select. 

Our idea was that if they had an election, they voted for their 
directors, and the directors selected those officers, that then we would 
be turning the institution back to the mutual owners of that associa- 
tion. 

Mr. Fiscuspacu. Your testimony indicated that you had no inten- 
tion of turning the association back to the management. ‘The part 
of the regulations to which reference was made specifically says, 
upon the making of an order discharging a conservator and returning 
the association to its management, the order itself shall restore to the 
association its rights, powers, and privileges except as such order may 
otherwise provide. ' 

Now, if you had the intention of not returning the association to the 
management, why did you not provide in order ‘No. 388 a clause which 
would carry ‘out that intention? 
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Mr. Divers. Well, perhaps we should have done it, but I think in 
the first place, as I recall, order No. 388 was drawn up by Mr. Gregory’s 
counsel and submitted to us. We did not prepare it. We reviewed 
it. In addition to that, we felt that we could rely upon what we 
thought was the understanding of all the parties concerned. 

Mr. Fiscupacu. There has been testimony before this subcommit- 
tee, Mr. Divers, that in handing the order to the interested parties, a 
gentleman other than Mr. Gregory reached for it, and the statement 
was attributed to you in w ords, or in substance, as follows: “No, 
Mr. Wallace, we took the assoc iation away from Mr. Gregory. We 
intend to give it back to him.” 

It is also attributed to you that you thereupon bypassed the 
centleman who was reaching for it and personally placed order No. 388 
in the hands of Mr. Gregory. Did you make such statements and did 
such an event take place? 

Mr. Divers. I do not recall whether I made that statement or not. 

Mr. Fiscusacu. Do you deny it? 

Mr. Divers. No, sir; 1 do not deny it. I do not have any recollec- 
tion on the matter. 

Mr. Fiscupacu. Did such an event take place? 

Mr. Divers. The events of that morning, as I recall: Mr. Adams 
and I went down to the office, to the Home Loan Bank Board, and 
held a meeting of the Board. We were the only two members. We 
held a meeting of the Board and adopted order No. 388, and Mr. 
Moore, the secretary of the Board who was there, then went to 
certify several copies of it for the use of Mr. Gregory and his counsel, 
aud then came back with the orders and gave them to me, and I 
handed them to one of them or both of them. 

Now, if Tom Gregory says that I handed it to him and made that 
statement, why, maybe his recollection is better than mine. I just 
do not recall the incident, and I will depend on his memory. 

Mr. Fiscupacu. You do not deny that such an instance took place? 
Mr. Divers. No, sir, I do not deny it. I might say, incidentally, 
that I read a good part of the testimony before this subcommittee and 

saw that in the record. 

Mr. Fiscupacu. I am glad you did, Mr. Divers. 

Mr. Divers. I tried to refresh my recollection on it, and just could 
not remember the words that were used at that time several years ago. 

Mr. Fiscusacnu. If such words were uttered and if such action as 
was attributed to you did, in fact, take place, how would you reconcile 
those words and such action with your testimony here today? 

Mr. Divers. \Vell, 1do not know. I mean, not recalling the words, 
| do not know that I should reconcile them. I think that they would 
have to be construed in the light of the numerous conferences that 
we were having almost around the clock at that time. 

We had worked over in the Department of Justice, all of us together, 
the night before until a rather late hour, and then had agreed, at con- 
siderable urging by the parties from California, had agreed to hold a 
special meeting of the Board next day in order to adopt this order 
about which they thought there was considerable urgency, or at least 
they wanted to get it down before they got out of town and went back 
to California; so there was a frie ndly atmosphet re in the air, and so far 
us our Board was concerned, we were hoping that the rest of the alter- 

‘ation would be resolved. 
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Mr. Fiscnuspacn. Well, would it not also be 

Mr. Divers. I was not speaking in legal terms when I handed the 
document to Mr. Gregory or his counsel or whomever I handed it to, 

Mr. Fiscupacn. You were speaking, I take it, as chairman of the 
Board. 

Mr. Divers. Speaking as a member of the Board. As chairman 
I do not have any more authority with reference to policies than any 
other member does. 

Mr. Fiscuspacu. Well, the point is you were Chairman. You were 
a member of the Board. You were a lawyer and Tom Gregory was 
not. That is part of the atmosphere of the meeting, is that not so? 

Mr. Divers. I would not argue about those facts. 

Mr. Fiscuspacnw. You had also had the benefit of consultation 
and meetings with as eminent a counsel as Mr. Bergson, and I believe 
also Mr. Davis of the Solicitor General’s office was mentioned 
having participated in the review of order No. 388. 

Mr. Drivers. He participated as well as one of the lawyers from 
our legal staff who was there, so we had the advice of at least three 
well-qualified lawyers at the time. 

Mr. Fiscusacu. In reconciling those statements to which we 
alluded and the incident, if it took place, with your statement today 
to this subcommittee, might it not also be equally plausible for us to 
assume that at the time order No. 388 was made and handed to Mr. 
Gregory that there was an intention on the part of the Board to 
return the association to the management? 

Mr. Drvers. Well, you might come to that conclusion, but it is 
not the fact. If you are wondering what the intention of the members 
of the Board was—— 

Mr. Fiscupacu. IT noted in my examination of the regulations, 
Mr. Divers, that throughout the entire period of Mr. Ammann’s 
tenure as conservator, the Board had authority to order an election 
for any purpose. 

Mr. Divers. You mean the administration had authority? 

Mr. Fisupacu. No, I mean the Board. 

Mr. Divers. Oh, I see. Yes, after December 20. 

Mr. Fisupacu. Yes, and the power to order an election was spe- 
cifically reserved by the regulations, wasn’t that so? 

Mr. Divers. I think that is correct, sir. 

Mr. Fisupacnu. The broad authority contained in the regulations 
to order an election for any purpose included the purpose of 
ordering an election to have new management or new directors or 
new Officers as a condition to the termination of the conservator, 
isn’t that true? 

Mr: Divers. I do not recall. 

Mr. Fiscupacnu. Well, will you examine the regulations? 

Mr. Divers. I will be glad to. 

Mr. Karsren. Mr. Chairman, may I ask a question on the point 
of the physical transfer of this paper. You said Mr. Gregory’s 
attorney had initially prepared this order and given it to you and you 
then had two things apparently belonging to Mr. Gregory, according 
to Mr. Gregory’s previous testimony; first, this association, and, 
second, this order, so you were giving something back at that time, 
were you? Perhaps ° you made a statement you were giving something 
back. You had two things in your custody at that time, did you not? 
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Mr. Divers. The order had been drawn, but I do not think—well, 
J just do not recall the incident, Congressman. Iam sorry. I wish 
I could. 

Mr. Karsten. You were giving something back. You had two 
things. One was the order and the other was the association. 

Mr. Divers. Well, except that I suppose you would say that the 
order was our order. I mean, although it had been drawn by him or 
his counsel- 

Mr. Karsten. In the physical process of handing it to him, you 
would be giving it back to him. 

Mr. Divers. This was about the third or fourth or fifth draft I 
should say, anyway. I think that there had been a review and dif- 
ferent suggestion that had been adopted, and when we sat in the 
office of the Department of Justice that night, I think that— 

Mr. Karsten. You could have very easily said, ‘‘Here, I am 
giving this back to you,’ referring to the order rather than the 
association. 

Mr. Divers. I could have. 

Mr. Karsren. And it could have applied to the order rather than 
to the association. 

Mr. Drivers. It could have. 

Mr. Lannam. Will the gentleman yield? You say this order was 
prepared by Mr. Gregory and his attorney, they took part in pre- 
paring it? 

Mr. Divers. That is my recollection, sir, that they presented to 
us a proposed order for the repeal of the former order putting the 
conservator in. 

Mr. Lanuam. You must have known then that Mr. Gregory 
expected that you would return the affairs of the association or the 
assets of the association to him. Now you must have known that. 
You could not have escaped that knowledge because he was helping 
draft the order to return it. 

Then why didn’t you, if it was not your intention to do as you are 
said to have done and remarked that you were returning it to Mr. 
Gregory, from whom it had been taken—you do not deny you said 
that—write in this order No. 388 instructions that a new election be 
beld, if that was your intention? It simply does not make sense to me. 

Mr. Divers. Well, Judge, I think the other side to that would be 
that if they prepared the order and they are so sure that we intended 
to turn it back directly to the then officers, they could have put their 
names in. 

Mr. Lanna. Well, your regulation requires that you return it to 
the officers unless you write some other order into it, some other pro- 
vision. The duty was upon the Board if the order drawn by these 
people did not meet your approval, to write some other provision. 

Mr. Divers. We certainly could have written our own order and 
adopted that. 

Mr. Lanuam. As a matter of fact, you had all gotten together on 
an agreement and you said there was a fr iendly atmosphere, and 
from all of the surroundings it certainly looks like at that time it 
Was your intention to return it to the management. 

I cannot see anything else in your testimony, and your testimony 
this morning does seem to contradict anything that happened at that 
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time. It looks to me like somebody changed his mind after this 
order was issued. 

Mr. Divers. I wish to assure you, sir, that I did not change my 
mind. Mr. Adams did not change his mind or at least he so testified 
here, and nobody attempted to make or change his mind or even 
suggest to him that our minds should be changed. 

Mr. Lannam. Well, it looks like then you misled Mr. Gregory and 
the people present at that time. 

Mr. Divers. Let me say this. I will say that I think the order 
was sufficiently ambiguous that I can understand how somebody 
could interpret it the way they did, and that was the reason we did 
not take an appeal from the order of the court, one of the reasons. 

Mr. Houirtevp. Mr. Divers, on that point, is it not true that 
although the first draft of this order was prepared by Mr. Chapman, 
Mr. Gregory’s attorney, and submitted to you, that you immediately 
took the order to your counsel, Mr. Davis and Mr. Bergson, and that 
night in the Department of Justice there were three or four or five 
drafts made of this order, and each time the changes were made there 
was a meeting of minds that changes were necessary and that the 
final draft as it was prepared, regardless of where it started from, was 
a product of the Home Loan Bank Board and its attorneys, and as you 
testified this morning, Mr. Bergson had carefully reviewed it and 
therefore you approved it as written. 

Mr. Divers. It was ours, I would say. In terms of draftsmanship 
it was certainly a joint document. It was the product of the attorneys 
who were there and attempted to incorporate the ideas of their clients. 

Mr. Houirretp. And as you said, a friendly atmosphere did per- 
vade the final agreement and the environment of making a final 
agreement, 

Do you think that friendly atmosphere would have been in evidence 
if the institution was not being returned to its management and if the 
element of returning it to separate management was involved in any 
of the discussion? Do you think there could have been a friendly 
meeting of the minds on the consummation of the order? 

Mr. Divers. My recollection was that during the course of the dis- 
cussion at times we specifically stated that because of these charges 
that were pending against the management of the association, that 
we did not see how we could return it to the then management of the 
association, but that we were willing to turn it back to the owners 
of the association. 

Mr. Karsten. Was any memorandum made at that time? Did 
you have a stenographer present to take notes of your statements 
around this conference? 

Mr. Divers. No, sir; there was no secretarial, no stenographic 
report of those conferences, as I recall. 

Mr. Fiscupacu. Right at that point, Mr. Divers, isn’t it a fact 
that order No. 388 was never made by the Board until after you and 
Mr. Adams had privately interrogated Mr. Gregory for a couple olf 
hours in connection with those charges and had expressed 

Mr. Divers. Yes 

Mr. Fiscuspacu. Just a moment, permit me to complete the question. 
Will you read the question back? 

(The reporter read back the last question.) 
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Mr. Fiscupacn. Continuing with the question: Had expressed 
the view that in your opinion the charges were without merit? 

Mr. Drivers. No. 

Mr. Fiscupacn. It is not a fact? 

Mr. Drivers. No. 

Mr. Fiscusacn. All right, do you recall having interrogated Mr. 
Gregory privately in the office of Congressman King for a couple of 
hours before making order No. 388? 

Mr. Divers. I recall talking to Mr. Gregory on several occasions 
with reference to some of the material that was in those charges before 
order No. 388 was adopted. 

Mr. FiscuspacH. Do you recall the specific interrogation of Mr. 
Gregory in the office of Congressman King before making order No. 
388, in which you and Mr. Adams participated? 

Mr. Divers. No, sir; I do not recall just where or when those dis- 
cussions were held. I do recall the discussions. 

Mr. Friscupacn. Do you deny there was such an incident? 

Mr. Divers. No. 

Mr. Fiscunacn. Then, Mr. Chairman, you will recall at this point, 
if you will, the testimony that has been given to the subcommittee on 
that score. 

Mr. Lanna. I would like you to finish the inquiry and ask him 
whether or not at any of those conferences he ever expressed the 
opinion that there was nothing to the charges. 

Mr. Fiscupacn. I took it, Judge Lanham, from the negative answer 
to the first question which I asked Mr. Divers, that he denies having 
expressed such an opinion. 

Are we to understand, Mr. Divers, that you deny having expressed 
the opinion that there was no merit to the charges which were pending 
at the time of the making of order No. 388? 

Mr. Divers I do not think I ever made that statement. 

Mr. Fiscupacu. Let me see if your recollection can be refreshed, 
Mr. Divers. Do you recall attending a dinner party at the Statler 
Hotel in February of 1948 which was attended by Congressman 
King? 

Mr. Divers. Yes, I do. 

Mr. Fiscupacn. What event was being celebrated on that occasion? 

Mr. Divers. | think, as I recall, that we thought we had come 
close to arriving at a decision on the bank case. Is that right’ 

Mr. Fiscunacnu. I do not believe I am in a position to testify, Mr. 
Divers, but there was a friendly atmosphere prevailing on that occa- 
sion, was there not? 

Mr. Divers. Very. 

Mr. Fiscunpacn. You did not mar the atmosphere which prevailed 
on that occasion, nor did you suggest in the conferences which took 
place leading up to that occasion, that Mr. Gregory was still persona 
non grata, shall we say, because of the pendency of undetermined 
charges against him by either your predecessor, the late Commissioner 
Fahey, or the Board of which you were a member? 

Mr. Divers. Well, I had not come to any conclusion with reference 
to these charges. I not only had discussed them with Tom Gregory, 
but I had also discussed them with our chief supervisor before order 
No. 388 was adopted. 
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Mr. Fiscupacu. But I did not ask you that. I asked you whether 
it is not a fact that on the occasion that Congressman King attended 
a dinner party at the Statler Hotel or in the conferences which led 
up to that monument, you suggested either to Mr. Gregory or to 
anyone else present that Mr. Gregory was still persona non grata 
because of the pendency of undetermined charges against him, 
brought by the Administration which preceded the Board, or inherited 
by the Board of which you were a member. 

Mr. Divers. I think that is right. I did not suggest it to anybody. 
I do not think there was any occasion to suggest it. 

Mr. Fiscusacu. And so the friendly atmosphere of the conferences 
which preceded the dinner party attended by Congressman King at 
the dinner party itself was not marred by the suggestion that ‘there 
was amongst us an individual who was still under the cloud of these 
charges’’? 

Mr. Drivers. That is right. 

Mr. Fiscupacn. You dealt with Mr. Gregory, did you not? 

Mr. Drivers. I certainly did. 

Mr. Fiscupacu. As a representative of the Long Beach Federal, 
without regard to any disability that you attached to him, if I under- 
stand the sense of your testimony this morning. 

Mr. Drivers. That is correct. 

Mr. Fiscusacu. In point of actual fact, coming back to the regula- 
tion, didn’t authority exist while you were a member of this Board to 
specifically order an election for the specific purpose of testing the 
status of Mr. Gregory as an officer or as a director, as well as that of 
every other member of the management of Long Beach Federal? 

Mr. Divers. By that do you mean, could we have held an election 
while a conservator was in? 

Mr. Fiscnpacn. Yes. 

Mr. Divers. Yes, sir; I think we could, although one of the-—— 

Mr. Fiscuspacn. The authority was there. 

Mr. Divers. The authority was there, but one of the objections 
that Gregory and his counsel had to having a conservator hold an 
election at that time, and one of the reasons we could not agree on 
holding an election, was they claimed they did not trust the conserva- 
tor, that they thought that he would get hold of proxies and would 
vote them out if an election was held under the auspices of the con- 
servator. 

Mr. Fiscupacu. Right on that point, an election was held, was it 
not, under the auspices of the Federal court? 

Mr. Divers. That is right. 

Mr. Fiscupacn. A special master who was a United States attorne) 
held in high regard by the court and by the bar i in southern California; 
isn’t that true? 

Mr. Divers. Correct. 

Mr. Fiscusacu. And on that election, is it not a fact that not a 
single one of the 21,000 $l-share accounts was voted? 

Mr. Divers. I do not know, but I read Mr. Gregory’s testimony 
on that, and I do not have any reason to disbelieve it. 

Mr. Fiscupacu. You would say we would be entitled to believe Mr. 
Gregory’s testimony? 

Mr. Divers. It has not been disputed here. 
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Mr. Fiscupacu. Is it not also a fact that aot one single vote of 
the 15,000 or 16,000 that were cast was cast against either Mr. Gregory 
or any one of the persons identified with the old management of Long 
Beach Federal? 

Mr. Divers. That is what I understand. We have not seen the 
results of the election, so far as I know. 

Mr. Lanuam. If I might interrupt, [ am rather interested in this 
dinner party. I would like to pursue that a little further. 

Mr. Mitier. Were you invited? 

Mr. Lanuam. No; I was not invited. 

Mr. Divers. I might say it was held under the best auspices, sir. 
It was held under congressional auspices. 

Mr. Lannam. I understand that. I am just wondering what the 
real purpose of the dinner party was, or the reason for it. 

Mr. Divers. I think it was called a love feast by somebody who 
attended, afterward, wasn’t that right, Mr. Fischbach? 

Mr. Fiscupacu. | am sorry, I did not get that. 

Mr. Divers. Didn’t vou hear Congressman King’s dinner party 
referred to as a love feast at one time or another? 

Mr. LANHAM. Well, that is interesting. 

Mr. Divers. Strictly stag, though, sir. 

Mr. Lannam. Was there anything to drink? 

Mr. Divers. Yes, sir. As I recall there was the bartender and the 
same liquor available that there is at most parties at the Statler. 

Mr. Lanuam. Did that have anything to do with the mellow 
friendly feeling? 

Mr. Divers. Well, it didn’t hurt it anv. [Laughter.] 

Mr. Lanuam. Now I want to ask your opinion about this. Were 
you a member of the Board at that time? 

Mr. Divers. Yes, sir. 

Mr. Lanuam. Does it not strike you that it was improper for you 
to attend a love feast of that sort if there were pending charges that 
you thought later you were going to have to pass upon at an adminis- 
trative hearing against Mr. Gregory who was present? 

Mr. Divers. I did not consider it improper. I would not today. 
[ think I would do it again under the same circumstances, sir. 

Mr. Lannam. That is just an illustration of what there has been 
so much disclosure of recently in the conduct of administrative 
officials. 

Mr. Miuuier. Will vou yield? 

Mr. Lanuam. Yes; I will yield. 

Mr. Divers. I was going to say this was attended by parties on 
both sides of this, as a matter of fact. All of the parties that had been 
attending these conferences were invited. 

Mr. Lannam. Well, it was either improper or your statement that 
vou did not intend to return the assets of this association to the manage- 
ment is not true. One of the two is not true. 

_Either it was an improper thing for you to attend that party or you 
did not think there was anything to these charges. 

Mr. Karsten. I do not know as that would be so improper. I at- 
tend many banquets sponsored by various lobbies and that sort of 
thing. I attend their banquet, eat a steak, and tomorrow I would 
come down and vote against them if I please. 
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Mr. Divers. As far as that goes, I would consider it more in the 
nature of a discourtesy to the Congressman if I had not accepted an 
invitation to dine with his constituents that night. 

Mr. Lanuam. I think the truth of the matter is that you folks at 
that time intended to return the assets of the association to the then 
management and all of your conduct and the things that you do not 
deny this morning are proof to me that that was true. 

Mr. Divers. Well, Mr. Edgerton, the vice chairman I guess he was, 
of the Los Angeles bank committee—I was going through the files over 
the week-end trying to refresh my recollection on some of these things 
—TI ran across a telegram from him which was dated the 19th, which 
was between the time that we adopted Order No. 388 and the time 
that the Long Beach Federal went into the district court for an in- 
terpretation of our order, and I think that at least it is an indication 
that an election was intended before the management went back in. 

In addition to that, at the time that we submitted the proposed 
order No. 388 to the Department of Justice for their review, which 
we did in writing, we specifically mentioned in there that an election 
was contemplated by the shareholders before the assets of the institu- 
tion would be turned back to them. 

Mr. Lanuam. That was apparently after you had changed your 
mind. 

Mr. Divers. No, sir. That was before order No. 388 was adopted. 

Mr. Lanuam. I have not seen that. 

Mr. Mitier. May I ask a question, Mr. Chairman? 

Mr. Houtrtevp. Yes. 

Mr. Miuter. Mr. Divers, unfortunately I think a lot of these things 
in perspective take on a peculiar appearance which is not in fact true. 
Now as a matter of fact, through all of these proceedings, you were 
dealing personally from time to time with Mr. Gregory, were you not? 

Mr. Divers. I did not hear you. 

Mr. Miuuer. Dealing personally? 

Mr. Divers. I dealt personally with him? 

Mr. Miter. Yes; many times. 

Mr. Divers. Yes, sir. 

Mr. Mitier. And the end product or the objective of the whole 
thing was an eventual meeting of the minds and a negotiated settle- 
ment if possible. 

Mr. Divers. Correct. 

Mr. Mixer. You did not have any personal animosity toward 
Mr. Gregory, did you? 

Mr. Divers. None. 

Mr. Mixer. At no time did you feel called upon to make dirt) 
faces to him, did you? 

Mr. Divers. No. 

Mr. Mitier. And you did not feel it unusual to be called upon, not 
only in business conferences but in association engagements to be with 
him? Because of the pending charges you did not feel necessarily 
that you should not expose yourself to his company? 

Mr. Divers. No; I did not attempt to avoid him in any way 
or to treat him with any disfavor when I met with him. 

Mr. Miter. Is it your recollection that during your discussions 
with Mr. Gregory—and I suppose that many phases were discussed, 











1 the 
d an 


iS at 
then 
hot 


Was. 
Over 
ings 
hich 
Lime 
. 1n- 
tion 
a. 

sed 
hich 
tion 
itu- 


our 


ted, 


ngs 
ue, 
ere 
ot? 


ot 
th 
L\ 


Ws 


d, 





INVESTIGATION OF HOME LOAN BANK BOARD 705 


not only the restoration of the association but other phases of the 
many-pronged litigation were discussed? 

Mr. Drivers. Oh, ves. 

Mr. Mruter. I assume probably you discussed from time to time 
the consolidation of the banks out there? 

Mr. Divers. Yes; indeed. 

Mr. Mintzer. And is it your recollection that during the discussions 
with him as a condition precedent to restoring the association, that 
vou told him that it was vour intention to return it to the shareholders 
and not to the management as it then existed at the time it was taken 
away? 

Mr. Divers. That is my recollection, sir. 

Mr. Mixxer. And is it your recollection that that condition pre- 
cedent was satisfactory and acceptable to Mr. Gregory? 

Mr. Divers. I think he argued about it at great length, but | 
finally got the impression from the fact that we were going ahead and 
adopting this order, that it was acceptable. 

Mr. Mituter. Acceptable? 

Mr. Divers. Yes, sir. 

Mr. Mitier. And as far as order No. 388 is concerned, it was 
‘tually drawn and delivered or served prior to this dinner party that 
being discussed? 

Mr. Divers. Oh, yes. 

Mr. Mixtuer. And at that time, actually was it your understanding 
when vou attended the dinner party, that that act of restoration was 
one of the first steps or close to leading up to an eventual solution to 
the whole problem? 

Mr. Divers. As I recall, Congressman, by that time we not only 
had adopted order No. 388, but the dinner party was held at the 
conclusion of further negotiations looking to the restoration of the 
two banks. 

Mr. Mituer. And as a matter of fact, at the dinner party—— 

Mr. Fiscuracn. | take it, Mr. Divers, you are calling upon me for 
verification of your question, and I will be glad to give you my recol- 
lection, if it will help you any. 

Order No. 388 was made in January. The dinner party took place 
in February. It is my recollection that the dinner party was a monu- 
ment to celebrate the meeting of the minds on the restoration of the 
Los Angeles bank. 

Mr. Divers. And the termination of the litigation. 

Mr. Fiscupacu. Correct. 

Mr. Miuier. That is the point that I am leading up to, if I may. 
Now it was your thought or feeling on the matter in February when 
you attended the dinner party, that you had reached a stage in the 
proceedings when you could look forward hopefully toward a solution 
to the entire problem and termination of the litigation, is that right? 

Mr. Divers. That is correct, sir. 

Mr. Miturr. Now, did Mr. Gregory at that time tell you that he 
had in mind, as soon as the association was restored, instituting a 
lawsuit by supplementing his pleadings to sue the United States and 
other people for from 20 to 60 million dollars? 

Mr. Divers. He did not mention it; no, sir. 

Mr. Miuurr. He did not mention that? 

Mr. Divers. No. 


a 


— 
Nn 











706 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Miter. And that to your recollection is a fact, is it not, that 
he did do so? 

Mr. Divers. Oh, ves, he did that, including me. 

Mr. Fiscupacn. Right on that point, Mr. Divers, as a lawyer 
before a committee of the Congress, membership of which is composed 
of some lawyers, would you not say that it is a perfectly fair thing— 
and this is in the pure abstract and for legislative purposes—for an 
association having been in the hands of either a conservator appointed 
by a Government agency, or a receiver appointed by a Government 
agency, to have the right to bring suit for any damage suffered either 
through (a) the appointment of a conservator through wrongful 
means, or (b) improper acts of the custodian, the conservator, during 
the tenure of his conservatorship, whether such acts were improper 
because they were unauthorized or improper because they were prej- 
udiced, or improper because they constituted a waste of the assets of 
the association during the conservatorship? Could I have your 
answer to that? 

Mr. Divers. Yes. I think that certainly if there was any damage 
or any loss to the shareholders of this institution, that they should be 
entitled to recover it in one manner or another. 

Mr. Fiscusacnu. All right. Now, if there exists in the law any 
disability which would impair or even raise a doubt as to the ability 
of such an association to go into a court of the United States and bring 
such an action, would you say that it would be appropriate for the 
Congress to recommend the enactment of legislation so as to enable a 
court to hear and determine such a claim regardless of its merits? 

Mr. Divers. I would be in favor of that. I would be happy to 
cooperate with them in that. 

Mr. Fiscupacn. Did you, Mr. Divers, at any point since you 
have taken office, make such a recommendation to the Congress, 
to any committee of the Congress? 

Mr. Divers. No, sir, I do not recall making that recommendation. 
I think in some of the discussions that it was pointed out that under 
the existing legislation we did not see whether there was anv authority 
for us to pay any damages if any there were, either out of the assets 
of the Home Loan Bank System or out of the assets of the Federal 
Savings and Loan Insurance Corporation. 

Mr. Fiscupacnu. I would like to confine you, if I may, Mr. Divers, 
to a discussion of whether at any point since vou have been in charge 
of the affairs of the Home Loan Bank Board either as chairman or as a 
member, you made a recommendation to clarify any Federal legisla- 
tion at all so as to permit an association to bring and maintain a suit 
in a court of the United States to recover any damage it might have 
suffered. 

Mr. Divers. No. 

Mr. Fiscuracn. All right. Yet it is the sense of your testimony 
that as a personal experience in the administration of the affairs of this 
system, that it would be a fair and a proper thing for an association to 
be able to maintain such a lawsuit? 

Mr. Divers. Yes. I have not thought about it at great length, 
and whether it would be appropriate to go into the Court of Claims 
or whether a particular court should have jurisdiction, I mean that 
has not occurred to me, but I think that fundamentally the basic 
question that you asked me is that if one of these institutions suffers 
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damages as a result of the act of a Government agency or agents of 
that agency, should they be entitled to relief. I would say, yes, I 
think that they should. ; 

Mr. Mixer. Is it your understanding that at the present time 
there is no relief? In other words, you take the position that your 
board and the Insurance Corporation are not subject to suit. 

Now in such a ease, let us say, for instance, that on adjudication 
it should be found that the placing of this conservator was illegal or 
a wrongful act or an arbitrary use of discretion. Where would you 
think this bank could get relief if they cannot sue you or they cannot 
sue the insuring corporation under the existing statute? Let us take 
this ease right here. 

Mr. Divers. This case right here, they have sued in addition, the 
Federal Home Loan Bank of San Francisco. 

Mr. Mixtuer. I am asking you as a lawyer now, Mr. Divers, in 
your opinion, legally, where could they get relief? 

Mr. Divers. I do not know where they could get relief, and I do 
not know that we could give any relief to them out of our funds 
certainly. 

Mr. Mituer. Then it is your opinion that the statute as it now 
stands in reference to giving relief to institutions that are wronged 
by the arbitrary use of power in this agency, that the existing statute 
is inadequate and should be amended to provide some direct relief 
of these people so they have a court to go into? 

Mr. Divers. I do not recall any relief or remedy that they would 
have at the present time, sir. 

Mr. Miuier. You would recommend that this subcommittee prob- 
ably should recommend—— 

Mr. Divers. I also have not looked into the question of what the 
precedents are in connection with action of examiners. 

Mr. Mitier. But you are familiar with this situation, and as a 
lawyer, to answer my question as to whether or not you would feel 
under all of the conditions and the prevailing statutes that this com- 
mittee should in its province recommend to the Congress that the 
present act be amended so as to provide direct, concrete, specific 
relief for people who might be injured by arbitrary acts of this Board 
of which you are the head, in the future? 

Mr. Divers. My immediate reaction to that is I think it would 
be desirable, sir. 

Mr. Mituer. You do think it would be? 

Mr. Divmrs. I do think so. 

Mr. Fiscupacnu. What position would you take in court as to the 
right of Long Beach Federal to maintain a law suit against the con- 
servator? 

Mr. Divers. As I recall the position taken at that time, which was 
before my time, the Federal Home Loan Bank Administration thought 
that the Long Beach Federal should exhaust their administrative 
remedies before going into a court for review. 

Mr. Fiscupacn. What administrative remedy does there exist with 
regard to a claim that a conservator wasted the assets of the association 
during his tenure in office? 

Mr. Divers. I do not know that there would be any administrative 
remedy with reference to that, Mr. Fischbach. I think that that 
would probably be an action on the conservator’s part, would it not? 
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Mr. Fiscupacn. I would prefer not to answer that question, Mr. 
Divers, but I would like to call attention to the provisions of your regu- 
lations. Is it not a fact that the Board ascertains in the regulations 
the right to discharge and release a conservator or a receiver when he 
shall file an accounting with the Board? 

Mr. Divurs. Yes, sir. 

Mr. Fiscnpacn. It does? 

Mr. Divurs. Yes, sir. 

Mr. Fiscupacn. Do you ascertain the right to pass upon the validity 
of the acts of the conservator? 

Mr. Divers. Yes, sir; initially. 

Mr. Fiscupacu. What, if anything, does anybody have to say about 
that before the Board? Does anyone affected have a right to appear 
before the Board in connection with such a proceeding and object to 
the release of the conservator? 

Mr. Divers. Our whole policy over there has been to give anybody 
who might be affected by any of our actions opportunity to appear and 
present their views on anything that comes before the Board. 

Mr. Fiscusacn. Is there any provision in the regulations which 
authorizes such a hearing? 

Mr. Divers. Not that I know of, sir. I do not think so. 

Mr. HoutrreLp. You grant that as a matter of privilege and not as 
a matter of right to the appellant? 

Mr. Divers. That is right, sir, and it has been our policy to give a 
hearing on any matter to anybody who requests it, and, when applica- 
tion is filed, for example, for a Federal savings and loan charter, if our 
Board turns it down, why we permit the applicants to have a hearing 
as of right. 

Mr. Fiscusacn. That is provided for in the regulations? 

Mr. Divers. I suspect that it is, but I am talking about our policy 
in addition to it. I mean that is our policy, to give a hearing, give 
notice before we act, and that is the reason that we adopted order No. 
388; that we felt if this matter had come before our Board, that we 
would not have put a conservator in at that time. 

Mr. Fiscupacnu. There is no question about that on your review 
of the facts? 

Mr. Divers. Without a hearing. I mean, we would have had a 
hearing on it. 

Mr. Fiscupacn. Certainly. I am satisfied as to that, Mr. Chair- 
man, as a result of my contact with Mr. Divers and Mr. Adams. 

Mr. Houirietp. We want to make it very plain that this subcom- 
mittee does not hold vou responsible for acts which Mr. Fahey did at 
the time. We are only concerned with the perpetuation under the 
present administration of certain policies or actions which were 
committed by Mr. Fahey. 

In other words, you inherit along with the benefits of this particular 
position also the problems, and the subcommittee is interested in 
your attitude toward the disposing of those problems, and we cer- 
tainly do not hold you responsible for the initial acts of Mr. Fahey in 
any of these matters, Mr. Divers. 

Mr. Fiscupacu. Mr. Divers, as Chairman of the Board, you have 
another responsibility in connection with the savings and loan function 
in the United States, haven’t you? You have the responsibility of 
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acting as trustee of the Federal Savings and Loan Insurance Cor- 
poration? 

Mr. Divers. Correct, sir. 

Mr. FiscupacnH. How many people are insured by the Federal 
Savings and Loan Insurance Corporation throughout the United 
States, and approximately what is the dollar amount of their savings 
which are insured? 

Mr. Divers. My recollection is that the dollar amount of savings 
insured is between $10 and $12 billion. 

Mr. Fiscusacu. Ten and twelve billion? 

Mr. Divers. Yes. 

Mr. Fiscnupacu. Approximately how many people are insured in 
connection with their savings in the amount that you mentioned? 

Mr. Divers. It is on the order of 10 million accounts that are 
insured. 

Mr. Fiscupacu. I take it the average size of the account that is 
insured is a small account dollarwise? 

Mr. Divers. Yes, sir. 

Mr. Fiscupacu. These are savings of small people that are insured? 

Mr. Divers. I guess that the savings accounts do not total 10 or 
12 million. They must be more on the order of 7 or 8 million. Is 
Dr. Husband here? 

Mr. Huspanp. Yes. 

Mr. Divers. May I ask him for the exact amount? 

Mr. Fiscupacu. Sure. 

Mr. Huspanp. As of this time or as of March 31— 

Mr. Fiscusacu. Will vou please identify yourself for the record? 

Mr. Hussanp. Yes, sir. 

My name is William H. Husband, General Manager, Federal Sav- 
ings and Loan Insurance Corporation. 

As of March 31, 1951, there were 28,096 insured institutions, and 
they had insured savings of about 7 million. 

The figure that you stated, Bill, was for the savings and loan in total, 
Their average balance per account was about $1,400. 

Mr. Fiscupacn. So, Mr. Divers, I believe | am correct in saying 
that you are a trustee of the Federal Savings and Loan Insurance 
Corporation? 

Mr. Divers. That is correct, sir. 

Mr. Fiscunacn. Now that corporation serves a function of in- 
suring accounts in federally chartered savings and loan associations 
throughout the United States? 

Mr. Divers. That is right. 

Mr. Fiscupacu. And also the accounts of building and loan and 
savings and loan associations which are chartered under State author- 
ity! 

Mr. Drvers. Correct, sir. 

Mr. Fiscusacn. Now, in connection with that imsurance it has 
become a matter of concern to this committee that it is contended that 
the insurance corporation cannot be sued. You are familiar with the 
fact that such a contention was made, are you not? 

Mr. Divers. My recollection was—I was under the impression 
pees take the position that they could not be sued out in southern 

alifornia. 








710 INVESTIGATION OF HOME LOAN BANK BOARD 





Mr. Fiscupacu. Do they insure accounts in southern California? 

Mr. Divers. Yes, sir. 

Mr. Fiscusacn. Do they insure accounts in Massachusetts? 

Mr. Divers. Yes, sir. 

Mr. Fiscusacu. And in Georgia? 

Mr. Divers. Yes, sir. 

Mr. Fiscupracnu. All over the United States? 

Mr. Divers. That is right. 

Mr. Frscusacu. In the law which created the Insurance Corpora- 
tion, did not Congress provide that it could sue or be sued in any 
State or Federal court? | 

Mr. Divers. That is my recollection. 

Mr. Fiscuspacu. Did you or did your colleagues in charge of the 
Insurance Corporation do anything at all to implement those provi- 
sions of the statute which authorized the Corporation to sue or to be 
sued anywhere in the United States? 

Mr. Divers. I do not know what you mean by “implement.” 

Mr. Fiscuspacnu. Well, did you do anything to enable the Corpora- 
tion to be sued, let us say, in the State of Massachusetts? 

Mr. Divers. We did not recommend any legislation, if that is what 
you mean. 

Mr. Fiscuspacu. Apart from not recommending legislation, Mr. 
Divers, did you appoint an agent so that if a depositor or a share- 
holder in the State of Massachusetts wanted to enforce that insurance, 
he or she could do so by going into their own court in that community? 

Mr. Divers. No, sir; so far as I know it has never been necessary 
for them to bring suit to get the benefits of the insurance. 

Mr. Houtrietp. Mr. Counsel, we are going to have to temporarily 
recess the subcommittee until 1 o’clock, because the quorum bell rang 
and members of the subcommittee want to answer the quorum and 
also obtain a bite of lunch, and if it is possible for the witness to be 
back at 1 o'clock, we will proceed at that time. 

The subcommittee is recessed until 1 0’clock. 

(Whereupon, at 12:05 p. m., the hearing was recessed, to reconvene 
at 1 p. m. of the same day.) 


AFTERNOON SESSION 


FURTHER TESTIMONY OF WILLIAM K. DIVERS, CHAIRMAN, 
HOME LOAN BANK BOARD 


Mr. Houirizeip. The subcommittee will come to order. 

Mr. Fischbach, you may proceed with the interrogation. 

Mr. Fiscupacu. We were discussing or about to discuss the Insur- 
ance Corporation, Mr. Divers. 

Let us assume that a person had a deposit in a federally chartered 
and insured savings and loan association which was closed down either 
by the appeintment of a conservator or by the appointment of a 
receiver, and they got into a controversy as to the amount of their 
balance. How would they be able to have that controversy deter- 
mined? 

Mr. Divers. I think they should be able, if they had to, to sue in 
a local court. 
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Mr. Fiscupacu. How would they get jurisdiction over the Federal 
Savings and Loan Insurance Corporation if such a controversy took 
ylace, let us say, in Butte, Mont.? 

Mr. Divers. I don’t know. I discussed it with our lawyers at 
noontime, and I don’t think any provisions have been made. 

So far as I know, the occasion has never arisen. ‘Those things 
have always been settled. Claims have been paid, but I certainly 
think that, in the case of a holder of an account in those institutions, 


ra- : they should not have to come to Washington to get relief. 
ANY : Mr. FiscHpacu. Since you have been a member of the Board, have 


you appointed agents for the service of process? 
Mr. Divers. No, sir. 


the 4 Mr. Fiscnpacn. At any place in the United States? 
V1- Mr. Divers. No, sir. So far as I know, the need has not arisen 
be in any of those cases. We have only had one insurance case which 


was out in Chicago, and there the shareholders elected a committee 
to sell all the assets to the Insurance Corporation, and the shareholders 


ra- paid off the accounts under the supervision of the State supervisor, 
because it was a State-chartered association that was insured by our 
hat Insurance Corporation. 
Mr. Fiscusacn. I note that under the regulations a creditor of a 
Lr. savings and loan association in the hands of the Insurance Corpora- 
re- ' tion would have to go through certain procedure with respect to 
ce, | _ proving its claim and that provisions of the regulation are written 
by? j in such a manner that the Insurance Corporation could disallow or 
u'y reject the claim that was presented, but there appears to be no pro- 
é : vision for a hearing to be afforded to a person in that position either 
ily before the Board or the Insurance Corporation, and I ask you, Mr. 
ng | Divers, whether that is a subject which you would commend to the 
nd attention of this committee for appropriate legislation. 
be Mr. Divers. I should think that under those circumstances the 


person would be entitled to a hearing; the claimant, the creditor, 
would be entitled. 
ne Mr. Fiscupacnu. Well, is it your position that the acts of the Home 
Loan Bank Board are, or are not, subject to review under the Adminis- 
trative Procedure Act? 
Mr. Drivers. I have always been under the impression that they 
were subject to review. 
Mr. Fiscunacu. So that judicial review is available to a person? 
Mr. Divers. That has been my impression, sir. 
Mr. Fiscupacu. Have you ever contended otherwise? 
_ Mr. Drivers. I don’t know what the position was that was taken 
in the brief, but I have never felt otherwise. Let’s put it that way. 


u'- Mr. Fiscupacn. All right. 

Mr. Divers, coming again to the suability of the Insurance Cor- 
od _ poration, either by a depositor, a creditor, or one who asserted a 
er § claim, in light of the fact that you have not appointed specific agents 
a : for the service of process upon the Insurance Corporation, how would 
‘ar they go about serving the Insurance Corporation, let us say, in the 
r- -  Inunicipal court in the city of New York? 
; Mr. Divers. I should think that they would probably either have 
tn to ask us to accept service or to designate an agent that they could 

serve. 
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Mr. Fiscupacu. So that it would be within your discretion as 
trustee of the Insurance Corporation to take such action as you saw 
fit upon such a request? 

Mr. Divers. That would be my impression. Now, I have jot 
studied the act with that in mind. 

Mr. Fiscupacu. Basically, J take it you know, not only as a lawyer 
but as a member of the Home Loan Bank Board and also as a trustee 
of the Insurance Corporation, that it was the specific provision of 
Congress that the Insurance Corporation should be a corporation 
which could sue and could be sued. You know that, do you not? 

Mr. Divers. That is correct, sir. 

Mr. Fiscupacn. And are you familiar at all with the policy of the 
Federal Deposit Insurance Corporation in connection with that? 

Mr. Divers. I am not. 

Mr. Fiscupacu. If I stated that I am informed that it is the 
policy of the Federal Deposit Insurance Corporation under similar 
language to that which enacted the Federal Savings and Loan Insur- 
ance Corporation with respect to its suability to accept service of 
process in any court anywhere in the United States through specifically 
designated agents for the service of process, and assuming, of course, 
that such a condition as I have stated does exist, will you say that 
would be the proper policy for the Insurance Corporation to follow? 

Mr. Divers. It sounds reasonable. 

Mr. Fiscupacu. Would you say that the Insurance Corporation 
has failed to carry out the intent of Congress by not designating per- 
sons throughout the United States to accept the service of process in 
the event that a suit were instituted against the Insurance Corporation? 

Mr. Divers. The responsibility I suppose, the ultimate responsi- 
bility, rests on us as trustees—I mean on the members of the Board. 
Such matters usually come to us by the General Manager raising the 
question as to the need, the wisdom, or the propriety of certain 
actions. It has not been discussed in the Board and has not been 
brought to our attention by the General Manager of the Insurance 
Corporation. 

Mr. Fiscupacu. Doesn’t it occur to you, Mr. Divers, that that is 
a serious omission that seriously affects the rights of the persons in 
whose behalf the insurance is supposed to exist? 

Mr. Divers. It has never been called to our attention as a necessity 
from the standpoint of anybody who had any stand against the 
Insurance Corporation. 

Mr. Fiscupacu. Has it ever been called to your attention that a 
suit was brought in Federal court in southern California by the Long 
Beach Association? 

Mr. Divers. Yes. 

Mr. Fiscupacu. The shareholders against the Insurance Corpo- 
ration? 

Mr. Divers. Yes, sir. 

Mr. Fiscupacn. What position did the Insurance Corporation take 
in connection with its suability in that jurisdiction? 

Mr. Drivers. I am advised the position they took was they could 
not get service on the Insurance Corporation by serving Mr. Noon. 

Mr. Fiscuspacnu. How could they get service in southern Cali- 
fornia or anywhere else in the United States outside of the District of 
Columbia? 
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Mr. Divers. I don’t know. I have not discussed it with our 
counsel or with the General Manager of the Insurance Corporation. 

Mr. Fiscuspacu. Were you advised that in behalf of the Insurance 
Corporation it was contended that the liabilities asserted against it in 
that lawsuit could not be served against it because the Home Loan 
Bank Board was an indispensable party to the suit? 

Mr. Drivers. I know that that was not discussed before the Board. 
J] do not recall that having been discussed. 

Mr. Fiscupacu. Well, as a trustee of the Insurance Corporation, 
would you concede it to be true that the Home Loan Bank Board was 
an indispensable party to a lawsuit asserting lability on the part of 
the Insurance Corporation? 

Mr. Divers. I would prefer not to answer that. My law is rusty. 
J] have not tried to practice law for some years. 

Mr. Fiscupacu. You have practiced the supervision of the policies 
of the Insurance Corporation since your incumbency in office, have 
you not? 

Mr. Divers. That is our responsibility, sir. 

Mr. Fiscnpacn. Now, directing your attention to that orbit of your 
responsibility and that orbit of your work, would you try to answer 
the question as an administrator and as a trustee and not as a lawyer? 

Mr. Divers. I can’t give an opinion on that. I don’t know exactly 
what your point is. Maybe, if you phrase the question differently, I 
could answer it. 

Mr. Fiscupacu. I will endeavor to do so. Let us start with the 
admitted fact that there is a lawsuit in which the Insurance Corpora- 
tion is named as a party defendant. That lawsuit was filed in the 
Federal court of southern California. We are agreed on that. 

Mr. Divers. That is right, sir. 

Mr. Fiscnusacn. Now, with respect to that lawsuit, we are agreed 
that it has been contended that the Insurance Corporation could not 
be served in California. 

Mr. Divers. I stated that service on Noon was not proper. I do 
not know whether our counsel and the Department of Justice have 
taken the position that we cannot be sued there or not. I would have 
to ask them that. I would prefer to ask them that. 

Mr. Fiscnsacu. With respect to the lawsuit asserted against the 
Insurance Corporation in southern California, I asked you whether 
you conceived it your duty as a trustee of the Insurance Corporation 
to claim that the Home Loan Bank Board was an indispensable party 
in any suit against the Insurance Corporation? 

Mr. Divers. I think that is a legal question, and I do not pretend 
to have looked into it, and do not know how I should answer it. 

_ Mr. Fiscnzacn. Has it been called to your attention that in the 
litigation, the answer of the Insurance Corporation asserted the 
following: ‘This defendant has not been properly served with process’’? 

Mr. Divers. I think that is right, sir. That was what was called 
to the attention of the Board. 

Mr. Fiscupacn. Process in that action was served on Mr. Noon? 

Mr. Divers. That is right. 

Mr. Fiscunacn. I take it that Mr. Noon had not been designated 
as a person upon whom process could be served in connection with 
any claim against the Insurance Corporation? 

Mr. Divers. That is my understanding. 
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Mr. Fiscuracn. Had anybody anywhere been designated as q 
person upon whom process could be served in any action anywhere 
in the United States? 

Mr. Divers. Not to my knowledge, although I prefer that Dr. 
Husband answer that. I have only been there for 3 years or so, and 
it is possible that it was done before when the claims on the insurance 
accounts were more active. 

Mr. Fiscuracnu. Was it called to your attention that it was also 
asserted by the Insurance Corporation that the action could not be 
maintained against it, because the Home Loan Bank Board was an 
indispensable party to it? 

Mr. Divers. I don’t remember that that was called to our attention. 
sir. I don’t remember any discussion. It is possible it might have 
been called to the attention of the Board, all three of us, and I don’t 
attend all the meetings; but I do not remember that. 

Mr. Fiscuracn. You recognize, do you not, Mr. Divers, that in 
order for the insurance that was intended to be afforded by the act 
which created the Federal Savings and Loan Insurance Corporation— 
that it was the intent of Congress—— 

Mr. Houirietp. We are going to have to recess for approximately 
15 minutes. There is a vote in the House on legislation. 

(Short recess.) 

Mr. Houtrretp. The subcommittee will be in order. The Chair 
apologizes to the witness for these interruptions. 

Mr. Divers. That is perfectly all right, sir. I amon my vacation 
anyway. 

Mr. Hourrretp. Counsel may proceed. 

Mr. Fiscurnacn. With reference to the suability of the corporation 
by a shareholder in any small community throughout the United 
States, is it your position, Mr. Divers, that the Insurance Corporation 
is subject to the process of the local courts? 

Mr. Divers. | had not thought about it. I do not know whether 
it would be subject to the jurisdiction of the State courts or not. 

Mr. Fiscuracu. What about the words ‘sue or be sued” as con- 
tained in the act creating the Insurance Corporation? 

Mr. Divers. I would take it that that might. Well, it would have 
to be read in connection with other Federal statutes. 

Mr. Fiscuracn. Would you read them in connection with other 
Federal statutes so as to reach the conclusion or make the contention 
that the Insurance Corporation was not subject to suit at the will of 
any shareholder or association which had claim against it? 

Mr. Divers. I should be inclined to think that if the Insurance 
Corporation does business in a particular locality that there probably 
ought to be some provision made for the people to sue them rather 
than having to come to Washington. 

Mr. Fiscuracu. Now, in the action against the Insurance Cor- 
poration in southern California, it was contended, was it not, that 
the Home Loan Bank Board was an indispensable party to the action 
and therefore the suit could not be maintained against the Insurance 
Corporation? 

Mr. Divers. I don’t recall, sir. If you are reading from the plead- 
ings, why, that must be the situation. 

Mr. Fiscuspacu. Were you consulted about that allegation? 
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Mr. Divers. As I recall, I don’t know that the pleadings were 
submitted to us, and, as I pointed out, I am only one of the three 
Board members, and it might have been when the other two were 
present and holding a meeting, as they do occasionally, but as I 
recall it was discussed with us that service on Noon was not sufficient 
service so far as the Insurance Corporation was concerned. I do 
not recall any discussion of whether or not the Home Loan Bank 
Board was an indispensable party. 

Mr. Hourrreip. Will the counsel desist for a moment? 

At the time of this service on Mr. Noon, what position did he 
occupy, please? 

Mr. Divers. He occupied the position of vice president of the 
Federal Home Loan Bank of San Francisco, in charge of the Los 
Angeles office, and he was also, as I recall—I think he was the super- 
visory agent for the Home Loan Bank Board, or acting under our 
chief supervisor. 

Mr. Fiscupacu. Does the Insurance Corporation have any other 
supervisors of the Insurance Corporation in that area? 

Mr. Divers. Well, it is up to the chief supervisor as to who 
handles it, but they do not have anybody else regularly stationed 
there is my recollection. 

Mr. Fiscupacu. So, Noon took care of all business for the Insurance 
Corporation in that area, did he? 

Mr. Divers. He took care of the business of the chief supervisor 
in that area. 

Mr. Houirtetp. Was he responsible for the collection of premiums 
in that area? 

Mr. Divers. No, sir, that was all handled directly from Wash- 
ington. ‘Their billing and handling was handled from the home office 
here. 

Mr. Houirtetp. What did he do as a supervisor in relation to the 
Corporation? 

Mr. Divers. Correspondence with reference to supervisory matters 
was prepared in Washington and it was transmitted by him to the 
institutions out there. 

Mr. Houirietp. He was your representative then in transmitting 
your regulations? 

Mr. Divers. Transmitting the supervisory comments with refer- 
ence to examinations of insured institutions. 

Mr, Hourrieip. Did he have anything to do with supervising 
eXaminations? 

Mr. Divers. No, sir. The chief examiner for that district, who 
is located in San Francisco, made up the schedule as to when examina- 
tions would be made and by whom. 

Mr. Lannam. Was he just a messenger boy, to relay your messages 
to institutions? Why didn’t you handle that directly and save his 
salary, if that is all he did? 

Mr. Divers. Well, that was in addition to his regular duties as 
vice president of the Federal Home Loan Bank of San Francisco where 
he handled the correspondence for the bank operations, the advances 
that they made to local institutions. He handled millions and 
millions of dollars for them, and he also acted as a supervisory agent 
on us for nothing. I mean, we pay no additional compensation to 
those men, 
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Mr. Houtrrreitp. Do you think that the supervisory functions of the 
Home Loan Bank Board and,the Insurance Corporation should be 
divided? 

Mr. Divers. No; I do not think that the supervisory functions of 
the Board and the Insurance Corporation should be divided, sir, 
because they would both have to supervise Federal savings and loan 
associations, for example, and it would mean that these institutions 
would be subject to regulation and supervision by two Washington 
agencies that might make different regulations. The industry has 
found it more desirable, I think, to have only one rule-making body. 

Now, on the other hand, the question has been raised in the past 
as to the desirability of having the bank officials also act as super- 
visory agents of the Home Loan Bank Board, and they have been 
since the creation of the bank system in 1932. 1 think there are a 
lot of people in the industry who think that it is desirable from the 
long-range standpoint probably to divorce those two functions 
ultimately. It has been, up to now, I think more as an economy and 
expedient matter. 

Mr. Houirrevp. Isn’t it true that Mr. Lindsay Warren, the 
Comptroller General, recommended that there be a complete separa- 
tion of the two functions of the Home Loan Bank Board and the 
Insurance Corporation? 

Mr. Divers. Recommended that in one report, sir, and, as | 
understand it, we convinced the representatives of the GAO in their 
subsequent reports that it was not desirable, and they have not 
included it in their last reports. 

Mr. Houtrievp. It is true they did not include it in their latest 
report, nor did they include several other recommendations which 
they had made. Upon my inquiry, they gave as their reason—this 
was given unofficially, I might say—that the Home Loan Bank Act, 
having been under scrutiny just recently, they thought it was un- 
becoming of them to make a recommendation right at this time on 
several matters which they had recommended before. 

You can see no conflict of interest between the parallel positions 
which you occupy as a member of the Home Loan Bank Board and 
as one of the trustees of the Insurance Corporation? 

Mr. Divers. No, sir. I think there is identity of interest, really. 

Mr. Houtrireitp. Do you make a determination as a Home Joan 
Bank Board member as to the insurability of accounts or as to claims 
against the Insurance Corporation? You see no parallel interests 
there, or should I say no conflict of interests, as far as the public is 
concerned, on sitting in judgment as an insurance trustee as to whether 
the decision of the Home Loan Bank Board was right or wrong? 

Mr. Divers. I have not seen any question that came before us 
that appeared to represent any conflict in interest, sir. 

Mr. Fiscuracnu. Mr. Divers, you have referred in your testimony 
here to order No. 2015. 

Mr. Divers. Yes, sir. 

Mr. Fiscupacn. Let us adopt a hypothesis for a moment that the 
hearing that you contemplate holding in order No. 2015 results in 
the appointment of the Federal Savings and Loan Insurance Cor- 
poration as receiver. The Insurance Corporation would then under- 
take to act as receiver, and that would be the Federal savings and 
loan association involved, would it not? 
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Mr. Divers. That is my understanding. 

Mr. Fiscnpacn. Now amongst the assets of the Federal savings 
and loan association involved is an asserted claim against Mr. 
Ammann, an asserted claim against the Insurance Corporation and 
an asserted claim against Mr. Divers. Would it not then be your 
function as receiver to liquidate the claim made against yourself? 

I point to that as an illustration of a conflict that would devolve 
upon you if we adopted the hypotheses I suggested, and do you agree 
that it would be a conflict? 

Mr. Divers. I had not thought about it in that light. 

Mr. Fiscupacnu. Let’s see, Mr. Divers. In your statement here 
this morning to the subcommittee, you said: “If as the Government 
is contending”’—and so forth; then, “we in turn will go forward with 
administrative hearings to determine the facts before our decision.” 

Now, right there, in connection with order No. 2015, if you held 
an administrative hearing under 2015, I take it the Board would 
appoint a trial examiner; is that not correct? 

Mr. Divers. We usually do; yes, sir. 

Mr. Frscupacn. After the trial examiner heard the testimony, he 
would make his findings and recommendations on the evidence? 

Mr. Divers. That is right. 

Mr. Fiscupacu. Then would it not devolve upon you as a member 
of the Board to pass judgment upon those findings? 

Mr. Divers. I think it would, sir. 

Mr. Fiscupacu. How would vou pass judgment upon such findings 
if in an administrative hearing itself you were subpenaed as a witness 
at the behest of the respondent, the association involved? Could you, 
as a lawyer under such circumstances undertake to pass upon the 
record of the administrative hearing and do justice to the parties in- 
volved in this issue? 

Mr. Drivers. I could try. 

Mr. Fiscupacu. You could try? 

Mr. Divers. Yes. 

Mr. Fiscupacu. Don’t you agree it would be a rather thin situa- 
tion? 

Mr. Divers. I had not thought-about that, Mr. Fischbach. I 
would like to think about it some more. 

Mr. Fiscupacu. You say in your statement here at page 5: ‘We 
are the defendants in htigation charging numerous persons, Govern- 
ment officials, with fraud.” 

That is a true statement, is it not? 

Mr. Divers. That is right. 

Mr. Fiscupacu. Well, being charged in litigation with allegations 
which you characterize as you did in your own statement, how could 
you, in fairness and in obeisance or observance as to what we regard 
as the constitutional process implicit in all of our laws, undertake to 
function in the manner in which you would be called upon to function? 

Mr. Divers. Well, I don’t know. I do not know whether the 

proper procedure would be to do the best you can and then have a 
review by a court, or what. 
_ Mr. Houtrretp. Would you not be in a position, Mr. Divers, of a 
judge who is personally interested in a case having to sit in judgment 
ri get of the case? Would you be in that position in a case 
ike that! 
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Mr. Divers. I think it would be somewhat similar. 

Mr. Houirietp. Would not a judge under those circumstances 
disqualify himself? 

Mr. Divers. If there was another judge to hear the case, I assume 
he probably would. 

Mr. Houir1evp. In this instance each and every member of the 
Board was implicated from a standpoint of personal claim against 
them, would it not be the part of ethics, looking at it from general 
acceptance of disqualification of a judge where personal interest is in- 
volved—would it not be ethical then for the Board to completely 
disqualify themselves from making that decision upon which their own 
personal interest was involved? 

Mr. Divers. The trouble is, if that is the case—I mean everytime 
that they alleged fraud or something of that kind against the Board, 
why, where would the supervision come from? I am trying to think 
it through and see what would follow. Who would supervise, then, 
and what would be the remedy? 

Mr. Fiscupacn. Well, now, Mr. Divers, there were certain allega- 
tions made with regard to Mr. Ammann’s activities during the tenure 
of his office as conservator of Long Beach Federal, were there not? 

Mr. Divers. Yes. 

Mr. Fiscupacnu. And in order No. 388, you made a directive that 
Mr. Ammann should file an accounting to the court? 

Mr. Divers. That is correct. 

Mr. Fiscusacnw. What did you have in mind when you directed 
that he file an accounting in a court? 

Mr. Divers. Full and complete accounting. 

Mr. Fiscnpacu. Did you intend for the court to pass upon the 
accounting? 

Mr. Divers. I think the court should determine the sufficiency of it. 

Mr. Fiscusacu. Do you think the court should determine the 
objections to the accounting? 

Mr. Divers. Well, if the court was going to—I don’t know. It 
would almost seem to follow. 

Mr. Fiscuspacn. You certainly did not intend that the judge 
should get Mr. Ammann’s accounting and just be informed that such a 
document had been made, did you? 

Mr. Divers. Well, we did not intend to give any jurisdiction to the 
court that it did not have under the statutes at the present time, but 
it was our intention that the conservator would give a complete 
accounting for what he had in his possession and for his acts during 
possession. : 

Mr. Fiscupacu. You did not’ intend that the Home Loan Bank 
Board would pass upon the sufficiency or validity of the accounting or 
the sufficiency or validity of the objections that were made to it, 
did you? 

Mr. Divers. I think that is the position, I think that is what the 
regulations provide for, isn’t it? 

Mr. Fiscupaca. Did you intend that the Home Loan Bank Board 
would pass on the sufficiency of Mr. Ammann’s accounting and the 
objections that might be made to it? 

Mr. Drivers. First, I think initially that was the intent; yes, sir. 

Mr. Fiscusacnu. Did you ever as a member of the Board suggest 
that there be a hearing on the objections that had been made to 
Mr. Ammann’s accounting? 
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Mr. Divers. I don’t believe so. 

Mr. Fiscupacu. Yet, you knew there had been objections to the 
accounting? 

Mr. Divers. I am not sure that the accounting has been completed 
yet. 
’ Mr. Fiscupacu. I suggest you confer with your colleagues and 
ascertain if it is not a fact that the second accounting of Mr. Ammann 
has at long last been completed after some 11 or 12 FBI men were 
assigned to it over a considerable period of time. Is that not a fact, 
Mr. MacGuineas? 

Mr. MacGutneas. | am sorry, I was not paying too much attention. 

Mr. Fiscupacu. Mr. Divers just stated he was not aware Mr. 
Ammann’s second accounting had been completed, and I suggested to 
him that he ascertain whether that was a fact. 


FURTHER TESTIMONY OF DONALD B. MacGUINEAS, ATTORNEY, 
CLAIMS DIVISION, DEPARTMENT OF JUSTICE 


Mr. MacGuineas. Should I state my name on the record? It is 
Donald B. MacGuineas, attorney for the Department of Justice. 
In the Los Angeles litigation it has been our position that the account- 
ing which Mr. Ammann as counsel rendered was a sufficient and proper 
accounting and that is still our position. 

As a gesture of comity with the court in part we did undertake to 
have FBI agents make a reexamination of the records of the Long 
Beach Association and make a restatement, a supplemental statement 
of certain aspects of Mr. Ammann’s accounting. That has now been 
filed by the court, but it has been made perfectly clear to the court 
throughout and to all opposing counsel that in our view as a matter 
of law Mr. Ammann’s accounting was sufficient. 

Mr. Divers. How long has the accounting been on file? 

Mr. MacGuineas. Something like 2 months, I would say. 

Mr. Fiscuspacu. Now, Mr. Divers, you are aware that a new 
accounting has been filed by Mr. Ammann? 


FURTHER TESTIMONY OF WILLIAM K. DIVERS, CHAIRMAN, HOME 
LOAN BANK BOARD 


Mr. Divers. That is right. 

Mr. Fiscuspacu. Has the Home Loan Bank Board examined the 
accounting? 

Mr. Divers. No, sir. 

Mr. Fiscuspacnu. What do you conceive the responsibility of the 
Home Loan Bank Board to be with respect to Mr. Ammann’s 
accounting? 

Mr. Divers. My recollection is that it would be examined by our 
staff to determine whether or not from their standpoint it was sufficient 
as an employee of our Board. I should think that our primary 
interest would be to see whether or not as an employee he had 
proper!y accounted to us for what he did as our employee. 

Mr. Fiscupacu. Do you not also concede it is the responsibility of 
yourself as Chairman of the Board and as a member of the Board to 
ascertain any claims that such an accounting might be subjected to on 
behalf of the shareholders of the association involved? 
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Mr. Divers. I should think if there were objections to the account- 
ing, that we would want to give people an opportunity to be heard 
with reference to it if they were affected by it. 

Mr. Houtrietp. Would they have any right for that hearing? 

Mr. Divers. I do not believe that there is any provision for a hear- 
ing in the regulations at the present time, sir. 

Mr. Houtrievp. It would be a matter for your decision as to whethier 
they should have a hearing or not on a matter which you had adminis- 
tratively determined? 

Mr. Divers. That is my recollection, Mr. Chairman. 

Mr. Fiscasacnu. In point of actual fact, if you look at regulation 
150.9, you will find that the Board asserts that it has authority to 
discharge a receiver on the receiver’s accounting and a similar provision 
is made with regard to a conservator in regulation 149.9. 

Mr. Divers. As a matter of fact, I guess we have done it in a half 
a dozen cases or so. 

Mr. Houtrietp. May I question Mr. Divers on that point? In 
the cases where you did discharge the receiver or conservator, were 
there any claims on the part of shareholders which were in controversy? 

Mr. Divers. I was not on the Board. I do not know, and Dr. 
Husband I think could probably give you that information, sir. 

Mr. HouiFie.p. We will question Dr. Husband later on. 

Mr. Fiscusacn. In point of fact, Mr. Divers, do you not think it 
would be appropriate for this subcommittee to recommend that appro- 
priate legislation be enacted which would govern the right of either a 
creditor or a shareholder or an association to challenge the accounting 
of either a conservator or a receiver? 

Mr. Divers. I think it would be perfectly in order to see that they 
had that right. I mean it might be after the Board had acted, to give 
them an opportunity to object then or to give them an opportunity to 
object before the Board took action, but I do believe that some place 
along the line they certainly should have the right to raise questions 
as to anything that affected them and should have a right of judicial 
review. That is the way I personally feel about it, some place along 
the line. 

Mr. Fiscupacu. Nothing like that is provided in your regulations 
at the present time, do you agree? 

Mr. Divers. Yes. I think that that is right so far as our regula- 
tions are concerned; yes. 

This is an unusual case and this happens infrequently, I mean, at 
the Board. We have not appointed a conservator in the 3% years that 
I have been there, and have not appointed a receiver, as a matter of 
fact, so that as we delve into this case and get further and further in, 
why we are met with questions that are novel to the members of this 
Board anyway. 

Mr. Fiscuspacn. Mr. Divers, the right of an interested party to 
present objections to a disinterested forum is implicit, is it not, im our 
concept of jurisprudence and constitutional process? 

Mr. Divers. I think that, subject to this qualification: That in 
order to keep the courts from being overburdened that there is a lot 
of law on the statute books that puts the original burden on the 
administrative agencies to make determinations as to facts and law 
which can then be reviewed by the courts. 
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Mr. Fiscupacu. When you made order No. 388 and directed that 
it be filed in the court and that Mr. Ammann file his accounting in 
court, I presume you intended thereby that Mr. Ammann should make 
a full and complete accounting, is that not so? 

Mr. Divers. That is correct. 

Mr. Fiscupacu. You also intended that the Long Beach As- 
sociation and its shareholders and its management should have 
the right to assert against that accounting any claim of any nature 
whatsoever which they, upon examination of the accounting or 
examination of the affairs of the association, felt it was their right to 
assert with regard to matters that transpired during Mr. Ammann’s 
tenure as conservator, did you not? 

Mr. Divers. Yes; I would call it taking exceptions or objections 
to the accounting that was made. 

Mr. Fiscupacu. You did not intend that Mr. Ammann should be 
insulated from responsibility for the waste of assets, assuming, of 
course, that there was such an incident? 

Mr. Divers. We were not trying to protect anybody who had done 
anything wrong. 

Mr. Frscupacu. Certainly not. 

Now I noticed in your statement this morning, Mr. Divers, that 
on page 4 you premised the making of order No. 2015 upon the 
presentation to the Board by the chief supervisor of the facts which 
in his judgment required corrective action. 

Mr. Divers. That is correct, sir. 

Mr. Fiscupacu. Who is the chief supervisor? 

Mr. Divers. John Wyman. 

Mr. Fiscupacu. Did Mr. Wyman give you a report in writing? 

Mr. Divers. No, sir; I do not think it was in writing. 

Mr. Fiscupacn. What did he give you? 

Mr. Divers. He gave us, as I recall, an oral report based upon the 
examination of the Long Beach Association, which had just recently 
been completed and transmitted to us. 

Mr. Fiscupacu. And that was a report that was made by a Mr. 
Turner under the supervision of Mr. Dolan at Los Angeles? 

Mr. Drivers. I do not recall the name of the examiner, Mr. Fisch- 
bach, but the report that I am referring to was made in the middle of 
1949, or the spring of 1949, along there, and it was completed and 
referred to us a couple of months later. 

Mr. Fiscupacu. Were you aware that just immediately prior to 
order NO, 2015, there had been a regular examination of Long Beach 
Federal? 

Mr. Drivers. That was what we based it on, in part. 

Mr. Fiscnspacnu. In part? 

Mr. Divers. In part, yes, sir. 

Mr. Fiscupacn. And in what other part did you base it? 

Mr. Divers. In part, we based it upon the recommendation of the 
general manager of the Insurance Corporation, because the premium 
had not been paid into the Insurance Corporation. 

Mr. Fiscupacu. Now, with respect to the then very recent exami- 
nation of the Long Beach Federal, were you aware that Mr. Dolan 
had advised members of the staff of this subcommittee, including 
myself, that the last examination of Long Beach Federal had shown 
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absolutely nothing discreditable with regard to the management of 
the affairs of that association since it had been turned back to the 
management under your order No. 388? 

Mr. Divers. That might have been Mr. Dolan’s opinion, but it is 
not his function to supervise. I mean, he is an examiner. He is a : 
fact finder, and the determination, the interpretation and the analysis 
of those facts is made by our supervisory department under Mr. 
Wyman. 

Mr. Fiscupacn. Didn’t you attach considerable significance to the 
action which you were taking in order No. 2015? 

Mr. Divers. Indeed we did. 

Mr. Fiscusacu. Did you not deem it sufficiently significant to 3 
require a written report by Mr. Wyman of the recommendations that * 
you say he made to you orally? 3 

Mr. Divers. We did not ask for a written report. Discussion of 
it went on for several days. : 

Mr. Fiscupacu. Did you record the substance of what Mr. Wyman 
stated to you via stenographic notes or otherwise? 

Mr. Divers. I don’t believe we did. I don’t think so. 

Mr. Fiscunacn. Can you tell us what Mr. Wyman told you? 

Mr. Divers. Yes; I think I ean. 

Mr. Fiscuspacn. Will you do so? 

Mr. Divers. At least the major points. 

Mr. Fiscupacn. Yes, do so, please. 

Mr. Divers. As I recall, the Insurance Corporation had gone to 
Mr. Wyman, our chief supervisor, a little earlier than this time, and 
had raised with him a question because he was responsible for super- 
vision of the Long Beach Federal for the Insurance Corporation, as 
you know, and the premium had not been paid, the premium for 
insurance had not been paid to the Insurance Corporation, although 
money had been tendered into the court, and about that time, as | 
understand it, or as Wyman told us, that examination came in with 
reference to the Long Beach Federal. 

And that examination, according to Wyman, disclosed a continua- 
tion of some practices that the chief supervisor had complained about 
before previous supervisory actions, and also raised the issue at that 
time because the Long Beach Federal was not filing monthly reports, 
had not filed an annual report, and had not filed with us a copy of the 
audit that had been made by their independent auditors as required 
by our regulations. 

Now it was based on those facts that the Insurance Corporation 
and the chief supervisor drew up a draft of order No. 2015 and sub- 
mitted that to the Board as the basis for discussion after having it 
reviewed by our legal division. 

Mr. Fiscuspacu. Did Mr. Siegel participate in those discussions? 

Mr. Divers. As I recall, he attended one of the discussions. 

Mr. Fiscnsacu. Did he make a statement to you in words or in 


substance that if you made an issue in order No. 2015, it would be a 
good way to get before the court the question of the right of the 


Board to maintain an administrative hearing? 

Mr. Divers. I don’t remember. My ree ollection i is at the beginning 
Siegel was opposed to the order. I don’t know whether he ever 
assume that he must have. 
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Somebody from the Department of Justice at least was consulted 
with reference to it, and approved it, before we adopted the order, 
but I do not remember what Siegel’s position was with reference to it. 
I do not remember him making that statement. 

Mr. Fiscusacu. Do you remember that statement bei ‘ing made by 
anybody, that it would be tactically a good thing? 

Mr. Divers. I believe somebody mentioned it; yes, sir. 

Mr. Fiscupacn. That it would be a good means whereby the 
questions of law could be raised? 

Mr. Divers. Well, there was some mention made of the first thing 
that you mentioned. 

Mr. Fiscupacu. It would be a good tactical move? 

Mr. Divers. Somebody in the room who was not responsible for 
the decision made some such comment as that. 

Mr. Fiscupacu. And was there an elaboration on that comment? 

Mr. Divers. Not that I recall. 

Mr. Fiscusacnu. Mr. Divers, certain grounds were specified in the 
order, and I presume that the order was a summary of the points 
that were made to you by Mr. Wyman? 

Mr. Divers. That is correct. 

Mr. Fiscupacu. So the first point was that Long Beach had failed 
to file monthly and annual reports as required by the rules and 
regulations? 

Mr. Divers. That is right. 

Mr. Fiscuspacu. In poimt of fact, weren’t monthly reports being 
furnished? 

Mr. Divers. Not to us. 

Mr. Fiscupacu. Were they furnished to the court? 

Mr. Divers. Not that I know of. I have never seen any. 

These were not reports. The monthly reports were not reports 
that were directed to us. They were reports that were supposed to 
be made by the management of the association to the directors of 
the association each month, and our regulations required that a copy 
of that report of the president to his board of directors be transmitted 
to us. 

Mr. Karsten. At that point, why weren't the reports submitted 
to you, do you know? 

Mr. Divers. Well, I would rather have the Long Beach Federal 
say why they did not submit them to us, sir. 

Mr. Houirrexp. Is it not true that the report form that you speak 
of, has at the bottom an affidavit certifying the correctness of the re- 
port, and that the directors have to sign, they certify to the best of 
their knowledge this report is true? May I read from this copy— 

I hereby certify that the above report was taken from the books and the records 
of the said association as of the date indicated and to the best of my knowledge is 
true and correct. 

Is it not true that they have to sign that? 

Mr. Divers. That is correct, sir. 

Mr. Houirretp. Now in view of the fact that an accounting had not 
been made that was acceptable to the court or to the management, 
and that they would have to base their final statement on that as a 
starting point, would it not be asking them to make a fraudulent state- 
ment to sign such a report? 
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Mr. Divers. Well, I did not take that view. I felt that if I were 
on the board of directors, that I would like to have the management 
submit to me what they considered to be the condition of the associa- 
tion, and if they had to qualify it based upon, subject to a determina- 
tion of how much money had been paid on this mortgage or this group 
of mortgages or something of that kind, why, I could understand that, 
but I do think in terms of how much cash they had in their accounts, 
how many bonds they had, what their liabilities and assets were, that 
I would expect a report from the officers if I were on the board of 
directors. 

Mr. Fiscupacu. Didn’t in fact the officers of the Long Beach Fed- 
eral furnish such a qualified statement? 

Mr. Divers. I have not seen it, sir. I did not know that it existed. 

Mr. Frscupacu. If it were called to your attention that such a state- 
ment had been furnished and it did exist, would you have voted for 
order No. 2015? 

Mr. Divers. Furnished to whom? I mean, had it been furnished 
to the board of directors? 

Mr. Fiscusacnu. It had been furnished to the board of directors, had 
also been furnished to the Home Loan Bank Board and to the exam- 
iners in Los Angeles. 

Mr. Divers. If we were receiving a monthly report that attempted 
to show us the condition of the association with reasonable qualifica- 
tions because of the peculiar circumstances in this case, I would not 
have voted for that as the basis for it anyway. I mean I would have 
accepted that type, 1 would have voted to accept that type of monthly 
report. 

Mr. Fiscusacu. In point of fact, hasn’t your attention been drawn 
to the fact that a receipt was given for precisely that which you say 
you would have accepted, and that a receipt was given by Mr. Turner 
in his own handwriting without any qualification or reservation? 

Mr. Divers. A monthly report? 

Mr. Fiscupacnu. Yes. 

Mr. Divers. No, sir, that has never been called to my attention. 
I mean, was it one monthly report? This had been going on for 18 
months or more at the time that we took this action. There were, 
I guess, 18 monthly reports that had not been filed with us. 

Mr. Fiscupacn. We have the evidence on that, Mr. Divers. 

Mr. Divers. All right, sir. 

Mr. Fiscupacn. Your third point in this order alleged that—— 

Mr. Divers. I would like to repeat that I did .st know it had 
been done, and they had not been called to our attention, and we 
were told that they had not-filed it. 

Mr. Fiscusacu. The third point in your order No. 2015 says that 
the Association failed to pay the premiums due and payable on June 
5, 1948, December 5, 1948, and June 4, 1949, in the total amount of 
$36,487.25 in violation of the statute, the rules and the regulations, 
and so forth. I am paraphrasing what follows after the figure. 

In point of fact, Mr. Divers, did you know that that precise amount 
had been deposited and was then on deposit in a Federal court in 
Los Angeles, pursuant to an order of the seamat 

Mr. Divers. I knew that money had been offered to the district 
court, Federal district court in Los Angeles, and it had been accepted 
by order of the court. 
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I do not recall whether that was the precise amount or not, or 
whether this thirty-six thousand-odd-dollars you mentioned was the 
precise amount that had been deposited. 

Mr. Fiscupacu. Would you deny that a citizen or officers of an 
entity chartered by the Federal Government acting for citizens, have 
the right to dispute liability for an amount asserted against it and 
pay the money into court? 

Mr. Divers. I know that there are provisions in most States for 
putting money into court, where it is in dispute. 

Mr. Fiscupacu. Now, there was a dispute here, was there not? 

Mr. Divers. But I do not know what the provision is with reference 
to an agency of the Federal Government. Of course, even any undis- 
puted portion was not turned over to us. 

Mr. Fiscupacn. In point of fact, do you not by premising your 
order No. 2015 in part upon these insurance premiums, which were 
paid into court, deny to the association involved and to the share- 
holders the right to dispute lability for that amount? 

Mr. Divers. I was thinking of the shareholders at the time I 
voted for that order. I had been advised that there might be some 
question as to whether or not these accounts would be insured, and I 
was concerned about it, and I wanted to try and take what action I 
could to protect those people, the shareholders. 

Mr. Hourrietp. Mr. Divers, there is a principle involved here of 
either denying or allowing the right to a citizen to put contested 
moneys into a court in the form of trust until a dispute over the 
amounts of those moneys is determined. 

Now, do you or do you not believe that a citizen has a right to 
deposit in court moneys which are claimed by another party, as a 
general principle? 

Mr. Divers. Well, as a general principle and without reference 
to this case where we are bound by certain laws and the interpretation 
placed on them by our counsel, the Department of Justice, I would say 
as an abstract principle, 1 think yes, that it is a good legal principle. 

Mr. Hourrietp. And the Department of Justice did advise you 
not to consider these premiums paid into court in lieu of payment? 

Mr. Divers. I will let them answer that. 

Mr. Hourrretp. I am asking you the question. Did they advise 
you that those premiums which were paid into’ court were not to be 
considered in lieu of payment, was not a sufficient arrangement until 
the final decision was made? 

Mr. Divers. They reviewed the order and told us that in their 
opinion it was legal, which is another way of saying yes to that 
question, sir. 

I think they did advise us that the payment of the premium into 
the court was not a payment to the msurance corporation for our 
purposes. 

Mr. Karsten. What does the statute say, Mr. Divers? Is there 
any language in the statute concerning that? 

Mr. Divers. The language in the statute provides for the premium 
to be paid to the Federal Savings and Loan Insurance Corporation. 
Chere is nothing in the statute that authorizes any payment into court. 

Mr. Fiscupacu. There is nothing in that statute? 

Mr. Divers. Nothing in that statute, no, sir. 
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Mr. Fiscupacn. There is something in other statutes, though, is 
there not, to your knowledge? 

Mr. Divers. That I could not tell you. I do not know. 

Mr. Fiscupacu. Well, there is no doubt, is there, but that on the 
day that you voted for order No. 2015, you had knowledge of the fact 
that the disputed premiums had been paid into court, pursuant to 
court order? 

Mr. Divers. That is correct. 

Mr. Fiscupacu. Now, you say that the moneys were not available 
to you. Had you not been informed that the court had advised that 
the undisputed portion of the insurance premiums could be paid over 
to the Insurance Corporation at any time? 

Mr. Divers. No; sir. 

Mr. Fiscusacnu. If such knowledge had been brought to your at- 
tention, would you have voted for order No. 2015? 

Mr. Divers. I do not know how much amount, I mean what the 
undisputed amount was and what the legal effect would be in accept- 
ing part of it. 

I would have had to consult with our counsel on that. I mean, 
if it was a minor amount, a dispute over a $1,000 item or something 
of that kind, why, our attitude might have been entirely different. 

Mr. Houirtevp. As a case of ordinary procedure, Mr. Divers, do you 
not concede that it would have been your duty to have ascertained 
if the moneys filed in the court were sufficient, according to your 
regular formula for filing, that that should have been your interest 
rather than denying the good faith of the people who were paying the 
premium, and using that as a technical reason for again seizing this 
institution? 

Mr. Divers. I think, in the first place, I would like to point out 
that this order was not publicized by us. I mean, it was sent out 
to the institution confidentially. This was not an order to seize the 
institution. It was an order to have a hearing, after which the Board 
might take certain administrative action including the appointment 
of a receiver. 

Now, with reference to vour specific question, we were told at that 
meeting that we could not tell what the proper amount was because 
we were not getting the monthly reports, and the annual report, on 
the basis of which the Insurance Corporation bills these institutions. 

Mr. Houirietp. But there was no attempt on your part to contact 
the directors of this organization and obtain from them any adjust- 
ment as to that amount, whether it should be larger or smaller, or 
whether it was satisfactory? 

Mr. Divers. As I understood, there was no way that we could 
tell; I mean, we had billed the corporation direct. 

Mr. Houir1eip. For a specific amount or according to a formula? 

Mr. Divers. For a specific amount, as I recall, based upon the 
amount that it was at the time the conservator left. 

Mr. Hussanp. We based it for a specific amount from the last 
examination when the conservator left. Then, on the basis of exam- 
ination submitted in July 1949 when the examiners were in there, 
and then after that for a while on the basis of the communication that 
Mr. Gregory sent to Mr. Divers, and then after that we left the amount 
blank. 
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If you would like at this point, I would like to give you the chrono- 
logical record of that premium. 

Mr. Karsten. I would like to know, because there has been this 
$36,000 figure mentioned. 

Mr. Fiscupacu. The exact amount involved in dollars and cents, 
we have had evidence that it was paid into court. 

Mr. Karsten. It was not paid into this organization, the Govern- 
ment organization. The statute makes no provision for that. In the 
absence of a statute, I do not think that would be binding on the 
Home Loan Bank Board. 

Mr. Fiscupacu. The fact is that anybody who disputes a liability 
may pay the money into court and let the conflicting claimants make 
their claim there. 

Mr. Karsren. That is true, yes. 

Mr. Fiscupacn. And the person who pays the money into court, 
pursuant to a court order, is relieved of the responsibility for that sum, 
for the precise amount. 

Mr. Karsten. That is not what controls this transaction. 

Mr. Fiscupacu. This transaction, and every other similar trans- 
action. 


FURTHER TESTIMONY OF DONALD B. MacGUINEAS, ATTORNEY, 
CLAIMS DIVISION, DEPARTMENT OF JUSTICE 


Mr. MacGutngas. I do not desire to interrupt your orderly presen- 
tation, but since this very issue has been a matter of advice given to 
Mr. Divers by the Department of Justice, I wonder if you would care 
to hear the statement of what the Department said and why it said it? 

Mr. Karsten. I think we should hear it. 

Mr. Houirrevp. Very well. 

Mr. MacGuineas. The Department has taken the position in this 
case, and so advised the Home Loan Bank Board, that the inter- 
pleader statutes do not permit one against whom the Government, or 
a Government agency, asserts a claim to interplead that agency in 
court and pay the money into court. 

Mr. Karsren. The statute controlling is your organic act. 

Mr. MacGutneas. It is our view, and we are confident that we are 
correct, that on the basis of judicial decisions, the interpleader 
statute is only applicable to controversies between private individuals, 
and not between a private citizen—— 

Mr. Karsten. Can you give us citations on that for the record? 

Mr. MacGuineas. I can write a letter on that point. 

Mr. Karsten. So that we will have that for the benefit of our 
subcommittee and our counsel. 

Mr. MacGurneas. If a citizen disputes the amount of his income 
tax, for instance, he cannot pay that money into court and interplead 
the Government. He has to pay the tax, and then litigate in the 
orderly way as to whether or not he has paid too much or too little. 

Mr. Lannam. You are dealing with a Government corporation 
here now, are you not? You are dealing with a Government corpora- 
tion set up for the purpose of being sued and suing. That is entirely 
different, in my opinion, from a governmental department. 

Mr. MacGuineas. At the time all of this controversy went on 
about the insurance premium, no effort had been made to bring the 
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Insurance Corporation in as a defendant into that case, even assuming 
that it could be done, as was a proper matter of law. So it was per- 
fectly clear to us that the Insurance Corporation was not a proper 
party to that suit, and therefore its rights could not be adjudicated 
in that court in that suit. 
aoe Fiscupacu. | wonder if we could hear from Mr. Chapman on 
that. 

Mr. Karsten. I think we should have the citations for the record 
on this interpleader statute. 

Mr. Houirietp. You will submit the citations? 

Mr. MacGurinzeas. I will submit those. 

Mr. Hourrieip. And we will place them in the record at this point. 

(The letter and citations follow:) 


DEPARTMENT OF JUSTICE, 
OFFICE OF THE Deputy ATTORNEY GENERAL, 
Washington, September 5, 1951. 
Hon. Cuet HOo.uiFrevp, 
House of Representatives, Washington, D. C. 

My Dear Mr. ConcressMaN: You will recall that at the hearing of the sub- 
committee of the House Committee on Expenditures in the Executive Department 
investigating the administration of the Home Loan Bank Act Congressman 
Karsten requested Mr. MacGuineas to submit a statement as to the position taken 
by the Department in the Mallonee v. Fahey litigation with respect to the inter- 
pleaders filed by the Long Beach association for the payment into the district court 
of the amounts of premiums due the Federal Savings and Loan Insurance Corpora- 
tion. 

On the question as to the applicability of the Federal interpleader statute to the 
Government the following authorities are pertinent: United States v. Dry Dock 
Savings Institute (149 F. 2d 917 (C. C. A. 2)), holds that under the Federal inter- 
pleader statute (20 U. S. C. 1335) the United States may not be interpleaded. 
Agricultural Ins. Co.v The Lido of Worcester, Inc. (63 F. Supp. 799 (D. C.-Mass.)) 
holds that a Federal district court has no jurisdiction of an interpleader action 
against the Commissioner of Internal Revenue. In United States v. Sentine/ 
Fire Ins. Co. (178 F. 2d 217 (C. C. A. 5)), an interpleader was maintained against 
the United States, but only because the United States claimed a tax lien on the 
fund involved, and Congress has given its consent to suits against the United 
States to adjudicate a lien asserted by the United States. Of course, the United 
States does not assert any lien on any fund in the district court in the Mallone: 
Fahey \itigation. 

Apparently no case has decided whether a Government corporation with power 
to sue or be sued is subject to the interpleader statute. 

Our basic position, however, that these so-called interpleaders do not confer 
any jurisdiction upon the district court rests upon the following ground: Thé 
purported interpleader of insurance premiums allegedly owing to the Federa 
Savings and Loan Insurance Corporation obviously possesses none of the ele 
ments essential for a case of interpleader. The alleged adverse claimants are the 
Insurance Corporation on the one hand and the association shareholders on the 
other, who, incidentally, sue in a derivative capacity, as the Supreme Cour! 
stated when the Mallonee v. Fahey case came before it (see 332 U. S. at 247 
The ease is thus an ordinary dispute between one corporation and another wit! 
respect to a simple claim of debt. So far as we have been able to ascertair 
never in the history of interpleader litigation has it ever been suggested, muc! 
less held, that a corporation can convert a simple dispute between itself and a 
second party into a case for interpleader by impleading its shareholders. Eve: 
on the unlikely assumption that such device could ever be supported as a means 
for obtaining jurisdiction over nonresident defendants, certainly it may not b 
done where, as here, one of the supposed adverse claimants, the shareholders, sv 
only in a ‘derivative’ capacity on behalf of the corporation itself. 

Yours sincerely, 


Peyton Forp, 
Deputy Attorney General 
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Mr. FiscupacuH. Have you pointed to any decisions interpreting 
the interpleader statute in the manner in which you have stated? 

Mr. MacGuingas. That is what I stated. That is my belief, 
and I expect to furnish them. 

Mr. Lanuam. To whom were these payments due? 

Mr. MacGuingEas. To the Federal Savings & Loan Corp., which 
is not a party to that lawsuit in California. 

Mr. Fiscupacu. May we hear from Mr. Chapman on that propo- 
sition right now? 

Mr. Houtrrietp. Will you please come forward at this time and 
identify yourself? 


FURTHER STATEMENT OF CHARLES K. CHAPMAN, ATTORNEY, 
LONG BEACH, CALIF. 


Mr. Cuapman. My name is Charles K. Chapman. I am the at- 
torney for the Long Beach Federal Savings and Loan Association, 
and have been so since the last week in May 1946, a few days after 
the first seizure. 

The question has been asked as to when the Federal Savings and 
Loan Insurance Corporation was first named as a defendant in these 
proceedings. I am speaking from memory, which I will check, but 
I believe it is accurate. They were first served in September of 1948, 
about a year before the adoption of order No. 2015. 

Mr. Fiscnpacn. Order No. 2015 is dated September 5, 1949, for 
the record, 

Mr. CuapMan. The first deposit of insurance premiums into court 
was made in either April or May of 1949. 

Mr. Karsten. That was rather novel, was it not? I would like 
to explore that. 

Mr. CuapMan. There is nothing novel about it. It is the statute 
of the United States that when a person has a dispute over the pav- 
ment of a certain sum, that they can make that deposit into the 
registry of the United States courts. Of course, they can also make 
it into a State court. 

Now, the reason for the payment into court instead of paymeat to 
the Insurance Corporation was—— 

Mr. Karsten. That is dependent upon the court’s decision. You 
place another deciding body in between the payment of that money, 
do you not? 

Mr. Cuapman. No. If you will let me continue just a moment on 
why it was so serious—in calculating the sum that we were to pay, 
a percentage is charged on the creditor liabilities of the association. 
Among the creditor liabilities was a $6,300,000 balance that Ammann, 
the conservator, borrowed, and not us, and that sum was claimed to 
be due to the San Francisco bank. 

In March of 1948 we had deposited over $14 million in the registry 
of that court in bonds and notes and trust deeds in order not to render 
our association liable to pay for money that we did not borrow. 
Had we paid the insurance company the premium on the rate that 
they calculated and the way they calculated it, we would have admitted 
liability for that debt to the San Francisco bank. 

Mr. Karsten. Why could you not have qualified that in your 
statement? 
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Mr. Cuapman. Unfortunately, those qualifications do not have the 
legal effect of preventing liability. If you make the payment under 
protest, that is not sufficient to protect your position. The protest 
may be disregarded. 

Mr. Karsten. By what authority do you say that? 

Mr. CuapMan. There are a number of Supreme Court decisions to 
that effect. I would like to quote, as Mr. MacGuineas does, one or 
two. The point I make is this: This money was available to this 
Insurance Corporation by application to the court for payment to 
the Corporation out of court. 

Mr. Karsten. The statute controlling in this instance does not say 
anything about the court at all. 

Mr. CuHapman. The statute controlling consists of all of the 
statutes of the United States, because the Federal Savings and Loan 
Insurance Corporation by the act by which it was created—— 

Mr. Karsten. Mr. Divers is required to abide by the organic 
statutes, to comply with them, setting up his organization. 

Mr. CuapmMan. The Insurance Corporation is required by the stat- 
ute which creates it, an act of Congress, to be liable to sue or be sued, 
to complain or defend in any court of law or equity, State or Federal. 
It is, therefore, submitted to every lability for suit of any private 
individual. 

Mr. Karsten. Subject to liability for suit. Why could you not 
have paid this money and sued them? 

Mr. CuapmMan. That is the exact point of the case. The money 
would go to the District of Columbia. They were denying liability 
in the action which had already been pending for 3 years in the Dis- 
trict Court of California at Los Angeles, the United States court 
there. 

Mr. Karsten. Could you not have sued them there? 

Mr. CuapmMan. We have already sued them there, or tried to. 

Mr. Karsten. You could have paid the money in and sued to 
recover, could you not, if you thought it was in error? 

Mr. CuapmMan. We paid it into court, rather than have it come to 
the District of Columbia. 

Mr. Karsten. You could have done it; could you not? 

Mr. Cuapman. If we had done so, in my opinion we would have 
admitted liability for $6,300,000 that we did not borrow. The court 
has so held. 

Mr. Karsten. I still believe that you could have qualified your 
statement. They apparently have tried to cooperate with you, from 
the testimony I have heard. 

Mr. Cuapman. The only cooperation we have had is an attempt to 
seize us. I repeat, the only cooperation we have had from the insur- 
ance company is an attempt to seize us again. I cannot see any 
reason why, if they have any merits, that they are ashamed, that they 
do not submit them to the United States courts, and let them be de- 
cided. For 5 years we have been trying to get that. Every time we 
come up to the evidence, to trial, they have either another appeal or 
delaying tactics. 

They gave our association back the last time rather than face the 
issues in court. Then they talked settlement for a year and a half, 
and nothing was done with the litigation. 
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The next tactic is an attempt to have the second seizure. And 
when we moved to enjoin that second seizure we charged them with 
an attempt to create another run and to destroy our institution, and 
they have never denied that intent yet. 

Mr. Karsten. You never proved it, either. 

Mr. CHapMAN. The district court found it. 

Mr. Karsten. You have not proved it to me. 

Mr. CHapMman. I have not run over all of the evidence that we had 
before the court. There are about 22 volumes of it there. 

Mr. Karsten. What were the amounts of the premium you were 
going to give us? 


TESTIMONY OF WILLIAM H. HUSBAND, GENERAL MANAGER, 
FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 


Mr. Hussanpb. That is a very interesting story, because it reveals 
the prudencies and the business elements, as well as the law. The 
premium which was first unpaid was due June 5, 1948, and in keeping 
with our usual custom we sent a bill 2 weeks in advance of that. We 
received no answer. The latter part of June 1948 we received a letter 
from Miss Ethel Roberts, assistant secretary of the Long Beach 
Federal Savings and Loan Association, saying that they had mislaid 
their copy and asking for a duplicate so they could pay the bill. We 
sent a duplicate in the latter part of June. 

Mr. Karsten. Was that an admission of Jiability? 

Mr. CHapMAN. Yes; it contained an item of $6,300,000. 

Mr. Karsten. They said to send the duplicate so that they could 
pay it? 

Mr. Cuapman. Ido not think so. 

Mr. Karsten. You do not think that was an admission? 

Mr. Cuapman. I do not think it was an admission of a bill. We had 
not seen it, and it would not be until we had seen it. 

Mr. Huspanp. Purely aside from that, we sent a duplicate, and 
another duplicate in July and received no answer. In August 1948, 
we sent a registered letter to Mr. Gregory, and have a signed receipt. 
It was a very courteous letter, I think Mr. Gregory would agree, in 
which we invited him to pay this premium. We received no answer 
to that letter, but we did receive a letter dated September 1, 1948, 
from Mr. Chapman, expressing the reasons for failing to pay that 
premium. 

Mr. Fiscusacu. Did he express the same reasons to you that he 
mentioned to the subcommittee? 

Mr. Huspanp. Yes. Keep in mind this starts on June 5, 1948. 
Those deposits were not made with the court until April 5, 1949. 

Mr. Karsten. I was under the impression that the money had 
been paid to the court, and evidently it had not. 

Mr. Huspanp. The order came the following October. September 
1949, 

Mr. Fiscupacn. September 9. 

_ Mr. Hussanp. So the deposit had been made when that order was 
issued. 

How did we find out the deposits were made to the court? Did 
the court notify us? No. 
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Mr. Lanuam. Were you a party to the suit at that time? 

Mr. Husspanp. We were made a party to the suit, as Mr. Chapman 
testified, on September 1, 1948. 

Mr. Lanna. Then it was your duty—you had notice that you 
were a party to the suit. 

Mr. Hussanp. But we have a duty under the law to collect that 
premium. 

Mr. Lannam. Not if it was paid into court. 

Mr. HussBanp. It was not paid into court until April 1949. 

Mr. Lanna. It was paid into court, though, at that time. 

Mr. Huspanp. I think if any Government agency engaged in such 
a delayed tactic they would be subject to your censure, properly. 

Mr. McKenna. I might add this comment which may be of some 
help to the subcommittee: That while pleadings naming the Insurance 
Corporation were served on the United States attorney, to my recol- 
lection, in September of 1948, no attempt was made to serve the 
agents in California until April of this year. This discussion about 
whether or not service on the supervisory agents of the Corporation 
is adequate service is a discussion as to whether or not the service 
this year was adequate. 

No attempt was made to serve them at any time prior, to my 
recollection, until April of 1951. 

Mr. Cuapman. Do you want an explanation of that? 

Mr. Karsten. I am just trying to get the facts straight in my 
mind. 

Mr. Houirievp. I would like to have an explanation. 

Mr. CuapMan. I relied on the statements made to me by Govern- 
ment counsel that they had no agents on whom service could be made. 

Mr. Lanna. Have they not raised that question? 

Mr. Cuapman. They certainly have, and are raising it before the 
court of appeals. I discovered during inspection proceedings, when 
authorized by court order to look into some of the documents, they 
had appointed agents right in Los Angeles. As soon as we had a 
chance to thoroughly verify that, we served those agents. And the 
same contention was repeated: There are no agents upon whom 
process can be served. 

Mr. Fiscusacn. As the matter now stands, does the Insurance 
Corporation maintain, or are they taking the position in the Federal! 
court of California that the Insurance Corporation is subject to suit 
or that it is not subject to suit? 

Mr. Cuapman. They have always maintained they were not subject 
to suit in any court, here, in California, or elsewhere, notwithstand- 
ing the act of Congress. They maintain that in an indirect way. 
They say the Home Loan Bank Board is an indispensable party, thie 
United States is an indispensable party. Without those parties, we 
cannot be sued. And without the consent of the United States, 
without the consent of the Home Loan Bank Board, we cannot be 
sued. 

Mr. Fiscuspacn. Do you want to comment on that? 

Mr. MacGuineas. I want to contradict it. The Department of 
Justice has never said that the Insurance Corporation is not subject 
to suit in the proper court. It is true that where, in this case, if Mr. 
Chapman alleges a conspiracy, fraudulent conspiracy, naming among 
the conspirators the members of the Home Loan Bank Board, the 
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question of indispensable parties does arise, but that is by no means 
the same issue as saying, as he has said, that we have ever said the 
position was that the Insurance Corporation is not subject in any 
court. We have never taken any such position. 

Mr. LANHAM. You are not taking the position, in other words, that 
if a person whose account was insured wanted to sue the Corporation 
that they could not do it? 

Mr. MacGurneas. We have never taken such a position. Cer- 
tainly not in the Department of Justice and, to the best of my knowl- 
edge, neither the Home Loan Bank Board nor the insurance company 
has ever taken any such position. 

Mr. LanHam. What was this allegation of conspiracy? 

Mr. MacGuinwas. Of fraudulent conspiracy, in which the members 
of the Home Loan Bank Board, among others, were charged to be the 
conspirators. 

Mr. CuapMan. Among the actions by the shareholders is one for 
declaratory relief, to ascertain what rights, if any, they have under this 
insurance policy. 

Mr. Fiscnpacnu. I did not hear that. 

Mr. CoapmMan. Among the actions pending by the shareholders is 
a class action by their committee to determine and have declaratory 
relief as to what rights, if any, they have on the insurance of their 
accounts. 

Mr. Fiscurnacu. Do you dispute that statement? 

Mr. MacGuineas. May | have the reporter read it to me? 

Mr. Hourrretp. Read the record. 

(Statement read by reporter.) 

Mr. MacGuineas. Well, that is an action by the shareholders 
against the Long Beach corporation. The shareholders are suing 
their own corporation in form. 

In my opinion, if your subcommittee wants it, it is a pure collusive 
action in an endeavor to give that court jurisdiction that it does not 
have. 

Mr. CuapMan. The defendants in that action are the Insurance 
Corporation, among others. The records are there before you, the 
22 volumes, that will bear that out. 

Mr. MacGurnwas. I repeat that certainly until at least April of 
this year there has been no proper service to bring the Insurance 
Corporation into that case. At the time that all of this controversy 
was going on about the payment of the insurance premiums—— 

Mr. Karsten. Where does that service occur? 

Mr. CuapmMan. I do not know whether we have had an answer—— 

Mr. MacGurineas. Your question was, When did that service 
occur? 

Mr. Karsten. Yes. 

Mr. MacGuineas. It was made on Mr. Noon sometime in April, 
approximately April of this vear. 

Mr. Fiscupacu. Do you contend that was good or bad service? 

Mr. MacGuineas. We have raised that question before the district 
court out there, because Mr. Noon has never been designated an agent 
of the Corporation for the service of process. 

Mr. Lanuam. Who has been designated? 

Mr. MacGutneas. No one in California. 
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Mr. Lanuam. Why not? Why have you waited this long? Why 
have you not provided or advised the Corporation to provide some 
person upon whom service can be made? Do you not think that is a 
duty to the public? 

Mr. MacGutneas. So far as service in suits by shareholders, for 
instance, who have claims 

Mr. Lanuam. I am not talking about shareholders. 1 am talking 
about any person who wants to file a suit in the State of California 
against this Corporation. They could not do it according to your 
theory because of the failure of the Corporation to do its duty and 
appoint somebody to accept service. 

Mr. MacGurineas. I do not concede that the Insurance Corpora- 
tion has any obligation to provide a forum in that court in California 
to try this case, if that is your statement. 

Mr. Lanuam. I asked you something entirely different. I asked 
you why they had not appointed somebody out there to accept service 
for any citizen of California who wanted to sue, like the FDIC has 
done. 

Mr. MacGuineas. To the best of my belief, there has been no oc- 
casion. Nobody has ever tried to sue the Corporation. 

Mr. Lanuam. It should be done before anybody tries. 

Mr. MacGutneas. Nobody had a claim against the Corporation to 
my knowledge. 

Mr. Lanuam. That does not make any difference. Somebody 
ought to have been appointed as soon as the Corporation was organ- 
ized, to comply with the law, that they could sue and be sued. 

Mr. MacGurineas. That is not a question as to which the Depart- 
ment of Justice has given advice. 

Mr. Lanuam. You have not advised on that? 

Mr. MacGutneas. We are not called upon to give them general 
advice as to how to run their agency. We are concerned with defend- 
ing this lawsuit. 

Mr. Hourrtextp. As I understand it, then, the position that the De- 
partment of Justice has taken in this matter is that no suit was filed 
naming the Insurance Corporation until April of this year. 

Mr. MacGurneas. No; what I said was that there was no proper 
service on any person that could bring the Corporation into court until 
April 1 of this year, at which time Mr. Noon was served. That now 
raises the question which we have submitted to that court for decision 
as to whether that is a proper service to bring in the Corporation or not. 

Mr. Fiscupacu. You do not concede it was proper service? 

Mr. MacGuineas. We do not concede it. It presents a legal issue 
which it is proper for that court to decide. 

Mr. Hourrretp. Notwithstanding the fact that Mr. Noon was the 
vice president of the bank in charge of the Los Angeles branch in which 
this act occurred and this was an attempt on the part of shareholders 
to establish their rights, you maintain that this man Noon was not the 
proper person for them to sue. And you also say that there has been 
no proper person designated for them to sue? 

Mr. MacGurneas. The thing that the committee—— 

Mr. Houirtevp. Is that, or is that not, a correct statement of the 
situation? 

Mr. MacGuineas. The correct statement of the situation is this: 
Until April of this year there had been no service or attempted service 
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on Mr. Noon. So, clearly in our view there was not even color of 
process to bring in the Corporation; that is, to bring the Corporation 
into the case. As of April of this year, there was an attempted service 
of Mr. Noon as agent of the Corporation. 

We have filed on behalf of the Corporation an answer which alleges 
that Mr. Noon has not been designated as agent for service of process 
in the Corporation in California. That is a correct statement of fact. 

Mr. Lanuam. When you filed that you should have indicated who 
was the proper official to be served. Have vou done that? 

Mr. MacGurneas. I do not conceive that we are called upon to 
do that. 

Mr. Lanuam. You do not think so? 

Mr. MacGuineas. I do not think so. 

Mr. Lanuam. Most of the statutes require that. Certainly, if vou 
plead to the jurisdiction you have not only to deny jurisdiction, but 
you have to say what court does have jurisdiction, as I recall the laws. 

Mr. MacGuingas. I am not aware of any rule of Federal law that 
requires that. 

Mr. Lanuam. All of the State laws do. 

Mr. Fiscupacn. Is this not an exact statement that was filed in 
behalf of the Insurance Corporation as first defense, and I quote from 
page 6978 of the record: 

The principal office of this defendant is in the District of Columbia, it maintains 
no office in the State of California, and there is no officer or agent in California 
upon whom service of process has been or ean be made. 


Then it goes on to say: 

The only purported service of prooess on this defendent has been in the District 
of Columbia. 

So, you clearly contend that the Insurance Corporation, not having 
an office in California and not having an officer in California, there is 
no officer or agent in California upon whom service of process can be 
made. 

Mr. MacGuineas. In other words, we are taking the same position 
here that if the statute has made the Insurance Corporation subject 
to suit it is, therefore, in that respect put in the same position as a 
private corporation. Let us say, General Motors Corp. 

Mr. Fiscunacu. That is not the position of the Government with 
respect to the Federal Deposit Insurance Corporation; is it? 

Mr. MacGurineas. I cannot say ves to that, because I have never 
had to consider that issue. So, the question would be under what 
circumstances would General Motors Corp. be amenable to the 
process of the United States District Court in the Southern District 
of California. And we, in our answer, have raised those questions and 
present that to the court for decision just as any private corporation 
would do in the case. We think we are perfectly proper to do so. In 
fact, we deem it our duty to do that. 

Mr. Houtrreip. At this point I would like to have the basic act 
setting up the Insurance Corporation, that portion of it which refers 
to sue and be sued, be read for the record. 

Mr. Fiscnpacu. Section 402 (a) of the National Housing Act, as 
amended, says: 

There is hereby created a Federal Savings and Loan Insurance Corporation— 
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and subdivision (c) says: 


Upon the date of enactment of this Act the Corporation shall become a bod 
corporate, and shall be an instrumentality of the United States, and as such shai] 
have power— 


and then it drops down, one, two, three, four— 


to sue and be sued, complain and defend, in any court of law or equity, State or 
Federal. 

Mr. Hourrrevp. In view of that statement, I would like at this time 
to ask Mr. Divers: Have you taken any step to make the protection 
available which that particular portion of the basic act of the In- 
surance Corporation provides? Have you taken any administrative 
step, you or your Board, to implement that right which is extended to 
the citizens of the United States? 


FURTHER TESTIMONY OF WILLIAM K. DIVERS, CHAIRMAN, 
HOME LOAN BANK BOARD 


Mr. Divers. No, sir. 

Mr. Houirieitp. And you have been administrator for how long? 

Mr. Divers. Three and one-half years, been a member of the 
Board. 

Mr. Hourrietp. And how long have you been Chairman? 

Mr. Divers. Three and one-half years. 

Mr. Houirrevp. Has this portion of the Insurance Act ever been 
called to your attention? 

Mr. Divers. No; there has never been any need arisen that I know 
of. 

Mr. Houirietp. Do you not take an oath when you take office as 
Chairman of the Board to uphold the laws that are passed by Congress 
for the protection of the people in regard to the functions of your 
office? 

Mr. Divers. I take an oath of office, the same oath of office as is 
taken by other officers of the Government. 

Mr. Houtrie.p. That is right. And do you not believe that it is 
part of your administrative duty to form an organizational structure 
which will allow a citizen of the United States to avail himself of the 
protection that Congress intended the citizen to have under the basic 
act? My question is, Is it not part of your duty to extend to the 
citizens that protection which Congress expects them to have? 

Mr. Divers. We have tried to do it, sir. 

Mr. Ho.irretp. And you have made no recommendations to 
Congress in regard to these matters, and you have not done the thing 
which is within your power to do, which is to set up agents throughout 
the country to make that portion of the act available to the people, 
such as FDIC has done. For instance, they have carried through 
with their organizational structure and appointed agents with the 
responsibility of suing and being sued and giving the people of the 
United States who deposit their moneys in the banks of the United 
States the right to go to court and protect their equities. And you 
have failed to do that; have you not? 

Mr. Divers. No need has been shown, or demonstrated to the 
Board, and to the best of my recollection has not been raised by any 
person in the United States who has had any claim. 
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Mr. Houtrtevp. Is that the way you discharge your responsibilities 
under the act, to wait until a person is injured to form a procedure 
whereby he can obtain relief? 

Mr. Divers. No, sir, but that is not our responsibility under the 
act. I think that you will find that we have done a lot of things that 
have benefited the citizens of this country during the last 345 years. 

Mr. Houtrievp. | believe you have. I believe in many cases 
you have been a fine administrator, and I want the record to show 
that I believe that, but I believe in this particular instance you have 
failed to carry out your duty as Chairman of the Board of the Home 
Loan Bank. I think the record will sustain that. 

Mr. Karsten. You can bring an action in the District of Columbia. 
A citizen could do that; could he not? 

Mr. Divers. I do not know. That was my understanding. | 
would like to ask the legal department, the Department of Justice. 

Mr. MacGutrngas. I think we have no doubt that a proper action 
could be brought in the courts in the District of Columbia. 

Mr. Karsten. They would not be without a remedy. Assuming 
that you followed the Chairman’s suggestion vou would have to 
appoint 48 persons as your agents in 48 States, perhaps, to receive 
process; would you not? 

Mr. Divers. That is one way of doing it. Another way to do it 
would be to accept process in suits as the occasion arose. 

Mr. Fiscuspacn. The United States attorney could be designated 
very easily. 

Mr. Karsten. The question of this service is now pending in the 
court; is it not? 

Mr. Drivers. That is right. 

Mr. Karsten. That has not been adjudicated? 

Mr. Divers. That is right. 

Mr. Karsten. If the court holds that your agent might have 
process out there you will be bound by that decision? 

Mr. Divers. Yes, sir. 

Mr. Lanuam. You knew in April that somebody did want to sue the 
corporation. Have you named a person to accept service since that 
time, since April? 

Mr. Divers. No, Judge; we have not. I might say that this is the 
only case in which the question has arisen. 

Mr. Houirie.p. I wish to point out for the record that section 402 
(a) subsection 4, says: 

To sue and be sued, complain and defend, in any court of law or equity, State 
or Federal— 
and I submit for the record that suit in the District Court of Columbia 
does not comply with the law, that it is inadequate, and that the per- 
sons of small means and small deposits and small claims who are the 
beneficiaries of the Federal savings and loan system throughout the 
United States are denied due process by the limitation which is im- 
posed upon them to come to the District of Columbia and hire a 
lawyer and fight a case in the courts of the District of Columbia, 
when their savings have been deposited in their own judicial areas, and 
the claim has been made as to equities in their own districts. They 
should be allowed to have that protection, which the basic act here 
npg for them to have, without coming to the District of Columbia 
0 sue, 
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Mr. Lanuam. It seems to me that the duty is upon the counsel of 
the Insurance Corporation to advise the corporation to name these 
agents. I do not know who that is. That, probably, is not Mr, 
Divers’ duty, but it is the duty of counsel for the Insurance Corpora- 
tion to do it. Who is that counsel? 

Mr. Divers. Mr. MacGuineas, representing our legal staff, serves 
for the Insurance Corporation as well as the Home Loan Bank Board, 
sir. 

Mr. CuapMan. Could I point out something that I think you should 
have. The shareholders brought their action for declaratory relief 
against the Corporation in September of 1948, and pursuant to an 
order of the District Court of Los Angeles service was made on the 
Insurance Corporation here in the District of Columbia. And since 
that time the shareholders for their interests and the association, 
represented by me, have had the continuous opposition and objection 
that the Corporation cannot be sued in California, that the Corpo- 
ration cannot be sued unless the United States consents to suit, and 
that the Home Loan Bank Board are indispensable parties and the 
Corporation cannot be sued unless the Home Loan Bank Board con- 
sents to their suit. 

Mr. MacGuineas was asked whether the shareholders had brought 
that kind of an action. I have not heard his response, whether he 
knows that or not. I do not know whether the subcommittee wants it. 

Mr. Fiscusacu. I think it appears sufficiently that such a suit was 
as Mr. Chapman mentions and I do not see that Mr. MacGuineas’ 
position on the matter makes any difference unless he wants to con- 
tradict Mr. Chapman’s assertion. 

Mr. Lanuam. I think he has explained that, that there was a 
conspiracy charged and, therefore, that the Board is a necessary party. 

Mr. MacGuineas. There is still another explanation that I think, 
perhaps, has not been put across to the subcommittee. And that is as 
to this so-called interpleader action with respect. to the insurance 
premium, between the shareholders of the Long Beach Association 
and the Long Beach Association itself, and the Federal Savings and 
Loan Insurance Corporation. In other words, the shareholders are 
suing their own Corporation, and that is why I say this is purely a 
fictitious, collusive interpleader that was, certainly, not the type of 
thing intended to be covered by the Federal interpleader statutes. 
Anyway, quite irrespective of the question whether you may plead 
such a Federal agency under the circumstances of this case. 

Mr. Fiscupacu. Let us see if we can agree upon these propositions 
for the edification of the subcommittee, as well as myself. 

There is no doubt but what Congress, in creating the Federal 
Savings and Loan Insurance Corporation, intended that it should be 
sued in any State or Federal court in the United States. Is that not 
true? 

Mr. MacGuineas. I am not sure about that. If the Insurance 
Corporation does not do any business in any State at all, I do not con- 
ceive that that section of the law confers any jurisdiction on a court 
in that State to sue the Insurance Corporation. 

Mr. Fiscunacn. That is not what I said. I am not talking about 
conferring jurisdiction on any court. I am just talking about what 
the congressional intent was in saying that the Insurance Corporation 
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should be able to sue or be sued, complain and defend in any court, 
State or Federal. Can we agree on that? 

Mr. MacGurineas. I would say that the congressional intent, if I 
can read that statute, is that it wishes to put the Insurance Corpora- 
tion in the same position as a private business corporation would be 
with respect to where it may be sued. And by matters of private 
corporation law, that depends upon whether the Corporation is doing 
business within a particular jurisdiction. And I think that test 
would, also, be applicable with respect to the Insurance Corporation. 

Mr. Fiscupacu. At least, you present the position that under the 
statute creating the Insurance Corporation there might be some 
question as to what Congress intended? 

Mr. MacGuineas. I have expressed my views as to the way I 
interpret that act. 

Mr. Fiscupacn. In point of fact, was not a similar contention 
made with respect to RFC and disallowed by the courts? 

Mr. MacGutneas. Not to my knowledge. 

Mr. Fiscuspacn. Mr. Chapman, you alluded very briefly to a 
decision before in a case in which the RFC took the position that it 
could not be sued. 

Mr. CoapMan. That is correct. Those were briefed in my brief 
to the Court of Appeals. 

Mr. MacGuineas. You mean the Lenahan case? 

Mr. Cuapman. Mr. MacGuineas’ name is on the reply brief 
discussing those facts. I can give vou the exact citation. 

Mr. MacGuineas. I know those cases. They do not present this 
issue. In other words, there have been decisions by the Supreme 
Court as to whether the Congress had waived the Government 
immunity with respect to suit, with respect to the RFC and certain 
of its subsidiary corporations, and the Supreme Court held, at least 
in certain respects, that Congress had waived that immunity, but 
that is not the issue at all here, as to whether the Government cor- 
poration is doing business within a particular jurisdiction and is so 
subject to the jurisdiction of that particular court. And to my 
knowledge that issue has never been presented with respect to the 
RFC. 

Mr. Fiscupacn. It also appears, I believe we can agree, that the 
Insurance Corporation cites the fact that not having appointed any 
officer or agent in California process cannot be served upon them in 
California. 

Mr. MacGuineas. That is an issue which is now, as I have said, 
pending before the district court in Los Angeles for decision. 

Mr. Fiscupacn. That is the contention that the Insurance Cor- 
poration made in its answer. 

Mr. MacGuineas. That issue was raised by the answer. 

Mr. Fiscnpacu. I would take it, too, from Mr. Divers’ testimony 
that not having appointed an officer or agent anywhere in the United 
States, that the act of failing to appoint an agent renders the Cor- 
poration beyond the reach of the process of court, that the Corpora- 
tion cannot be sued anywhere in the United States? 

Mr. MacGurneas. I am not going to give hypothetical opinions 
on hypothetical cases that have not yet been brought. I can express 
a point of view with respect to a lawsuit that is in being where par- 
ticular issues are raised. 
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You will have to excuse me going beyond that. 

Mr. Fiscupacu. It is unquestionably the position of the Depart- 
ment of Justice that because the Insurance Corporation did not 
appoint a person upon whom process can be served the Corporation 
is not subject to suit in any court in California, State or Federal? 

Mr. MacGurneas. Our position is that the Insurance Corporation 
is not subject to the jurisdiction of that court in that case. That has 
nothing to do with- what the situation would be if some shareholder in 
Montana wants to bring a suit for the collection of his insured deposits. 
It might be an entirely different case and present an entirely different 
issue and different questions of jurisdiction. I am only expressing 
judgment on this case. 

Mr. Fiscuspacu. Would you tell this subcommittee what was in- 
tended by the language contained in the first defense on page 6978 
of the record which I show you? 

Mr. MacGurneas. It is merely a recitation of facts which are 
correct, to the best of my knowledge. 

Mr. Fiscupacu. Was it intended by the recitation of those facts 
to assert that the Corporation was not subject to suit in California? 
I think we might as well read that into the record. 

Mr. Karsten. That is the general argument that we have where a 
corporation is sued, is it not? 

Mr. Fiscusacu. The point is this, this is the argument. 

Mr. Karsten. That is the general legal argument that would be 
advanced by an attorney defending a private corporation. That is 
my opinion. 

Mr. Fiscupacn. The point is that it was made in connection with 
this suit in connection with an insurance corporation. 

Mr. Karsten. I see no objection. 

Mr. Hourrrevp. Read it into the record. 

Mr. Fiscuspacu (reading): 

The principal office of this defendant is in the District of Columbia, it main- 
tains no office in the State of California, and there is no officer or agent in Cali- 
fornia upon whom service of process has been or can be made. The only purported 
service of process on this defendant has been in the District of Columbia. 

Could you answer that? 

Mr. MacGutneas. That is purely a recitation of facts, and to the 
best of my knowledge and belief it is a truthful recitation of facts. 
From those facts certain legal arguments may be drawn as to whether 
or not that court in Los Angeles has jurisdiction over the insurance 
corporation in this case, but that merely states the facts. 

Mr. Lanuam. As a rule, is it not true that, where an agency or 
corporation fails to appoint a person upon whom suit may be made 
that the court that otherwise would have jurisdiction can appoint and 
name some person upon whom service may be perfected? 

Mr. MacGuineas. | think that may often be true under State 
corporation statutes; in other words, the State will only permit a 
corporation to be organized, or will only permit a foreign corporation 
to come into the State on that condition, and if that condition is 
imposed by law it is imposed. 

Mr. Lanuam. Was that not what the court attempted to do in 
California? Did not the court name the district attorney as the 
person upon whom suit should be made in this case? 
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Mr. MacGurngEas. If that is what he thought he was doing, perhaps 
it was. I do not know what he thought he was doing. 

Mr. Lanuam. That is what he did, did he not? 

Mr. MacGurinegas. Yes; but why he did it or what effect he thought 
he was giving to it, I cannot say, but the fact is that the provisions 
of law to which you refer do not apply, and there is to my knowledge 
no Federal provision of law comparable to it. 

Mr. Karsten. The court could hold in this present proceeding that 
you have been adequately served in the Home Loan Corporation? 

Mr. MacGurneas. He may hold that. 

Mr. Karsten. You certainly would abide by the decision? 

Mr. MacGuineas. Subject to our right of appeal, that is, appellate 
review, such as we may have, of course. 

Mr. Fiscupacn. [ wonder, Mr. Divers, if having had this matter 
brought to your attention you deem it appropriate to recommend to 
this committee the enactment of legislation that wherever a corpo- 
ration is created under an act of Congress with the proviso that it sue 
or be sued, complain or defend in any court, State or Federal, the 
United States attorney should be the agent upon whom service of 
process in such an action may be made in the absence of a specific 
designation by the agency involved? 


FURTHER TESTIMONY OF WILLIAM K. DIVERS, CHAIRMAN, 
HOME LOAN BANK BOARD 


Mr. Divers. It would simplify our problems if we were going to 
have agents, because we only have 70 employees altogether in the 
United States. 

Mr. Fiscunacu. In point of fact, you would have no problem in 
going back to the Home Loan Bank Board this afternoon and sitting 
down with your colleague, Mr. Adams, and promulgating an order 
and giving it an appropriate number. 

Mr. Karsten. That should not be done during the pendency of 
this action, not this afternoon, not until the present action is over with. 

Mr. Frscnnacn. I am not suggesting that he should. 

Mr. Karsten. You indicated this afternoon. 

Mr. Fiscnpacu. I am not suggesting that he should. Mr. Divers 
indicated that there might be some problem. I wanted to illustrate 
the fact that there would not be any problem and I wanted to get his 
agreement. 

Would you have any difficulty about going back—mind you, I am 
not suggesting that you do this—to your office this afternoon and 
promulgating an order which in substance or in words would provide 
that the supervisory répresentative of the Insurance Corporation in 
every district throughout the United States shall be authorized to 
accept service of process in any action in any court embraced in the 
geographical sphere of the given district. That would not present 
any problem to you, would it? You would not have to hire one single 
isolated individual? 

Mr. Divers. No; I do not think it would be convenient for these 
shareholders that you are concerned about. Probably one in Montana 
would have to serve somebody in San Francisco or in Portland. 

Mr. Fiscupacn. You could facilitate that by your order, by saying 
that service could be made by registered mail. 
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Mr. Divers. Well, there are ways that it could be done. 

Mr. Fiscusacu. It could be done without straining your budget. 

Mr. Houirretp. The same citizen in Montana now has to come to 
the District of Columbia, does he not? 

Mr. Divers. Not from my understanding of what Mr. MacGuineas 
testified. 

Mr. Karsten. This argument you make is applicable only to this 
one case. 

Mr. Divers. That is what I understand. That is what Mr. 
MacGuineas’ position is. 

Mr. Fiscupacu. Could a man in Butte, Mont., bring a suit, assum- 
ing that the savings and loan association in which he had his money 
closed its doors—could he bring a suit? 

Mr. Divers. I do not know. I do not know the position of our 
counsel, but from what Mr. MacGuineas stated they took the position 
that vou might very well answer the suit there in Montana. 

Mr. Houtrrevp. If you decided that you would be sued there, but 
the individual himself would have no right for judicial review inp 
Montana, it would depend completely upon your acquiescence. 

Mr. Divers. | am not sure after that statute was read, sir. Maybe 
he does have that right. 


FURTHER TESTIMONY OF WILLIAM F. McKENNA, ASSISTANT 
GENERAL COUNSEL, HOME LOAN BANK BOARD 


Mr. McKenna. I might point one thing out, that may be of some 
use to the subcommittee. When there is a liquidation of an insured 
institution or it is necessary to pay off the insured shareholders, at 


the same time it is necessary to send some representative of the 
Insurance Corporation to the office of the insured association, that is, 
the former office. He then studies the claims with his staff, receives 
the claims and processes, at least, in a preliminary fashion on them. 
Whether he in turn would be subject to suit in that area is another 
question. Of course, I would say that the arguments are quite strong 
that he would be, particularly if he is an officer of the corporation. 

Mr. Hourrievp. Particularly, if the Board would acquiesce to his 
being the man to receive service. 

Mr. McKenna. I do not like to talk-about the facts of past cases 
that I do not have clearly in mind. My recollection in those instances 
is that it was an officer of the corporation who was there on official 
business. It seems to me as though it almost has to be. 

Mr. Fiscusacnu. You do not contend that if an officer of a corpora- 
tion goes to another State the corporation is subject to suit just by 
presence of the officer in that State? 

Mr. McKewna. If I were the lawyer for somebody suing that cor- 
poration and he was there doing business, I would contend that I had 
service on the corporation. 

Mr. Fiscusacu. So the board even of the shareholders in Cincin- 
nati would have to demonstrate that an officer of the corporation 
was there and that the officer was doing some substantial business 
for the Insurance Corporation and that the corporation was subject 
to suit. 

Mr. McKenna. I think his burden would be to file his claim in 
whatever court he wanted to try it and serve on the representative of 
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the corporation there, and then let the corporation come in and say 
that service is not adequate. 

Mr. Fiscupacnu. Do you think that is compatible with the intent 
of Congress? 

Mr. McKenna. That seems to be the way we handle lawsuits in 
the United States. 

Mr. Fiscusacu. That seems to be the way this situation exists. 

Mr. Karsten. That seems to be the way an average attorney would 
defend his client. Certainly, it is a question of jurisdiction. If he 
did not question it, he would lose the right to do it. 

Mr. Fiscunacn. That is perfectly right; he would lose the right 
to do it. 

Mr. Karsten. Here you are dealing in legal technicalities. Both 
sides seem to take every advantage. 

Mr. McKenna. When we have a $30,000,000 corporation suing 
the United States for $60,000,000, we just cannot throw away argu- 
ments. We cannot treat that corporation the same as a widow prose- 
cuting a $250 claim in some small town. 

Mr. Fiscuspacu. You would not suggest that the size of the claim 
has anything to do with the jurisdiction? 

Mr. McKenna. I would say the type of suit has something to 
do with the attitude of the corporation that has to defend itself. 

Mr. Lanuam. However, as a general question of naming someone to 
receive service in each district or in each State, at least do you not 
think that, like the FDIC, this corporation should do that, as a matter 
of convenience for the public? 

Mr. McKenna. I could see the practical benefits of such a system. 
On the other hand, we have 48 States, and 70 employees. We are 
a much smaller outfit than the FDIC. We have the general intention 
to do our duty and not to make it difficult for people, and it might 
be that it would be premature for us to set up an organization now 
in 48 States which we have never needed in the past and will not in 
the foreseeable future. 

Mr. Lanuam. You could have 12 districts at least, and somebody 
should be designated upon whom service could be made. As a matter 
of common justice, it seems that ought to be done here, irrespective 
of this suit. 

Mr. McKenna. I agree with that—— 

Mr. Houtrtexp. It has just been called to my attention that there 
is at least one Federal court in every State in the United States, 
and in some States there are several; and there is, at least, one United 
States attorney in those Federal court districts. It seems that, since 
you depend upon the Department of Justice to fight your cases 
anyway, it would be very easy for you to designate the United States 
attorney in each one of those districts as being the agent to sue—or 
rather to receive service, as long as you are using them to fight your 
cases, and that would not involve any additional hiring of employees; 
would it? 

Mr. McKenna. I imagine we would have to compensate the De- 
partment of Justice for it. Of course, they do not normally handle 
Insurance Corporation cases. 

Mr. Houirietp. Are you compensating the Department of Justice 
for handling this case? 
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Mr. McKenna. The Insurance Corporation is bearing part of the 
cost of the litigation. Of course, when it is the Bank Board, the 
Department of Justice is always the attorney. 

Mr. Ho.irrexp. If they are an indispensable part of the corpora- 
tion, you might be able to use that argument to obtain free service. 

Mr. McKenna. I could not speak for the attitude of the Depart- 
ment of Justice, whether they are willing to perform free services 
for us. 

Mr. Houirietp. You have been very helpful, Mr. MacGuineas. 

Mr. Divers. Before you proceed with another question, may | 
make this one observation? 

I think that it is clear to the committee that we did receive advice 
from the Department of Justice that we are following. They are our 
counsel. 

Mr. Fiscusacu. I appreciate the fact that you received advice 
from the Department of Justice; but to what extent have you placed 
in the Department of Justice the determination of the moves which 
should be made in connection with the reestablishment of the Federal 
Home Loan Bank of Los Angeles? 

Mr. Divers. I could talk for some time on that subject. 

In the first place, 1 would say this, that we felt the decision, as to 
whether or not the two banks should be reestablished, was up to the 
Home Loan Bank Board as an administrative matter. In other 
words, that was our responsibility, and the Department of Justice 
had nothing to do with that. 

Mr. Fiscnpacn. At that point—and I want you to continue—I 
would like to ascertain, first: Whether the Board ever did determine 
to reestablish the Federal Home Loan Bank of Los Angeles? 

Mr. Divers. No; we never did determine to reestablish it. We 
considered the question several times under the circumstances that 
were in existence at those times and came to the conclusion that it 
would not be feasible to reestablish it under those circumstances. 

Mr. Fiscuspacu. Would you go along with what you previously 
were stating? 

Mr. Divers. Then, I was going to say that so far as it has appeared 
to the Board, the main block in the way of considering the reestablish- 
ment of the two banks was the claim for damages that has been filed 
against the banks of the Home Loan Bank System, and that under 
those circumstances the Department of Justice is responsible under 
Executive order for any settlement that is made out of court, and 
that under those circumstances and those conditions they have the 
decision as to the terms and the manner in which this pending litiga- 
tion might be settled. 

Mr. Fiscupacu. Is it your position that pursuant to the Executive 
order it is the function of the Department of Justice to determine the 
basis upon which controversy involving one or more banks of the 
Federal Home Loan Bank System would be settled; or is it the func- 
tion of the Home Loan Bank Board to make that determination? 

Mr. Divers. My opinion, under the Executive order, is that the 
determination is in the Department of Justice with the advice of the 
Board, where there are monetary claims involved. 

Mr. Fiscusacu. How long has that Executive order been in exist- 
ence? 
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Mr. Drivers. I do not know when it was issued, but it has been in 
existence for some years. 

Mr. Fiscupacu. It was in existence all during 1948; was it not? 

Mr. Divers. That is my recollection, sir; yes, sir. 

Mr. Fiscuspacn. And you knew it was in existence in 1948? 

Mr. Divers. We did. 

Mr. Fiscupacu. You knew of its existence at the time that you 
addressed a convention of the Savings and Loan League or Associa- 
tions of California in or about June or July of 1948? 

Mr. Divers. I do not remember. I think I did know that it was 
in existence then; yes, sir. 

Mr. Fiscupacu. You knew of its existence at the time that you 
participated in the negotiations of what was referred to as the 
Portland settlement or the Portland agreement? 

Mr. Divers. That is right. 

Mr. Fiscunacnu. Did you at that time deem it the proper province 
or function of the Board to determine the basis upon which the Home 
Loan Bank of Los Angeles and the Home Loan Bank of Portland 
could be separated or reconstituted? 

Mr. Divers. We were in close consultation with the Department of 
Justice. It was our legal counsel. We conferred with the Treasury 
Department, because they were the principal stockholders in the 
bank out there. They owned the majority of the stock. It was in 
their name at that time, as I recall. And we also conferred with the 
General Accounting Office, because we wanted to be sure that there 
was no question raised afterward about the position that we took 
with reference to any waiver of claims or any item of that kind. 

Mr. Fiscupacn. Do I correctly understand that the only two 
banks in the Federal Home Loan Bank System that have not fully 
retired the Government’s investment are the ones involved in this 
California controversy, as of this date? 

Mr. Divers. No, sir; there are two banks that have not retired 
all of their stock: The Federal Home Loan Bank of Little Rock and 
the Federal Home Loan Bank of San Francisco. Both of them still 
have $5,000,000 of capital stock owned by the Government. And 
both of them, as I understand it, propose to retire that remaining 
stock in July of this vear. 

Mr. Fiscnpacu. You have referred to the liabilities that were 
asserted in this litigation as some $20,000,000 or $60,000,000—some- 
where between those two figures. Is that correct? 

Mr. Divers. That is right, sir—in my statement. 

Mr. Fiscupacu. How do you account for the fact that the Federal 
Home Loan Bank of San Francisco does not show any liabilities on 
this financial statement ? 

Mr. Divers. As I understand it, their counsel has given them an 
opinion to the effect. that these claims have no validity. 

Mr. Fiscunacu. Is there not a footnote to that effect carried on the 
financial statement of the Federal Home Loan Bank of San Francisco? 

Mr. Divers. I do not remember, sir. I have not examined a 
statement of that bank lately. 

Mr. Fiscunacu. Was such a contingent liability ever reported to 
the Congress? 

Mr. Divers. To Congress? I do not know. It has been brought 
to the attention of this subcommittee certainly. 
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Mr. Fiscupacu. From year to year, do you not present to the 
Congress, through Mr. Foley’s office, a report on the condition of the 
Federal home loan banks? 

Mr. Divers. The annual report of the Home Loan Bank Board, 
which includes the section on the Federal Home Loan Bank System, 
as I recall, has mentioned the pendency of this California litigation 
each year. 

Mr. Fiscuspacn. Have you made any minute entry, or order of the 
Board authorizing the San Francisco bank not to carry an appropriate 
entry on the liability side of their statement of the condition with 
regard to these asserted claims? 

Mr. Divers. I do not think we have taken any direct action on that. 
I do not know that it has come to our attention, but we are aware of 
the fact that they have paid all of the costs and fees that are involved 
out of their current operating expenses. 

They have not been deferring those in any way. 

Mr. Fiscuspacnu. How much have you been called upon to approve 
in the way of expenditures for the San Francisco bank by way of this 
litigation? 

Mr. Divers. I have that figure here. The litigation expense on 
the books of the San Francisco bank was $139,233.33 as of March 7, 
1951. 

Mr. Fiscusacu. Is that in full for services rendered up to that time, 
or are there contingent liabilities outstanding not reflected in that 
figure? 

Mr. Divers. My recollection was that that was current with the 
exception of bills that might have accrued within the past 30 days 
aud not been presented. So that it was paid on the current basis. 

Mr. Fiscusacu. That is for counsel fees? 

Mr. Divers. And expenses, travel expenses, and so on. 

Mr. Fiscuspacu. How much of the funds of the Home Loan Bank 
Board have been applied or credited to the Department of Justice in 
connection with this litigation? 

Mr. Divers. I do not know of any that have been credited to the 
Department of Justice in connection with it. 

Mr. Fiscupacu. How about the funds of the insurance corporation 
that have been charged? 

Mr. Divers. The only funds of the Insurance Corporation of which 
Iam aware that have been expended is on contracts to retain Mr. Siegel 
as counsel, that is, special counsel in this case, with amaximum 
liability under that contract of $10,000 plus his traveling expenses. 
There were some expenses allocated to the Insurance Corporation as 
I recall during the existence of the Federal Home Loan Bank Adminis- 
tration—I mean, before 1947, but [ do not—— 

Mr. Fiscupacn. You do not have that amount? 

Mr. Divers. I do have the amount, yes, sir. I have a statement 
here that has been prepared by our auditor from the vouchers of the 
Bank Board and the Corporation. 

Mr. Fiscupacu. I would appreciate your making it a part of the 
record. 

Mr. Divers. I will be glad to insert it, and I would like to insert it 
with this comment so that the subcommittee will understand the lim- 
itations on this statement and will be well aware that there may be 
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other things that they would want to take into consideration in arriv- 
ing at the total expenditures; in other words, I do not want to rep- 
re sent that this is every nickel that we have spent. 

This is a statement of all salary and all traveling expenses of legal, 
examining and some stenographic employees of the Corporation 
during the time that they were recy engaged on the California 
bank case or on the Long Beach Federal case, and during the time 
that they were in travel status. I do not have it for the time that 
they were not in travel status when they were located in the home 
office here. And I do not know of any other way that I could get 
that, other than to ask our auditor to make an estimate. 

The only other way we could do it would be to try to have these 
people break down their time 4 or 5 years ago which I think would 
be impractical and would not be helpful to your subcommittee. 

Mr. Fiscupacnu. I take it that it is reasonable to assume that Mr. 
McKenna has been virtually entirely devoted to this controversy for 
a good many days and months? 

Mr. Divers. He has been spending his time on other things, too. 
We got a favorable decision in the district court out in Los Angeles 
in another case that we have been very much interested in out there. 

Mr. Karsten. How did you get sued in that case? 

Mr. Divers. We did not get sued. We went in as a friend of the 
court at the request of one of the local savings and loan associations. 

Mr. Fiscnpacu. What is the total of the expense you have cal- 
culated in the manner in which you have it? 

Mr. Divers. Let me read this paragraph from this report that the 
auditors prepared at my request. 

Mr. Fiscupacu. By all means, do. 

Mr. Divers (reading): 

It would appear that if you wish to make a statement as to the estimated 
expense of travel, per diem, and salaries applicable to the litigation and settle- 
ment in this ease, vou will be safe in using round figures of $39,009 from 1946 
to December 1947, during the time of the existence of the Federal Home Loan 
Bank Administration, and $26,000 for the present bank board, January 1948 to 
May 31, 1951, for a total of $65,000 to which, it would appear, should he added 
$16,000 for examiners’ expense, other than legal, in connection with preparation 
for hearing and other litigation, or a total over-all estimated legal expense of 
$81,000. 

[ have had prepared a statement giving the breakdown of all of 
those figures and giving the names of the people who at one time or 
another were employed on this case and whose salary, while in travel 
status, and traveling expenses should be charged, in our opinion, to 
this litigation. And I would suggest that I insert this in the record 
here with the understanding that if there is any additional information 
you want you will call on us, and we will be glad to furnish it. 

Mr. Fiscupacn. I feel this way about the detailed breakdown, Mr. 
Chairman, that the summary statement would be adequate for our 
purposes, and in view of the fact that there is litigation pending, I do 
not see that it would be appropriate for us to have the individuals who 
might have been engaged in investigative matters in the record before 
this subcommittee. I would prefer not to have it. 

Do you not agree on that, Mr. MacGuineas? 

a 5 MacGuineas. I have not seen this statement, Mr. Fischbach. 
, [am not prepared to give any intelligent opinion. 
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Mr. HourFietp. Would it be acceptable, Mr. Divers, if you wil] 
pardon me, Mr. MacGuineas, for us to put the summary in and take 
the breakdown for our files? 

Mr. Divers. It is perfectly acceptable to me. Suppose I give a 
copy of this to Mr. MacGuineas and let him furnish it to the counse| 
for your subcommittee. I will give you the summary, put the sum- 
mary in, and give the details to Mr. MacGuineas and let him look it 
over and give it to you. 

Mr. Houtrretp. That is all right. 

We will mark that as ‘‘Home Loan Bank Board Exhibit No. 5.’ 

(The paper was marked ‘‘Home Loan Bank Board Exhibit No. 5,” 
and follows:) 
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Mr. MacGutnras. I have examined this very hastily, and if the 
subcommittee feels there is any point in having the details, we are 
perfectly content to have you have them. 

Mr. Fiscupacnu. I feel, in view of the litigation, that we should not 
be even exposed to it. 

Mr. MacGutneas. I merely want to make it plain that we have no 
interest in withholding any of this information. 

Mr. Houirietp. Thank you. 

-Mr. Fiscusacu. I might ask you this: Have you received from Mr. 
Andretta the compilation of the expenses which the Department of 
Justice has had in connection with this matter? 

Mr. MacGuineas. Yes, I have. 

Mr. Fiscunacn. Could you put it in the record at this time? 

Mr. MacGurvnras. I was hoping that I would be given an oppor- 
tunity to make a general statement about the position of the Depart- 
ment of Justice with reference to the case. In that connection, I was 
intending to offer the expense statement with such explanation as 
might be necessary. 

Mr. Fiscupacn. All right. 

Mr. Houirieip. We will take care of that later, then. 

Mr. Fiscuracnu. Before leaving this order No. 2015, I would like 
to inquire, Mr. Divers, whether in the fourth point upon which the 
order was premised it was the intention of the Board to bring up for 
consideration the matters which existed prior to the making of order 
No. 388. 


FURTHER TESTIMONY OF WILLIAM K. DIVERS, CHAIRMAN, HOME 
LOAN BANK BOARD 


Mr. Divers. Yes, sir. ; 

Mr. Fiscupacn. Was discussion had, and between whom, and what 
was said with relation to that order? 

Mr. Divers. Well, we asked our chief supervisor what matters he 
wanted to bring up, both under the charges that were made before 
order No. 388 and also the ones that were based upon the examination 
that was made subsequent to the time that it was back in the hands 
of the old management, and reviewed those matters or some of them, 
at least, with him before including that point in the order. 

Mr. Fiscusacu. As to those matters, the order refers to the more 
definite statement furnished in May of 1946, May 29? 

Mr. Divers. Some of them were included in that, sir, yes. 

Mr. Fiscupacu. Those were the ones that were premised upon 
Mr. Fahey’s action? 

Mr. Divers. Those were the ones upon which Mr. Fahey’s action 
was premised. 

Mr. Fiscupacu. Was there any discussion as to the designation 
of the Insurance Corporation as receiver? 

Mr. Divers. The only discussion that came up with reference to 
the receiver was a question as to what our administrative remedy 
might be if the insurance premium was not paid, and the question 
first was considered as to whether it could be an order to show cause 
let me see. Let me try to express it another way. The reason that 
the remedy of appointing a receiver was put in, in addition to other 





the 
are 


not 
, ho 


Mr. 
t of 


Or- 
irt- 
Vas 

as 


ike 
the 
for 
ler 


ME 


On 
on 
On 
to 


ly 


mM 





INVESTIGATION OF HOME LOAN BANK BOARD 751 


possible administrative remedies, was that a Federal savings and 
loan association is required by statute to carry insurance of accounts. 
It is not optional with a Federal savings and loan association, as it is 
with a State charter, and under the circumstances we were of the 
opinion that a Federal association really should not or could not 
operate without insurance of accounts, and that the proper remedy 
under those circumst2nces would not be a conservator but would 
rather be liquidation. 

Mr. Fiscupacu. So that under the circumstances the Insurance 
Corporation was designated in contemplation of liquidation of the 
association? 

Mr. Divers. No, as I recall, that was one of the administrative 
remedies that was conceived as possibility after a full hearing had 
been held on the items mentioned in that order. 

Mr. Fiscupacu. There is no doubt about it, that being in your 
contemplation at the time that order No. 2015 was made, namely, 
the possibility of the Insurance Corporation being appointed, so 
that it could proceed to liquidate the Long Beach Federal? 

Mr. Divers. That was a possibility. 

Mr. Fiscupacu. It was a possibility that was within your con- 
templation at the time of the making of the order? 

Mr. Divers. That is-right. 

Mr. Fiscnpacu. That is the reason the Insurance Corporation was 
designated in the order? 

Mr. Divers. No. As TI recall, I think the Insurance Corporation 
was not designated in that order as a receiver. 

Mr. Fiscupacu. Did not that order call upon them to show cause 
why the Insurance Corporation should not be appointed as receiver? 

Mr. Divers. I think that is right. I do not know whether it 
said Insurance Corporation or not. 

Mr. Fiscupacu. I will read to you from the order. 

Mr. Divers. Dr. Husband prompts me and says that it has to be 
for a Federal savings and loan association. 

Mr. Fiscupacu. Well, the appointment of the Federal Savings 
and Loan Insurance Corporation as receiver is the exact context of 
order No. 2015. 

Mr. Divers. All right. As required by statute. If we appoint a 
receiver we appoint the Insurance Corporation. 

Mr. Fiscuspacn. The appointment of the Federal Savings and 
Loan Insurance Corporation as receiver necessarily contemplated the 
liquidation of the association, did it not? 

Mr. Divers. If the Corporation was appointed as a receiver it 
would be appointed for the purpose of liquidation. 

Mr. Fiscupacu. No other course was even possible under your own 
regulations, was it? 

Mr. Divers. Not if a receiver was appointed, as I recall. May I 
add to that answer? 

Mr. Fiscnnacnu. Certainly. 

Mr. Divers. Dr. Husband points ont that in his opinion after the 
receiver is appointed, if the association was insolvent, for example, 
that the contribution might be made by the Insurance Corporation 
and the association restored to active life. 

Mr. Houir1etp. Such as the Boston case? 
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Mr. Divers. I believe it was done up there; yes, sir. Let me read 
from section 406 of the regulations, if I may: 

In the event that a Federal savings and loan association is in default, the Cor- 
poration shall be appointed as conservator or receiver, and is authorized as such: 
(1) To take over the assets of and operate such association; (2) to take such 
action as may be necessary to put it in a sound and solvent condition; (3) to 
merge it with another insured institution; (4) to organize the new Federal say- 
ings and loan association to take over its assets; or, (5) to proceed to liquidate 
its assets in an orderly manner, whichever shall appear to be to the best interests 
of the insured members of the association in default. 

Mr. Fiscuspacu. What part of your regulation is that? 

Mr. Divers. Section 406 (b) of the National Housing Act. I am 
sorry, I should have said the statute. 

Mr. Fiscupacnu. Would you please refer to the question which I 
asked. I believe in substance it was: No other course was possible 
under your regulations, no other course than liquidation of the asso- 
ciation upon the appointment of the Corporation as receiver? 

Mr. Divers. Mr. McKenna points out that any of these possibilities 
could have been accomplished under the statute, and the regulation, 
he tells me, incorporates the statutory provision. 

Mr. Fiscusacnu. Are you not familiar with the regulation? 

Mr. Divers. Not in detail; no, sir. I refer to them each time a 
question comes up, because I do not attempt to keep them in my mind. 

Mr. Fiscupacu. Where they refer to a Governor of the System, 
what do they mean? 

Mr. Divers. At the time of the Federal Home Loan Bank Admin- 
istration before the creation of the present Board there was an officer 
known as Governor. 

Mr. Fiscusacnu. That office was abolished with the creation of the 
Board? 

Mr. Divers. We abolished that office. It was not abolished with the 
creation of the Board, but after our Board came into existence we 
abolished the Governor’s office—the entire office. 

Mr. Fiscupacn. Did you have occasion to rewrite any of the 
regulations of the Home Loan Bank Board for the Federal Savings 
and Loan System, with reference to receivers, conservators, and 
their powers, duties, and responsibilities, or rights of people affected 
thereby? 

Mr. Divers. My recollection is that those regulations were re- 
written about a year or so ago. I would not say they were rewritten, 
Mr. Fischbach. I will say that they were reviewed by our staff, with 
the members of the industry. 

Mr. Fiscusacn. These rules and regulations, with amendments 
to May 31, 1950, published by your Board, represent the rules and 
regulations which were in existence at the time that order No. 2015 
came up for consideration; is that not so? 

Mr. Divers. I assume that is an accurate copy of the regulations 
as they were in existence at that time. I do not recall any changes 
made. There was a change made in the regulations with reference to 
the Federal Savings and Loan-System, but it seems to me that it has 
been effective since 1949, and I guess they should be included in there, 
that should be there. 

Mr. Fiscupacu. It would appear that part 149 of these regulations 
relates to the powers of conservators and the conduct of conservator- 
ships. These regulations speak of the approval of the Home Loan 
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Bank Board, or the approval of the Governor, and to the extent that 
they speak of the approval of the Governor, have they been rewritten 
since the Governor position was abolished? 

Mr. Divers. These regulations—the Insurance Corporation regu- 
lations and such with reference to the Federal Home Loan Bank Sys- 
tem—have all been reviewed by our staff, and by the Board, since we 
went in, since our Board took office. The review was started in 1948, 
shortly after we took office, and the Governor’s office was abolished 
sometime in 1948. It is possible that it might have been in existence 
at the time that the work on those regulations started, but I do not 
know of any change that has been made since that time to eliminate 
any reference to Governor. 

Mr. McKenna. I do not believe so. 

Mr. Fiscupacu. So that when these regulations speak of what a 
conservator can do, subject to the approval of the Governor, they are 
meaningless? 

Mr. Divers. That is right. They would have to go to the Board. 

Mr. Fiscuspacu. Is there any order that so provides? 

Mr. Divers. No, sir. I mean, as I recall, the regulation there says 
one or the other. 

Mr. Fiscupacu. We will assume that a Congressman wanted to 
ascertain what the rights of a constituent were in a given situation, 
and studied the regulations that are available for distribution of the 
Home Loan Bank Board. If he studied part 149 and part 150 with 
relation to the powers of the conservators and receivers, he would not 
get a true picture of the situation, would he? 

Mr. Drivers. I think he would be under the impression that there 
was a governor’s office. 

Mr. Fiscupacu. Have there been any aspects of these regulations 
with regard to conservators and with regard to the receiver’s powers 
and duties and responsibilities that are abandoned as a matter of 
either policy or matter of practice? 

Mr. Divers. Not that I recall. 

Mr. Fiscupacu. So I would take it that after the appointment of 
the receiver, the receiver would be under a duty to obtain approval 
for such transactions as the regulations require? 

Mr. Drivers. That is right. 

Mr. Fiscuspacu. Under these regulations I observe that there is 
no requirement for a conservator or a receiver to file a certified copy 
of the order of his appointment in the office of the registrar or the 
office of the county clerk of any county in which a given association 
may have real estate interests recorded in its name as a matter of 
record, is that not a fact? 

Mr. Divers. I do not recall any such provision. 

Dr. Husband points out that there is a public notice by posting in 
the building, but that is not in the office of the registrar of deeds or 
the county recorder, whoever has charge of the land records of the 
community. 

Mr. Fiscupacu. I also observed that there is no requirement for a 
conservator or receiver to make any application to the courts for per- 
mission to sell any real estate that may happen to be in the geo- 
graphical area of that court’s jurisdiction. That is true, is it not? 
Mr. Divers. That is true; yes, sir. 
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Mr. Fiscupacu. When a conservator or receiver is appointed, do 
you make a publication of that fact in the Federal Register? 

Mr. Divers. We have not had a case since we have been on the 
Board. I should think that we would want to give public notice of the 
actual act, not a proposal, but if we came to the conclusion that it 
was to be appointed, then we would, probably, give public notice. 

Mr. Fiscupacu. Would you not also think it highly desirable 
and, drawing upen your experience as a lawyer, necessary in order 
to show a chain of title in real estate, that something should be re- 
ported in the county clerk’s office, the hall of records or the registrar 
or whatever office in any community, by whatever name it is known, 
that has charge of instruments affecting title to real estate, so that 
before John Smith, a hypothetical conservator, or John Smith, a 
hypothetical receiver for a Federal savings and loan association 
undertakes to transfer property in the name of the association, there 
be a chain of title shown as a matter of record? 

Mr. Drivers. I would say in answer to that, that, apparently, as a 
practical matter it has been handled satisfactorily in the cases that we 
have handled up to the present time. 

Mr. Fiscuspacn. This controversy in California started out orig- 
inally as a controversy between the late administrator who preceded 
you in office and some individual gentlemen in the industry out there, 
and with the passage of time there were the proverbial bystanders, 
the home owners, whose titles were involved. Do you not think that 
in the best interests of the people for whom the legislation that is basic 
here was created that it would be highly advisable, either for you as 
Chairman of the Board to enact such regulations as would prevent a 
cloud on the title from developing through the appointment of a 
receiver or conservator, or for the Congress to clarify this legislation 
so as to require either through administrative action or through the 
judicial process that the titles to homes in communities served by these 
associations, should not become an issue in the litigation? Do you 
think it would be advantageous to the people of the country? 

Mr. Divers. I would say this without reference to this specific 
cane —— 

Mr. Fiscunacnu. That question, mind you, is totally apart from this 
specific case. If you want to draw on this specific case, illustrating a 
need, do so, but do not consider that these questions are put to you, 
to in anywise have you take a position which will militate against any 
position you may hereafter take in the litigation. 

Mr. Drivers. Well, all IT have to say to that is that we, certainly, 
do not want to have clouds on records of real estate in a community 
through acts of a corporation. How it is to be administered in order 
to be cooperative with the people who are affected in the particular 
community, I do not know. I have not studied it, because it has not 
been represented to us that any action that the Board could take would 
help in solving this problem. So far as I know it was not a problem 
in the other cases where conservators or receivers were appointed. 

Mr. Fiscunacn. Let me call attention to the fact that when the 
Comptroller of the Currency appoints a receiver for a national bank, 
that pursuant to law that gentleman goes into the Federal court in 
the district in which the national bank is located for permission to 
make sales of real estate, and when an order of the court is made that 
order is recorded along with the instrument of conveyance, and for- 
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ever and a day thereafter the chain of title is perfected and it is not 
subject to any challenge, whereas in the system that has been set up 
under these regulations, apparently, no consideration whatever was 
given to that need. 

And let me also suggest, Mr. Divers, that is a subject most worthy 
of consideration, particularly in the light of the fact that it is claimed 
in this litigation that the homes of thousands of home owners were in- 
volved adversely to their interests. 

Mr. Divers. We will take this record and look through all of these 
questions that have been raised by your subcommittee, sir, and I will 
take them up. 

Mr. Houirietp. You realize we are faced with a real problem in 
California in the conveyance of title due to the fact that we use the 
title insurance corporation method of insuring titles and unless each 
conveyance of title is a matter of record, there is a gap in the chain of 
conveyance which precludes a seller or a purchaser from having the 
benefit of insurance on their title. You understand that, do you not? 

Mr. Divers. I have been told that that is the situation out there. 

Mr. Houtrreip. That is the point which counsel is bringing to your 
attention, because as a result of this controversy approximately 
8,000 titles for land and homes have come under a cloud and it is a 
matter of tremendous interest and concern. In many cases there 
have been tragic losses of financial equity to the people that have 
become involved as innocent bystanders in this huge controversy. 
We realize that these things happened before you became a member 
of the Board. The initial act was taken by Mr. Fahey. We are 
looking now to the future to prevent such dislocations by Federal 
bureaus’ actions in the future. 

Mr. Fiscuspacnu. In view of the lateness of the hour and the desire, 
as I understand it, of the members of the subcommittee to recess, I will 
have to defer the other subjects of examination with Mr. Divers until 
a later meeting of the subcommittee. 

Mr. Hourrretp. We will stand adjourned in a few moments. It 
will be impossible for the subcommittee to assemble tomorrow. We 
will plan tentatively at this time to have a 10 o’clock meeting Thurs- 
day morning. We will apprise you, Mr. Divers and Mr. Husband, of 
the time and the place sometime tomorrow, as soon as we can secure & 
meeting place and set the time in accordance with our other com- 
mittee and legislative duties. 

Thank you very much for your appearance, sir. I am sorry we 
have had to use so much of your time. 

We stand adjourned. 

(Whereupon, at 4:15 p. m., the hearing adjourned, to reconvene on 
Thursday, June 28, 1951, at 10 a. m.) 
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THURSDAY, JUNE 28, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
ExecuTivE DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D. C. 
The subcommittee met, pursuant to notice, at 10 a. m., in room 
304, Old House Office Building, Hon. Chet Holifield (chairman of the 
subcommittee) presiding. 
Present: Representatives Holifield, Lanham, Karsten, and Miller. 
Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 
Mr. HoutrreLtp. The subcommittee will be in order. 
Mr. Divers, will you please take the witness stand? 
Mr. Fischbach. 
Mr. Fiscupacu. Mr. Divers, directing your attention for a moment 
to the Federal Savings and Loan Insurance Corporation, what are the 
risks which the Insurance Corporation covers as a matter of policy? 


FURTHER TESTIMONY OF WILLIAM K. DIVERS, CHAIRMAN, 
HOME LOAN BANK BOARD 


Mr. Divers. Of course, we are limited by the law—I mean the 
risks which are covered are specifically set out in the act, as I recall, 
under which we operate, the act of Congress. 

Mr. Fiscupacu. As | understand your organic law, your risk limit 
is the limit of the shareholder’s principal savings balance up to $10,000. 

Mr. Divers. Ten thousand dollars. That is the limit that we in- 
sure. 

Mr. Fiscupacu. It has come to your attention that funds of the 
Insurance Corporation were paid out against some disasters that took 
place in New England sometime ago? 

Mr. Divers. No, sir. I am not familiar with that. That must 
have happened before I was on the Board. 

Reco: Fiscupacu. Did you ever hear that any such incident did take 
place? 

Mr. Drivers. No, sir. I am not familiar with it. 

Mr. Fiscupacu. When a loss occurs in connection with a savings 
and loan association which is federally chartered or State chartered— 
and I use the term “loss” to refer to only those conditions under which 
the Insurance Corporation might be called upon to make payment— 
does the Insurance Corporation go into the association and make an 
audit to determine its liability? 

Mr. Divers. I do not recall just what transpires. Dr. Husband 
here, the general manager of the Insurance Corporation, I think, 
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could tell you better about the mechanics and procedures that are 
followed. 

Mr. Fiscuspacu. Would you tell us, Mr. Divers, to what extent 
you have been called upon to participate in the affairs of the Insur- 
ance Corporation in the last 3% years since you have been a member 
of the Home Loan Bank Board? 

Mr. Divers. I will be glad to. 

All applications for insurance of accounts by State-chartered insti- 
tutions, like a savings and loan institution, chartered by the State of 
New York, for example, if they apply for insurance of accounts, the 
application is filed with the field Home Loan Bank of New York and 
it is transmitted to the Insurance Corporation here in Washington with 
the recommendations of the Federal Home Loan Bank of New York. 
It is then transmitted to the Home Loan Bank Board, to the members, 
placed on their agenda for consideration with the recommendations of 
the Federal Home Loan Bank of New York and the recommendations 
of the general manager of the Insurance Corporation, and the Board 
passes—either approves or disapproves—upon the granting of insur- 
ance in that case. 

That is one of our functions. I would say it is one of the principal 
ones. 

The second one is to take care of—well we perform a similar function 
in connection with applications for new charters by Federal savings 
and loan associations because they cannot act, they cannot operate, 
unless their accounts are insured by the Insurance Corporation. So, 
as a result, we, in effect, pass on the two requirements when they come 
up for consideration before the Board, first, whether they should have 
a Federal charter and, secondly, if they are in a condition to entitle 
them to insurance of the accounts of the institution. 

Third, we act in administrative capacity with reference to the 
Insurance Corporation. They submit to us for our approval their 
budget which we,-in turn, present to Congress. We act on personnel 
actions with reference to the Insurance Corporation in the upper 
brackets alone, not in the lower brackets. We act on investments 
that they make because they have about $200 million worth of funds. 
Although they are limited to United States Government obligations, 
that is the only obligation in which they can invest their funds, there is 
a choice that can be made as between different Government obligations. 
In that connection we ordinarily consult with, and to a large extent 
are guided by, the recommendations of the United States Treasury 
officials. 

In addition to that, if there are any major questions of policy with 
reference to the operation or the administration of the Insurance 
Corporation, those questions are brought to the Home Loan Bank 
Board for consideration and for guidance of the officers of the Insur- 
ance Corporation. In addition to that, any trouble cases are also 
brought to the attention of the Board. For example, about 18 months 
ago, as I recall, a State-chartered institution in Chicago was declared 
insolvent under the State statutes by the State supervisor, and we 
were called to carry out our insurance of accounts to the shareholders 
of that institution. That matter was brought to the attention of the 
Board and the decision as to how our insurance would be carried out 
was made by the Board. 
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I have tried to cover, generally, what reatters, with reference to 
the Insurance Corporation, come to our attention. 

Mr. Fiscupacnu. It came to the notice of the members of the staff 
of the subcommittee that in the Chicago case an arrangement was 
made for the purchase of the assets of the institution involved. 

Mr. Divers. That is right. 

Mr. Fiscusacu. Is that the usual type of arrangement that the 
Insurance Corporation follows? 

Mr. Divers. No, sir. My recollection is that that is the first time 
it had been done that way. 

Mr. Huspanp. It is the first time it has been used, not the first time 
it was proposed, but in the other cases, they did not materialize into 
a default case. 

Mr. Fiscupacu. Is there any policy of the Insurance Corporation 
that you assisted in formulating or that you have participated in 
adopting with regard to the distribution of the surplus of any associa- 
tion that the Insurance Corporation might be called in to administer? 

Mr. Divers. No, I don’t recall. As far as I can recall, any institu- 
tion that the Insurance Corporation took over, if there were any 
assets in addition to what you paid over, you paid it out to the share- 
holders. 

Mr. Hussanp. That is right. 

Mr. Fiscupacu. Is that a matter of policy established within the 
Insurance Corporation, or is that a course of procedure which happened 
to be followed in the particular cases involved? 

Mr. Drivers. I will let Dr. Husband answer that because it did 
not happen while I was there and the question has not been presented 
to our Board. 

Mr. Fiscusacnu. Allright. We will come to that in our examination 
of Dr. Husband. I would like to ascertain, Mr. Divers, whether you, 
as a trustee of the Insurance Corporation, have formulated any policy 
with respect to the distribution to shareholders of insured associations 
of any surplus that might be realized over and above the amount of 
the initial shareholders’ account? 

Mr. Drivers. Our Board has not, to my recollection, formulated 
any policies on that; no, sir. 

Mr. Fiscupacu. Very well. 

Mr. Divers, turning your attention for a moment to order No. 2015, 
with the contents of which you are familiar, yesterday you testified 
that as an attorney--—— 

Mr. Divers. You mean the day before yesterday. 

Mr. Fiscusacn. I beg your pardon, Mr. Divers, the day before 
yesterday you testified that as an attorney, as a member of the Home 
Loan Bank Board, you felt that it was appropriate under the American 
concept of constitutional due process that people should have an 
opportunity to be heard in connection with certain matters that might 
affect their interests,and in making that statement I am attempting 
reasonably to paraphrase the sense of your testimony. That is correct, 
is 1t not? : 

Mr. Divers. I made some statement, not in those words, but similar 
words; yes, sir. 

Mr. Fiscupacu. That is your feeling, is it not? 

Mr. Divers. Yes, sir. 
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Mr. Fiscnsacn. Can you call attention to any provision of the 
rules and regulations governing the Federal Savings and Loan System 
which affords persons, subject to those rules and regulations, the 
opportunity for a hearing before a receiver is appointed for the asso- 
ciation in which they have interest? 

Mr. Divers. I know of no provision in the regulations for share- 
holders, for example, to have an opportunity to be heard prior to the 
appointment of a receiver. 

Mr. Mituer. Shareholders or management or anybody else? 

Mr. Divers. Shareholders, management, or anybody else. I do 
not know of any provision in the regulations. 

Mr. Fiscupacn. Mr. Miller’s point was directed to the use of the 
word “shareholders.”” The sense of your statement was that, when 
you used the word “shareholders,”’ you meant anybody’s interest, 
including that of the management. 

Mr. Divers. That is correct, sir. 

I would like to point out that I am advised there is provision for a 
hearing afterward in the regulations and in the case of order No. 2015 
we provided for a hearing before any action was taken, before any 
proposed action was taken. In addition to that, there is a provision 
in our rules and regulations which permits anybody, whether the 
management or the public, to apply to us for a change in our regula- 
tions, and no such request along this line has been made to our Board. 

Mr. Fiscuspacu. Now, Mr. Divers, I appreciate the fact that in 
making order No. 2015, you did, in effect, institute a show-cause 
proceeding. 

Mr. Divers. That is right, sir. 

Mr. Fiscupacu. What I am concerned with, however, is that upon 
my examination of the rules and regulations of the System, there 
appears to be no authority for a show-cause proceeding before the 
Board, and I take it that the sense of your testimony is that you are 
in agreement with that conclusion. 

Mr. Divers. No, sir; I would not say that. In effect, you are 
asking whether there is any legal basis for order No. 2015. 

Mr. Fiscusacu. That is not what I asked and that is not what I 
am suggesting. I stated that, upon my examination of the rules and 
regulations which appear to be effective today, there appears to be no 
authority for the Board to institute a show-cause proceeding. 

Mr. Divers. You asked if there was any provision which would 
require, as I recall, you asked if there was any provision in the regu- 
Jation which provided for a hearing before the appointment of a 
receiver. 

Mr. Fiscupacu. Mr. Divers, do you distinguish between authority 
to conduct a show-cause proceeding and a provision making it requisite 
under certain circumstances to give notice and opportunity for hearing, 
that notice and opportunity for hearing be afforded? 

Mr. Divers. I think on several occasions we have given people 
opportunities for hearing where it. was not required by the regulations. 

Mr. Fiscupacn. I am sure you have, Mr. Divers. What I am 
concerned with is, that upon examining your rules and regulations as 
they appear to be effective today, I could find no provision, either 
authorizing or requiring that you give notice in the manner in which 
you did give notice in making order No. 2015. Am I correct on that? 

Mr. Divers. That we are in agreement on. 
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Mr. Fiscupacn. If we are in agreement on that, let me proceed to 
the next point. In 1946, when the Smith committee filed its report 
and made certain recommendations, it manifested an interest in the 
fact that under Mr. Fahey’s administration at the time, there appeared 
to be certain deficiencies in the rules and regulations. Is that not 
correct? 

Mr. Divers. I do not recall that. They did recommend, as I 
recall it, that we would be subject to the Administrative Procedures 
Act. I do not remember the specific language about it, except that 
I do remember that they made some recommendations that Congress 
should consider the basic legislation in connection with that subject. 

Mr. Fiscnpacu. Since you have been a member of the Board, 
haven’t you deemed it sufficiently important that you reexamine the 
provisions of the Home Loan Bank System’s regulations specifically 
with regard to affording a person an opportunity to be heard before 
the action was taken, to the extent of promulgating a rule and an appro- 
priate regulation to that effect, so that it would no longer be a matter 
of discretion on the part of the Board and so that it would be a matter 
of right on the part of a person affected by the action that the Board 
might take? 

Mr. Divers. I think—I do not recall whether we discussed that 
specific subject or not. I do think, yes, we did discuss that subject, 
the question of whether the law and the complementary regulations 
should be changed to specifically provide the conditions under which 
conservators or receivers might be appointed. 

Mr. Fiscupacu. I take it you concluded you should make no such 
changes in the regulations? 

Mr. Divers. I think the conclusion we came to was that it should 
be incorporated in the law. 

Mr. Fiscuracn. But not in the regulations? 

Mr. Divers. Well, for this reason—let me finish. We thought 
it was desirable to have it included in the law because the people in 
the industry, although they stated to us that they had confidence that 
we would not abuse the power to make the regulations, that they 
thought they would be happier about it if they had it in the statute 
and it was not left to the discretion of the members of the subsequent 
Board. 

Mr. Fiscupacu. Did you ever make any recommendation for 
specific changes on the subject to any committee of Congress? 

Mr. Divers. No, sir; not that I recall. 

Mr. Miuuer. Mr. Divers, if, in your Board meetings and, after all, 
you people are in the business and you face these problems as you see 
them, if you had a meeting, as you say, and came to the conclusion 
that these changes were probably necessary and desirable, and yet you 
felt they should be incorporated in the statute law rather than the 
regulations, how would anybody in the Congress know that unless you 
transmitted your feelings and thoughts, based upon your experience, 
to some Member of Congress? 

Mr. Divers. Mr. Miller, I have two comments I would like to make 
on that. First of all, in 1948, shortly after 1 was appointed to the 
Board, the Federal Savings and Loan Advisory Council, which is a 
statutory body set up to advise with the Home Loan Bank Board on 
matters affecting the industry, and which has the statutory authority 
to ask us for information with reference to any of our operations, 
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appointed what they called a Legislative Coordinating Commitiec 
consisting of representatives of the two trade associations in the field 
of savings and loans, two of the presidents of the Federal home loan 
banks and two members of the Advisory Council, to review the legis- 
lative needs for the Federal Home Loan Bank System, the Insurance 
Corporation, and the Federal savings and loan system. As a result 
of that, numerous provisions were agreed on, and last year there was 
a major change in the legislation affecting the bank system and the 
Insurance Corporation. That was on the basis of legislation which 
was not introduced, as I recall, by us, but rather by the industry, and 
we commented on it. 

During the course of those discussions, some consideration was given 
to this subject of whether or not it was desirable to specify in the 
basic legislation on just what basis our Board or any other Board or a 
single administrator, if there happened to be one at that time, could 
appoint a receiver or a conservator. That provided, the proposed 
legislation under discussion, permit appointment without notice in 
some cases and appointment after notice in other cases, depending 
upon the conditions which the supervisor thought existed in the 
institution at the time the action was taken. 

After some discussion, as I recall it, they concluded that there was 
no immediate urgency for the legislation and that it might muddy the 
waters in the litigation that was pending at the present time in the 
court out there. Under the circumstances, no further action was 
taken at that time. 

Mr. Fiscusacu. By whom? 

Mr. Divers. By the Advisory Council or the trade associations. 

Mr. Fiscupacnu. Was the Advisory Council counseled by anybody 
from the Department of Justice or a member of the legal staff of the 
Home Loan Bank Board? 

Mr. Divers. I do not know. I know that nobody from the De- 
partment of Justice was present at the meetings. They have two 
kinds of meetings. They have executive meetings at which no mem- 
ber of our staff is present, and they also have meetings at which they 
ask us to report to them on major developments since their last meet- 
ing, the reasons for them, and at those meetings we discuss with them 
certain proposed actions. 

Mr. Fiscuspacu. I am referring to the meetings at which you say the 
conclusions you expressed before were arrived at. 

Mr. Drvers. I do not recall. I wasn’t in that meeting except for 
a brief period, as I recall, and it would be my best judgment that 
somebody from our legal staff probably was present, because they were 
discussing legislation or proposed legislation. 

Mr. Fiscnusacu. Do you know whether any member of your legal 
staff advised that course of action? 

Mr. Divers. I do not know, sir. 

Mr. Fiscuzacu. Mr. Divers, would this subcommittee be correct in 
concluding that today there is absolutely nothing in the regulations 
which govern the system to prevent a repetition of exactly what 
happened in the Long Beach case? 

Mr. Divers. I do not know just what you mean by that. 

Mr. Fiscupacn. If you do not know what I mean, I will see if I can 
make it clear. 

Mr. Divers. All right. 


















INVESTIGATION OF HOME LOAN BANK BOARD 763 







Mr. Fiscupacu. Would this subcommittee be correct in concluding 
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eld today, insofar as the regulations of the system are concerned, there 
an is absolutely nothing to prevent the appointment of a conservator or 
ris- a receiver without notice or opportunity for hearing over some pure 
1ce administrative difference that might exist between the Board and the 
ult management of any association regardless of the solvency of the asso- 
yas ciation and regardless of the wish or desires of the shareholders? 
the Mr. Divers. I do not think there is anything in the regulations 
ich that would prevent it. 
nd Mr. Fiscuspacu. .The only thing that exists today is the sound 
judgment and discretion w hich reposes in the person of yourself and 
en Mr. Adams to prevent such a repetition? 
he Mr. Divers. I think that whoever is there, it is a fundamental 
ra protection that the shareholders in any of these institutions have, or 
ld the management of these institutions have, namely, the caliber of the 
ed men who are designated to administer and supervise ‘these institutions. 
in I have yet to see a set of rules or regulations that holes could not be 
ng found in if you had the wrong kind of people to administer them. 
he Mr. Fiscupacu. On Tuesday, when you testified, you said that you 
would not have taken the action which had been taken and the way it 
‘as was taken by Mr. Fahey. 
he Mr. Divers. Yes. As I said, it was my impression that if I had 
he been responsible for the decision at that time, | would have ordered a 
as hearing on the charges and not have gone in without it, and that was 
the reason that we passed order No. 388 in which we indicated our 
intention to turn the institutions back to the representatives of the 
shareholders. 
ly Mr. Fiscupacu. Very well. I so understood your testimony, Mr. 
he Divers, and, therefore, it became a matter of concern that, when I 
examined the regulations, I could find absolutely nothing to prevent a 
e- repetition of that phase of the matter, which this subcommittee is 
vo examining, and you agree that, as of today, it is still a question of 
n- shooting first and asking the questions later, as far as the regulations go. 
ey Mr. Divers. I think you are right. There are, of course, grounds 
t- set out in the regulations, certain bases which should exist. 
m 4 Mr. Fiscupacu. Please do not misunderstand me, Mr. Divers. 

Mr. Divers. You are talking about notice for a hearing before 
he action is taken. 

Mr. Fiscnpacn. Correct. I want you to understand in my view 
or of what is necessary in the System and for the protection of the insti- 
at tutions and the public, there ought to be circumstances under which P 
re _ the supervisory authority and members of the Board should have the 

' right, without hearing and notice, to appoint a conservator. 
al Mr. Divers. That is what the Supreme Court said. 

Mr. Fiscupacu. Certainly. There are circumstances, however, 
| under which such a drastic measure, while justified in given ¢ onditions, 
in would be utterly unjustified. 

8 Mr. Divers. I agree with you. There are two types, it seems to 
ut me. Qne is the case where you have to go in immediately without 
notice, and the other is the situation where the proposed action that is 
taken would not justify, at least in my opinion, anything more than to 
n say that we do not like that action which the institution is taking, or 





the proposed action, and we want the institution to come in and tell 
us Why they are doing it and the circumstances under which they are 
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doing it and their reasons for it, before we take any action withreference 

to it. We might still disagree ‘with them and might still go ahead, but 

I think that is our responsibility. 

a Fiscupacn. Certainly, I agree with you completely, Mr, 
ivers. 

Did you ever conduct research into the original rules and regula- 
tions of the five-man statutory Board created pursuant to the Basis 
act which created the Federal Home Loan Bank Board and ascertain 
whether or not that five-man Board abolished under the Executive 
Order 9070 had ever promulgated regulations to provide for hearing 
before as well as for the appointment of a conservator ex parte? 

Mr. Divers. No, sir. I never did conduct any research on that, 
I have had a lot of hours with some pretty immediate problems, and 
I did not have the time or the need, so far as I knew, for going back 
into that. 

Mr. Fiscusacu. Don’t you recognize, Mr. Divers, that there is an 
immediate need—and ever since the action that was dealt with by 
the Smith committee, there has been pressing need—tor the reexami- 
nation of these rules and regulations so that actions could not be 
taken in an arbitrary, capricious or improper manner? 

Mr. Lanuam. Mr. Fischbach, it seems to me that it was the respon- 
sibility of committees of Congress i in the recommendation of the Smith 
report. It was the recommendation there that the committees of 
Congress do that. It seems to me that men like Mr. Divers and Mr. 
Adams, who believe that a hearing should be given under those 
circumstances, do not need any regulation to regulate their own 
actions. Another board would immediately change the rule if it is 
merely a matter of rule making. I think the Congress has been 
negligent i in not taking some action in making it a requirement of the 
law. Mr. Divers and Mr. Adams are not to be charged for that. 

Mr. Divers. That was the position that the industry took. They 
weren’t worried as long as we were on the Board, but they wanted us 
rs help them get some legislation which would protect them in the 
uture. 

Mr. Mixer. In addition to which, I suppose, Mr. Divers, I would 
be fair in saying, wouldn’t I, that, in your own mind, if you felt that 
certain changes in these regulations probably might be indicated, 
the fact that ever since you have become a member of the Board 
there has been pending litigation with the United States Government 
and many of its servants and officers and employees defendants in the 
action, you would be somewhat reluctant to change the regulations 
while the litigation was pending, because it would constitute almost 
an admission of something erroneous in the original instance without 
having the litigation decided in court. 

Mr. Divers. Even that would not deter me if I thought there was 
a need for it, sir. It has not been called to our attention by any 
other institution or by the public. 

Mr. Miuter. I see nothing in the Smith committee recommenda- 
tions that recommended anything for him to do. 

Mr. Fiscupacn. No. Mr. Divers wasn’t even on the scene. 

Mr. Miuuier. Even the members of the Board. 

Mr. Fiscunacu. I am in complete agreement with the view 
expressed because there is a measure of responsibility that has been 
called to the attention of the Congress. 
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Mr. LANHAM. The Congress has not been paying any attention to 
the Smith committee report. 

Mr. Divers. We would be glad to cooperate in the drafting of 
some legislation. I think you suggested that once, Congressman 
Holifield. 

Mr. Ho.iFrevtp. I want to say that it is going to be the function 
of this subcommittee, Mr. Divers, after we complete our hearing, to 
review these recommendations and reassert the duty of Congress on 
this matter. I feel, as Judge Lanham feels, that Congress also has 
been lax in following out the recommendations of the Smith com- 
mittee. I certainly would not want to put myself in a position of 
saying that Congress is free from certain obligations which have been 
called to its attention and, as far as this subcommittee is concerned, 
we are going to try to reassert that position and do all in our power 
to see that the Congress does improve this act in the places where we 
think it sould be improved for the public interest and we know we 
will have your cooperation. 

Mr. Divers. You will have our cooperation. 

Mr. HouirreLp. Because you said to me personally you would 
give it on that matter. 

Mr. Divers. I am sure you can understand why somebody from 
the executive branch hesitates to accuse Congress of laxity in this 
subject. 

Mr. Hourrrevp. I can understand that. 

Mr. LANHAM. Congress does not hesitate to accuse you of being lax. 

Mr. Divers. That is the democratic American process, as far as I 
am concerned, and I will take it. 

Mr. Hourrrevp. I think you will find that this subcommittee is fair; 
where we feel that regulations on the administrative level should be 
made, we will say so, and when we think Congress should have 
acted in a legislative manner, we will say so. 

Mr. Fiscusacn. I take it, Mr. Divers, you have familiarized your- 
self with the reports that the Honorable Lindsay Warren has from 
time to time transmitted to the Congress insofar as those reports 
relate to the Federal home loan bank system. 

Mr. Divers. Yes, sir; I am familiar with them. 

Mr. Fiscupacnu. I would like to draw attention to the report trans- 
mitted for the fiscal year ending June 30, 1947, which is House Doc- 
ument No. 209, of the first session of the Eighty-first Congress, in 
which the recommendation is made: 

The use of bank officers as agents of the Home Loan Bank Board in the super- 
vision of Federal associations and of the Federal Savings and Loan Insurance 
Corporation in the enforcement of insurance regulations be discontinued. 

Are you familiar with that recommendation? 

Mr. Divers. Yes, sir. 

Mr. Fiscupacu. Was that recommendation adopted? 

Mr. Divers. No, sir. That recommendation was not adopted. It 
was discussed at some length and, as a matter of fact, I commented 
on it in my testimony the day before yesterday, I think. Under our 
present system, the presidents of the Federal home loan banks, who 
are not employees of ours, but who are subject to approval by us, 
act as supervisory agents, and we do not have a direct supervisory 
system in the field, although we have a supervisory staff headed by a 
chief supervisor here in Washington which reviews the work that is 
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done in the field to see that it is consistent between various regions 
of the country and also that they carry out our policies. 

I think that we did not carry that out for several reasons. One 
of the reasons was it is cheaper for the Home Loan Bank Board to 
do it the present way because it does not require us to hire and have 
on our staff supervisors in the field. ’ 

The second thing is that we felt, generally speaking, that we could 
probably get a higher caliber of man for our field supervisors if we 
used the bank presidents rather than being limited to the seale of 
civil-service salaries. The presidents of the institutions that are 
supervised have right respectable salaries. The Federal savings and 
loan associations, the big ones, pay good salaries, and we felt they 
would be more responsive to the supervisory efforts of men who are 
presidents of the Federal home loan banks and who have salaries 
that are in a more comparable scale rather than the CAF 13’s or 14’s 
that we might be able to hire and put out in the field as directly 
responsible to us. ; 

We discussed that with the GAO at some length, and it does not 
appear in their recommendations to us this year, although, as | 
understand it—I believe it was you who said that—they left it out 
because they felt that the legislation had been before Congress on a 
pretty substantial scale in the last session and, as a result, they did 
not want to repeat it at this time. 

Mr. Fiscupacnu. | cannot accept responsibility for that. I believe 
_was Mr. Holifield’s statement. 

Mr. Hourrrevp. I made that statement. 

Mr. Drivers. I did not know why they left it out. 

Mr. Houtrtevp. I think they left it out, just as they did all recom- 
mendations, for that purpose. 

Mr. Divers. The GAO report on our Board was as clean as a 
whistle, if I may say so. They made no findings and no administra- 
tive recommendations that I can recall. 

Mr. Houirteitp. However, I understand—and there will be evi- 
dence later—that the fact that they did not make recommendations 
in the 1950 report does not necessarily mean that they have deserted 
their former recommendations where they have not been put into 
effect. 

Mr. Divers. I think, as a matter of opinion, their recommenda- 
tion is a good one, but as a practical matter, under the conditions 
which we have to hire our Government employees, it is a very difli- 
cult one to administer. I think the better system is probably the 
system we use. It is probably working better under today’s con- 
ditions. 

Mr. Hourrieip. That is your judgment and you are certainly 
entitled to it. However, there may be principles involved in a com- 
plete separation of powers between the Insurance Corporation and 
the Home Loan Bank Board which would be important enough to 
justify additional expenses, particularly when that expense does not 
come out of the taxpayers’ budget, but in the form of contributions 
from the member associations. If it is for their protection, a few 
more dollars per year or the utilization of reserves which have ac- 
cumulated for the purpose of hiring top-level people to do these 
supervisory jobs would, in my opinion, be justified. 
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Mr. Divers. I would agree with that since the problem was 
primarily one of getting top men and well-qualified men to do this super- 
visory job. If any such legislation were suggested, I would urge that 
some provision be made for a few top-level jobs, so that we would 
have the kind of people that we should have to administer billions 
and billions of dollars’ worth of responsibilities. 

Mr. Houirretp. | would concur in that thought of yours. I 
believe that the amounts of money that are involved and the im- 
portance of the office that is involved would require the highest type 
of men. 

Mr. Fiscuspacu. Mr. Divers, I take it that the gentleman in 
charge of the Los Angeles area of supervision is Mr. Noon? 

Mr. Divers. That is my recollection. 

Mr. Frscuspacn. I wonder if you were ever apprised of the fact 
that Mr. Noon was invited by the Long Beach Association to examine 
the books and records of the association at any time? 

Mr. Divers. No, sir. 

Mr. Fiscupacu. Were you apprised of the fact that Mr. Noon was 
invited to attend meetings of the board of directors of the Long 
Beach Association at any time? 

Mr. Divers. No, sir. 

Mr. Fiscupacn. Were you ever apprised of the fact that Mr. Noon 
did attend meetings of the board of directors of the Long Beach 
Association? 

Mr. Drivers. No, sir. 

Mr. Fiscprnacn. Was there ever called to your attention a recent 
communication by the Long Beach Association which, in substance, 
conveyed the statement or the thought that, since the conservator’s 
accounting had never been judicially or administratively settled, it 
was impossible for the association to construct a balance sheet in the 
manner required by the regulations of the Home Loan Bank Board 
and that any supervisory authority was free at any time, or that you 
gentlemen would be free at any time, to make an examination of their 
books and records so as to determine their present operations or their 
current operations? Was such a communication ever called to your 
attention? 

Mr. Divers. There are two questions, isn’t that right? One of 
them is whether or not I had been apprised that, due to the fact that 
the conservator had never made an accounting which would be 
considered satisfactory 

Mr. Fiscupacu. No. I will withdraw that question, Mr. Divers. 
The fact is that the conservator’s accounting 

Do you want to confer with Mr. Divers, Mr. McKenna? 

Mr. McKenna. I do not want to interrupt your questioning. 

Mr. Fiscursacu. If you do, I will just suspend the questions. 

Mr. McKenna. I do not want you to suspend your questioning. 

Mr. Fiscnrnacu. The fact is that the conservator’s accounting has 
never been judicially or administratively accepted; isn’t that right? 

Mr. Divers. That is my understanding. 

_Mr. Fiscunacu. The fact is that, until the conservator’s account is 
either judicially or administratively resolved and allowed or adjusted, 
the Long Beach Association cannot construct a financial statement 
een with the requirements of the Federal Home Loan Bank 
oard. 
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Mr. Divers. I am no auditor or accountant, but I cannot see what 
one has to do with the other, hardly. 

Mr. Fiscusacu. If someone else can 

Mr. Divers. They have been in possession of the assets there now 
since 1948, since January 1948 and, if they do not know what assets 
and liabilities they have, I cannot understand why. 

Mr. Fiscupacn. You say you ‘are not an accountant and you do 
not know whether one has anything to do with the other? 

Mr. Divers. No. I do not see what one has to do with the other. 

Mr. Fiscupacu. Assuming that it was necessary before a financial 
statement, as required by the Home Loan Bank Board, could be 
made, the association should be in a position to say these are the 
assets and these are the liabilities, you could see that one would have 
something to do with the other, could you not? 

Mr. Divers. As I said, they have been in possession since January 
1948. It seems to me they should know what their assets and liabil- 
ities are. If they have some contingent liabilities or some questionable 
assets or some things of that kind, there certainly must be an oppor- 
tunity for them to so state when they render the statement to their 
board of directors. What information does the board of directors get? 

Mr. Fiscupacn. That is the point exactly. Now, Mr. Divers, 
suppose that there were evidence before this subcommittee that at 
every meeting of the board of directors, the books of the association 
were brought before the board and right across the page at which is 
recorded the series of transactions which ended Mr. Ammann’s con- 
servatorship and the commencement of the management operation of 
the affairs, a line like that was drawn. Would you consider that of 
any significance in connection with the administrative action you are 
called upon to take? 

Mr. Drivers. I do not understand the question. 

Mr. Miuuer. I do not either. I am confused here. As I under- 
stand, the conservator at some stage in the proceeding turned this 
thing back to the association, didn’t he? 

Mr. Divers. Yes. 

Mr. Mituer. According to your rules and regulations, all the new 
management would have to account for would be what they got back. 
If they have a cause of action against the conservator or the Home 
Loan Bank Board, they have some assets they did not get back. 
That has nothing to do—to file an accurate accounting of what they 
have is all they are required to do, isn’t it? 

Mr. Divers. That is right, sir. 

Mr. Fiscuspacu. Mr. Divers, you indicated you did not understand 
the question. Let’s see if I can state it more simply. Assume that 
the board of directors of the Long Beach Association has had the 
books and records of the association showing all the transactions made 
available to them not only from time to time, but meeting to meeting. 
Would that influence you in any administrative action that might 
come before you? 

Mr. Divers. No; I do not think it would. 

Mr. Fiscupacu. Assume, further, that supervisory agents of the 
board have had full access from month to month and from day to day 
to all the books and records of the association and have made exam- 
inations and reports to the Home Loan Bank Board. Would their 
report influence you in the action that you are called upon to take? 
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Mr. Divers. If that situation existed and they took full advantage 
of it, it might influence me. I would not speak for the members of the 
Board. It might influence me in connection with any action that 
I took. 

Mr: Fiscusacu. I would have thought so, Mr. Divers; therefore, I 
inquire at this point whether you were informed of any reports on 
examinations made from time to time by your field supervisors and 
your field examiners in connection with the affairs of Long Beach 
‘Association before you made order No. 2015? 

Mr. Divers. Would you repeat that question please? 

(The reporter read the question.) 

Mr. Divers. We were informed that there had been an examination 
of the association in, I believe it was, July 1949, to my recollection. 
As I recall, we were not informed that there had been any further or 
additional examination of the institution or its books by anybody on 
our supervisory staff. 

Mr. Fiscuspacn. In connection with the examination of July 
1949, was there one single item with respect to which either you or any 
other official of the Home Loan Bank Board wrote a supervisory letter 
to the Long Beach Association? 

Mr. Divers. I do not know whether there was a letter written, but 
I know there was material in there on which our chief supervisor 
required supervisory action. 

Mr. Fiscupacu. Was any criticism of any condition with regard 
to the affairs of Long Beach Association ever incorporated in a super- 
visory recommendation transmitted to the association or to your 
supervisory agent in the field? 

Mr. Divers. I do not know. Ordinarily I would not know because 
the supervisory letters ordinarily are prepared and go out without 
coming to the attention of the Board. 

Mr. Fiscusacn. I am informed, Mr. Divers, there was no criticism 
of any kind whatever. 

Mr. Divers. That is not correct, because our chief supervisor 
called several items to the attention of the Board that he thought 
required supervisory action. 

Mr. Fiscusacu. Do you recall what those items were? 

Mr. Miturr. Are you talking now about 1949? 

Mr. Fiscupacu. Yes. We are talking about after the conservator 
had been removed and the management was back. 

Mr. Divurs. As I recall, one of the items that the chief supervisor 
called to our attention was the fact that, based onthe information 
contained in the examination report, the Long Beach Federal Savings 
and Loan Association had not earned the dividends that they had 
paid to their shareholders; in other words, they had paid more to 
them than they had earned for the time covered by the examination. 

Mr. Miiuer. Isn’t that all on file some place? Don’t you have a 
report of that, a report of the supervisor’s findings? 

Mr. Divers. Yes; the chief supervisor is available and he can come 
here and testify as to all the facts. 

Mr. Miuuer. Isn’t the report on file? 

Mr. Divers. And what the examination report contained and how 
he looks at it. 

Mr. Fiscupatu. But you did not answer Mr. Miller’s question. 

Mr. Mitusr. Aren’t his findings on file any place? 
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Mr. Divers. Yes, sir. 

Mr. Mitier. Where? 

Mr. Divers. At the Board. 

Mr. Miuuer. Have you got it? 

Mr. Drvurs. I have a memorandum. 

Mr. Miuurer. Have you got his findings over his signature, the 
findings he found as a result of the examination? Doesn’t he report 
to the Board before the Board issues an order? 

Mr. Divers. The only thing I recall, sir, is a statement tha the 
prepared with reference to his examination report. 

Mr. Miturr. Where is that statement? You wouldn’t issue order 
No. 2015 or any order without something in the file for your Home 
Loan Bank Board, substantiating or forming a basis for the issuance 
of the order. You would not merely do it by a telephone call or a 
verbal statement. 

Mr. Drivers. The examination report itself is in the hands of the 
chief supervisor. It is the document on which he works and from 
which he draws his conclusions as to the need: for it. 

Mr. Miuter. But he did not issue an order. You issue the order, 

Mr. Divers. We issue the order. 

Mr. Miuuer. You are not telling me that you would issue an order 
for which you would have legal responsibility without a written 
statement in your file forming a basis for the issuance of the order, 
so that, in the event the order was attacked, you would have some 
basis on which you could say you issued it, because it was reported 
accordingly, and this is the report. You did not have a telephone call 
from a supervisor here in Washington and then issue a report on that 
basis alone. 

Mr. Divers. No. We have done it on the basis of oral reports. 

Mr. Miutuer. Was this done on the basis of an oral report, or do you 
have a written report? 

Mr. Drivers. I do not know. I will be glad to have him testify. 
I think it was on the basis of an oral report. 
>» Mr. Fiscupacnu. As a matter of fact, didn’t you testify the other 
day that it was done on an oral conversation, and didn’t I ask you 
specifically whether you had anything in writing in connection with 
it? I asked you in detail whether you had stenographic notes. You 
said, “No.” You said you did not have anything in writing on that. 

Mr. Divers. That is right, sir. 

Mr. Fiscusacn. That was your testimony the other day? 

Mr. Divers. Yes, sir. 

Mr. Fiscusacn. I think Mr. Miller was absent the other day and 
he should be informed what your testimony was on that very point. 
In fairness to this witness, he indicated the other day that Mr. Wyman 
is available and it is fairly indicated that we intend to have him as a 
witness. 

Would you ask Mr. Wyman to attend before the subcommittee as 
soon as he can get here? 

At this point, Mr. Chairman, would you please authorize me to 
make that request? 

Mr. Hourrreip. Can you obtain Mr. Wyman by a phone call? Is 
he in the local office here? , AR 

Mr. Divers. He is in the local office, and I am pretty sure he is 1n 
town and is available, and I will be glad to get him to come over here 
as soon as he can. 
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Mr. Fiscupacu. Mr. Divers, is there any period of years in which a 
person entitled to the benefits of insurance under this system has to 
enforce his rights to that insurance? In other words, is there any 
statute of limitations that governs? 

Mr. Divers. No. My recollection is that there isn’t any. As I 
recall, we have been considering the desirability of putting a statute of 
limitations on, but I do not recall that there is any at the present time. 

Mr. Fiscusacu. In point of fact, was a defense of statute of limita- 
tions pleaded in connection with the obligations asserted against the 
insurance company in the suits in southern California? 

Mr. Divers. The statute of limitations? Not that I know of. I 
haven’t heard of it. 

Mr. Fiscuspacu. Would you consider that would be a subject for 
the consideration of an appropriate committee of the Congress? 

Mr. Divers. Yes, sir. You mean a subject of consideration, 
whether there should be a statute of limitations in the act? 

Mr. Fiscupacn. Yes, sir. 

Mr. Drivers. Yes. 

Mr. Miutier. You do not mean in this particular action? 

Mr. Fiscupacn. No. I mean generally. 

Mr..Divers. I told him we had considered it and thought it 
probably would be desirable. 

Mr. Fiscusacu. There is none, either by contract or regulation or 
by statute, at the present time? 

Mr. Hussanp. We abide by the statute of limitations of the various 
States. We do not have a statute in the Federal law covering that. 
In some States it is 5 years. That is what is in effect in Oklahoma. 

Mr. Fiscupacu. Are there any regulations which govern the rights 
of absent parties who have moneys on deposit with Federal savings 
and loan associations and whose accounts are in the dormant category? 

Mr. Divers. Yes. 

Mr. Fiscupacu. What are they? 

Mr. Divers. I do not know them in detail, but there are provisions 
for dormant accounts on which there is no money paid in or taken out 
over a period of years. I would prefer that you ask Dr. Husband a 
question as to what that regulation is. 

Mr. Fiscupacu. Can you inform us as to what happens to dormant 
accounts? Do they escheat to the Federal Government or are they 
set up in special reserves anywhere at all? 

Mr. Divers. I recollect that they are governed by State law. 

Mr. Huspanp. If you use the word “regulation,” Mr. Fischbach, 
I should say there is no regulation. There is a formal Board policy 
in writing. 

Mr. Fiscupacu. There are many things that we have to ask you 
and I just wanted to check with Mr. Divers as to his familiarity with 
the absence of a regulation governing these matters. I state, Mr. 
Divers, that after such research as I was able to make, I could find no 
regulation and J take it from Dr. Husband’s statement that you 
would tell us that there, too, it is matter that is up in the air and is 
just a matter of Board policy, so to speak; is that correct? 

Mr. Divers. I think that is correct. Dr. Husband advises me 
there is no regulation on it. 

Mr. Fiscupacn. Is that a subject which you would commend to the 
attention of an appropriate committee of the Congress and to this 
subcommittee for consideration in its recommendations? 
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Mr. Divers. I should think that that would probably be something 
that might better be covered by a regulation. ; 

Mr. Fiscuspacu. Has your industry advisory council ever taken 
that matter up for consideration? 

Mr. Divers. My recollection is that there was some discussion of 
subject growing out of the situation in either Washington or Oregon, 

Mr. Fiscusacu. By ,the way, who prepares the agenda of the 
meetings of this industry advisory council? 

Mr. Divers. The agenda is prepared by the secretary of the council 
who is the assistant secretary of the Home Loan Bank Board, and it 
is transmitted to the chairman of the advisory council for his approval. 
Of course, they are not limited in their discussion of subjects to the 
ones that are on the agenda. They can take up any they want. 

Mr. Fiscusacu. I appreciate that, but I take it you, having par- 
ticipated in not only meetings of the advisory council, but in other 
meetings, know, as a practical matter, that normally the business of 
the meeting is that which is included in the agenda. 

Mr. Divers. We again try to put on anything that is important 
and we think that might be desirable to ask their advice and get their 
reactions to, because Congress, after all, did set up that group as our 
‘advisory council. 

Mr. Fiscupacu. About advisory councils generally, Mr. Divers, 
do you, as a member of the Home Loan Bank Board, or in your 
capacity as a trustee of the Insurance Corporation, participate in the 
meetings of any other advisory councils to any cabinet officer? 

Mr. Divers. No, sir. 

Mr. Fiscupacn. You do not? 

Mr. Divers. No. 

Mr. Fiscusacn. Did Mr. Fahey before you? 

Mr. Divers. I do not know. 

Mr. Fiscnpacn. Does Mr. Foley participate in any advisory 
council at which the affairs of the Federal Home Loan Bank System 
are considered? 

Mr. Divers. Not to my knowledge. They are considered in 
Cabinet meetings, if that is what your question is. 

Mr. Fiscupacu. Would you read that last answer back, please? 

Mr. Houtrrevtp. Read the question first, please. 

(The reporter read the following: ) 

Question. Does Mr. Foley participate in any advisory council at which the 
affairs of the Federal Home Loan Bank System are considered? 

Answer. Not to my knowledge. They are considered in Cabinet meetings, if 
that is what your question is. 

Mr. Drivers. I do not think that was what I said or what I intended 
to say, at least. I said to my knowledge there was no discussion of 
them at Cabinet meetings. 

In answer to your question whether or not Mr. Foley is a member 
of any advisory council to any Cabinet member—— 

Mr. Fiscuspacu. Perhaps you had better let me put the question 
again. I will ask you: Do you as a‘member of the Home Loan Bank 
Board or as a trustee of the Insurance Corporation participate in the 
activities of any advisory council to any Cabinet officer in which 
advisory council the affairs and policies of the Federal Home Loan Bank 
System are discussed? 

Mr. Divers. No. 
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Mr. Fiscupacn. Does Mr. Foley, to your knowledge? 

Mr. Divers. No. 

Mr. Fiscupacn. Did Mr. Fahey before your tenure in office? 

Mr. Divers. I do not know. 

Mr. Fiscnpacn. Does the Insurance Corporation use the same 
staff for examination of the affairs of the insured associations under 
this system that is used by the Home Loan Bank Board in its super- 
vision of those associations’ affairs? 

Mr. Divers. Yes, we use the same staff. If I may explain that 

Mr. Fiscusacu. Please do. 

Mr. Divers. The examinations that are made of Federal savings 
and loan associations or savings and loan associations operating under 
Federal charter are made entirely by our staff out in the field. Exami- 
nations of State chartered associations, which are insured by the 
Federal Savings and Loan Insurance Corporation, are generally 
made jointly, part by our examiners and part by the state examiners. 
Instead of both subjecting the institution to an examination during 
the course of a year, they make arrangements and they both go in 
at the same time and they make what is known as a joint examination. 

There are several States in which we make them ourselves. In 
Maryland, for example, where there is no State supervisor and there 
are no State examiners, we examine all members of the Federal Home 
Loan Bank System because they do not have any State examination 
or supervision. 

Mr. Fiscupacnw. Am I correct in understanding that as to the 
Federal home loan banks themselves the 11 banks throughout the 
United States, nine have fully retired the Government’s investment 
in them? 

‘y- Divers. That is correct, sir. The other two will retire it on 
July 2. 

Mr. Fiscnpacnu. As to the nine—You say the other two will retire 
on July 2? 

Mr. Divers. Yes, sir. 

Mr. Fiscupacu. After the Government’s investment in these 11 
banks has been fully retired, will the Board still have the basic 
authority over the affairs of that entire banking system that existed 
when the Government financed the operations of those banks? 

Mr. Divers. There is nothing in the law which would make any 
change in our authority based upon the capital ownership of the bank. 

Mr. Fiscupacnu. Is that a subject which should be commended to 
the attention of appropriate committees of the Congress? 

Mr. Divers. I think it is perfectly in order for them to consider 
the subject. I have thought about it some, and I think that it is 
probably desirable for the present relationship to continue, because, 
even though the Government capital stock in the amount of 
$125,000,000 will be completely retired within the next days, Congress 
last year authorized the Secretary of the Treasury to advance in his 
discretion up to $1 billion’'to the Bank System. That is known as 
“Treasury support.” Not only for that reason, but also the reason 
that the Federal home loan banks play an important part in the 
residential financing throughout the country and in the encourage- 
ment of savings, I think that they are and probably should continue 

as quasi-governmental or governmental institutions. 











774 INVESTIGATION OF HOME LOAN BANK BOARD 


Now, as to whether or not the banks, the Federal home loan banks. 
should have any greater latitude in the management of their own 
affairs? I think that would be a subject that might be open to ques- 
tion or discussion. After all, I think that the attitude of our Board 
would be to give them a little more freedom or a little more autonomy 
when they are operating for the present on their own money instead 
of operating on the funds of the Federal Government. 

Mr. Fiscnspacu. To illustrate one possibility, would it be appro- 
priate for the Congress to require that before any Federal home loan 
bank could be dissolved, there should be notice and an opportunity 
for hearing? ; 

Mr. Divers. I think that would be perfectly appropriate, to con- 
sider such legislation, and I want to tell the subcommittee here that, as 
far as our Board is concerned we would never consider doing it any 
other way. 

Mr. Fiscusacnu. I would like to ascertain your view as to this 
subject, Mr. Divers. Would the subcommittee be correct in con- 
cluding that under the regulations which exist today, there would be 
absolutely nothing as far as the regulations go to require notice and an 
opportunity for hearing before, let us say, the federal Home Loan 
Bank of New York could be dissolved and merged with another one, 
let us say in Winston-Salem. 

Mr. Divers. I would have to look at the regulations to see. I do 
not offhand know of any regulation which would require notice and 
hearing, sir. 

Mr. Fiscusacu. I could not find any. 

Mr. Divers. None? 

Mr. Houirretp. On that point, Mr. Divers—and J want you to 
know that my question does not refer to the present Board, whose 
attitude along that line I certainly approve—if a board sometime in 
the future should be appointed whose members were prejudiced against 
the savings and loan principle, and if they wished to use their present 
authority, in an arbitrary manner for the purpose of injuring the sav- 
ings and loan associations throughout the United States, would it not 
be possible for them to do so under the present basic act and under 
the present regulations? 

Mr. Divers. I believe it would, sir. 

Mr. Houtrrevtp. In your opinion, looking forward to the safety of 
the 7 million depositors in the United States, under those circum- 
stances, would it not be well for the appropriate congressional com- 
mittee to consider such an eventuality and to provide an amendment 
in the basic law which would prevent arbitrary and capricious and 
possibly malicious action by a board and to prevent the abuse of the 
wide authority which now exists in the Board? 

Mr. Divers. I see no objection. I can see no objection at the 
present time to that kind of a recommendation or that kind of legis- 
lation. No situation has occurred to me where action would be 
required in the public interest so fast without giving an opportunity 
for hearing. 

Mr. Houtrrevp. I am led to make that remark and that question 
by looking at past history. When an action was taken by your pred- 
ecessor, Mr. Fahey, it was found by a congressional committee to be 
malicious and capricious. ‘Therefore, if it has occurred in the past, 
there is no reason for the Members of Congress to assume that the 
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same thing cannot occur in the future. It therefore becomes, as I 
see it, a responsibility of the Members of Congress to the 7 million 
depositors to look into the future on this legislation and to correct 
such loopholes as may now exist, where such capricious action would 
occur. That is a duty I am imposing upon myself as a Congressman 
not upon you, sir. I believe you will agree with me that that obliga- 
tion does exist upon the Congress to look into this act and see where 
possible abuses in the future may occur, which may be completely in 
a legal manner, as far as the act goes at the present time, but which 
would occasion an injustice upon the stockholders. 

Mr. Divers. I said we would be glad to cooperate with you to do 
anything we can to strengthen the act with respect to any important 
activities of the Board. 

Mr. Houirrexp. I appreciate your attitude on that. 

Mr. Fiscuspacu. Now, Mr. Divers, it has come to the notice of the 
subcommittee that for a considerable period of time you have re- 
frained from going to the State of California and I think it is fairly 
venerally understood that you do so under advice of counsel from the 
Department of Justice and possibly counsel of the Home Loan Bank 
Board so as to avoid personal service of process in regard to multi- 
farious litigations pending there; is that correct? 

Mr. Divers. That is correct. On the advice of the Department of 
Justice, our counsel in this litigation. 

Mr. Fiscupacu. Had there not been this litigation pending, I take 
it, it would have been your desire to go to California and perform the 
duties that repose upon you under the Home Loan Bank Act and the 
legislation that you are administering? 

Mr. Divers. I think I would have been in California if it had not 
been for that situation. 

Mr. Fiscupacn. Have you ever been informed, Mr. Divers, that 
there was a possibility that the court might have made an order per- 
mitting you to go and come, to and from that jurisdiction, and dis- 
charge your duties as a public official without regard to that litigation 
and with full immunity from the service of process as long as you were 
there on official business? 

Mr. Divers. As I recall, you made the suggestion to me yourself, 
that you might try to obtain such an order and I would say this: If any 
official duties required my presence out there on important matters, I 
think that certainly would have been taken into consideration and 
weighed against the other. They recommended that we not go out 
there. They thought it was best. We abided by their judgment. 
But I do not know if any important activities were not accomplished 
as a. result of a failure to go to California. 

Mr. Fiscupacu. I take it, the sense of your testimony is that you 
never thought of making such application to the court and you were 
never advised that such an application could be made to the court. 

Mr. Divers. No; that is not correct. 

Mr. Fiscupacn. Give me the correct statement. 

Mr. Drivers. I did not find a need for making such an application 
to the court and I had been advised by you, as I recall, that you were 
willing to make an application to the court for me to go to California 
io attend a meeting. 

Mr. Fiscupacu. That is correct, Mr. Divers, but, at the same time 
I made that statement to you, that was some time along in November 
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of 1950, I dare say; is that correct? November or December or there- 
abouts. 

Mr. Drivers. It was made then. 

Mr. Fiscupacu. The end of 1950 or the beginning of 1951. I can- 
not place it within more than a few months myself at the moment. 

Mr. Drivers. Yes. 

Mr. Fiscusacn. In the period which intervened from the time you 
became a member of the Board, Mr. Divers, or 1948, until the latter 
part of 1950, namely, the year 1948, the year 1949 and up until the 
end of 1950, you did not make any application to the court for an 
order permitting you to go into California on your official business 
in connection with Home Loan Bank System activities? 

Mr. Divers. No, sir. 

Mr. Fiscuspacu. Were you advised that such an application could 
be made by any counsel of the Board or of the Department of Justice? 

Mr. Divers. As I recall, the Department of Justice considered the 
desirability of making such an order and came to the conclusion that 
it was not desirable. Incidentally, I was out in California, of course, 
during that time. 

Mr. Fiscnpacn. You were in California? 

Mr. Drivers. Yes, sir. 

Mr. Fiscupacu. I was going to come to that. 

Mr. Divers. Yes, sir. 

Mr. FiscupacH. You were not served with process? 

Mr. Drivers. No, sir. I do not know whether I was under a safe 
conduct pass or not. I was not served with process while I was there. 

Mr. Fiscnpacn. Am I correct in understanding that the sense of 
your testimony is that no important business of the Home Loan 
Bank System suffered as a result of your not going to California, 
except on the occasion you did go during the three years mentioned? 

Mr. Divers. I think that is a fairly accurate statement of what [ 
intended to convey, what I had in mind, weighed in the light of all 
the matters that were before the Board, I think there was no extreme 
urgent reason to go there. 

Mr. Fiscupacn. Can you tell this subcommittee why the directors 
of the San Francisco bank have always made it a point not to meet in 
the State of California? 

Mr. Divers. Maybe they should answer for themselves. 

Mr. Fiscnracn. Didn’t you approve their not meeting in the State 
of California? 

Mr. Divers. To my recollection, they did not ask us. They ad- 
vised us that they were not. 

Mr. Fiscupacu. Considerable in the way of expenses were incurred 
in connection with meetings of the board of directors of the San 
Francisco bank held out of the State of California which you were 
called upon to approve; weren’t there? 

Mr. Divers. I do not know whether it was more expensive to meet 
outside of California than it was to meet inside California, but I will 
say this much, that it is rather expensive to pay the expenses of any 
meeting of directors in a district of that size. 

Mr. Fiscusacu. It was the intent of Congress that the States em- 
braced in these districts of the Federal Home Loan Bank System 
should be represented by a director on the Board; was it not? 
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Mr. Divers. I believe there is something in the act on that, sir. 

Mr. Fiscupacu. There is, Mr. Divers. 

Mr. Divers. I know it authorizes us to not only divide the bank 
district—I mean, to divide the country into bank districts—but also 
to determine how the directors shall be selected from those districts. 
] think our regulations provide for minimum representation from the 
States within the district. 

Mr. Fiscuspacu. Under the conditions that prevail in the organiza- 
tion of the eleventh district, the State of Arizona and the State of 
Nevada are denied the representation which the organic act was in- 
tended to afford them; isn’t that so? 

Mr. Divers. They do not—both of them—have a director at all 
times. 

Mr. Fiscupacu. That is the only place where that happened and 
that is the only time that it has ever happened in the history of the 
System? 

“Mr. Divers. That is correct, sir. I think that the same applies 
to Hawaii, Alaska, and Puerto Rico. 

Mr. Fiscupacu. And that was a condition that you intended to 
rectify when, in 1946, you said you were looking forward to the re- 
establishment of the Los Angeles bank? 

Mr. Divers. They would have been entitled to representation if 
the banks had been reestablished. 

Mr. Fiscuspacu. I take it, Mr. Divers, that absent considerations 
of pending litigation, you would recommend the immediate restoration 
of the Los Angeles bank? 

Mr. Divers. We would have at that time. Now we would ask for 
a hearing after notice and let everybody out there express their views. 

Mr. Fiscupacn. Oh, sure. But all of the reasons which were 
germane 

Mr. Divers. We concluded that it was feasible to reestablish the 
two banks when we made our studies in 1948. 

Mr. Fiscuspacu. Let me put it this way: As of right now, I want the 
record here to reflect, for the benefit of this subcommittee, what your 
thinking is on the subject. So I ask you: If absent, this complicated, 
controversial litigation and claims that are involved in it, the Los 
Angeles bank would be reestablished by the Board? In other words, 
does the Board today feel that it would be more desirable in the System, 
for 12 districts to exist and 12 banks rather than 11? 

Mr. Divers. I felt that we would get some benefits from having a 
larger number of directors, which we would have by having 12 banks 
instead of 11. We would get more viewpoints, more representation from 
the industry. 

Mr. Fiscupacu. May I suspend with Mr. Divers at this point and 
ask Mr. Wyman to take the stand? 

Mr. Houirretp. Mr. Divers, you may be excused for the time being. 
Mr. Wyman, will you please come forward and take the witness stand? 

Mr. Wyman, do you swear that the testimony you are about to give 
before this subcommittee will be the truth, the whole truth, and noth- 
ing but the truth, so help you God? 

Mr. Wyman. I do. 

Mr. Houirreip. Will you identify yourself to the reporter, please? 
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TESTIMONY OF JOHN M. WYMAN, CHIEF SUPERVISOR, HOME 
LOAN BANK BOARD 


Mr. Wyman. My name is John M. Wyman. I am Chief Supervisor 
for the Home Loan Bank Board. 

Mr. Fiscupacn. Mr. Wyman, will you state your residence, please. 

Mr. Wyman. Bethesda, Md. 

Mr. Fiscnspacu. How long have you been with the Home Loan 
Bank System? 

Mr. Wyman. I have been with the Home Loan Bank System since 
October 15, 1932. I have been with the Home Loan Bank Board, or 
its predecessor the Federal Home Loan Bank Board or Federal Home 
Loan Bank Administration, since May 1934. I first started with the 
Federal Home Loan Bank System at the Federal home loan bank in 
Cincinnati. I was there until I came to Washington in 1934. I have 
held my present position as Chief Supervisor for something more 
than 15 years. 

Mr. Fiscupacn. Are you a professional accountant? 

Mr. Wyman. I beg your pardon? 

Mr. Fiscnpacn. Are you a professional accountant? 

Mr. Wyman. No, sir. 

Mr. Fiscupacu. Do you have proficiency in any particular field? 

Mr. Wyman. I have spent more than 15 years in the matter of 
analyzing, or directing the analvsis of examination reports and financial 
statements and reports of savings and loan associations, and in the 
determination and analysis of the financial condition and practices, 
operations of those institutions, and in the formulation of super- 
visory measures, corrective measures and appropriate recommenda- 
tions to the Home Loan Bank Board wherever it is necessary in order 
to bring about the correction of conditions that appear to be unsatis- 
factory in the operation of those institutions. 

Mr. Fiscupacu. Have vou familiarized yourself with the standards 
or criteria that are employed by other supervisory authorities? 

Mr. Wyman. I think I am fairly familiar with their standards and 
procedures. 

Mr. Fiscunacn. Have you been instrumental in establishing the 
policy of supervision of the Home Loan Bank System? 

Mr. Wyman. I think I have, to some extent. 

Mr. Fiscupacu. Are they patterned after those prevailing in any 
other bank system? 

Mr. Wyman. I think in a broad sense they are somewhat com- 
parable to those of other supervisory authorities. I wouldn’t be able 
to say as to the minute or fine details, of course, of procedure, but I 
think in the broad sense they are very similar. 

Mr. Fiscunacn. Have vou ever compared the pattern of regula- 
tions that prevail in the Home Loan Bank System with those which 
are followed in any other bank system, State or Federal? 

Mr. Wyman. Well, we compare those all the time, and have for 
many long vears in the regular course of supervision, because we not 
only exercise supervision over Federal savings and loan associations 
but we also exercise some supervisory authority over State-chartered 
savings and loan associations that are insured by the Federal Savings 
and Loan Insurance Corporation. 
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In connection with the discharge of that supervisory responsibility 
we work very closely, of course, with the various State departments 
and the various State supervisors, and our supervisory actions as to 
those institutions are most generally taken in close cooperation and 
jointly with, I should say, the State supervisors. 

Of course, in that way and by that experience and in the normal 
workaday procedures, we do become quite well acquainted with the 
practices, the policies, the concepts of the various State departments 
that are supervisory authorities over savings and loan associations. 

Mr. Fiscupacn. Is it the custom that vou follow, Mr. Wyman, to 
recommend in connection with an insured institution, whether State 
or Federal, without making a written memorandum of your recom- 
mendations? 

Mr. Wyman. That has been done at various times over the years. 

Mr. Fiscupacn. Is it your custom? Was it your custom? That 
was the question. 

Mr. Wymavy. Is it the custom? 

Mr. Fiscupacu. Yes. 

Mr. Wyman. I would say that most commonly, most frequently, 
there is a written memorandum; yes. 

Mr. Fiscupacu. Why was there not a written memorandum at the 
time of the recommendation in connection with order No. 2015? 

Mr. Wyman. I can only answer that to the best of my recollection, 
and it was simply this: We received the examination report of the: 
Long Beach Federal. It was made as of July 16, 1949. We received 
a copy of that report 6n or about the Ist or 2d of September. I do 
not remember the exact date. 

As I recollect it, I spoke to the Chairman of our Board and probably 
one other member of the Board, Mr. LaRoque, who is no longer on 
the Board, and advised them that the report of the examination had 
been received and it contained some matters that probably the Board 
would want to consider, and certainly some matters that I felt were 
of considerable importance and that probably we should discuss it at 
their convenience. 

' Mr. Fiscuspacnu. Why didn’t you make a written memorandum of 
that? 

Mr. Wyman. Well, I cannot answer that question. 

Mr. Fiscuspacn. Why can’t you? 

Mr. Wyman. Because I have no recollection of any reasons one 
way or the other as to why I didn’t. I often discuss things with the 
Board as to which I have not written a memorandum. That is not 
an uncommon thing at all. 

Mr. Fiscnpacu. You got this report in the early part of September, 
you say. How do you account for the delay? It was made July 16, 
you said. 

Mr. Wyman. The time required to complete the examination work 
and type the report, and forward a copy to Washington, I would 
assume in the normal course of events would require in the neighbor- 
hood of a month to a month and a half. That is not an unusual 
experience at all. 

Mr. Fiscupacu. What was the date of the report? 

Mr. Wyman. July 16, I believe, 1949. 

Mr. Fiscusacn. That was the date of the report? 


79631—32——51 









780 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Wyman. Yes. It was made as of the close of business, July 
16, 1949. It was commenced on or about that day. I do not ‘know 
the hour. 

Mr. Fiscupacu. Do you have the report? 

Mr. Wyman. I do not have it here with me. 

Mr. Fiscuspacu. Will you please telephone your office and have it 
sent over? 

Mr. Wyman. I wil! be glad to do that. 

Mr. Fiscupacu. By whom was that report made, Mr. Wyman? 

Mr. Wyman. I believe the percha maha seeds have to look at t! 1e 
report to be certain about this, Mr. Counsel, but I think the examiner 
in charge was a Mr. Turner. 

Mr. Fiscurnacu. Is Mr. Turner an experienced examiner? 

Mr. Wyman. He has been with the Examining Division for some 
little time. I cannot answer the detail of that, because he does not 
work under my immediate supervision and I do not have the record. 
I believe he has been an examiner for several years. 

Mr. Fiscupacu. You have never had any charges against him, 


have you? 

oy Wyman. I do not know that I personally had charges against 
him; no. 

Mr. Fiscupacu. You never recommended his dismissal because of 
incompetence? 


Mr. Wyman. No, sir; I have not. 

Mr. Fiscupacn. And you were perfectly content that he be an 
examiner in the field; were you not? 

Mr. Wyman. I proceed on the assumption that he is a satisfactory 
examiner. 

Mr. Fiscupacu. In fact, nobody has ever contended that he wasn’t; 
is that true? 

Mr. Wyman. Not to my knowledge. 

Mr. Fiscupacu. Is it a true ststement? Is it true that nobody has 
contended that Mr. Turner 

Mr. Wyman. Not to my knowledge. I have no knowledge of it. 
That is as far as I can go to answer the question. 

Mr. Fiscuspacnw. Mr. Turner is under the supervision of a Mr. 
Dolan in Los Angeles? 

Mr. Wyman. Mr. Dolan; George K. Dolan. He is the district 
examiner. He works under his immediate jurisdiction and super- 
vision. 

Mr. Fiscupacu. Do you have any regard for the opinion of Mr. 
Dolan? 

Mr. Wyman. Do you want me to answer that question? 

Mr. Fiscupacu. | do. 

Mr. Wyman. Giving you my opinion? 

Mr. Fiscupacn. Yes. 

Mr. Wyman. I do not think Mr. Dolan is the kind of an examiner 
or is on a par, I should say, with the district examiners generally over 
the country. I do not mean by that to say that Mr. Dolan is in- 
competent. I certainly would not want to say that. I think Mr. 
Dolan has had a good record as an examiner but, as a district exam- 
iner, I do not think that he is on a par with the district examiners 
generally over the country. That may be attributable to the fact 
that he has had considerably less experience as a district examiner. 
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Mr. Fiscuspacu. How long has Mr. Dolan been the district examiner 
in Los Angeles district? 

Mr. Wyman. I would have to estimate that. I believe that that 
has been some 2 years, 2% years, or approximately so. That is just 
as close as I can recollect on the basis of general knowledge, because 
I did not make the appointment. I did not make the promotion. 

Mr. Fiscupacu. Did you ever have occasion to recommend that 
he be transferred? 

Mr. Wyman. No, sir. I recommended that he not be appointed 
as district examiner, however. 

Mr. Fiscupacu. And your recommendation in that respect was 
overridden? By whom? 

Mr. Wyman. That was the recommendation I made, as I recall, to 
the chief examiner or to whomever it was made; I do not recall. I 
just recall making the observation; if you want to call it a recom- 
mendation, the recommendation, if you will, to that effect. 

Mr. Fiscupacu. At any rate, your recommendation was over- 
ridden? 

Mr. Wyman. That is correct. 

Mr. Fiscupacn. I take it you would not attach much sig- 
nificance to Mr. Dolan’s statement that, as far as he could see, since 
the management of Long Beach Association had been turned back to 
the officers and directors, everything in the affairs of that association 
was perfectly correct. 

Mr. Wyman. I would not attach the significance to it for this 
reason--— 

Mr. Fiscupacu. As long as you wouldn’t attach significance to it, 
that is all I wanted to ascertain. You would not attach significance 
to it? 

Mr. Wyman. I would not attach a great deal of significance to it; 
no. 

Mr. Fiscupacu. All right. 

Did Mr. Turner’s report, which you examined, contain any recom- 
mendation with regard to supervisory action? 

Mr. Wyman. Not that I recall. Examiners do not include in their 
examination reports recommendations as to supervisory action. 

Mr. Fiscupacu. Do they contain any pointed references to any 
conditions which would require supervisory action? 

Mr. Wyman. Oh, yes; they do. If there are conditions of a charac- 
ter that might call for supervisory action, they recite them. 

Mr. Fiscupacn. They point them up? 

Mr. Wyman. They do not point them out specifically as matters 
that would call for supervisory action. The examiners are supposed 
to report the essential facts as to the condition and operation and 
practices and policies of the institution, and it is for the supervisory 
agent and our office here, the supervisory division of the Board, to 
analyze those reports and to analyze and evaluate the facts and 
information and determine what, if any, supervisory action should 
be taken on the basis of such facts and information, and examiners 
have no duty and no responsibility and no prerogative to include in 
their report of examination conclusions or specific directives, if I may 
use that word, or what would amount to specific directives, to their 
supervisors to act with respect to this matter or another. In other 
words, the supervision and the examination are separate matters. 
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Mr. Fiscupacn. Did you hear the question which I asked you, 
Mr. Witness? 

Mr. Wyman. I thought I did. I may have misunderstood it. | 
am sorry. 

Mr. Fiscusacu. I would like it read so that you could try to be a 
little more responsive. 

(The reported read the record, as follows:) 

Do they contain any pointed references to any conditions which would require 
supervisory action? 

Mr. Wyman. Would you read that again, please? 

Mr. Fiscupacn. We are talking about the reports from the 
examiners. 

Mr. W YMAN, I guess I didn’t quite understand what you meant by 
the term “pointed. references.”” ‘There were facts and information i in 
the examination report which seemed to require supervisory action. 

Mr. Fiscupacn. Mr. Wyman, before the making of order No. 2015, 
did you have any rec ommendation from the supervisory agent of the 
Home Loan Bank Board in southern California that you take any 
advisory action in the direction of Long Beach Federal? 

Mr. Wyman. No, I did not. 

Mr. Fiscusacu. In connection with the making of order No. 2015, 
did you ever hear it stated in words or in substance that order No. 
2015 would be a good way to raise some jurisdictional questions? 

Mr. Wyman. No, I do not recall hearing any such statement as 
that. 

Mr. Fiscupacn. Did you ever hear stated in words or in sub- 
stance by anybody in connection with the drafting of order No. 2015 
that that would be a good way to take a tactical position legally? 

Mr. Wyman. No, I do not recall that. I do not recall any such 
statement. 

Mr. Fiscuspacnu. Whom did you consult in connection with the 
making of order No. 2015? 

Mr. Wyman. I personally had nothing to do with making order 
No. 2015. I did not consult with anybody about making it. 

Mr. Fiscupacu. Did you examine a draft of order No. 2015 
before it was made? 

Mr. Wyman. I do not know how that would be possible. 

Mr. Fiscuspacn. Did you or did you not? 

Mr. Lanuam. You mean before it was issued? 

Mr. Wyman. I could not examine it before it was made. You 
mean before it was issued. 

Mr. Fiscupacnu. Yes. 

Mr. Wyman. I saw it in draft form at some stage during the time 
that it was being worked on, as I recall it. 

Mr. Fiscupacu. Where did you see it? 

Mr. Wyman. As I recall that, I do not know. I cannot recall. I 
do not know whether I saw it im the office of some member of the legal 
staff. I do not know whether I saw it in the office of some member of 
the Board. I do not know whether I saw it in the Board room. I do 
not recall that, frankly. 

Mr. Fiscupacu. Do you know Mr. Siegel? 

Mr. Wyman. I have met him; yes. 

Mr. Fiscupacu. Do you know who he was? 
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Mr. Wyman. He was at one time associated with the Department 
of Justice, I believe. 

Mr. Fiscupacn. Did you consult with him in connection with the 
order No. 2015 before or after it was issued? 

Mr. Wyman. I did not consult with Mr. Siegel about order No. 
2015 at any time. 

Mr. Fiscupacu. Did you consult with any member of the Board 
in connection with order No. 2015? 

Mr. Wyman. I do not recall that. 

Mr. Fiscupacu. You examined Mr. Turner’s report, you say, and 
reached certain conclusions. 

Mr. Wyman. I looked at it to some extent. I do not personally 
do most of the analysis work or any great portion of it on examination 
reports. It would be impossible, as I am sure you can appreciate and 
members of the subcommittee can appreciate, for me personally to 
look at 3,000 examination reports with all the other things that have to 
have attention. I have to rely upon a staff analysis and reviewing 
examiners who analyze these reports of examination and generally 
summarize, or at least highlight, or bring into focus, the major points 
as they see it that should have attention. 

Mr. Fiscupacu. Didn’t you examine Mr. Turner’s report and 
reach conclusions? 

Mr. Wyman. Oh, yes; I looked at that. Ob, yes; I leoked at the 
report. 

Mr. Fiscupacn. Were they your conclusions or someone else’s 
conclusions? 

Mr. Wyman. They were my conclusions. 

Mr. Fiscuspacu. And you never made a written record of your 
conclusions? 

Mr. Wyman. No; that is right. 

Mr. Fiscupacn. Didn’t you attach any significance to your con- 
clusions? 

Mr. Wyman. Oh, yes. 

Mr. Fiscunacu. But you did not attach sufficient significance to 
record them anywhere? 

Mr. Wyman. Well, facts were brought out in the examination 
report. I do not think we are likely to lose track of them. 

Mr. Fiscupacu. Take the report which I believe has now been 
brought in and indicate to this subcommittee what facts you relied 
upon. By the way, I would like that report marked in evidence, Mr. 
Chairman. Don’t answer any questions until this is done. 

You can substitute a photostat if it is agreeable. We will return 
the original. I will get it photostated today and get it back to you 
tomorrow. 

Let this be marked Home Loan Bank Board Exhibit No. 6. 

Mr. Houirretp. Without objection, this will be marked “Home 
Loan Bank Board Exhibit No. 6.” 

(The examination report of the Long Beach Federal Savings and 
Loan Association as of July 16, 1949, was marked ‘(Home Loan Bank 
Board Exhibit No. 6,” and is on file with the subcommittee.) 

_ Mr. Fiscupacu. May I ask you now, Mr. Wyman, what document 
it is you are consulting? 

Mr. Wyman. This is a summary here of items that I have prepared 
covering the matters as to which I was concerned, as disclosed by 
that report of examination. 
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Mr. Fiscupacnu. Did you prepare this document? 

Mr. Wyman. This document here? 

Mr. Fiscupacn. Yes. 

Mr. Wyman. Oh, yes. 

Mr. Fiscuspacu. May I look at it? 

Mr. Wyman. Surely. 

Mr. Fiscupacu. I notice it is a mimeographed sheet. 

Mr. Wyman. That is right. 

Mr. Lanuam. I thought the witness testified that he had not made 
any such report or memorandum. 

Mr. Wyman. It is just a brief summary of that particular point 
that was brought out in the examination that I prepared, merely as 
a matter of convenience. 

Mr. Fiscupacu. When was this document prepared? 

Mr. Wyman. On the day before yesterday. 

Mr. Fiscupacu. In consultation with whom? 

Mr. Wyman. The only consultation I had on it was the gentleman 
I believe who brought up this examination report, Mr. Walter A. 
Smith, who is a reviewing examiner in my Office. 

Mr. Miuter. You made it in anticipation of being called to testify 
here? 

Mr. Wyman. Yes, that is right. I thought it would be a matter of 
convenience to the subcommittee. 

Mr. Miiuier. You must have talked to somebody besides that 
fellow who came up in reference to the fact that you were going to 
testify and you better get something prepared; didn’t you? Whom 
did you talk to in reference to that? 

Mr. Wyman. Those points down there that I was referring to are 
points that are brought out by this report of examination, and Mr. 
Smith prepared for me the detailed data from which I prepared that 
brief summation there of those points. 

Mr. Ho.uirretp. Was this prepared at the direction of your legal 
counsel? 

Mr. Wyman. Oh, no. 

Mr. Fiscupacu. I observe, Mr. Wyman, you use sone adjective in 
this document, at page 3, where you say “‘“* * * the nature and 
shocking effects of certain things * * *” Is that your language? 

Mr. Wyman. Yes, sir. 

Mr. Fiscupacu. And you say you prepared this without consulta- 
tion with the legal department? 

Mr. Wyman. I didn’t say that. 

Mr. Fiscupacnu. Tell us whom you did consult with in the prepa- 
ration of this document. 

Mr. Wyman. I consulted with Mr. Walter A. Smith, reviewing 
examiner in my office, and there were in my office also Mr. Carl 
Meininger, who is of the legal staff, and Mr. Mose Silverman, who is 
also of the legal staff. I believe that covers it. They were there 
for one reason. The representatives of the legal staff were there for 
one reason only. 

Mr. Fiscupacu. Did they tell you what the reason was? 

Mr. Wyman. I told them what the reason was. 

Mr. Fiscupacu. Tell us what you said. 

Mr. Wyman. The examination report discloses that some $304,000 
was paid out of funds held by the court, largely for attorneys’ fees 





INVESTIGATION OF HOME LOAN BANK BOARD 785 


and for the special master and for some other incidental costs of the 
litigation. “I wanted to ascertain, if I could, how much of that was 
paid out of those funds of the Long Beach Federal, if that could be 
ascertained, and the information I got from the legal department, as 
disclosed there in that document, and that was the only reason I 
discussed that with the legal department at all 

Mr. Fiscnsacn. Do you mean to say you had to go to the legal 
department to find out how much money had been paid out at Long 
Beach Federal? 

Mr. Wyman. That isn’t what I said. 

Mr. Fiscupacu. Tell us. 

Mr. Wyman. I stated it once. I wanted to find out how much of 
the funds had been paid out by the court that were clearly funds of 
the Long Beach Federal for attorneys’ fees and other incidental costs 
of the litigation. 

Mr. Fiscusacu. Don’t you get that from the examination reports 
submitted to you by your agents in the field? 

Mr. Wyman. No, sir. 

Mr. Fiscnspacu. Why not? 

Mr. Wyman. The information wasn’t there. I cannot answer the 
question why not. 

Mr. Fiscupacn. Did you ever request it should be furnished you? 

Mr. Wyman. No, sir. 

Mr. Fiscnspacn. Why not? 

Mr. Wyman. I do not know of any particular reason one way or 
the other. At that time I was thinking of the matter in terms of the 
over-all that was involved, the $304,000. I do not know of any place 
where that information is available. Certainly it was not available 
to me anywhere except, I believe, in some of the briefs that were filed 
in the court action out there, and it showed up the amount that had 
been directed by the court to be paid out to the attorneys, as I recall it. 

Mr. Fiscupacn. Can you tell the subcommittee why it is a condi- 
tion prevails in your office, where you are chief supervisor, which 
requires that you should go to the legal department to find out about 
financial transactions taking place in Long Beach Federal or any other 
association under your supervision? 

Mr. Wyman. We do not, except when we get into a matter of com- 
plicated and involved litigation. 

Mr. Mituer. Mr. Fischbach, may I insert a question here? 

Mr. Fiscupacu. Surely. 

Mr. Miuuer. Isn’t it true that, as far as the examiners are con- 
cerned, the records of the Long Beach Association would show 
$304,000 of Long Beach Federal funds impounded by the court and 
paid in to the court and as to exactly what court order transpired as 
to the disposition of the funds, that wouldn’t be reflected in the Long 
Beach books, would it? 

Mr. Fiscupacnu. There should be in the examination report, Mr. 
Miller, every payment evidenced by a court order and, certainly 
moneys that are impounded in court cannot be paid out except pur- 
suant to a court order. 

Mr. Mitier. That is right. All the examiner would pick up 
would be the fact that there was paid in to court $304,000 and even- 
tually, when the litigation was settled and funds disposed of, the 
return to the association would be reflected when they got custody of 
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it. I would take it that it would be logical for them to ask the legal 
staff as to what happened to the money out there. It would probably 
take a Philadelphia lawyer to determine what happened to the money 
in that situation. 

Mr. Fiscupacnu. This document, which is Home Loan Bank Board 
Exhibit No. 6, has an affidavit attached to it, signed by Mr. T. A. 
Gregory and sworn to before Mr. Turner on the 15th of August 1949, 

Mr. Wyman. I haven’t read it. You can see the dates. I cannot, 
I presume that is correct. 

Mr. Fiscusacu. Did you consider that affidavit when you reached 
the conclusion you said you reached prior to the making of order 
No. 2015? 

Mr. Wyman. I do not know what conclusion you are talking about. 

Mr. Fiscupacu. Did you read this affidavit when you reached the 
conclusion you said you did reach when you received this report from 
the field? 

Mr. Wyman. Yes; I think I read the affidavit. 

Mr. Fiscuspacn. Just a minute, please. 

I would like to call to the members’ attention the contents of this 
affidavit. It is already in the record, Mr. Reporter, so you don’t 
have tu take it. 

(Mr. Fischbach read the affidavit.) 

(Discussion off the record.) 

Mr. Houir1e.p. Mr. Counsel, you may proceed with the witness. 

Mr. Fiscupacu. I observe that on page 1—B of the examiner's 
report there is reference to one item recording attorneys’ fees and 
expenses paid by the court and to reclassify the same previously 
charged to conservatorship expenses, and [ want to ask you whether 
this is the same subject that you thought it necessary to consult 
upon with the law department at the Home Loan Bank Board, as you 
indicated a few moments ago? 

Mr. Wyman. I wanted to find out the amount—if they could advise 
me—of the funds that were known to be the funds of the Long Beach 
Federal that had been paid out by the court by court order to attorneys 
and for other litigation expenses. 

Mr. Fiscuspacnu. As of when? 

Mr. Wyman. As of the latest date that we could ascertain the facts 
onit. I do not recall the date of that court order. I suppose our legal 
department would be able to give that information. I think it appears 
in some of the pleadings. I inquired of the attorneys for that infor- 
mation, if they could find it and give it to me. That is all the light 
that I can throw on that subject. 

Mr. Fiscupacu. I suggest to you that you lay aside, for the moment, 
the statement which you have before you and direct your attention, 
if you will, to this exhibit, because this statement did not exist in 1949, 
did it? 

Mr. Wyman. That is not the whole truth about the matter, if you 
will pardon my frankness. 

Mr. Fiscupacu. All right. 

Mr. Wyman. Mr. Chairman, this statement is a summary of the 
essential facts that are disclosed by that report of examination, and I 
do not believe counsel means to imply that it makes any difference 
whether it was prepared yesterday or a year ago yesterday. 
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Mr. Houtrretp. The understanding of the Chair is that this sum- 
mary has been prepared in the last week. 

Mr. Wyman. Yes. It is simply a statement of those facts. 

Mr. Fiscupacu. That was my understanding. 

Mr. Wyman. And all in the world it is is simply to reduce to a com- 
paratively brief few paragraphs the facts with which I was concerned 
in that examination report. It is nothing else. The facts are not 
altered, and I think, if the chairman would permit me to do so, I can 
very briefly convey to the committee from this sheet of paper those 
facts that I discussed with the Board. 

Mr. Fiscupacn. In point of fact, Mr. Wyman, isn’t it true, that the 
$304,000 in attorneys’ fees that you were talking about and which you 
said you had to consult the legal department about are enumerated in 
detail on page 16—E of Mr. Turner’s report?, 

Mr. Wyman. Yes; but I could not determine from that report what 
portion of those fees and disbursements, if any, were from the funds 
that were definitely known to be the funds of the Long Beach Federal 
Savings and Loan Association. 

Mr. Fiscupacn. Did you ever examine a copy of the order which 
authorized the payment of those funds? 

Mr. Wyman. No, sir. 

Mr. Fiscusacu. Did you ever request it? 

Mr. Wyman. No, sir. 

Mr. Fiscupacu. Now, you had nothing more before you in August 
of 1949, when you discussed order No. 2015 than the contents of this 
report, isn’t that right? 

Mr. Wyman. Oh, yes. We had much more than that before us. 
We had all of the earlier background in operations and practices of that 
institution, 

Mr. Fiscusacn. You had all of that. Apart from that, you had 
this? 

Mr. Wyman. In addition to that, we had this. 

Mr. Fiscupacn. All right. I take it that you gave consideration 
to the condition reported in 1949 in the recommendation that you made 
to the Board in August of 1949; is that correct? 

Mr. Wyman. I gave consideration to the conditions and the opera- 
tions and the operating experience of the association over the period 
from January 24, 1948, to the close of business July 16, 1949, and to the 
financial condition and the contingencies of the litigation and further 
expenditures upon the institution, We found, for example, that for 
the period beginning January 24, 1948, and ending June 30, 1948, the 
association paid out in dividends nineteen-thousand-five-hundred-and- 
some-odd dollars more than its net income. 

Mr. Fiscupacu. To illustrate, Mr. Wyman, at the time you re- 
ceived this report from Mr. Turner, it had been reviewed by Mr. 
Dolan, the district examiner, had it not? 

Mr. Wyman. That is correct, presumably so. 

m Mr. Fiscupacu. It was reviewed by him under date of August 15, 
949, 

Mr. Wyman. I do not know that. 

Mr. Fiscusacn. Isn’t that Mr. Dolan’s signature? 

(The document was shown to the witness. 

Mr. Wyman. That is his signature. I take it that is his signature. 
I believe that is his signature. 











788 INVESTIGATION OF HOME LOAN BANK BOARD 





Mr. Fiscusacu. This is the original file from the Home Loan Bank 
Board, isn’t it? 

Mr. Wyman. I would say that is his signature. 

Mr. Fiscuspacn. And this signature of Mr. Dolan’s is right on the 
line underneath the words ‘“‘Reviewed by’’? 

Mr. Wyman. Yes. 

Mr. Fiscupacu. And it is part of the certificate of Mr. Turner that — 

This report, subject to the contents therein contained, is a true and correct 
statement of the financial position of the association as of the close of business of 
July 16, 1949, and shows the results of operation for the period of January 25, 
1948, to July 16, 1949. 

Mr. Wyman. That is right. It also shows the results of operation 
from July 1, 1948, to June 30, 1949, and shows in that period they paid 
out a dividend of ninety-three-thousand-some-odd dollars more than 
they earned. 

Mr. Fiscusacnu. Show me that in the report. 

Mr. Wyman. You may have to call on an expert to find this. 

Mr. Fiscupacu. You are an expert, aren’t you? 

Mr. Wyman. No; I believe I testified at the beginning that I was 
not an accounting expert. 

Mr. Fiscupacn. What kind of an expert are you? 

Mr. Wyman. Maybe I can find this here in the operations of the 
association. 

Mr. Fiscupacn. Pardon? 

Mr. Wyman. Maybe I can find this here. I can find it right here. 

Mr. Fiscusacnu. Read it into the record, please. 

Mr. Wyman. The report of examination, exhibit C, page 5 of the 
report itself, shows that at the ending of the 12-month period which 
ended June 30, 1949, the association had a net income in the amount 
of $433,429.17, and that the association paid dividends for that 12- 
month period in the amount of $526,513.98. 

Mr. Fiscupacu. Didn’t you omit a figure of $611,295.11? 

Mr. Wyman. No, sir; I did not. 

Mr. Fiscuspacn. That figure of $611,295.11 appears there. 

Mr. Wyman. That is correct. That is the balance of their undivided 
profits at the end of the period. It did not have anything to do with 
the amount of dividends they paid or income they made. 

Mr. Fiscupacn. How much in undivided profits did they have at 
the end of that period? 

Mr. Wyman. At the end of the period, which ended June 30, 1949, 
they had in surplus—I can give you the total figure if you prefer to 
have it, without having to add it up. 

Mr. Fiscupacn. Suppose you just give me this figure. There is 
- question but what they had $611,000 in undivided profits, didn’t 
they? 

Mr. Wyman. At the beginning of the period they bad $611,295.11. 

Mr. Fiscupacn. And during that period they made how much 
money? 

Mr. Wyman. They had a net income during that period of 
$433 429.17. 

Mr. Fiscupacn. So that they had over a million dollars in net 
operating profit and undivided surplus, out of which they could pay 
dividends, didn’t they? 

Mr. Wyman. That is correct. 
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Mr. Fiscupacn. And was there in the bank system, Mr. Wyman, 
anything which says that any association cannot pay dividends out 
of their undivided profits and surplus? What is there in the bank 
system that says that, Mr. Wyman? 

“Mr. Wyman. Nothing that I know of. 

Mr. Fiscupacn. Nothing that you know of? 

Mr. Wyman. That is right. 

Mr. Fiscupacu. And you point to the fact that in the period men- 
tioned, when the association had just come out of the hands of the 
conservator, when it was charged with over $200,000 of conservator’s 
expenses, or thereabouts, and when the association’s bond and interest 
portfolio and investment portfolio had been very substantially al- 
tered, as a base for criticizing the association for having paid out a 
dividend in keeping with its previous dividend policy and using the 
funds in its undivided profits and its current net earnings; is that 
correct? 

Mr. Wyman. Well, that is rather a long- 

Mr. Fiscusacn. If it is long, I want the reporter to read it back 
to you and you understand every single phrase in it before you under- 
take to answer the question. 

Mr. Wyman. I want to answer the question, if I can. 

Mr. Fiscupacu. Mr. Reporter, read the question back to him 
slowly, so he understands it perfectly. 

Mr. Hourrretp. Read the question back to the witness, please. 

Mr. Fiscnpacnu. Mr. McKenna, while the witness is being asked to 
answer a question, I would appreciate it if you did not interfere with 
him. 

Mr. McKenna. I was about to advise Mr. Wyman that he could, of 
course, phrase his answers in language that he thinks is accurate. He 
does not have to say “‘Yes”’ or ‘“‘No”’ to a question that is complicated, 
put to him by the committee counsel. 

Mr. Fiscupacu. I would take it, Mr. McKenna, that Mr. Wyman 
has enough intelligence for that. 

(The reporter read Mr. Fischbach’s question, referred to.) 

Mr. Wyman. I use that as a basis for criticism when considered and 
taken in context with certain other facts that were disclosed, particu- 
larly the fact that during that period between January 24, 1948, and 
June 30, 1948, the association transferred out of its reserve for con- 
tingency, which is the reserve created pursuant to express requirements 
of the association charter as a reserve for losses, for the absorption of 
capital losses, transferred $200,000 out of that reserve for contin- 
gencies into undivided profits, where it would be available for expenses 
and for dividends or any purpose the association might wish to use it 
for, plus the additional fact that the association was having, and con- 
tinuing to have, very substantial expenses apparently and presumably 
depending upon the ultimate outcome, of course, of the ltigation, in 
connection with the litigation, such as, for example, the $304,000 of 
attorneys’ fees as to which we made later inquiry concerning the exact 
amount of that which came from the funds of the Long Beach Federal. 

Mr. Fiscupacu. Are you attempting 

Mr. Wyman. May I finish my answer to your question? 

Mr. Fiscupacu. Yes; go ahead. 

Mr. Wyman. When the association as disclosed by this examination 
report, during that period of approximately 18 months long, lacking 
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24 days, paid out in dividends in excess of $112,000 above what the 
net income was, and during that same period took $200,000 out of its 
loss reserves as required by express provisions of the charter, and put 
them into undivided profits and were continuing to have and to accrue 
and incur sizable expenditures in connection with the litigation, it 
seemed to me that we had there in context and in sum a situation that 
was one for proper supervisory concern, lest the continuation of that 
situation and that kind of operating experience lead to a serious 
depletion of the association’s reserve, and, if endured and continued, 
inevitably and interminably, could even lead to serious questions of 
solvency and of the effect upon the Federal Savings and Loan Insur- 
ance Corporation. 

That is the answer to your question. 

Mr. Fiscupacu. Yes. In sum, Mr. Wyman, I take it, you are 
sitting here now and suggesting that you, as chief supervisor, were 
going to determine how much money would be spent in litigation 
against the Home Loan Bank Board, as did once Mr. Fahey? Isn’t 
that a fact? 

Mr. Wyman. No, sir; it is not. 

Mr. Fiscupacu. In what way were you concerned with how much 
money would be spent in litigation? 

Mr. Wyman. Well, we have some duty and some responsibility, as 
I understand it. 

Mr. Fiscusacn. Then you were concerned with how much would 
be spent in litigation? 

Mr. Wyman. In connection with the well-being and the proper and 
successful and profitable operation of these institutions, with their 
financial condition and with the avoidance of policies and practices 
that would lead to a depletion of their reserves and a weakening of 
the institution. 

Mr. Fiscupacu. Then you were concerned with how much money 
was being spent in litigation; weren’t you? 

Mr. Wyman. I was concerned with how much money was being 
spent. 

Mr. Fiscupacu. Why don’t vou just come out and say so? 

Mr. Wyman. Not in the technical nor microscopic sense, but in 
terms of its part in the over-all context of that operation. That is the 
way I was concerned with it, as such. 

Mr. Fiscusnacu. You were a member of Mr. Fahey’s staff when the 
conservator was originally appointed; were you not? 

Mr. Wyman. Yes. 

Mr. Fiscupacnu. And Mr. Fahey was concerned with the asso- 
ciation’s appropriation of $100,000 for legal expenses in connection 
with what the association thought were coming events; wasn’t Mr. 
Fahey so concerned? 

Mr. Wyman. I think the record so discloses. 

Mr. Fiscupacu. And you probably were concerned at the same 
time and in the same way; weren’t you? 

Mr. Wyman. Yes; 1 was concerned. 

Mr. Fiscusacu. And now, in 1950 or in 1949, you tell this com- 
mittee that you were concerned again with the association’s legal 
expenses in this controversy. 

Mr. Wyman. We are always concerned with any practice or opera- 
tion or course that is followed by these institutions that threaten or 
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may, by the application of reasonable logic, I should say, if carried on 
indefinitely, result in a threat to the solvency and the financial con- 
dition of the institution. 

We are also concerned with that. 

Mr. Fiscupacn. Were you concerned with the expenditures or 
appropriations made or charges made by the conservator, of approxi- 
mately $200,000 during the conservatorship? 

Mr. Wyman. Of course, that was a matter of concern. I do not 
know how that relates at the moment. 

Mr. Fiscuspacu. And you did not make a recommendation that the 
association be liquidated because of a couple of hundred thousand 
dollars in expenses involved in the conservatorship; did you? 

Mr. Wyman. I don’t think I ever recommended that the asso- 
ciation be liquidated. I do not recall that I did. 

Mr. Fiscuspacn. Were you in any way concerned with the earnings 
of the association while the association was in Mr. Ammann’s hands? 

Mr. Wyman. Yes, of course. 

Mr. Fiscupacnu. How much money did Mr. Ammann make for the 
association and how much did he pay out in dividends during the 
time he was in charge of the association? 

And did those dividends that Mr. Ammann paid out come from the 
surplus that was accumulated before he was appointed conservator? 
Answer that please. 

Mr. Wyman. As I recollect the facts, the reserve and surplus of the 
association at the time Mr. Ammann went in to the association as 
conservator amounted to approximately $900,000. 

Mr. Fiscupacu. How much did he earn and how much did he pay 
out? 

Mr. Wyman. May I finish my statement, my answer on that? 

When he left the association, as I recall it, the reserves and surplus 
were about $1,400,000. I cannot tell you. I do not have the records 
here. 

Mr. Chairman, I would suggest that Mr. Ammann be asked for that 
information. I do not have the facts and the figures as to how much 
he earned while he was in there. 

Mr. Fiscupacu. About a million four is right at the time that 
Ammann came in. 

Mr. Wyman. At the time he went out. 

Mr. Fiscupacn. At the time he came in, in 1946. 

Mr. Wyman. That was the reserves and surplus. 

Mr. Fiscuspacn. At the time he was appointed. 

Mr. Wyman. It was the reserves and surplus. 

Mr. Fiscuspacu. When he turned it back, the reserves and sur- 
plus had been reduced to $611,000; hadn’t they? 

Mr. Wyman. Oh, no. 

Mr. Fiscupacu. No? You give me the figure. 

Mr. Wyman. I had them here somewhere. I couldn’t locate it. 
I had a very brief summation of it. 

On December 31, 1945, which was 5 months and 20 days before the 
conservator was a appointed, the reserves and undivided profits of the 
association amounted to $906,961. 

Mr. Fiscupacu. That is the reserves and undivided profits. How 
much was reserves and how much was profits made by Mr. Ammann? 
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Mr. Wyman. That was on December 31, 1945, when the conservator 
— in. He hadn’t even been in there. May I read the balance of 
this! 

Mr. Fiscupacu. Will that give us the information? 

Mr. Wyman. On May 19, 1946, which was the date as of which 
this examination was made and the basis on which Mr. Ammann 
went in on the 20th, you will recall that examination report showed 
reserves and undivided profits of $901,016. The examination of 
January 24, 1948, which was the date Mr. Ammann, I believe, left 
the association, and the management went back—— 

Mr. Fiscuspacu. That is right. 

Mr. Wyman (continuing). The reserves and undivided profits of 
that association were $1,376,010. 

You asked whether they had gone down during his incumbency. 
I think that answers your question. 

Mr. FiscuspacH. How much money did Mr. Ammann make and 
how much did he pay out in dividends? 

Mr. Wyman. I do not have that. I do not have that information. 
Mr. Ammann, of course, could produce that information. It could 
be obtained, but I do not have it. I do not have it to give it to you. 
I could not carry that around with me in my head. It would have to 
be tabulated. 

Mr. Fiscusacu. There is nothing wrong with an association using 
its reserves and undivided surplus to pay current dividends; is there? 

Mr. Wyman. It has always been the ruling and view of our legal 
department—and invariably the supervisors’ view—that reserves set 
up by Federal associations for the express purpose of absorbing losses, 
the reserve required by their charter, should not be used for purposes 
other than the absorption of capital losses. If you are talking about 
undivided profits or surplus, that is another matter. There is no 
reason why that cannot be used to pay dividends. The charter ex- 
pressly provides they may use that to pay dividends. 

Mr. Fiscuspacn. Certainly it does. You do not want this subcom- 
mittee to understand there is anything wrong by the payment to the 
shareholders of dividends during the period mentioned in Mr. Turner's 
report in excess of the net operating income? 

Mr. Wyman. I did not object to that in itself. I criticized that, as 
I explained a moment ago, in relation to the context of their opera- 
tions with which we were concerned and that caused me to feel that 
some supervisory action should be taken. 

Mr. Fiscupacu. You wanted to go in and control how much money 
they would spend in the litigation against the Home Loan Bank Board? 

Mr. Wyman. I had no such ambition. 

Mr. Fiscupacn. Wasn’t that the net effect of what you were 
doing? 

Mr. Wyman. I wouldn’t say that. 

Mr. Fiscupacn. You wouldn’t? 

To what extent, if any, were you concerned with any other aspects 
of the association’s operations as shown by that report? Please refer 
to the report, so that I can see what it is that you are talking about. 

Mr. Wyman. Yes. The report of examination of July 16, 1949— 

Mr. Fiscusacn. I think it is so near 1 o’clock that we probably 
should desist for lunch. 

Mr. Houirievp. Go ahead and finish your answer. 
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Mr. Wyman. On page 9-j, it showed that the association was con- 
tinuing to make loans to operative builders to finance the construction 
of homes which they, in turn, sold on contracts without any provision 
whereby the buyers of those houses could prepay their contracts, 
which was a repetition of a practice that was found earlier, particu- 
larly in 1943 and 1944, when the association made a considerable 
amount of loans to one Wrigley Heights Corp. at 5% percent interest to 
finance the construction of several hundred houses, which the Wrigley 
Heights Corp., in turn, sold to purchasers on contracts at 6% percent 
without any provision in their contracts whereby those borrowers, 
who, incidently, were war workers, could prepay those contracts, not- 
withstanding the fact that the borrower himself had the right, by the 
express provision in the association charter, to prepay his loan at any 
time. 

Mr. Fiscupacn. Right there. 

Mr. Wyman. May I continue to answer that question? 

Mr. Fiscupacnu. Yes; go ahead. 

Mr. Wyman. I am still answering that question. It was my feeling 
at that time, on coming into possession of this information, that it was 
not in the public interest for the association to be making loans upon 
terms and conditions and under circumstances that led, in effect, to a 
nullification of a provision of the charter that vouchsafed to the bor- 
rower the right to prepay his loan at any time. 

Mr. Fiscupacu. Right on that point, have you had occasion to 
borrow money from any insurance company or savings bank to finance 
a construction of a home or somebody else’s home that you know of? 

Mr. Wyman. I know about buying a home, but not constructing 
one. 

Mr. Fiscupacu. Do you know anything at all about the practices 
prevalent throughout the United States about the privilege of pre- 
payment? 

Mr. Wyman. I know what they are. 

Mr. Fiscusacu. Isn’t it a fact that lending institutions throughout 
the United States are very reluctant to permit a borrower to prepay in 
advance of the due date the amount of a mortgage loan? 

Mr. Wyman. That has been true and that was true and that was 
very much true before the charter was promulgated for Federal savings 
and loan associations, but in that charter that matter was expressly 
provided for because it was felt by the Board, the Federal Home Loan 
Bank Board, originally, of course, that that was in the public interest, 
that these borrowers should have the right, when they accumulated 
funds with which to pay off their loans and own their homes, they 
should have the right to do so. Certainly, if any penalty was to be 
charged for that, it would be a very reasonable penalty, and the 
charter did provide for a very reasonable penalty in those situations. 

Mr. Fiscupacu. As a matter of fact, the value of a mortgage loan 
which can be prepaid at any time by the borrower is very much less 
than the value of a mortgage loan which is not subject to prepayment; 
isn’t that true? 

Mr. Wyman. That may be a theoretical proposition. 

Mr. Fiscusacu. Don’t you have any knowledge about that? 

Mr. Wyman. Federal associations in the last 15 to 18 years have 
made many, many millions of dollars of mortgages. And they have 
been doing very well with that. They have all had this prepayment 
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privilege. So I assume there is no serious debacle likely to arise from 
the fact that borrowers are permitted to prepay their loans. 

Mr. Fiscusacu. I will try to ask you a question and I hope you 
will try also to be responsive to what I ask you. Do you know any- 
thing at all about the relative value of a loan which is subject to 
prepayment as against the same loan which is not subject to prepay- 
ment; which is worth more? 

Mr. Wyman. That would depend upon a good many factors. | 
assume you mean all of the things being equal. 

Mr. Fiscuspacn. Let’s reduce it to this. Mr. A, a borrower, has a 
house. He borrows $5,000. The loan is subject to prepayment. 
That is one hypothesis. 

The same borrower, the same house, the same amount, the loan is 
not subject to prepayment—which is worth more to the association 
which makes the loan? Do you know, or don’t you know? 

Mr. Wyman. I am not sure that I can answer that question in a 
‘‘ves”’ or “no”’ sense. 

Mr. Fiscuspacu. Do you know, or don’t you know which of those 
two loans is more valuable to the association which had it? 

Mr. Wyman. There might be circumstances under which it would 
be to the association’s advantage for the borrower to come in and 
prepay his loan and be encouraged to do it. 

Mr. Fiscuspacu. That is not what I asked you at all. 

Mr. Wyman. I could not answer that question. 

Mr. Fiscupacn. So you do not know which loan is more valuable 
to the association? 

Mr. Wyman. It is too hypothetical for me to answer. 

Mr. Fiscusacu. Too hypothetical for you to answer? 

Mr. Wyman. That is right. 

Mr. Fiscupacu. All right, Mr. Wyman, you said that the total 
reserves and undivided surplus of the association at the time Mr. 
Ammann went in on May 20, 1946, were slightly under $1 million? 

Mr. Wyman. Yes. 

Mr. Fiscupacnu. How do you reconcile your statement with Mr. 
Ammann’s own admission that the reserves and surplus and undivided 
profits were around $1,302,504.80? Why did you depreciate the 
amount by some $400,000? That is what I am asking you. 

Mr. Wyman. I had no intention of doing that. If my figures are 
in error, they should be corrected. That is something I would have 
to check back. 

Mr. McKenna. I think this is just a figure that includes net 
income. 

Mr. Wyman. This figure right here includes net income. 

Mr. Fiscnupacu. Did you omit net income in the figures you gave? 

Mr. Wyman. The figures I gave left out the net income. 

Mr. Fiscuspacu. Why? 

Mr. Wyman. I was talking about the reserves and undivided 
profits, not accrued net income. That accounts for the difference. 

Mr. Fiscunacn. Mr. Ammann admits having received $1,300,000. 

Mr. Wyman. That is right. That includes undivided profits, 
includes income and expense accounts. In other words, there were 
expense accounts and income accounts there and that would have to 
be netted in order to bring that thing down. Then, after the dividend 














rom 


you 
ny- 
» to 
avy - 


I 


iS & 
nt. 


Lis 


ion 
na 


OSe 


ald 


nd 


ble 









INVESTIGATION OF HOME LOAN BANK BOARD 795 





allowance is made, that brings that down still further. That accounts 
for the difference between that figure and the figure I gave you. 

Mr. Fiscupacu. The fact is that Mr. Ammann had something like 
$5 million more in total assets and liabilities when he took over than 
he turned back, isn’t that true? 

Mr. Wyman. If those are the figures, I take it that is the case. 
You have 26 million against 21 million. That is obvious. 

Mr. Fiscuspacu. It is obvious on this paper? 

Mr. Wyman. It is obvious on this paper. 

Mr. Fiscupacu. This piece of paper is a photostatic or other copy 
of Mr. Ammann’s latest accounting. 

Mr. Wyman. If those are the correct figures, then that is what it is. 

Mr. Fiscupacu. This is what Mr. Ammann himself claims. 

Mr. Wyman. I didn’t see the document. 

Mr. Fiscupacu. Can you tell by examining this document, which 
was furnished by Mr. Ammann, and the Federal Bureau of Investiga- 
tion, how much money Mr. Ammann earned while he was a conserva- 
tor of Long Beach Federal and how much he paid out in dividends? 

Mr. Wyman. I would suggest, Mr. Counsel and Mr. Chairman, 
that, if you want that added up, you get someone who is an expert on 
accounting and statistical matters to do that. In other words, the 
figures are here and, if they are here, of course, they can be added up. 
I would respectfully suggest that that be done in the interest of 
economy of time and getting your information that you wish. 

Mr. Fiscusacu. Well, now the second thing you mentioned you 
were concerned about was the fact that the association was making 
loans which were not subject to prepayment; isn’t that correct? 

Mr. Wyman. No; I didn’t say that. No; I didn’t say that. 

Mr. Fiscupacu. What is the sense of what you are saying? 

Mr. Wyman. I said the association was making loans to operative 
builders to finance the construction of houses which they were, in 
turn, selling, on contracts that did not permit or provide for the 
prepayment of the contracts by the contract purchasers. 

Mr. Fiscupacu. So what you are saying, then, is that the associa- 
tion was making loans and that somebody else was selling the property 
and not giving the people an opportunity to prepay? 

Mr. Wyman. That is true. 

Mr. Fiscupacn. So the act that you are charging against the 
association is an act performed by somebody else. 

Mr. Wyman. It is an act which nullified. 

Mr. Fiscunacnu. It is an act performed by somebody else; is that 
not correct? 

Mr. Wyman. I wouldn’t say that. 

Mr. Fiscupacu. It is an act performed by an organization other 
than Long Beach? 

Mr. Wyman. It is an act performed by an organization other than 
the Long Beach Federal, but with Long Beach Federal funds. The 
thing that I was taking exception to and the thing I criticized was that 
it was not in the public interest for those people who bought those 
properties not to be permitted to prepay their loans or their contracts. 

Mr. Fiscusacu. All right; did you ever say anything about it to 
Wrigley Heights, the builder who was selling the properties to those 
purchasers on those terms? 
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Mr. Wyman. We did not find out anything about that until some- 
time in 1946 in connection with the examination. 

Mr. Fiscupacu. But we are talking about 1949 when you made 
order No. 2015. 

Mr. Wyman. May I ask what your question is again, the last 
question you asked? 

Mr. Fiscupacu. ‘We are talking about your criticism that you made 
in 1949 when order No. 2015 was issued. 

Mr. Wyman. What was the question? 

Mr. Fiscupacn. The question was this: Whether you said any- 
thing at all to Wrigley Heights, the builder, whether you protested to 
Wrigley Heights, the builder, that they were not giving the borrowers 
this prepayment privilege when they sold the house that they built. 

Mr. Wyman. We did not know anything about the Wrigley 
Heights matter until sometime in late 1946. . 

Mr. Fiscupacn. All right, but we are talking about matters—— 

Mr. Wyman. When we received from the Department of Justice a 
copy of a letter that had been written by Mr. Harold Slane, a Los 
Angeles attorney, to Congressman Doyle, concerning the matter, 
that was when we looked into it. The conservator was in charge of 
the association at that time. Many of these war workers had paid 
their contracts down to where they could refinance at a much lower 
rate of interest. They were being denied that privilege except in 
some cases, by the payment by them of a substantial fee to Wrigley 
Heights Corp., which we were advised did not want these contracts 
prepaid because it would lift the income of Wrigley Heights into a 
higher income-tax bracket and he would be required to pay more 
income tax to the Federal Government. 

Mr. Frscusacn. Would it interest you to know, Mr. Wyman, that 
I personally had the experience of having a less than $15,000 first 
mortgage on some property that I owned, held by a savings bank in 
N ew York, and I wanted to prepay it, and they would not permit me 
to prepay it? The superintendent of banks did not think anything 
at all about it. Would you draw any lesson from that? 

Mr. Wyman. We have a charter. I do not think I can answer 
your question. It isn’t left for me to theorize about this matter. 
We have a charter that contains an express provision as to which | 
have no discretion. That provision, as I say, vouchsafes to the 
borrower the right to prepay his loan except for a reasonable penalty 
that may be charged under certain terms or conditions that are ex- 
pressly provided in the charter. 

Mr. Fiscnupacu. But in 1949, Long Beach was not dealing with 
these borrowers. You indicated yourself that Long Beach Federa! 
was dealing with the Wrigley Heights and that the relations between 
Wrigley Heights and the people who bought the homes from Wrigley 
Heights were a matter between the people who bought those homes 
and Wrigley Heights and not Long Beach Federal. 

Mr. Wyman. I said it was done by the builders with the aid of 
Long Beach Federal, which must have known about the practice. 

Mr. Fiscuspacu. What evidence have you to substantiate that 
conclusion? 

Mr. Wyman. I could not conceive of the management of the Long 
Beach Federal lending substantial sums of money without knowing 
the general terms and conditions on which the business was being 
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conducted, particularly since the contracts on which these properties 
were sold were, in many instances, if not, indeed, in most instances, 
pledged back with the association and in the possession of the asso- 
ciation as additional collateral for the loans. 

Mr. Fiscupacn. Tell me this, Mr. Wyman: Was there anything in 
the report which criticized that? 

Mr. Wyman. The examiner merely gave us the basic facts. 

Mr. Fiscupacu. So the answer to my question is “No”; isn’t that 
right? 

Mr. Wyman. Would you read the question again? 

Mr. Fiscupacu. Was there anything in the report which criticized 
that? 

Mr. Wyman. Well—— 

Mr. Fiscupacu. Can you answer that “Yes” or “‘No’’? 

Mr. Wyman. The examination report—-examiners are instructed 
io report the fact, as I believe I have testified earlier. 

Mr. Fiscupacu. Then the answer to the question is ‘‘No’’? 

Mr. Wyman. And it is for the supervisor to draw his conclusions 
on the basis of his facts presented. 

Mr. Fiscupacu. You sit in Washington and draw conclusions that 
extend to local operations over 3,000 miles away; is that right? 

Mr. Wyman. Well, in certain matters; yes. 

Mr. Fiscupacu. Was there anything else about this report or the 
facts shown in the report? 

Mr. Wyman. Yes; there was one other thing. 

Mr. Fiscupacu. State the subject matter. 

Mr. Wyman. The subject matter was the sale of some 34 loans in 
the amount of $76,000 and a little more by the association within this 
period covered by this July 1949 examination to one Merle Reynolds. 

Mr. Fiscupacu. That was all? 

Mr. Wyman. I haven't finished. 

Mr. Fiscupacu. That was the subject matter? 

Mr. Wyman. That does not explain the situation. 

Mr. Houirietp. We will give you the privilege of explaining and 
commenting on that after the subcommittee returns from its recess. 

We will adjourn until 2 o’clock. 

(Whereupon, at 1:15 p. m., the subcommittee recessed to reconvene 
at 2 p.m. the same day.) 
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Mr. HouirieLtp. The subcommittee will be in order. We have an 
agreement with the next witness that we will hear him at this time 
and allow him to leave for other duties this afternoon. I will ask 
Mr. Frank Weitzel, Assistant to the Comptroller General of the United 
States, to come forward; and also Mr. Owen A. Kane, legislative attor- 
ney for the General Accounting Office. 

Mr. Fiscupacn. Mr. Weitzel, will you identify yourself for the 
record, please? 

Mr. Werrzet. Mr. Chairman, I am Frank Weitzel, Assistant to 
the Comptroller General of the United States; accompanying me is 
Pons Owen A. Kane, legislative attorney in the General Accounting 

fice, 
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Mr. Houirretp. Mr. Weitzel, do you swear that the testimony that 
you are about to give before this subcommittee will be the truth, the 
whole truth, and nothing but the truth, so help you God? 

Mr. Werrzxzt. I do. 


TESTIMONY OF FRANK WEITZEL, ASSISTANT TO THE COMP. 
TROLLER GENERAL OF THE UNITED STATES; ACCOMPANIED 
BY OWEN A. KANE, LEGISLATIVE ATTORNEY, GENERAL 
ACCOUNTING OFFICE 


Mr. Fiscuspacu. Mr. Weitzel, the chairman of this subcommittee 
communicated with the Honorable Lindsay Warren, Comptroller 
General of the United States, in the last few days. I wonder if you 
can present the reply of the Comptroller General. 

Mr. Werrzex.. Mr. Counsel, I will be very glad to, and I will pre- 
sent Mr. Warren’s regrets. He is unable to be here in person, Mr. 
Chairman, and w ishes to tell you it is always a pleasure to appear 
before you and this subcommittee, and we have appreciated greatly 
your efforts in cooperation with us to bring about better accounting in 
the Government, and particularly in the Federal Property and Ad- 
ministrative Services Act of 1949, sometimes called the Holifield Act, 
and the Budget and Accounting Procedures Act, 1950, where you so 
ably led the discussion on the floor. 

With that brief introduction, I would like to read Mr. Warren’s 
letter to the chairman. It is addressed to the Honorable Chet Holi- 
field, and it reads: 


My Dear Mr. CuarrmMan: This is in response to your telephone inquiry of 
this morning to me, as to the status of recommendation No. 4 on page 31 of my 
audit report to Congress pursuant to the Government Corporation Control Act 
on the Federal home loan banks and Home Loan Bank Board for the fiscal year 
ended June 30, 1948 (H. Doc. 343, 81st Cong.). 

The recommendation reads as follows: 

“4. Separation of regulatory and insurance functions. 

‘‘We believe that there is a serious question as to the desirability of permitting 
an agency having the authority to promote and charter Federal savings and loan 
associations, which are required by law to be insured, also to administer insur- 
ance underwriting. Experience has shown that the responsibilities for these 
functions are inherently conflicting. (See pp. 13 and 16 of our 1945-46 audit 
report on Federal Savings and Loan Insurance Corporation, H. Doc. 660, 80th 
C ong. ). 

“There fore, we recommend the separation of Federal Savings and Loan Insur- 
ance Corporation from the Home Loan Bank Board. Such a separation of 
functions exists in the commercial banking field. Federal Deposit Insurance 
Corporation is independent of the Federal and State bank supervisory authorities, 
but coordination is an objective of the requirement that the Comptroller of th: 
Currency be one of the members of the Board of Directors of FDIC.” 

The Government Corporation Control Act provides that the Comptroller 
General shall include in his report to Congress, among other things, ‘‘* * 
such comments and information as may be deemed necessary to keep Congress 
informed of the operations and financial condition of the several corporatio: 1S, 
together with such recommendations with respect thereto as the Comptroller 
General may deem advisable, * * 

To my mind the re veveesde aly quoted above embodies a fundamental 
principle of checks and balances in Government. I believe it to be applicable in 
this case because upon the chartering of a savings and loan association by the 
Home Loan Bank Board, the Federal Savings and Loan Insurance Corporation 
without having any discretion in the matter is automatically required to insure 
the association even though the Corporation might have good reasons for not 
doing so. 
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The recommendation was not repeated in the 1950 audit report for the reasons 
stated therein; namely, the recommendation was already a matter of record, 
and the Congress had recently reviewed the organic acts of the Board and of the 
Federal Savings and Loan Insurance Corporation and enacted amendments 
thereto, including many of the recommendations I had made. However, no 
effect was given to the recommendation discussed herein. Accordingly, I felt 
that its inclusion would not be timely in the 1950 report but I am not abandoning 
it and probably will include it in the next audit report. 

Sincerely yours, 
Linpsay C. WARREN. 
Comptroller General of the United States. 


Mr. Houtrretp. Now, Mr. Weitzel, if you have any additional 
remarks to make in regard to this policy, the questions in Mr. Warren’s 
letter in regard to the Insurance Corporation or other recommenda- 
tions which the General Accounting Office has made with regard to 
the Home Loan Bank Board or the Federal Savings and Loan Insur- 
ance Corporation, you may feel free to make them at this time. 

Mr. Werrze.. Thank you, Mr. Chairman. I would like to state 
that the recommendation as to separation of the Corporation, the 
Federal Savings and Loan Insurance Corporation, from the Home 
Loan Bank Board, originated in 1945-46 audit reports on each of 
those activities. 

I would be glad to cite the pages in those reports, in the 1945-46 
report on the audit of the Federal Home Loan Bank Administration, 
now the Home Loan Bank Board, and the Federal home loan banks, 
at page 9, recommendation No. 2; the recommendation was made in 
substantially the form it was included in the 1948 report and, as 
referred to in the report on the Federal Home Loan Bank Adminis- 
tration, the recommendation was repeated in the 1945-46 report on 
the audit of the Federal Savings and Loan Insurance Corporation at 
pages 13 and 16, and summed up on page 4 under the heading “‘Rec- 
ommendations to the Congress.”’ 

The first recommendation under that heading, if the chairman will 
bear with me, I would like to read a little from that summary of the 
recommendation at page 4 of that report. 

Mr. Houirietp. You may proceed. 

Mr. Werrzet (reading): 

The National Housing Act, as amended (48 Stat. 1256), provides that the 
board of trustees of the Corporation has the power to formulate the policies and 
to perform the operating functions necessary to carry out the purpose of the act. 
By Executive Order 9070, these powers were assigned to the Federal Home Loan 
Bank Commissioner. 


Of course, that is now out of date since the reorganization of 1947. 


The Commissioner (now succeeded by the Home Loan Bank Board) in effect 
delegated the formulation of corporate policy to the General Manager of the 
Corporation but required that he have the concurrence of individuals outside of 
the Corporation (see p. 9). Further, the Commissioner assigned the major 
cpeeetins functions of the Corporation to the Federal Home Loan Bank System 
see p. 9). 

We believe that there is a serious question as to the desirability of permitting 
one agency to exercise the function of supervision of insurance underwriting, as 
well as the functions of promoting and chartering Federal savings and loan asso- 
clations. Past experience in this respect (see pp. 13 and 16) indicates that the 
responsibilities for these functions are inherently conflicting. 
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Then, the recommendation is repeated, it is set out substantially 
as in the 1948 report and the further statement is made: 

Such a separation would necessitate the creation of a board of trustees (or 
directors) for the Corporation. In this event, we suggest that— 

a. The qualifications for board membership should be expressly stated in the 
Corporation’s charter. Demonstrated ability, attachment to the public interest, 
impartiality, and diversified experience among the members are of paramount im- 
portance in the selection of directors. Political affiliation or activity should not 
be a consideration. 

b. The board should be composed of from seven to nine members and should 
include the General Manager of the Corporation and a representative of each of 
the following: Housing and Home Finance Agency, the Home Loan Bank Board. 
State supervisory authorities, and insured associations. All members should be 
appointed by the President of the United States, by and with the advice and con- 
sent of the Senate. The chairman and vice chairman of the board should be 
elected by the trustees (directors). 

ce. The board should function primarily as a policy-making body, and unde: 
this plan the directors should serve and be compensated on a part-time basis 
Full-time operating officers, if also directors, should not receive additional com- 
pensation for their services on the board. 

I might say, Mr. Chairman, at that point, in the event we should 
renew the recommendation which we presently intend to do for the 
separation of the Corporation from the Home Loan Bank Board, we 
would like to take a new look at the details as to whether there should 
be a board of a certain number or just exactly how the Corporation 
should be headed up. 

I am sure you are familiar with the recent Reorganization Plan No. | 
of 1951 which reorganizes the RFC under a single Administrator re- 
sponsible for the activities of the Corporation. I cannot say whether 
in our thinking that would be precedent or pattern for this subcom- 
mittee, but we would certainly want to consider that. 

So, I would like to reserve that for further consideration; but | 
wanted you to know what we have said before on the subject. 

Mr. Houirisip. The subcommittee is vitally interested in that 
point and I would appreciate it if you would make a study of that 
matter. 

Mr. Werrze.. We will be glad to do that. 

Mr. Houirtetp. And be ready to testify in case the subcommittee 
wishes to go into that particular phase. 

Mr. Weirze.. Thank you, sir. 

Now, as to the reason for the recommendation, page 16, I believe, 
of that same report of 1945-46 on the Federal Savings and Loan Insur- 
ance Corporation goes somewhat into the background of experience 
in the making of contributions by the Federal Savings and Loan In- 
surance Corporation to keep Federal savings and Joan or insured sav- 
ings and loan associations otherwise on a normal operating basis and 
keep them from having to go into liquidation; and this was stated in 
our report. ’ 

In our review of contribution cases, we found that certain con- 
tributions were made to institutions which were not in sound financial 
condition when originally insured. The largest contribution made by 
the Corporation, amounting to $1,442,763 (on which a recovery of 
$135,811 is estimated), was made to Safety Federal Savings and Loan 
Association, Kansas City, Mo. When this institution was insured 
(January 28, 1935), its application for insurance showed that it had 
an unliquidated list of applications for withdrawal of accounts of 
approximately $1,500,000, and its assets included real estate carried 
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at approximately $3,000,000. This institution was formerly a State 
association, and it applied for a charter as a Federal savings and loan 
association after the Corporation had been created. The law required 
that all Federal savings and loan associations be insured, but it also 
required the Corporation to pass upon their insurability. A review of 
the files indicates that it was desired to grant a Federal charter to 
this institution because it was the largest in the Kansas City area, it 
would be important in the program of creating Federal savings and 
loan associations, and it would serve to bolster public confidence in 
this type of institution. In June 1939 the institution was in a serious 
financial condition, and, beginning in December of that year, a series 
of contributions were made in order to prevent a default. 

Now, from that standpoint, we felt in theory at least, and I think 
this shows that it may be borne out in practice, that there is some 
contrariety or conflict of interest between the promotional responsi- 
bilities of the Home Loan Bank Board, that is, their responsibilities 
for creating new Federal savings and loan associations, and for con- 
verting to Federal savings and loan associations, associations which 
may be under State charters, and the responsibilities of the Federal 
Savings and Loan Irisurance Corporation to insure those institutions. 

It may be desirable from a standpoint of promoting the welfare of 
the savings and loan field in general and making better facilities avail- 
able to investors and to people who desire to finance homes, to promote 
a larger number of associations; but at the same time the Insurance 
Corporation has a definite responsibility for the funds which are 
derived from assessments on the insured institutions. 

We felt that they should have some independent opportunity to 
pass on the insurability of those associations. In brief, that was the 
reason for this recommendation. 

Mr. Fiscupacnu. Mr. Weitzel, under the laws as they exist today, 
is it not perfectly possible for a State-chartered association or building 
and loan association which is just on the margin or the borderline of 
solvency or insolvency to get full insurance of their obligations by 
converting to a federally chartered association, if the Home Loan 
Bank Board gives permission? 

Mr. Weirzet. Up to the limit of the insurance provided in the law, 
which is now $10,000.00 per investor, I believe, it would be possible 
for them to get the full insurance. 

Of course, we cannot assume that the Home Loan Bank Board 
would not honestly and conscientiously exercise its responsibility 
but it is conceivable that a State-chartered institution in some shaky 
condition could be federally chartered and thereby become auto- 
matically eligible for full insurance, after which, of course, the Federal 
Savings and Loan Insurance Corporation would have the authority 
to withdraw that insurance, but that would take time to exercise, and 
in that connection the activities of examination are performed by the 
Corporation, really, by the Federal Home Loan Bank Board, by the 
corps of examiners which examine both the Federal home loan banks 
and the insured institutions; so, that has a further effect upon the 
independence of the Corporation. 

Mr. Fiscupacnu. So that under the laws as they exist now the 
Insurance Corporation liabilities attach the minute they get a 
Federal charter and qualify for insurance? 

Mr. Werrzet. I believe that is correct, Mr. Fischbach. 
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Mr. Fiscnspacn. And the Insurance Corporation could, so to speak, 
find itself holding the bag for operations that took place under State 
charter without any opportunity to have supervision at all? 

Mr. Werrzeu. That would be at least theoretically possible. 

Mr. Miuier. Let me ask you this question. Does the law as it now 
stands require automatically that this Insurance Corporation insure 
all federally chartered institutions? 

Mr. Werrzet. All federally chartered savings and loan associations, 

Mr. Mriuxer. Then, you would not be able to correct anything: 
in other words, you would have to change that law. 

Mr. Werrzeu. They would have to give the Corporation some 
independent authority. 

Mr. Mruter. You would only aggravate the situation if you set up 
two agencies instead of one, one with promotional interest and 
another with insurable interest, and if the promotional agency has 
the right to go out and promote the associations and the other would 
automatically have to insure them. 

Mr. Werrze.. That is correct, sir. 

Mr. Mruuer. So unless you change that law this recommendation 
might merely worsen it. 

Mr. Werrze.. There would have to be an adjustment in the law on 
some basis substantially similar to that obtaining in the case of State 
associations. 

Mr. Miuuer. Then as I understand it, all of that has been gone 
through before, when the recommendation was made, in the Eighty- 
first Congress. 

Mr. Werrzev. It has been made in the 1948 report on the Home 
Loan Bank Board. 

Mr. Miuuier. And your opinion is already before the Congress. 

Mr. Werrzev. That is correct, and that is why we did not repeat 
it in the 1950 report, since the Congress had already an opportunity 
to consider it; and in the legislation which was enacted by the Congress 
as Public Law No. 576 of the Eighty-first Congress, some of our 
recommendations were adopted, but this one was not. 

Mr. Miter. Why was it not adopted if before this time it has been 
before the Congress, just for the record? 

Mr. Hourrretp. May I answer that? 

Mr. Mier. Yes. 

Mr. Houirietp. The Chair would like to state that the purpose 
of this subcommittee is to inquire into the administration of the 
Home Loan Bank Board and therefore the Insurance Corporation as 
to the effect upon the rights of the shareholders in the institutions. 

Now, the right of insurance protection as a paramount right of a 
shareholder is now a matter of litigation in the State of California. 

Let me put it this way, that the right of the shareholder to assert a 
claim against the Insurance Corporation is under litigation at this 
time in California on the grounds that the courts of California do not 
have jurisdiction over this corporate body. 

Now, it is obvious that even though this recommendation has been 
before the Congress and has not been acted upon, that it is part of 
the responsibilities of this subcommittee to explore into the reasons 
why it has not been acted upon, and if we should deem it wise, to 
reassert the necessity and get additional facts before the Congress to 
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show it is now as necessary as it was at the time it was originally 
recommended. 

We are going into the insurance matter. Dr. Husband is here and 
I am going to suggest that the letter which Mr. Weitzel has read and 
the testimony which he has given be considered in connection with the 
testimony of Dr. Husband, so that we will have a continuity of interest 
in the subject matter. 

We are hearing Mr. Weitzel at this time because of prior agreement 
to allow him to testify and then to be excused because of other duties 
which Mr. Warren has imposed on him this afternoon. 

Mr. Werrzet. There were a number of other recommendations in 
our audit reports but I will not go into them unless the chairman so 
desires. 

Mr. Houirretp. Could you furnish the subcommittee a letter as to 
the recommendations which you have made and which have not yet 
been put into effect? 

Mr. Weirzeu. We will be very glad to do that, Mr. Chairman. 

Mr. Ho.iF1evp. If there is no objection, we will include it with your 
testimony at this point in order to save your time and the subcom- 
mittee’s time. 

Mr. Weirzet. I would like to say that it may be necessary for us to 
explain, as in the case of the recommendation of the separation of the 
organizations, that we would want to review those in the light of 
present conditions and in the light of the recent action of the Congress, 
before deciding as to whether we would repeat those in the 1951 
audit report. 

I will be very glad to furnish a list of the recommendations which 
have not been acted upon. 

Mr. Hourrrerp. Thank you very much. They will go into the 
record at this point. 

(The letter and list referred to follow:) 

CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, July 12, 1951. 
Hon. Curt Ho.uirFiexp, 
Chairman, Special Committee Investigating Home Loan Bank Board, 


Committee on Expenditures in the Executive Departments, 
House of Representatives. 
My Dear Mr. CyairMan: In accordance with the request you made of Mr. 
Frank H. Weitzel at the conclusion of his appearance before your committee on 
June 28, 1951, there is furnished herewith a summary of the recommendations to 
Congress contained in the audit reports of the Comptroller General on the finan- 
cial transactions of the Federal Savings and Loan Insurance Corporation, the 
Home Loan Bank Board, and of the Federal home loan banks. The audits 
were made pursuant to the George Act for the fiscal years 1945 and 1946, and 
the Government Corporation Control Act for the fiscal years 1947 to 1950, 
inclusive. The summary indicates whether the recommendations have or have 
not been legislatively adopted by Congress. 
If there is any further information desired, please advise. 
Sincerely yours, 
Frank L. YATES, 
Acting Comptroller Ceneral of the United States. 
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Mr. Hourrretp. Any further questions? 

Mr. Fiscnracn. I do not know whether this comes within your 
orbit of activities or not, Mr. Weitzel, but if it does not, you may so 
indicate. 

Is it customary in the generally accepted principles of accounting 
for the condition of a financial institution to reflect, or rather, to have 
a statement of the condition of a financial institution to reflect litiga- 
tion that is pending? 

Mr. Werr7ev. Not being an accountant in the first place, I find 
it rather hard to give an unqualified answer to that, because I do not 
believe an accountant would. 

I think it depends partly on the type of litigation, and the fecling 
that the body which is being audited has about it, as to whether it js 
valid or is likely to result in a financial liability and whether the ac- 
countant or the auditor who is making the report would feel it is a 
matter which is pertinent to full disclosure of the financial situation of 
that corporation or agency or body that is audited. 

In other words, if “there was a judgment outstanding against the 
corporation, certainly that should be shown. If there was a purely 
frivolous claim, as we have had in the General Accounting Office, for 
example, for $50,000,000 by someone who we know will never establish 
it, I don’t feel it is necessary to note it; but if the corporation is in- 
volved in a serious litigation, then the accountant would have to 
decide and decide how imminent it was or how much likelihood there 
would be of it maturing into a real liability. 

Mr. FiscHpacu. In connection with that, Mr. Weitzel, House Docu- 
ment No. 578 of the second session of the Eighty-first Congress, which 
is a report to the Speaker by the Honorable Lindsay Warren of the 
condition shown by an audit of the Federal home loan banks and the 
Home Loan Bank Board for the year ended June 30, 1949, exhibit 
page 2, contains the legend that the notes on page 15 are an integral 
part of this statement; that the statement itself is a consolidated bal- 
ance sheet; and that on page 15 of Mr. Lindsay Warren’s report note 3 
refers to the pendency in the District Court of the Southern District 
of California of the litigation which we have referred to here as the 
California controversy. 

It might facilitate your answer to the question if I put before you a 
copy of the report itself. This is the report. 

Mr. Werr75L. The statement to which the counsel refers, Mr. 
Chairman, was in our audit report for 1949, and I assume it is in the 
audit report for 1950 which we have here. 

But, it indicates that the accountants have taken note of the fact 
that the suit is pending. However, since there is no final matured 
liability on it, it might be difficult to state the actual amount of the 
effect which that will have on the financial condition of the banks. 

I think that they felt, and I feel, that*they are satisfying their 
obligation by calling attention to the fact that it was pending. | 
might state also, if I might state the position of the banks, the bank's 
counsel and the general counsel of the Home Loan Bank Board, that 
the action and claim had no validity and the suit is being defended, 
that that does not indicate any position of the General Accounting 
Office on the litigation. 

In other words, we take no position on it, we are merely noting the 
fact that the suit is pending. 
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I would like to inform the subcommittee, Mr. Chairman, also, that we 
made a similar note to the consolidated balance sheet as of June 30, 
1950, on exhibit B-1 on page 2 of the financial statements attached 
to our report for 1950 on the Home Loan Bank Board, and the Fed- 
eral home-loan banks and other affiliated organizations; that is page 
35 of the over-all paging of the report: 

A suit is pending in the United States District Court for the Southern District 
of California, Central Division, against the Federal Home Loan Bank of San 
Francisco and others and a claim has been made on behalf of the Long Beach 
Federal Savings and Loan Association seeking substantial damages arising out of 
the consolidation of the Los Angeles and Portland banks into the home loan bank 
of San Francisco and the appointment of a conservator for the Long Beach Fed- 
eral Savings and Loan Association. In the opinion of the bank’s counsel and the 
general counsel of the Home Loan Bank Board the action and claim have no 
validity and the suit is being defended. 


If I recall, Mr. Chairman, the body of the audit report also men- 
tions that point in this fashion on page 31; that is the 1950 report: 

In a prior year the Long Beach Federal Savings and Loan Association, a mem- 
ber of the San Francisco bank, brought suit against the Federal Home Loan Bank 
of San Francisco and others in the United States District Court for the Southern 
District of California, Central Division. The association alleges substantial 
damages arising out of the consolidation of the Los Angeles and Portland banks 
into the Federal Home Loan Bank of San Francisco and the appointment of a 
conservator for the Long Beach Federal Savings and Loan Association. There 
has been no change in the case during the year. The association is indebted to 
the bank for $6,300,000 for notes matured in previous years plus interest at the 
rate of 2 percent from December 31, 1947. The association has deposited cash 
of $1,389,216 at April 30, 1950, and United States Treasury bonds with par value 
of $5,300,000 with the court registrar pending outcome of the suit. 

In addition, the Federal Home Loan Bank has a lien on the paid-in capital 
stock of the association amounting to $608,400. Recorded costs of this litigation 
charged to operations by the San Francisco bank total about $110,000 from in- 
ception to June 30, 1950, of which approximately $37,000 was recorded in the 
fiscal year 1950 operations. 

Beginning with the bank’s semiannual dividend of December 31, 1949, divi- 
dends due the association have been withheld to be applied on interest due from it. 

That is a general statement of what the auditors found with refer- 
ence to that suit and is about as much as could be stated in the audit 
report at this time. 

Mr. Fiscupacu. Thank you very much. 

Mr. Houirrevp. Are there any other questions? 

(No response. ) 

Mr. Hourrretp. Thank you, Mr. Weitzel, for your appearance. 

Mr. Wyman, will you come forward, please, and take the witness 
stand? 


FURTHER TESTIMONY OF JOHN M. WYMAN, CHIEF SUPERVISOR, 
HOME LOAN BANK BOARD 


Mr. Fiscupacu. Mr. Wyman, I would like to direct your attention 
to the testimony that you gave in connection with the mortgage or 
construction loans to Wrigley Heights. Do you recall that? 

Mr. Wyman. Yes, sir. 

Mr. Fiscupacu. And you pointed out that when Wrigley Heights 
sold these homes to the purchasers, there were no prepayment privileges 
incorporated in the mortgage. 

Mr. Wyman. No; I did not. I said there was no prepayment 
privilege incorporated into the contract of sale by Wrigley Heights 
Corp. to the ultimate purchasers of the property. 
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Mr. Fiscupacu. And you hold Long Beach responsible for that 
because it was Long Beach money originally paid over to Wrigley 
Heights Corp.; is that right? : 

Mr. Wyman. I think Long Beach must have known about the 
practice or procedure, or should have known, in any event. 

Mr. Fiscuspacu. Now, Mr. Wyman—— 

Mr. Wyman. Mr. Chairman, I wonder if I might direct a question 
to the Chair. 

Mr. Houirie_p. The Chair is not on the witness stand; but we will 
be very glad to hear you. 

Mr. Wyman. Thank you very much. 

As you know, I am here at the request of the subcommittee. [ 
anticipated that perhaps I might be called, and knowing that the sub- 
committee is desirous of getting a coherent statement of the facts 
underneath the supervisory actions that were taken in this case, I pre- 
pared a statement setting forth in chronological order the salient facts. 

I would respectfully request the permission of the chairman to read 
that statement in order that I might, in the least possible time and 
with as much clarity as I can command, place those facts before the 
subcommittee. 

Mr. Houirietp. We have the mimeographed copies of that 
statement. 

Mr. Wyman. That is not the statement, Mr. Chairman; that is 
only a brief portion. 

Mr. Hourrre.p. You have a longer statement? 

Mr. Wyman. Yes; that is right. 

Mr. Houirie.p. We will be glad to accept it for the record. At 
this time, though, we prefer to proceed with the questions. 

Mr. Wyman. I would appreciate very much an opportunity to read 
it for the subcommittee, for this reason: that there may be questions 
that the members of the subcommittee would like to raise that will be 
answered as it is read; also, they might have questions as I go along. 

Mr. Hourrrevp. I think it would be all right for you to read it a 
little bit later, perhaps. We will proceed with the questions at this 
time and then the subcommittee will decide as to whether we shall have 
you read the prepared statement, or not. 

It has been the experience of the subcommittee that we have been 
able to obtain the facts that the subcommittee wants frequently from 
direct questions and while we are not denying you that right, at this 
time we feel we want to hold it in abeyance at the present moment. 

Mr. Wyman. I appreciate that. I understand. That is con- 
sistent with the privilege the subcommittee has extended to other 
witnesses. They have been permitted to read their statements and 
I am merely asking for that same privilege, which I would appreciate 
very much. 

Mr. Hourrreip. Proceed. 

Mr. Fiscupacn. Now, Mr. Wyman, with regard to the terms of 
the purchase money mortages between Wrigley Heights and _ the 
buyers of these homes, do you know whether or not it is a fact that the 
mortgagors, these buyers, executed them on FHA forms which had 
been approved by the Home Loan Bank Board? 

Mr. Wyman. The Home Loan Bank Board did not approve FHA 
forms. It never did approve FHA forms. It never did approve 
mortgage loan forms for any institution. 
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Mr. Fiscusacu. Now, did the FHA prescribe any forms of purchase 
money mortgages? 

Mr. Wyman. That I do not know. 

Mr. Fiscupacu. Do you know whether the mortgages you criti- 
cized here, at least the mortgages to which you have pointed in your 
testimony, were mortgages on FHA forms? 

Mr. Wyman. Why, I assume that the loans that the Long Beach 
Federal made to the Wrigley Heights Corp., since they were insured 
by the Federal Housing Administration, were on FHA forms. 

Mr. Fiscuspacn. All right. Is the FHA a constituent of the 
National Housing Administration? 

Mr. Wyman. One of the constituent agencies under the Housing 
and Home Finance Agency. 

Mr. Fiscupacn. And assuming that the moneys which passed 
from Long Beach Federal to Wrigley Heights Corp. were passed in 
accordance with the terms of agreements prescribed by the FHA and 
insured by the FHA, how would you reconcile your criticism of the 
matter with the approval of the FHA? 

Mr. Wyman. The Federal Housing Administration, if it insured— 
it insured the mortgage by Wrigley Heights Corp. running to the 
Long Beach Federal Savings and Loan Association or insured Long 
Beach Federal’s loan to W rigley Heights Corp. 

It did not insure the contract of sale between Wrigley Heights 
Corp. to the purchasers and these properties. 

Mr. Fiscupacnu. In point of actual fact, any Federal association 
can lend money to any builder on an arrangement which, if satis- 
factory, would be insured by the FHA; is that not correct? 

Mr. Wyman. Well, if it makes the loans in accordance with the 
agreements and arrangements and conditions established with or by 
the FHA; yes. If there is a commitment, they—well, that is a rather 
general question, rather difficult to answer. 

Mr. Fiscunacu. These loans to which you point in your testimony 
were insured by the FHA, were they not? 

Mr. Wyman. It is a very simple—— 

Mr. Fiscupacu. No; either they were or they were not; were they 
or not? 

Mr. Wyman. The loans made by the Long Beach Federal to 
Wrigley Heights Corp. were insured by the Federal Housing Adminis- 
tration. They amounted to approximately $1,370,000. They bore 
interest at the rate of 4% percent. 

They were made in 1943 and 1944, when it was necessary to obtain 
priorities for materials. The houses had to be built to house war 
workers who were there in an effort to produce vital materials con- 
nected with the war, needed in the war effort, and they had to have 
some place to live. 

So, the W. rigley Heights Corp. borrowed it, it was insured by the 
FH A, and they built the houses and sold them to the war workers at 
an interest rate of 6% percent contract rate, which is 2 points above 
what it was paying to the Long Beach Federal, and it provided in the 
contracts or most of the sales contracts of Wrigley Heights Corp. that 
those loans on those contracts could not be prepaid except in accord- 
ance with the stipulated schedule set out in the contract and not- 
withstanding the fact that the borrower, namely, Wrigley Heights 
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Corp., had the right to prepay its 4% percent loan to the Long Beach 
Federal at any time. 

The net result, or one net result, was after many of those contract 
purchasers of those houses paying 6% percent had paid the contracts 
down to the point where they had enough equity in those houses 
where they could refinance at a lower rate of interest, they could 
not do so because of the absence in the sales contract of any provision, 
and in many cases the express denial of the right to prepay those 
contracts. 

Those purchasers banded themselves together and they felt that 
they were forced to do so, and they did do so, and they employed 
counsel to fight that thing through in an attempt to get relief from 
that situation. 

We have in our files a copy of a lengthy letter from an attorney in 
Los Angeles who, I understand, is very reputable, Mr. Slane, which in 
turn was sent to the Department of Justice. 

It was from that source that we got it, the Department of Justice 
seeing that a Federal savings and loan association was in some manner 
involved in that transaction, that is how. 

Mr. Karsten. Can you tell us at this point why that prepaid 
clause was omitted? What is the reason why it was not included? 

Mr. Wyman. Well, it was indicated that—of course, one reason, 
I can say this, one reason certainly was that the builder of the houses, 
Wrigley Heights Corp., having borrowed the money at 4% percent 
and built the houses and sold them at a profit plus a differential of 
2 points in the interest rate, namely, selling them at 6%, had an excel- 
lent investment for itself. 

I understand, furthermore—I am unable to prove it—that Wrigley 
Heights Corp. was unwilling that those contracts be prepaid because 
it would lift Wrigley Heights Corp.’s income into a higher tax bracket 
and they therefore would have to pay a higher income tax to the 
United States. 

Mr. Karsten. Did you not mention something about a schedule 
of repayments? 

Mr. Wyman. I just do not recall the context in which I used it. 

Mr. Fiscupacu. Perhaps you referred to the schedule of payments 
as being the monthly schedule of payments that the purchaser of the 
home had to pay. 

Mr. Wyman. Oh, yes. He paid so much per month on the contract, 
month by month, whatever it amounted to, whatever the amount 
stipulated in the contract was. He paid it month by month, and the 
contract did not permit them to pay that off any faster or to prepay 
it, pay it ahead of schedule; whereas, the charter under which the 
Long Beach Federal Savings and Loan Association operates and then 
operated expressly provides that the borrower shall have the right to 
prepay his loan at any time. 

Mr. Hourrretp. Now, Mr. Wyman, you have given us quite a long 
answer to the question, and I want to ask you a question. 

Who was the borrower from the Long Beach association? 

Mr. Wyman. Wrigley Heights Corp. 

Mr. Hourrte.p. Their contract provided that they should repay 
their loan at any time they wanted to? 

Mr. Wyman. Well, I presume it would. Regardless of that, the 
charter, which was the organic matter, expressly provides that. 
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Mr. Houirtetp. That was all right, in compliance with the law— 
you do not claim that the Long Beach association was breaking any 
jaw in making a loan to Wrigley Heights Corp., do you, at 4% percent? 

Mr. Wyman. I claim that it was not operating in accordance—— 

Mr. Houirre.p. Just answer the question. Were they breaking 
any law? 

Mr. Wyman. Not to my knowledge. 

Mr. Houirrevp. All right. 

Now, is there anything in your charter that imposes upon the 
Home Loan Bank Board the policing duty on a loan, regardless of how 
many times it changes hands? 

In other words, are you required under the law and by the law to 
police any Joan that is originally made in a building and loan com- 
pany, to see that the interest rate is never changed, once the original 
borrower sells that property? 

Is there any provision whereby you require in any subsequent 
conveyance of title that it shall be at the original terms of the original 
borrower? 

Mr. Wyman. No, there is nothing of that sort. 

Mr. Hourrrevp. I think that is the point at issue. The point at 
issue is that while you may not approve of what the original borrower 
did, subsequently, as far as the policing powers of your agency are 
concerned, it is strictly a matter of your own opinion and it is not a 
requirement of the basic law to police loans to the second, third, 
fourth, or fifth conveyance. 

Mr. Wyman. We recognize that. That was not our point of con- 
cern. Our point of concern was that the association was not operat- 
ing in the public interest under the circumstances present at that 
time. 

Mr. Hourrietp. Would you say, Mr. Wyman, that all building 
and loan associations throughout the country police loans to the 
second and third conveyance to see that the interest rate and the 
schedule of payment of the original borrower is maintained? 

Mr. Wyman. No, I could not say that. 

Mr. Houtrievp. It is a common practice, is it not, for the original 
borrower to convey properties built by building and loan loans and 
to convey them according to an agreement or contract or deed of sale 
or such other type of conveyance as the State authorizes, at such 
terms and upon such interest rates as he might desire? 

Mr. Wyman. That may be. Iam not familiar with any comparable 
situation to that described. 

Mr. Fiscupacn. Let me ask you, did you ever raise that point on 
any other building and loan associations in the United States? 

Mr. Wyman. I just made the statement, Mr. Counsel, that I do 
not know of any comparable situation to that I have just described. 

Mr. Fiscupacnw. And am I to understand from that statement 
that the answer to my question is ‘“‘No’’? 

Mr. Wyman. Well, yes; for obvious reasons. 

Mr. Fiscunacn. Now, I notice that Mr. Turner’s report contains 
the assertion that the system of internal control and accounting pro- 
cedures was reviewed without making a detailed audit of all transac- 
tlons, accounting records, and other supporting evidence; they were 
examined or tested by methods and to the extent considered appro- 
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priate and sufficient to comply with procedures established by the 
Home Loan Bank Board. Is that not so? f 

Mr. Wyman. I take it that was the case, and I assume that. [ 
accept that as being a statement of his examination of that phase of 
operations and of the condition of the association. I assume that 
report to be a correct statement of the situation. 

Mr. Fiscupacnu. And you accept this as a valid statement? 

Mr. Wyman. Yes, I should say so. I see no grounds to take issue 
with it. 

Mr. Fiscupacu. You never did take issue with it? 

Mr. Wyman. No. 

Mr. Fiscuracu. Is there anything in Mr. Turner’s report of August 
1949 you took issue with? P 

Mr. Wyman. Well, not in the sense of taking issue as I interpret 
your meaning of that. 

There were matters there that we criticized. We had criticism, 
of course, of certain practices that were going on. 

Mr. Fiscusacu. Now, just at recess I asked you to state what else, 
if anything, you concluded as the result of your examination of this 
report in August of 1949, or, I believe, the early part of September 
1949, which you urged as a reason for the adoption of order No. 2015. 
Do you recall? 

Mr. Wyman. Well, I think it is—you did not, perhaps, intend to 
put your question just that way, because that assumes that I urged 
the adoption of order No. 2015. 

Mr. Fiscupacu. Did you not urge the adoption of order No. 2015? 

Mr. Wyman. I did not urge adoption of order No. 2015. 

Mr. Fiscupacnu. Did you not recommend its adoption? 

Mr. Wyman. I concurred in it. 

Mr. Fiscunacu. Who did urge its adoption, the adoption of order 
No. 2015? 

Mr. Wyman. To the best of my recollection and to the best of my 
knowledge, no one urged it in the sense of urging the adoption of the 
order. 

Mr. Fiscupacu. How did it come to be? 

Mr. Wyman. As I recall it, it was the net result of rather free and 
deliberate discussion of the various points of criticism that were 
brought out on the basis of the examination report of July 16, 1949, 
plus a discussion of numerous other practices that had been found to 
prevail in the association. 

Mr. Fiscusacu. Back in Mr. Fahey’s regime? 

Mr. Wyman. Prior to the time the conservator was appointed, but 
most of which were ascertained only after the conservator was in the 
institution. 

It was upon the basis of those rather free and deliberate discussions 
and considerations, as I recall it, that order No. 2015 was ultimately 
issued. 

I do not recollect any of the discussions or deliberations as being 
in any sense an urging, as I understand that word. 

Mr. Fiscupacu. Whose project was it? Do you understand the 
meaning of the word “project’’ as related to the internal operations 
of an administrative agency? 

Mr. Wyman. I am not so sure that I do. I perhaps could answer 
the question better if I had the explanation or definition of that word. 

Mr. Fiscusacu. I will try to give you a picture, Mr. Wyman. 
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We will start with an administrative agency which has certain 
authority and certain responsibilities and we will assume that that 
administrative agency is staffed with a chief supervisor in your own 
person, a general counsel in the person of Mr. Heisler, and some ad- 
ministrators in the persons of Mr. Divers and Mr. Adams, and certain 
advisers in the persons of various representatives of the Department 
of Justice, and I woul.! assume that unless from within that set some 
one individual spoke up and made the issuance of order No. 2015 a 
matter for discussion; that despite all of the ingredients I have given 
you, there would be no such action unless that were done; is that not 
true? 

Mr. Wyman. I assume that that might be so. That is a rather 
extended premise, but I will take it to be the case. 

Mr. Frscupacu. I will also assume, and I want you to assume when 
Iam asking the question, as I asked before, whose project was it; by 
that I mean who in that group was the one who suggested that 
order No. 2015 should be made, and who sponsored it in the making? 

Mr. Wyman. That I cannot answer because I do not recollect. I 
do not remember what particular individual it was because, as I 
stated before, and as I recall it, the whole matter was the result of a 
free and deliberate discussion of various facts and factors, and I do 
not recall, to put it, maybe, in medical language, how to localize it. 
I cannot localize that thing in my mind and I do not recall and I do 
not regard it, frankly, as being a project of anybody or urging of 
anybody. 

We were faced with certain facts, among which, if I may call atten- 
tion to this at this time—there was the fact that the association had 
not filed with the Home Loan Bank Board, for example, any monthly 
reports since the association was returned to its management on 
January 24, 1948, despite the fact that the regulations require each 
Federal savings and loan association and every insured association 
in the United States to file such reports. 

Mr. Fiscuspacu. When you talk about the monthly report, Mr. 
Wyman, you are talking about the monthly report on that form that 
is specifically prescribed by the Home Loan Bank Board? 

Mr. Wyman. That is right. Also, the rules and regulations require 
that each Federal savings and loan association and each insured asso- 
ciation and each member of the Federal Home Loan Bank System 
file as of the close of its fiscal year an annual report of its affairs. 

The association had not filed any such report following the return 
of the association to its management on January 24, 1948. 

The regulations also require that each Federal savings and loan 
association and every other insured institution shall be audited at 
least once each year. 

Mr. Fiscupacu. Why did you not audit it? 

Mr. Wyman. Let me finish my statement, if I may; and that unless 
the audit is made by examiners of the Home Loan Bank Board, the 
association shall file a copy of the report of each such audit. 

The association was known to have had an audit made by auditors 
other than the examiners of the Home Loan Bank Board and it had 
not filed any copy of any such audit. 

So that the association was clearly disregarding and violating, if 
that is the word, the regulations that every association in the United 
—— that is insured or is a Federal association is expected to abide 
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We had no way of obtaining information from the institution upon 
which to predicate any review of its operations or its balance sheet or 
its financial position. 

Mr. Fiscuspacu. On that point, right here 

Mr. Wyman. And the Board felt, as I understand it, that it had 
certain supervisory duties to perform—— 

Mr. Houirietp. Mr. Wyman, will you try to make some of your 
answers a little bit shorter? 

Mr. Fiscusacnu. On that point that you had no way of obtaining 
current information, was it ever claimed by anybody connected with 
the Home Loan Bank Board or the Insurance Corporation that 
the books and records of the Long Beach Federal were not made 
available to any examiner at any time? 

Mr. Wyman. I think there were some difficulties, perhaps—I am 
not too sure, I am talking from recollection on this—at the time the 
examiners went to examine the association in July 1946, I think that 
they had some difficulty in getting entrance to the association, access 
to the books, although it was not, perhaps a serious matter. 

Mr. Fiscuspacu. Well, I point out—July 1946? 

Mr. Wyman. 1949, I meant. 

Mr. Fiscuspacu. I see. In July 1949 did not the auditors of the 
Long Beach Federal invite the examiner from the Los Angeles area 
to come in and participate in the examination of the affairs of the 
Long Beach Federal? 

Mr. Wyman. I am not familiar with that. I do not know. 

Mr. Fiscusacu. All right. I want to ask you this question again: 
Did you ever get a report from anybody connected with the Home 
Loan Bank Board or the Federal Savings and Loan Insurance Corpo- 
ration to the effect that they had been denied access to the books and 
records at any time of the Long Beach Federal—and you can answer 
that ‘‘Yes” or ‘‘ No.” 

Mr. Wyman. Well, I think—no, I did not see any. 

Mr. Fiscupacu. You never had any such report. 

Now, there was absolutely nothing to prevent you from having Mr. 
Dolan or Mr. Turner or any other member of the Los Angeles staff 
go in at any time they wanted to and make an examination of the 
affairs of the Long Beach Federal; was there? 

Mr. Wyman. I am not so sure about that, because I think there 
may be legal questions involved in that which I am not competent 
to answer. 

Mr. Fiscupacnu. Did you ever ask Mr. Dolan or Mr. Turner or 
any other member of the staff in southern California of either the 
Home Loan Bank Board or the Insurance Corporation to go in and 
make an examination of the Long Beach Federal Savings and Loan 
Association? 

Mr. Wyman. The only one was that made as of July 16, 1949. 
That was the only time they were requested, of course, to make that 
examination. 

Mr. Fiscupacn. And they did make the examination and they 
turned in a report. 

Again, I would like to inquire, Mr. Wyman, what basis did you 
have for making the statement that you could not get any information 
about the affairs of Long Beach Federal Savings and Loan Association? 
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Mr. Wyman. I do not know that I made it just that way. I think 
the statement I made—anyhow, the statement I intended to make 
was that we did not have the information we had from these institu- 
tions generally because we had no monthly report, we had no annual 
report, we had no audit report. 

That is what I intended to say and if I testified otherwise, I would 
like to change it, of course. 

Mr. Fiscupacu. There was absolutely nothing to prevent you any 
time from getting a spot examination of the Long Beach Federal 
Savings and Loan Association or any other association in that area; 
is that not true? 

Mr. Wyman. I think that is generally true as to associations. I 
am not sure of the Long Beach Federal because of the court orders 
and injunctions and I am not competent to answer that question, 
Mr. Counsel. I think that is something our attorneys or the Depart- 
ment of Justice could better answer than I. 

Mr. Fiscusacu. Did your attorneys or any attorney of the Depart- 
ment of Justice any time ever suggest to you that because of any 
order of any court made in any of the litigation involved in this 
controversy, the Home Loan Bank Board was not perfectly free to 
make an examination of the books and records of the association at 
any time? 

Mr. Wyman. They advised to the effect, as I recall it, that in view 
of the litigation and circumstances we should not at any time proceed 
without making sure that we were not running afoul of any court 
orders or anything that would be of a restraining nature and, of 
course, therefore, before any action was taken to make an examina- 
tion, the matter was taken up with our legal department. 

Mr. Fiscusacu. All right. 

Mr. Hourrretp. Are there any questions on Mr. Wyman’s testi- 
mony that any member of the subcommittee wishes to ask? 

Mr. Karsten. I have one question I would like to ask. 

What did you expect to accomplish by the issuance of order No. 
2015; what result did you expect? 

Mr. Wyman. We were obviously not in position—or, at least I 
think that was the feeling and understanding, speaking for myself 
only—that we were not in position to exercise supervision over the 
association as we felt we were in duty bound under the statute to do 
and having this examination report and these facts and the informa- 
tion, I think that it was the Board’s basic thinking on the subject 
that they would have a meeting with the board of directors; they 
would call a hearing and probably they would sit down around the 
table and see if there could not be some plan worked out whereby 
the practices that were in question could be settled in a satisfactory 
way. 

Mr. Houirretp. Excuse me. I would like to have the reporter 
read your answer back. I did not catch all of it. 

(Whereupon, the record was read by the reporter.) 

Mr. Karsten. At that point, let me ask you this. Did you feel, 
then, that maybe order No. 2015 would have the effect of securing 
these reports—the monthly report, the annual report, the audit 
report—and the information you deemed was necessary under the 
A ae Did you feel that was the only purpose it would accom- 
plish? 
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Mr. Wyman. No, I did not think so. I thought that there were 
other matters of equal or greater importance. 

Now, I am speaking for myself only. I felt that the possible 
continuance of the association to pay out in dividends substantially 
more than its net income, as had been the case in the previous year 
and a half 

Mr. Karsten. How did they do that, sir? 

Mr. Wyman. Because they had accumulated undivided profits on 
which they could draw, you know, in order to pay the dividends 
during that period. 

Mr. Karsten. Is it a common practice to do that? 

Mr. Wyman. Associations sometimes do that. They have the 
right to do that. They have the right to pay dividends from pre- 
viously accumulated undivided profits. 

Mr. Houirievp. Is it against the law for them to stabilize their 
dividend payments over a period of time by striking an average, say 
2% or 3 percent 

Mr. Wyman. No. 

Mr. Houirrevp. So that their depositors may be given a normal- 
level series of interest payments, and is it not a common practice for 
all types of private and quasi-public institutions such as the savings 
and loan associations to do that? 

Mr. Wyman. It is common practice, yes, sir; stabilizing the cushion. 

Mr. Houirretp. Then why do you keep referring to it as a cause 
for the seizure of this company, this property, when it is the common 
practice and when it is a legal practice, even though you do not agree 
with it personally, let us say? Do you feel that you are on strong 
grounds for using a thing like that, which is a matter of your own 
opinion, and not a matter of the legality or unusual procedure? 

Mr. Wyman. Had it not been for the context of these other things 
to which I referred this morning, Mr. Chairman; I would just take the 
subcommittee’s time to repeat them. I can repeat them briefly. 

Mr. Hourrieip. No; please do not repeat them. We have listened 
this morning. I will read the record if I want to go through the whole 
answer. 

Mr: Wyman. But, there were three or four items that formed a 
part of the context of that whole situation that concerned me, and 
not the mere fact that they had used some undivided profits. That 
in itself would not have been a matter of great concern. 

Mr. Karsten. The primary basis was the four points that you 
made: the failure to file monthly reports, the failure to file annual 
reports, the failure to file audit reports, and the failure to secure infor- 
mation; those were your four points? 

Mr. Wyman. No, there were other points I spoke of this morning, 
Mr. Karsten. 

Mr. Karsten. If they are in the record, I can read them. 

Mr. Wyman. They were in the record. There are other points 
that are more important. 

Mr. Karsten. Was it a question of compliance with the law and 
regulations or was it just a question of opinion? 

Mr. Wyman. It was a question that had to do with the possible 
effect on the association’s financial position of continuing indefinitely 
to maybe pay more dividends than it was earning and at the same 
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time to prolong interminably heavy expense in connection with the 
litigation. 

Mr. Fiscupacun. You wanted to cut off their expense of litigation? 

Mr. Wyman. How is that? 

Mr. Fiscusacn. Did you want to cut off their expenses of litigation? 

Mr. Wyman. No, I had not thought of it in those terms. 

Mr. Fiscupacn. Did you want to put a limit on how much 
money—— 

Mr. Wyman. No. 

Mr. Houirievp. You said one of the items was the heavy expense 
of litigation. 

Mr. Wyman. Yes. 

Mr. Hourrreitp. And you wanted to stop that and you also wanted 
to stop payments of dividends that were beyond net earnings of the 
quarter, so it must be, according to your own words, that was one of 
the items involved. You did not want them to continue their liti- 
gation—— 

Mr. Wyman. Well, that was a part of the package. 

Mr. Houir1evp. Yes, that was part of the package. 

Mr. Wyman. That is right. 

Mr. Houirietp. Do you not think, judging from your own premise 
there of those two points, and I am not referring to the other points 
at this time, but those two points that you are using to justify an 
administrative act of very serious consequence, the seizing of a $26 
million institution, taking it away from its shareholders, depriving the 
management of its right to manage, causing a run on the institution, 
and in a locality causing widespread concern as to the safety of the 
people’s savings, and all of this because of two things, both of which 
are legal under the act: One is the right of an institution to protect 
itself legally and the other is the right of the institution to pay a 
nominal rate of dividends, not necessarily related to the quarterly 
earnings on those dividends. 

Now, do you not think that is a rather trivial ground on which to 
base such a serious action? 

Mr. Wyman. Of course, it was not only those grounds. 

Mr. Houtrretp. No, but as far as those grounds are concerned, do 
you not think they are rather frivolous grounds on which to seize a 
$26 million institution? I know that you want to make an honest 
answer to a question like that, Mr. Wyman. 

Mr. Wyman. I would not say they are trivial. I think that would 
depend, of course, on the duration of that sort of situation. It could 
become quite serious, in the course of time. 

Mr. Houtrrevtp. But, at this present time, this institution was not 
insolvent, nor was it threatened with insolvency, because the amount 
of dividends paid, this $93,000 more than earnings, did not affect the 
reserve and the undivided profits to the extent of coming down to the 
balancing point, even, and they still left a substantial amount of un- 
distributed profits, which testimony shows totaled a little over half 
a million dollars? 

Mr. Wyman. Yes; something like that. 

Mr. Hourrrevp. So, there was no immediate peril to the sharehold- 
ers in the procedures of the institution, to cause such a drastic action 
as this seizure? 
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Mr. Wyman. Of course, it is not at all unusual; in our supervisory 
work we undertake to estimate these contingencies and to point out 
the seriousness of them and to try to correct them before they become 
too difficult. 

Mr. Houirievp. But is it not true that to correct these danger sig- 
nals, when a danger signal arises as to a procedure which you deem is 
inadvisable, you try to correct it through conferences and agreement 
with directors rather than through the drastic action of seizure of an 
institution, a local institution, and taking it over? 

Mr. Wyman. Well, that is true 

Mr. Houtrretp. And depriving its depositors and the management 
from managing its affairs in a normal manner and—— 

Mr. Wyman. We have done that. Normally the exceptions to 
that have been rare indeed. I personally have participated in those 
conferences-—— 

Mr. Houtrretp. Do you know of any other case where such action 
was taken on those grounds? 

Mr. Wyman. We have had other conservators, of course. 

Mr. Fiscuracn. That is not an answer to his question. 

Mr. Houtrievp. I am not asking about the conservators but do you 
know of any other action that was s taken on such grounds? 

Mr. Wyman, Not on this ground. 

Mr. Houtrre_p. Then, this was a special case; was it not? 

Mr. Wyman. Not solely that ground; there were other grounds in 
the case. 

Mr. Ho.irteLtp. We have considered those, too, and I think that we 
both agree they are not so serious as to warrant a seizure. I do not 
believe you have honestly answered my question on that point, Mr. 
Wyman. 

Mr. Wyman. I did not mean not to. 

Mr. Houtrrevp. If you do not want to say ‘‘ves” or “‘no”’ to 1t— 

Mr. Wyman. I did not mean not to answer honestly. 

Mr. Hourrretp. In my opinion, those two grounds that you state 
are rather trivial grounds for the seizure of a $26 million institution. 
Now, do you care to comment as to whether it is or is not trivial? 

Mr. Wyman. I think that the grounds are not trivial, exactly. | 
think that the importance ultimately of the experience in that period 
would depend on how long it continued. 

Mr. Houirretp. That is true. 

Mr. Wyman. If continued indefinitely, it would lead to serious 
difficulty. 

Mr. Hourrietp. But there was no indication, was there, that they 
were going to continue indefinitely? You had not called the directors, 
as in other organizations, and asked if they would stop paying divi- 
dends out of undivided profits. You had not asked them? 

Mr. Wyman. I had not asked. 

Mr. Houirievp. And you assumed they would continue indefinitely, 
and therefore you seized the institution? 

Mr. Wyman. No; I had not done that because I do not believe the 
circumstances had been such as to make it feasible to sit down and 
confer with the group as to the problems as you would in a normal 
situation. 
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The atmosphere was not too good there. I think we all understand 
that, and 

Mr. HouiFretp. Regardless of personal feelings, Mr. Wyman, that 
does not constitute a reason for a Government officer not proceeding 
in an orderly manner to discharge his duty. 

Mr. Wyman. Of course, I say we felt that there were other grounds, 
and I feel personally that there were other grounds. 

Mr. HouiFieLtp. You gave two grounds and we have these two. 
What is the third ground? 

Mr. Wyman. The other grounds—is the experiences which we had 
developed in connection with the examination in May 1946, as to 
certain practices of the association’s management. 

Mr. Houirietp. That was when your conservator was—— 

Mr. Wyman. In connection with the examination. The major ones 
I have undertaken to summarize in the statement to which I referred 
a few minutes ago. 

Mr. Houtrretp. Your Board did turn the institution back to its 
management subsequent to finding out these facts you are now talking 
about, did they not? 

Mr. Wyman. I think it was the Board’s intent, as I understood it, 
to turn the association back to management that would be selected 
by shareholders of the association. 

Mr. HoutFitep. We will not go into that phase of it, because we 
had a lot of testimony on that; but the fact is they did turn the asso- 
ciation back to some individuals and those individuals did continue 
to run that organization and are running it at the present time; so 
these matters that you referred to were matters that occurred prior 
to 1946 and prior to the turning of the institution back, and now you 
are in your own mind resurrecting those items for the purpose of 
justifying order No. 2015 in 1949, is that right? 

Mr. Wyman. No; I did not resurrect them in my own mind; they 
never died, they were always there. [Laughter.] 

Mr. Houirievp. I see. All right. 

Now, I believe that we can extend to Mr. Wyman the courtesy of 
allowing him to read his statement. Mr. Wyman, you may read your 
prepared statement. May I inquire how many pages there are? 

Mr. Wyman. About 16 pages, I believe. I will read very rapidly. 

Mr. HouirteLp. You insist upon reading that statement rather 
than filing it for the record? 

Mr. Wyman. I would prefer to read it; in view of the fact I already 
introduced myself, I will eliminate the preliminary matter. 

Mr. Fiscupacu. When was this statement prepared? 

Mr. Wyman. Oh, this was prepared, I believe it was in December, 
when the hearings were in session before, and I anticipated perhaps I 
might be called in and I assembled this material at that time and 
prepared the statement. 

(There was discussion off the record.) 

Mr. HouirteLtp. Do you have copies for the subcommittee, Mr. 
Wyman? 

Mr. Wyman. Yes; I believe I do, Mr. Chairman. 

(There was discussion off the record.) 

Mr. Fiscupacn. Mr. Wyman, I understand that the statement that 
you have submitted entitled “Statement of John M. Wyman,” is a 
statement which was prepared in December 1950. 
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Mr. Wyman. Yes; at the time the subcommittee was meeting he- 
fore and I anticipated the possibility I might be called on. 

Mr. Fiscuspacu. Now, the statement to which reference was made 
earlier is a statement entitled ‘‘Long Beach Federal Savings and Loan 
Association, Long Beach, Calif., Operations Since January 24,1948.” 

Mr. Wyman. That is correct. 

Mr. Fiscusacu. And you would like to have both of them in the 
record? 

Mr. Wyman. Yes; 1 appreciate that, thank you. May I read now? 

Mr. Fiscusaca. [I have one further inquiry. Who helped you 
prepare this statement, Mr. Wyman? 

Mr. Wyman. Oh, this statement I prepared myself, primarily, with 
the detail figures in some several places that were brought together by 
the examiners and staff in my office. 

Mr. Fiscupacu. And did any attorney of the Department of Justice 
or of the Board screen this statement before it was mimeographed? 

Mr. Wyman. Well, no—I think perhaps at one time one of the 
attorneys in the Department down there, in the Board, not the 
Department of Justice, may have looked at some phases of it, but I 
am not quite sure. 

Mr. Fiscusacn. Is the statement as you present it in the same form 
and context as the statement you dictated? 

Mr. Wyman. I did not understand the question. 

Mr. Fiscupacu. Does the statement as you present it here represent 
your thinking and the thinking of others in the Board? 

Mr. Wyman. It represents my thinking. 

Mr. Fiscusacn. All right. 

Mr. Houirretp. You may proceed. 

Mr. Wyman. Thank you, sir. 

The Long Beach Federal Savings and Loan Association was chart- 
ered by the Federal Home Loan Bank Board on July 10, 1934, on 
application by Mr. T. A. Gregory, his father, Mr. J. E. Gregory, and 
others. Mr. T. A. Gregory has at all times completely dominated 
the association; as I shall endeavor to demonstrate, he has operated 
it in a manner that is contrary to the purposes for which the Congress 
authorized the chartering of Federal savings and loan associations; 
and he has conducted its affairs in a manner that is inconsistent with 
the best practices of similar institutions, and to further his own 
personal interests. 

In order for me to explain to the committee how Mr. Gregory has 
used this institution for his personal profit and gain, it will be necessary 
not only to review briefly the actual operations of the association itself 
but also to discuss some of the “extracurricular” activities of Mr. 
Gregory which were incompatible with the best interests of the 
association. I shall also be obliged to point out specific instances in 
which Gregory used the funds of the association to pay his personal 
obligations and legal expenses arising out of some of his many ‘“‘enter- 
prises.” 

To present the matter chronologically, I would at this point like to 
summarize our supervisory experiences with the association prior to 
the appointment of the conservator and also the immediate reasons 
for such appointment. Later in my statement I will deal with certain 
specific transactions, the facts of which I am sure will be of interest 
to this committee. 
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The appointment of a conservator for the Long Beach Federal 
Savings and Loan Association was not an action precipitately taken; 
rather did that action have a long background of supervisory diffi- 
culties. As early as 1940 the irresponsible and unorthodox manner 
in which the association was being operated was brought to the 
attention of the Federal Home Loan Bank Board by Mr. George M. 
Eason, president of the Standard Federal Savings and Loan Associa- 
tion of Los Angeles. Mr. Eason reported that the Long Beach Federal 
was financing the construction of a large number of substandard houses 
and that such operation was perilous to the savings and loan business. 
The housing project to which Mr. Eason referred was known as 
Crenshaw Villa, the promoter of which, ostensibly, was one E. N. 
Frame. 

Upon receipt of this report by Mr. Eason an examination of the 
association was promptly made by the Federal Home Loan Bank 
Board. The report of this examination, which included appraisals 
and construction-cost estimates by staff appraisers of the Home 
Owners’ Loan Corporation, bore out Mr. Eason’s report that the 
houses being built by E. N. Frame and financed by the association 
were of substandard quality. Accordingly, recommendation was 
made to the association that it raise its construction requirements in 
connection with future financing; the association agreed to comply 
with this recommendation. 

The report of the next examination of the association, made in 
June 1941, disclosed that the internal affairs and records of the asso- 
ciation were so confused that it was not possible to get a clear under- 
standing of the association’s operations and mortgage lending prac- 
tices. The report of that examination was therefore transmitted to 
the association without comment and a special examination was made 
as of January 17, 1942. In an effort to explain the association’s 
practices and mortgage lending operations Mr. Gregory supplemented 
the examination report by a 200-page document, in which he de- 
scribed at length the association’s intricate arrangements and prac- 
tices—a document wholly without parallel or precedent in our more 
than 15 years experience in the supervision of savings and loan 
associations. 

On the basis of this special examination in January 1942, and after 
due consideration of Mr. Gregory’s supplemental document, a 13-page 
supervisory letter was sent to the association’s directors, under date 
of June 30, 1942, at my request, recommending that an independent, 
directorate be established; that the Title Service Co. (a Gregory 
enterprise) be removed from the association’s offices; and that com- 
petent personnel, with appropriate authority, be placed in control of 
the association’s internal affairs and operations. 

And in that connection, if I might, I would like to read a statement 
that was made concerning the personnel of the association by Mr. W. 
J. Bowman who was at that time district examiner of the Federal 
Home Bank Administration at Los Angeles, and the statement that 
was made by Mr. Cherry concerning the internal affairs and personnel 
of the institution. Reading Mr. Bowman’s statement of June 5, 
1951——— 

Mr. HouiF1eLp. Just a minute, Mr. Wyman. I do not know 
whether this subcommittee wants to take statements from other 
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people, having them read by you at this time. Let me consult 
about that. 

Mr. Wyman. It is taken from the examination report. 

Mr. Houirietp. Oh, this is from an examination report? 

Mr. Wyman. Yes. 

Mr. Houtrte.p. That has been sworn to. 

Mr. Wyman. It is signed by him. 

Mr. Houirrevp. Signed by him and under affidavit? 

Mr. Wyman. It is not under an affidavit. It is an examination 
report filed dnd signed. You see this is Mr. Bowman’s comments 
taken from an examination report which he signed. 

Mr. Houtrretp. And he was at that time—what? 

Mr. Wyman. District examiner. 

Mr. Fiscupacnu. Excuse me. Off the record. 

(Discussion was had outside the record.) 

Mr. Houtrretp. The subcommittee has decided, Mr. Wyman, that 
your testimony should be confined to your own statements and not 
the insertion of other people’s statements in the record at this time. 

If we desire to have those people before us or if you would submit 
those statements to us for the subcommittee’s perusal, and to give the 
people that made the statements an opportunity for comment, we can 
incorporate them later in the record. But at this time we will confine 
your testimony to your own statement. 

Mr. Wyman. O. K., thank you. 

Mr. Houtrrevp. Proceed. 

Mr. Wyman. Upon receipt of this letter, Mr. Gregory requested a 
conference with supervisory officials in Washington; the conference 
was held in July 1942, at which time we received Mr. Gregory’s 
assurance that careful consideration would be given to the supervisory 
recommendations we had made. Although some minor.changes were 
made in the internal operation of the association, substantial com- 
pliance with our supervisory recommendations had not been realized 
at the time the conservator was appointed despite the fact that the 
association had had ample time to make the changes recommended. 

During World War II the volume of mortgage lending by the asso- 
ciation was of course considerably reduced. Shortly after the close of 
hostilities, however, the association resumed large-scale speculative 
lending. In December 1945 and January 1946, the Federal Home 
Loan Bank Administration received a number of complaints from war 
veterans arising out of speculative financing by the association. These 
complaints were of serious concern to the Federal Home Loan Bank 
Administration—so much so that a special investigator was sent to 
California to interview the complaining veterans and ascertain the 
salient facts. 

Why the veterans were dissatisfied is quite understandable when one 
reviews the manner in which some of them were being victimized by 
Mr. Gregory and one Jackson Turner, working in ae RSET a8 with 


each other. At the commencement of the examination of the asso- 
ciation on May 18, 1946, there were 35 loans outstanding in the names 
of war veterans whose homes were being constructed by one Jackson 
Turner, the unpaid balances on which loans aggregated $196,406. 
Many of these loans had been overdisbursed by the association, 1n 
breach of the duty it owed to the veteran borrowers to disburse the 
proceeds of their loans in accordance with express provisions of their 
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contracts with the association. In connection with 34 of these 
loans it was estimated the overdisbursement was in excess of $18,000, 
the association having available only $25,000 to complete construction 
the cost of which was estimated to be in excess of $44,000; 27 of these 
loans were granted under the provisions of the Servicemen’s Read- 
justment Act of 1944, as amended. 

In the contracts which Turner executed with these veterans, 
however, there was no assurance that they would receive a completed 
house at any specific date or within any reasonable time; and the 
association protected the veteran only to the extent of requiring that 
‘work shall not cease on the construction of such improvements for 
any reason whatever for a period of 15 days.’”’ The veterans who 
obtained these loans were required to pay interest thereon during the 
entire period of construction on the full amount of the loan granted, 
as a result of which the veterans were continuously paying interest, in 
some instances for periods of 10 to 12 months, when no action was 
being taken to construct the homes they were awaiting and when there 
was not even the prospect of a completed home. Therefore, one can 
readily understand why these veterans were complaining. 

Twenty-one of these veterans had grounds for an even more serious 
complaint against the association. A portion of the proceeds of loans 
to these 21 veterans, without any warrant or authorization by them, 
was transferred from their loan accounts and used to establish savings 
accounts in the name of Jackson Turner. The 21 savings accounts 
thus established in the name of Jackson Turner were in turn pledged 
by him to the association as additional security for the advances it was 
making in connection with the Jackson Turner construction of the 21 
homes. Gregory released 11 of these accounts from the pledge and 
paid the amount thereof to Turner. 

The reason for this intricate and intriguing manipulation of the 
proceeds of these loans to veterans, which loan proceeds were the 
property of such veterans, was not ascertainable from the records of 
the association. One possible reason may be that these savings 
accounts were so established in order to create for Jackson Turner a 
fictitious credit standing so that, upon representation that he held 
such investments in the association, material men and others would 
extend to him credit which his true financial standing would not 
warrant. This conclusion may be deemed logical in the light of 
representations made by Mr. Gregory to the FHA concerning the 
financial standing of one C. J. Jones, which I shall discuss later in 
this statement. 

It is of interest to note that in the Jackson Turner construction 
being financed by the association there was being used a material 
called Nu-Lite, an experimental type of material which was being 
developed by the Nu-Lite Co., one of the 11 companies or organiza- 
tions which was using the association’s offices for the carrying on of 
their operations without any reimbursement to the association what- 
ever. The books of the Nu-Lite Co. disclose that Mr. Gregory had 
an $8,000 capital investment in that company, which amount was 
approximately 50 percent of the company’s total capitalization. 

Mr. Fiscupacn. Right at that point, Mr. Wyman, do you know 
whether it is a fact that when Mr. Ammann took over as conservator 
of Long Beach Federal, these loans which you say were overdisbursed 
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in the amount—you say the unpaid balance aggregated $190,000— 
do you know whether it is a fact that Mr. Turner offered to pay Mr. 
Ammann the total amount that was due on the Jackson Turner 
loans and Mr. Ammann declined payment of those loans? 

Mr. Wyman. I do not know. 

Mr. Fiscuspacu. Is there any record in the Home Loan Bank 
Board in connection with that? 

Mr. Wyman. I do not know. I cannot answer that question. 

Mr. Fiscnyspacn. Assuming those are facts, as they have been 
reported to the subcommittee to be facts, would that in any way influ- 
ence you about whether the loans were good, bad, or indifferent? 

Mr. Wyman. I am not concerned so much here about the loans 
as I am about the management of the association and the intricate 
relationship of the use of the proceeds of the loans made to the veterans 
to set up accounts to Jackson Turner and paying out the proceeds to 
Jackson Turner and the involvement as partner or manager in the 
development of Nu-Lite which was being used in the production of 
these houses. 

Mr. Fiscupacu. Do you know whether it is a fact Mr. Ammann 
advanced more money on this construction? 

Mr. Wyman. I think he did. I do not recall the amount, but I 
think he did, because of the series of disbursements and the absolute 
need to make advances; in order to salvage the investment the asso- 
ciation had to. 

Mr. Fiscuspacu. There would have been no need to salvage the 
investment the association had if Turner offered to pay the loan off 
in full; then Ammann would not have had to make any advances, 
would he? 

Mr. Wyman. Presumably. I do not know what the facts are. 
Presumably, that might be true I would say; but I do not know, of 
course. 

Mr. Fiscupacn. Yet you present that as a reason why Mr. Am- 
mann did go ahead and dispense more money, as premised upon the 
necessity of salvaging the association’s investment. There would 
have been no necessity of salvaging anything had Mr. Ammann 
accepted the tender of payment. That is true, is it not? 

Mr. Wyman. Well, that could be true. 

Mr. Fiscnsacn. Sure. 

Mr. Wyman. It could be true, of course. 

Following receipt of these complaints from war veterans, I dis- 
cussed certain phases of the operation of the association with the 
Federal Home Loan Bank Commissioner and with the Governor of 
the Federal Home Loan Bank System, and recommended that an 
examination of the association be made at the earliest practicable 
date. <A limited examination of the association was made as of 
April 23, 1946. The report of that examination contained informa- 
tion which indicated that a compiete examination of the association 
was necessary; accordingly, on May 18, 1946 a complete examination 
was begun. 

The facts brought to light on the first day of that examination, 
coupled with certain facts disclosed by the limited examination of 
April 23, 1946, constituted the immediate reasons for the appoint- 
ment of a conservator, which reasons are as follows: 
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One of the immediate reasons for appointment of a conservator 
was information obtained by the examiners in the institution in the 
course of the limited examination April 23, 1946, that some $16,900 
of the association’s funds had been spent by Mr. Gregory in Washing- 
ton without any proper accounting.or voucher therefor. 

Mr. Fiscupacu. Those are the same funds he testified about before 
this subcommittee? 

Mr. Wyman. Yes; that is right. That is referred to. 

At the Smith committee hearing in 1946 Mr. Gregory submitted 
an itemization of his disbursement of this sum of money, and although 
the counsel for that committee did not question him with respect to 
the matter, Mr. Gregory’s itemization disclosed that part of the fund 
was paid to a private detective agency here in Washington; part of 
it was spent for hotel bills; part of 1t was paid to a Washington, D. C., 
attorney whose retention, or the reason for whose retention, did not 
appear on the records of the association; and part of it was spent for 
“nubhe relation” work. 

Mr. Fiscupacn. And was that not fully discussed before the 
Smith committee? 

Mr. Wyman. I think it was. I think there was some reference 
to it. I do not recall. 

Mr. Fiscupacnu. You refer to the fact that I did not question Mr. 
Gregory’s statement. Is that intended to cast some reflection upon 
a neglect of duty that I had? 

Mr. Wyman. No; it was not. He volunteered that information, 
as I recall it. 

Mr. Fiscupacn. It was my recollection, Mr. Wyman, that the 
business of hiring detectives was fully gone into by the Smith com- 
mittee. 

Mr. Wyman. That may be. I am—it did not appear in the Smith 
report, as I recollect it. I did not read all of it in detail. 

Mr. Fiscusacn. It is also in the record that Judge Smith questioned 
Mr. Gregory quite closely about those items. 

Mr. Wyman. Of this amount, the records of the association show 
that $2,798.82 was refunded by Mr. Gregory on April 6, 1946, and that 
on that same date the balance was offset against amounts allegedly 
due Mr. Gregory as a result of a salary increase, retroactive to January 
1, 1945, which was purportedly voted to Mr. Gregory on January 16, 
1946. If, as shown by the minutes of the meeting of the association’s 
directors dated January 16, 1946, the afore-mentioned salary increase 
was in fact voted to him on that date, then the monthly reports made 
by the association to the Federal Home Loan Bank Administration 
for the months of January, February, and March, 1946, were false 
in that they did not reflect any obligation of the association to Mr. 
Gregory as a result of the salary increase. If the monthly reports 
were correct, then the minutes of the meeting of the association’s 
directors dated January 16, 1946, were falsified subsequent to the sub- 
mission of those reports—obviously one or the other was false. 

A second immediate reason for the appointment of a conservator 
was that Mr. Gregory and some of the other directors of the associa- 
tion—together constituting a majority of the directorate—were in 
the process of establishing 21,000 share accounts of $1 each in their 
individual names, combination of names, and as trust accounts for 
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the sole and admitted purpose of obtaining voting control of the asso- 
ciation—a direct breach of fiduciary duty owed 3 Mr. Gregory and 
the other directors to the 16,000 bona fide shareholders in the associa- 
tion who, under the association’s charter, are each entitled to one vote 
for each $100 of share investment or fraction thereof. In other 
words, Gregory and his associates were in the act of fixing things so 
that if their actions were in any way challenged by the shareholders 
of the association or by the afore-mentioned or other borrowers, they 
could outvote them on a puny $21,000 investment—a $21,000 invest- 
ment which, from a practical standpoint, put them in sole and 
complete control of a $26 million institution. Mr. Gregory has since 
explained that these share accounts were established in anticipation 
of a proxy war being instigated by the Federal Home Loan Bank 
Administration. He has not and cannot submit to this committee 
any evidence that the Federal Home Loan Bank Administration ever 
took or even contemplated any such action. 

A third reason for the appointment of a conservator was a state 
ment by Mr. Gregory to one of the Federal examiners shortly after 
the complete examination of the association was begun May 18, 1946, 
that he intended to remove $100,000 from the association over the 
week end, place it outside the control of the association or its share- 
holders or the supervising authorities for the purpose of fighting any 
supervisory action that might be taken. 

Mr. Fiscusacu. Now, in contradistinction, Mr. Wyman, to the 
statements you have made thus far, I would lke to call attention to 
the examination of Mr. Lee before the Smith committee. You were 
present before the Smith committee and heard Mr. Lee testify, did 
you not? 

Mr. Wyman. I heard some of it. I do not know that I heard all 
of it. I heard some. 

Mr. Fiscuspacn. Do you remember what Mr. Lee’s position was 
in the Administration? 

Mr. Wyman. Oh, yes. 

Mr. Fiscnpacu. What was his position? 

Mr. Wyman. Governor of the Home Loan Bank System and, [ 
believe, Deputy Administrator; Deputy Commissioner, I am sorry. 

Mr. Fiscupacn. Now, with reference to these share accounts, 
Mr. Lee testified he referred in full to the 21,000 share accounts of $1. 
And he testified as follows, at page 190 of the record: 

Mr. Fiscupacu. Can any other shareholder, besides the gentlemen who were 
directors of the institution, do the very same thing? 


Mr. Lee. Yes; but the manner in which it has been done, as set out in the 
examination, speaks for itself, Mr. Counselor. 


Now, you are speaking about the same examination, are you not? 
Mr. Wyman. The same 21,000 share accounts. 
Mr. Fiscusacn. Next, the record shows: 


Mr. Fiscunacu. That appears in evidence before this committee. 

Mr. Ler. One account in his own name and another account in his name and 
that of his daughter, and another account in his name and that of his wife, and 
well, those are mere subterfuges. What they were trying to do here was take 
this institution and do with it as they saw fit. It was a very alarming thing as 
I saw it. Now, maybe I was wrong. I did not act—— 


I call specific attention to Mr. Lee’s statement: 


I did not act on that because I felt that they had not accomplished it. I am 
not relying on it as one of the grounds for the appointment of a conservator. 
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The record follows and shows: 


Mr. Fiscusacu. Is it stated in the bill of particulars? 

Mr. Lee. I am willing to concede that I appointed a conservator upon the 
attempt to withdraw $100,000, as I stated. 

Mr. Wyman. Is there not something following that that bears on 
that subject? 

Mr. Fiscuspacu. Yes, there is. The record goes on and it says: 

The CHAIRMAN. As I understand you, Mr. Lee, is this $100,000 an incident 
upon which you base your action? 

Mr. Lege. Yes; and all these other things coupled with it, the general atmosphere 
and why we were alarmed; particularly the $16,000 withdrawal which had come 
before. 

And then the record goes on and on and on—but it was clear, was 
it not, that Mr. Lee did not premise the appointment of a conservator 
upon the things you have mentioned but premised it upon the with- 
drawal of $100,000 to be used to resist Mr. Fahey’s action? 

Mr. Wyman. As I understand the statement there, if there had 
not been the withdrawal of the $100,000 he would not have appointed 
a conservator, but since it was there, it was certainly the motivating 
and governing and overwhelming cause but did not keep away con- 
sideration of these other matters. 

Mr. Fiscupacu. Of course, you have stated your conclusions on 
this matter and the Smith committee has stated its conclusions, and 
the Smith committee’s conclusions, without attempting accurately 
to state what they were, with regard to the seizure of the Long Beach 
Federal Savings and Loan Association and the appointment of a 
conservator were that it was an act which was in part related to the 
resistance of Mr. Twohy’s appointment as president of the Los 
Angeles bank, and that the whole thing was interrelated with the 
controversy over the selection of Mr. Berry as president of that 
institution by the directors and Mr. Fahey’s repeated refusals to 
confirm Mr. Berry as president of that bank; and that, without 
attempting accurately to state what the conclusion of the Smith 
committee was, is a paraphrase of it, is that not true? 

Mr. Wyman. That I do not know. This is my statement here. I 
do not know of anything inconsistent between this and Lee’s testi- 
mony there. 

Mr. Fiscupacnu. All right, go ahead. 

Mr. Wyman. While the above-stated incidents were the immediate 
causes for the appointment of a conservator, Mr. Gregory engaged 
and involved the association in certain “‘enterprises’’ which were 
inimical to the best interests of the association’s shareholders and 
which further supported the conclusions by the Federal Home Loan 
Bank Administration as to the operations and management of the 
association, as set out at the end of this statement. 

One of these “enterprises” was Gregory’s sponsorship of or partici- 
pation in dealings of a highly questionable nature undertaken by an 
outfit known as Moss & Co. Moss & Co. was a corporation originally 
created, owned, and controlled by one Mike Moss, now deceased. 
At the time Mr. Gregory began diverting funds of the association for 
enterprises to be undertaken by Moss & Co., there was associated with 
him and Moss one Joseph Weinblatt, who had previously been con- 
victed of attempting to bribe a public official. The ‘‘enterprises’’ 
which Moss & Co. were to undertake included the obtaining of gam- 
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bling and other lucrative concessions in Mexico; in an exchange of 
correspondence between the parties concerned the desire and pur- 
pose of obtaining gambling concessions was openly discussed. One 
deal was of such a dubious nature that it is referred to only as “baby.” 
These enterprises, however, were not limited to Mexico. There js 
some evidence that they were either engaged in, or attempting to 
muscle into, the export of scrap iron, narrow-gage railroads, and other 
strategic materials to Japan—just prior to Pearl Harbor. 

Mr. Fiscupacn. Did you ever call this to the attention of the 
Kefauver committee? 

Mr. Wyman. No;I did not. 

At least some of the capital for these adventures in Mexico and 
elsewhere was obtained by withholding payments due on the Long 
Beach Federal’s loans to Moss & Co., which initially amounted to 
$125,000. Thus, when the personal interest of Mr. Gregory in Moss 
& Co. conflicted with the interest of the association with respect to 
these loans, the loans became delinquent and the moneys which should 
have been paid to the association thereon were used to promote the 
deals aforementioned. When questioned by an examiner with respect 
to the delinquencies on these loans to Moss & Co., Mr. Gregory 
informed him that the delinquencies were the result of the fact that 
income from the security properties’ was used for needed repairs; 
this subsequently was proved to be untrue. Just prior to the next 
examination after these delinquencies developed in the Moss & Co. 
loans, Mr. Gregory wiped out the delinquencies by recasting the loans 
to Moss & Co., increasing them from th» initial $125,000 to $197,500, 
which amount was not only sufficient to remove the arrearages but 
also to permit the payment of $2,500 cash to Moss. At or about that 
time Mr. Gregory became in fact Moss & Co. by reason of an assign- 
ment from Mike Moss to him of that company—lock, stock, and barrel. 
Mr. Gregory moved Moss & Co. to the offices of the Long Beach 
Federal Savings and Loan Association and, until its dissolution, 
operated it along with the many other Gregory-interest agencies 
which had rent-free use of the association’s offices and _ facilities. 
Some time after he thus acquired the full ownership and control of 
Moss & Co., Mike Moss became dissatisfied with the deal he got from 
Mr. Gregory and litigation ensued requiring an accounting; the 
action involved Mr. Gregory personally and the Long Beach Federal 
was named a nominal defendant only. Mr. Gregory obtained from 
the association’s counsel an opinion which stated that the Long 
Beach Federal Savings and Loan Association was merely a nominal 
defendant and that no liability would attach to the association and 
it would not suffer any loss. Nevertheless, when the litigation was 
settled by compromise the total legal expenses incurred by Mr. 
Gregory in the amount of $3,849 were paid out of the moneys of the 
association. 

Mr. Fiscuspacu. Was Mr. Gregory’s account in the books of the 
association charged with this amount? 

Mr. Wyman. My understanding is that it was shown up there; it 
was identified as being a disbursement by the association. 

Mr. Fiscnsacu. I beg your pardon? 

Mr. Wyman. As being paid out of the association funds. 

Mr. Fiscupacu. Yes. Well, were the funds charged to Mr. 
Gregory? 
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Mr. Wyman. Not to my knowledge. 

Mr. Fiscupacu. It was set up as an association expense? 

Mr. Wyman. That is my understanding of it, that it was paid as an 
association expense. 

Mr. Fiscupacu. You do not know whether Mr. Gregory’s account 
was charged with those funds or not, do you? 

Mr. Wyman. No;I do not. 

Mr. Fiscupacu. All right; we will find out. 

Mr. Wyman. It is obvious from these facts that Mr. Gregory used 
the association to his own personal benefit; that he made false repre- 
sentations to the Federal examiner; and that he used the association’s 
funds to pay his personal expenses. 

Further evidence of the use of the association by Mr. Gregory and 
his associates for personal gain is furnished by the transaction in- 
volving the leasing of the Rolston Hotel Building, the building which 
the association owns and in which it has its offices. 

The association purchased the building on December 31, 1940, for 

the sum of $110,000. Thé association entered into a lease in May 
1946, under which one George Turner was given a 20-year lease of the 
hotel with the association receiving one-half of the net proceeds from 
the operation of the hotel. The resolution by the association’s 
directors approving this lease, however, was grounded in part on the 
statement in such resolution that— 
the income from the hotel shows a continuing decrease and it appears that it will 
be down to a nominal sum in the very near future. 
The fact is that the income derived by the association had shown a 
steady increase and was in no sense nominal, as the following schedule 
of net income discloses, 1941, $6,125; 1942, $9,520; 1943, $14,247; 
1944, $19,808; 1945, $20,641; 1946, $6,374 to May 8—or approxi- 
mately 4 months. 

Furthermore, the terms of the lease are such that the association 
forfeits any real control over the income from the property and is 
left completely at the mercy of the lessee, inasmuch as the lease pro- 
vides that the lessee shall be the sole and exclusive judge of manage- 
ment and expenditures made thereunder; and that the lessor shall be 
entitled only to an accounting and the payment of one-half of the 
net proceeds from the property monthly. 

Mr. Fiscusacn. According to your experience, Mr. Wyman, is 
that an unusual clause in the lease of a hotel? 

Mr. Wyman. It seems to me that the association should have re- 
tained some control over the management and the expenditure inside 
of that operation. 

Mr. Fiscupacu. Did you ever make a lease of a hotel? 

Mr. Wyman. No; never did. 

Mr. Fiscupacu. Did you ever examine any? 

Mr. Wyman. No; I did not. 

Mr. Fiscusacn. Do you know anything about hotels? 

Mr. Wyman. I never owned one; I never managed one. 

Mr. Fiscupacn. You do not know anything at all about them? 

Mr. Wyman. No; except by some operations that associations have 
become involved in over which we have had supervision. We have 
had a few of them. 

Mr. Fiscnpacu. You do not know anything about the hatel busi- 
ness? 
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Mr. Wyman. That is right. 

Mr. Fiscusacn. Now, did Mr. Ammann disavow this lease while 
conservator; did he disaffirm it? 

Mr. Wyman. I do not know. I believe, as I recall it, he did, upon 
the advice of counsel, move in the direction of endeavoring to termi- 
nate it, or something. I do not recall all the details now. 

Mr. Fiscuspacn. Did he collect rent while he was conservator? 

Mr. Wyman. That I do not know. I assume so. I am not so 
sure of that. 

Mr. Fiscuspacn. Do you know whether Mr. Ammann ever brought 
a lawsuit to get this lease canceled on the grounds you allege in this 
statement? 

Mr. Wyman. As I recollect it, he took or initiated some action to 
terminate the lease but I do not recall the details of it, the nature of 
it, nor the outcome of it. 

Mr. Fiscupacu. Was there any litigation about it? 

Mr. Wyman. That I do not know. 

Mr. Fiscuspacn. You do not know what the courts had to say 
about it? 

Mr. Wyman. I do not. It seems to me there was—well, I do not 
recall. 

Mr. Fiscupacn. You do not know what the decision of the court 
was? 

Mr. Wyman. No; I do not. 

Mr. Fiscuspacn. Do you know whether the lease is still in effect” 

Mr. Wyman. I believe it is. I am not sure about that. But | 
believe it is; I am not certain. 

Mr. Fiscusacu. All right. 

Mr. Wyman. In effect, this lease amounts to nothing less than 
abandonment to private interests of any control over management of 
this important asset for 20 years. Whether the lessee acted in his 
own behalf or as a “straw’’ party has not been determined. Mr. 
Gregory and Turner, however, were not strangers to each other. A 
notice of sale published on January 18, 1946, expressed the intention 
of Mr. Gregory to sell to George Turner all the stock, fixtures, tools, 
equipment, and other assets of the Crystal Radio Service, which was 
one of Mr. Gregory’s enterprises. The association, which had no 
interest in this transaction, paid for publication of this notice. 

At this point it might be interesting to note that 11 companies or 
organizations were using the association’s address as their principal 
office. In most, if not all, of these enterprises either Mr. Gregory, 
or a member of his family or a close ‘associate’? had an interest, 
namely: Title Service Co., Pacific Insurance Agency, Nu-Lite Co., 
Future Citizens Foundation, Novelty Advertising Co., Sunset Service 
Co., Pacific Guaranty Co., L. N. Schilling Organization, Cawood 
Supply Co., Moss & Co., and Du-Crete Co. The association received 
no remuneration from any of these companies or organizations nor 
any reimbursement for any services, clerical or otherwise, performed 
for these companies or organizations by the association’s personnel. 

Involved in the use of the association by Mr. Gregory for his own 
personal gain or that of his close “associates’’ were misrepresentation, 
and concealment of essential facts from the association’s records. 

Mr. Fiscusacu. Those are your conclusions? 
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Mr. Wyman. I think those are the conclusions and those are the 
facts from the report. 

Mr. Fiscuspacu. Those are your conclusions from the report? 

Mr. Wyman. Those are the facts contained, among others, in the 
report of the examination. 

Mr. Fiscupacu. All of these, I understand, are your conclusions. 

Mr. Wyman. That is right; that is correct. 

Mr. Fiscupacn. And you think they are borne out by others? 

Mr. Wyman. That is correct. 

Mr. Fiscupacn. Proceed. 

Mr. Wyman. For example, Mrs. Ethel Roberts, who was secretary 
of the association, was in 1946 residing in a property which had 
formerly belonged to the association. The association’s records 
disclese that this property was acquired by the association on Sep- 
tember 30, 1941, through foreclosure, at which time the property was 
appraised by the association at $4,200. On October 23, 1941, less 
than a month after the association acquired the property, the property 
was sold for $3,000 to one D. A. Yeo, who executed a note and deed 
of trust to the association in that amount. In other words, Yeo 
acquired this property from the association for $1,200 less than the 
amount at which the association appraised it. Such generosity 
toward Mr. Yeo is apparently explained by the fact that on November 
24, 1941, approximately 1 month after conveyance of the title to him, 
Yeo conveyed the property to the said Mrs. Ethel L. Roberts. When 
questioned on August 16, 1946, as to his interest in this transaction, 
Mr. Yeo stated frankly that he served as a straw man on the deal and 
that he had no financial interest whatever in the property. Thus 
Mrs. Roberts, through the device of a straw man, had acquired an 
association-owned property at $1,200 less than its appraised valuation, 
without assuming any personal liability to the association. All the 
facts relative to Mrs. Roberts’ interest in this transaction were con- 
cealed from the association’s books and were discovered only by search 
of the public records in 1946, at which time the loan was still carried 
in the name of Yeo on the association’s books. 

Mr. Fiscupacn. Mr. Wyman, is there not some regulation appli- 
cable to these Federal savings and loans associations which prohibit 
an officer or director or employee from borrowing money from the 
association? 

Mr. Wyman. Except for the—except to finance the bona fide home 
for the use and occupancy of such director, officer, or employee. 

Mr. Fiscusacn. I was under the impression that an officer could 
not borrow from his own institution; is that not correct? 

Mr. Wyman. That is not correct. An officer, director, or employee 
may borrow from a Federal association to finance the home for his 
own use and occupancy. 

Mr. Fiscupacn. Do you not think there ought to be a further 
safeguard to the public; that there should be a prohibition against 
that sort of thing? 

Mr. Wyman. I think as long as it is limited to the financing of a 
bona fide home of a director, officer, or employee, no serious danger 
is likely to result. 

Mr. Fiscupacn. When an association makes a loan, do they not 
have to take into consideration the financial capacity of the applicant 
or borrower? 
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Mr. Wyman. They are certainly supposed to. 

Mr. Fiscupacn. Do you think the manager of a savings and loan 
association can in fairness discharge a dual responsibility, “first to the 
association and second to himself? 

Mr. Wyman. I do not think he can serve two masters and F think 
that—of course, that question was one that had much consideration 
at the time the charter was drafted and the Federal Home Loan Bank 
Board in 1933, I guess it was, got to that point and the first plan 
was to eliminate it entirely and then they put that exception in 
there, except for the financing of a bona fide home of such person 
and I did not know that my theory on that subject would have a 
lot of to do—— 

Mr. Fiscupacnu. As chief supervisor, would you not have any views 
on it? 

Mr. Wyman. I agree with the principle that a trustee should not 
do business with himself; I agree with that. 

Mr. Fiscupacu. And there ought to be a prohibition if there is 
not? 

Mr. Wyman. There is that limitation, of course, now. They are 
limited to a bona fide home for their own occupancy 

Mr. Fiscupacnu. All right. 

Mr. Wyman. Another example of concealment of essential facts 
from the association’s records is provided by the association’s straw 
man financing of the purchase of a home by Mr. T. A. Gregory. The 
records of the association disclose that on May 3, 1938, one Mason E. 
Kight acquired title to the property in question from a local bank for 
$3,500, the purchase price being fully financed by the association; 
the property was appraised at $6,000 by Mr. T. A. Gregory and Mr. 
Roy Wolfers. On May 20, 1938, 6 days before the bank was paid 
for the property out of the proceeds of the association’s loan to 
Kight—Kight deeded the property to Mr. Gregory, which deed was 
made of public record May 27, 1938. In 1941 Mr. Gregory sold the 
property for $4,250. Mr. Gregory’s interest in this property was 
concealed from the association’s records and was ascertained only by 
a search of the public records in 1946; in fact it was so well concealed 
that on February 1, 1941—almost 3 years after Kight deeded the 
property to Mr. Gregory—the afore-mentioned Ethel Roberts wrote 
a letter to Kight demanding repayment of advances by the association 
for fire-insurance premiums on Mr. Gregory’s property. 

Further illustration of the pattern of operations whereby Mr. 
Gregory used the association for his own personal gain or that of his 
close associates shows up in connection with an application by one 
C. J. Jones to the Federal Housing Administration for a commitment 
to insure loans to finance the construction of some 792 houses costing 
approximately $2 million. 

On April 17, 1941, Mr. Gregory transmitted to the Los Angeles 
office of the Federal Housing Administration a financial statement of 
C. J. Jones, dated April 16, 1941, which statement showed, among 
other things: 

Cash in Long Beach Federal Savings and Loan Association pledged as bond 
until completion of construction * * * $100,000. 
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In the said letter to the Federal Housing Administration Mr. Greg- 
ory stated, among other things, that: 


An analysis of his [C. J. Jones] financial statement will demonstrate to you 
that he has placed with this institution a $100,000 guaranty to carry to completion 
the proposed project * * * . 

In response to a letter of June 19, 1941, from the Federal Housing 
Administration, advising that certain commitments to insure have 
been made on the condition, among other things, that the borrower, 
C. J. Jones, established a $100,000 cash bond with the mortgages to 
guarantee the completion of the proposed project, Mr. Gregory wrote 
the Federal Housing Administration June 21, 1941, as follows: 

This will confirm that the applicant, Mr. C. J. Jones, has executed and delivered 
to this institution an agreement pledging the sum of $100,000 as guaranty for the 
completion of any buildings started under the title VI application, together with 
the said sum pledged under the agreement. 

The fact of the matter is that C. J. Jones did not, on April 17 or 
June 21, 1941, or at any date thereabouts, have $100,000 cash in the 
Long Beach Federal Savings and Loan Association pledged as a bond 
or guaranty for completion of construction of the proposed 792 houses 
orany other projects. In the course of the examination of the associa- 
tion as of May 18, 1946, examiners for the Federal Home Loan Bank 
Administration found in the association’s file pertaining to this par- 
ticular project a check dated June 23, 1941, signed by C. J. Jones, 
drawn on the First and Pine Avenue Branch of the Bank of America, 
Long Beach, Calif., in the amount of $100,000 payable to Long Beach 
Federal Building and Loan. ‘This check had not been endorsed or 
presented for payment, which facts are understandable in the light 
of the fact that at no date proximate to June 23, 1941, was the balance 
of C. J. Jones in the First and Pine Avenue Branch of the Bank of 
America in excess of three figures. 

In this connection, I wish to point out that contemporaneously with 
Mr. Gregory’s representations to the Federal Housing Administration 
about the financial standing of Mr. C. J. Jones and his deposit of 
$100,000 in the association, the association was holding an NSF 
check from Mr. Jones in the amount of $1,000. This NSF check 
was carried by the association as a cash item at least from June 20, 
1940, until April 11, 1941, at which time it was set up as an account 
receivable; it remained as a receivable until May 10, 1941, at which 
time it was charged against the Jones loans in process account. 

In addition to Mr. Gregory’s representations to the Federal Housing 
Administration as to the financial standing of C. J. Jones and his 
pledge of cash to guarantee completion of construction of 792 houses, 
he also represented to the Federal Housing Administration in the said 
letter of April 17, 1941, that: 

In addition to the ability to produce, Mr. Jones, together with his brother, have 
& sales organization superior to most real-estate organizations. They have devel- 
oped a system of procuring prospects and making sales at a nominal cost and of 
following up the sales with an effective servicing arrangement. 

Notwithstanding the above-quoted representations to the Federal 
Housing Administration by Mr. Gregory concerning the ability and 
experience of C. J. Jones and his brother, C. S. Jones, Mr. Gregory 
wrote to the Federal Home Loan Bank Administration in early 1942 
concerning the association’s experience in 1940 and early part of 1941 
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with C. J. Jones and C. S. Jones in connection with earlier loans made 
to them by the association, pointing out that— 

By June 1941 there was considerable delinquency in the loans held by the 
association in 1940-41. City and county taxes were unpaid. It also appeared 
that even when payments had been collected from the purchasers, they had jot 
been turned over to the association to apply on its loan. 

It was my conclusion that the situation was fraught with danger; * * * 
Under these circumstances, it seemed to me that it was preferable to work out 
deal whereby the Jones brothers’ loan could be turned over to someone competent 
to handle it. 

Obviously, Mr. Gregory made false representations about C. J. 
Jones to the Federal Housing Administration or to the Federal Home 
Loan Bank Administration. In that connection, it is of interest to 
note that at about the time of Jones’ “incompetency,” delinquency, 
and failure to turn over to the association payments on loans, accord- 
ing to Mr. Gregory’s advice to the Federal Home Loan Bank Admin- 
istration, and simultaneously of their high standing and splendid repu- 
tation, according to Mr. Gregory’s representation to the Federal 
Housing Administration, it appears that Mr. Gregory received as a 
gift from the Joneses one of five palatial homes constructed by them 
in the Country Club Drive section of Long Beach in the latter part 
of 1940 and early 1941. 

Mr. Fiscupacu. Mr. Wyman, it certainly would appear that if 
these things happened, somebody in the Federal service is more 
than seriously delinquent in not having done something about it; is 
that not so? 

Mr. Wyman. I just wonder if I got all of your statement. 

Mr. Fiscusacu. I said it would appear that if these things took 
place, somebody in the Federal service is very seriously delinquent 
in the performance of his duties and obligations that he is charged with. 
Is that not true? Would you not agree that is so? 

Mr. Wyman. I suppose everyone is entitled to his own reaction to 
that sort of thing. 

Mr. Fiscupacn. What if anything did you do from 1942 to 1946 
or from 1940 to 1946 about this matter? 

Mr. Wyman. Activities dwindled down a good deal there, of course, 
after 1941 or 1942. There was a sharp falling off of mortgage- 
lending activities and that is brought out in this statement, I believe, 
a little later. 

Mr. Fiscupacu. Yes; but if these things were going on, why did 
you not do something about them? 

Mr. Miuuer. Most of these things he did not know about. Is that 
right? 

Mr. McKenna. We were prevented by court action from doing 
anything. 

Mr. Miuuer. As a matter of fact, as I understand it, you were 
enjoined from going further. 

Mr. McKenna. We were enjoined. 

Mr. Wyman. We were enjoined from having a hearing. 

Mr. Houirietp. You were enjoined from having an administrative 
hearing or court? 

Mr. McKenna. We were enjoined from having administrative 
hearings on these charges. 

Mr. Houirretp. You were enjoined from taking these matters of 
fraud into court? 
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Mr. McKenna. Our understanding was—we have nothing to do 
with the criminal side—my understanding was that we had jurisdic- 
tion, the act says the responsibility is ours and that the court would 
review, but we were never permitted to make the first step. 

Mr. Houirtevp. If there was any criminal act by any of these 
associations, would you not turn it over to the Department of Justice? 

Mr. Miuuer. Well, you see, these were allegations. What they 
wanted was administrative action to determine the validity and I 
understand they were enjoined from it. 

Mr. McKenna. Even at this time; and that is what we tried to do 
by order No. 2015. 

Mr. Fiscusacu. I would like to call this witness’s attention right 
now to page 3. Turn back to page 3, Mr. Wyman. At page 3 you 
say there was a special examination in January 1942. 

Mr. Wyman. Yes; that is correct. 

Mr. Fiscupacu. And you end the paragraph with the statement 
that— 

Although some minor changes were made in the internal operation of the asso- 
ciation, substantial compliance with our supervisory recommendations had not 
been realized at the time the conservator was appointed— 

and I am inserting, in 1946. 

Now, I would like to ask you right here, Mr. Wyman, how come, if 
you had a special examination in 1942, you let this condition that you 
say existed go on until 1946 without anything having been done 
about it? 

Mr. Wyman. That is one of those situations where we endeavored, 
as we always do, to talk with the management and directors of the 
institution and by conferences around the table correct or work out 
recommendations. 

Mr. Fiscupacu. You had a conference in 1942. 

Mr. Wyman. I am trying to answer your question, if I may. 

Mr. Fiscupacu. You had a conference around the table in 1942, 
if the statement you make on page 3 is true. 

Mr. Wyman. The matters referred to on page 3, namely, that the 
directorate be improved or strengthened and that the internal affairs 
be made better and that the Title Service Co. be separated were not 
of themselves matters I believe that would justify or warrant any 
drastic action, but rather they were the type of things you would 
confer about and try to work out a constructive corrective program. 

We made those recommendations as recommendations; they were 
not orders or directives or anything of that kind. 

If you wish my opinion; had those directives or recommendations, 
rather, been followed in good faith and fully, I think that the ultimate 
developments that took place there would have been avoided because 
that was fundamentally the thing that led to the difficulty. 

Mr. Fiscnpacu. In 1942 you did not say anything about Long 
Beach not being able to appropriate $100,000 in 1946, did you? 

Mr. Wyman. I do not recall that we did. 

Mr. Fiscnspacu. Of course you did not. “You could not have said 
anything about it 4 years before it happened. 

_ Mr. Wyman. Certainly I did not anticipate anything of that kind 
in 1942. There were an entirely different set of circumstances to that 
which had developed in 1946, entirely different, no comparison. 
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Mr. Miter. You are not contending that the condition in 1942 
was warranted; you are simply giving the history. 

Mr. Wyman. That is right. 

Mr. Mixier. And you are pointing out the chronological details 
leading up to the situation; is that not right? 

Mr. Wyman. That is correct. 

Mr. Houirretp. You may proceed, Mr. Wyman. 

Mr. Wyman. Mr. Gregory disposed of assets of the association by 
the sale of prime loans to some of his close “associates.’”’ Between 
March 1, 1940, and May 18, 1946, the association sold 286 loans to 
various individuals, including 173 to one Merle Reynolds, from whom 
the association bought the Rolston Hotel Building, above referred to. 
The aggregate amount of these loans at the date of sale was $579,874, 
which amount represented only 54 percent of the association’s last 
appraised value of the security properties. Of the 286 loans sold, 90 
percent bore interest at rates of 6 percent per annum or higher; 257 
were contractually current at the date of sale; and only 29 were as 
much as 1 month delinquent; of which number only 3 were as much 
as 2 months’ delinquent. Notwithstanding this low loan ratio, the 
high interest rate, and the favorable payment record, all of these loans 
were sold at par, with no profit to the association; in addition, they 
were serviced by the association after sale without charge to the 
purchasers and at the association’s expense. The net result of these 
sales was to favor a limited, selected group of individuals with a 
return on their investment that was approximately double the rate 
of dividends being paid by the association to its shareholders on their 
savings. 

In 1943 and 1944, the association loaned approximately $1,370,000 
to a concern known as Wrigley Heights Corp. Necessary priorities 
and allocations were obtained covering materials on the basis that 
some 300 houses were to be constructed for war workers. The loans 
by the association to Wrigley Heights Corp. were insured by FHA 
and bore interest at 4% percent. Wrigley Heights Corp. sold these 
properties to war workers on purchase contracts with interest at 6%; 
percent, a differential of 2 points above the rate being paid by Wrigley 
Heights Corp. to Long Beach Federal Savings and Loan Association; 
these sale contracts generally prohibited the purchasers from prepay- 
ing their contracts or paying such contracts down to the point where 
the purchaser could refinance at a lower rate of interest. The charter 
under which the Long Beach Federal Savings and Loan Association 
was operating, however, expressly provided that all borrowers from 
the association, including Wrigley Heights, could prepay their Joans 
at any time without penalty, except that a charge equal to not more 
than 90 days’ advance interest could be made by the association on 
any amount prepaid when such amount equalled or exceeded 20 per- 
cent of the original amount of the loan. In other words, the regulation 
that Federal associations must permit borrowers to prepay their loans 
was effectively nullified in that, while Wrigley Heights Corp. was 
granted the right to prepay its 4%-percent loans, that privilege was 
denied to the war workers who bought the properties from Wrigley 
Heights under 6%-percent contracts. 

As a result of this practice by Wrigley Heights Corp., of which Mr. 
Gregory had or certainly should have had knowledge, many of the 
contract purchasers were obliged to band themselves together and 
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employ legal counsel in an effort to gain the privilege of paying off 
their contract obligations on reasonable terms. One reason said to 
have been advanced by the president of Wrigley Heights Corp. for 
not permitting prepayment of sales contracts by the purchasers of 
these properties was that such prepayment would result in lifting the 
income of Wrigley Heights Corp. into a higher income tax bracket, 
which would require the payment of more taxes to the Federal Govern- 
ment. 

It is perfectly clear that this operation was contrary to public 
interest and amounted to little if anything less than a fraud on war 
workers who were obliged to find some place to live while employed 
in that area in the production of vital war materials. This fact is 
clearly emphasized in a letter, dated September 16, 1946, which Mr. 
Harold Slane, a Los Angeles attorney addressed to Congressman 
Doyle, on the matter. I have with me copies of that letter if any 
member or members of the subcommittee should wish to read Mr. 
Slane’s comments. 

Inasmuch as Mr. Gregory’s statement before the subcommittee on 
December 11 corttained references relative to the liquidation of the 
Reliable Building-Loan Association which are grossly misleading, I 
believe some comment thereon is required. 

Mr. Gregory acquired control of the Reliable Building-Loan 
Association on February 14, 1934. T. A. Gregory and his father 
(J. E. Gregory) also owned the Somerset Finance Co., located at 
Bellflower, Calif., a corporation said to have been organized principally 
for the purpose of acting as trustee on loans made by the Bellflower 
Building and Loan Association, which was also controlled and oper- 
ated by the Gregorys. 

Mr. Fiscupacu. Has any criticism ever been made about the 
operation of the Bellflower? 

Mr. Wyman. I do not recall that there was any particular or 
specific criticism. There were some questions about some loans 
made, the details of which 1 do not recall. 

Mr. Fiscupacu. I do not think that the members of this subcom- 
mittee have had any evidence about it, but I understand it to be the 
fact that during the same year that the Gregory management was in 
Long Beach Federal the Gregory management was in the Bellflower. 

Mr. Wyman. That is correct. 

Mr. Fiscupacu. And whereas there have been all kinds of charges 
made in connection with the Gregory management about Long Beach, 
there have been no charges made at all about the Gregory manage- 
ment of the Bellflower. Is that correct? 

Mr. Wyman. Well—— 

Mr. Fiscunacu. Is it or is it not correct? 

Mr. Wyman. My view here is that the management of the associa- 
tion did not in good faith abide by the principles of trusteeship upon 
which these associations rest; and the fact that the manager and 
officer of this association is also connected with the Bellflower associa- 
tion does not, as far as I can see, change the management. 

Mr. Fiscupacu. I know, but you are debating a proposition that 
[am not even tendering for debate. I am simply asking you if it is 
not the fact that during the entire period involved you had the 
Gregory management in Long Beach and also in the Bellflower and, 
whereas, all kinds of charges were made in the direction of Long Beach 
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Federal, there have been no charges made in connection with the 
Bellflower. Is that or is that not true? 

Mr. Wyman. That is correct. I do not recall—I can only answer 
it insofar as I have, because I cannot recollect all the details of all the 
examination reports of even one association for 15 years. Substan- 
tially, as I recall, that is correct. 

Mr. Fiscusacu. All right. 

Mr. Wyman. By not paying withdrawals to distressed certificate 
holders of the Reliable Building-Loan Association, during this perio: 
of serious economic depression, Mr. T. A. Gregory was able to and did 
force these certificates onto the open market where he acquired them 
at a loss to the certificate holders and at a profit to himself. Between 
March 17, 1934, and May 7, 1934, both dates inclusive, the Somerset 
Finance Co. is known to have purchased through certain brokers 
Reliable Building-Loan certificates having a face value of $27,683.39 
at a total cost of only $11,120.29. This same sort of activity appar- 
ently continued for several months following May 7, 1934, although 
the specific facts were not ascertained. Although these certificates 
were thus acquired by the Gregorys at prices ranging from 35% to 
45 cents on the dollar, the Gregorys cashed them in at the Reliable 
Building-Loan Association at 100 cents on the dollar. 

When these and other acts of the Gregorys in connection with the 
Reliable Building-Loan Association became known to the Division of 
Building and Loan Supervision of the State of California, through its 
examination of the association as of November 24, 1934, it took posses- 
sion of the association at 10 a. m. December 3, 1934; it retained this 
control until the remaining certificate holders had been paid off at 
100 cents on the dollar. This explains Mr. Gregory’s statement to the 
committee that depositors “who retained their interests during liqui- 
dation” received 100 cents on the dollar. These facts were not known 
to the Federal Home Loan Bank Board when it approved the applica- 
tion by Mr. Gregory and his associates for a charter for the Long 
Beach Federal Savings and Loan Association in July 1934; they 
first became known to the Federal Home Loan Bank Administration 
in April 1945. 

With your permission, Mr. Chairman, I will omit reading that last 
paragraph. 

I appreciate very much the patience that the subcommittee has 
shown in listening to me reading this. 

I would like to say, if I may, that these other three pages that | 
have here, “Operations since January 24, 1948,” as I understand, you 
wish that also to go into the record as a part of this, with this one 
further comment——— 

Mr. Ho.uirievp. If there is no objection, this three-page or a little 
over three-page—— 

Mr. Fiscuspacn. No objection to it, Mr. Chairman, on the under- 
standing that Mr. Wyman will be available for cross-examination. 

Mr. Houirie.tp. I am sure you will be available to this subcom- 
mittee if we wish to call you further, Mr. Wyman, for examination 
on that or your statement today. 

Mr. Wyman. I would like to say this, Mr. Chairman: As to the 
technical details of what the records show, by eyewitnesses who were 
there, I would suggest, if I may, that the subcommittee call either th: 
examiner who was in charge or his principal assistant who was in 
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charge of the examination and who personally was there and examined 
the records and books on those things, because he would be able to 
testify better. 

Mr. Houirieip. We will consider that, Mr. Wyman, and we will 
accept your statement for the record, of course with the understanding 
we may want to call you back at a later time. 

(The statement referred to is as follows:) 


OPERATIONS SINCE JANUARY 24, 1948, or Lona Beacu FEDERAL SAVINGS AND 
Loan Association, Lone Beacu, Cauir. 


1. The rules and regulations for the Federal Savings and Loan System and the 
rules and regulations for insurance of accounts require the officers of each Federal 
savings and loan association and of each institution that is insured by the Federal 
Savings and Loan Insurance Corporation to make a report each month to the 
institution’s board of directors, and to send two copies of each such report to the 
Home Loan Bank Board or to the Federal Savings and Loan Insurance Corpora- 
tion, as the case may be, in Washington. 

The Long Beach Federal Savings and Loan Association has sent no such monthly 
report to the Home Loan Bank Board or to the Federal Savings and Loan Insur- 
anee Corporation, as required by the regulations, since the association was returned 
to its management and directors January 24, 1948. 

2. The rules and regulations for the Federal Savings and Loan System, the 
rules and regulations for insurance of accounts, and the regulations for the Fed- 
eral Home Loan Bank System require each Federal savings and loan association, 
each institution that is insured by the Federal Savings and Loan Insurance Cor- 
poration, and each member of a Federal home loan bank to make an annual report 
of its affairs as of the end of the institution’s fiseal year and to file two copies of 
each such report with the Federal Savings and Loan Insurance Corporation or 
with the Federal home loan bank of which the institution is a member. 

The Long Beach Federal Savings and Loan Association has made no annual 
report of its affairs, as required by the regulations, since the association was 
returned to its management and directors January 24, 1948. 

3. The rules and regulations for the Federal Savings and Loan System and the 
rules and regulations for insurance of accounts require that each Federal savings 
and loan association and each institution that is insured by the Federal Savings 
and Loan Insuranee Corporation be audited at least once each vear; and that, 
unless such audit is made by the Home Loan Bank Board’s examiners, a copy of 
the report on each such audit shall promptly be filed with the Home Loan Bank 
Board or with the Insurance Corporation. 

Although the Long Beach Federal Savings and Loan Association is known to 
have been audited by auditors other than examiners of the Home Loan Bank 
Board since January 24, 1948, the association has not filed a copy of any such 
audit, or audits, with the Home Loan Bank Board or with the Federal Savings 
and Loan Insurance Corporation as required by the regulations. 

4. The only information available to the Home Loan Bank Board as to the 
condition and operations of the Long Beach Federal Savings and Loan Association 
since it was returned to its management and directors January 24, 1948, is con- 
tained in an examination of the association as of July 16, 1949, by the Home 
Loan Bank Board’s examiners. The report of that examination discloses, among 
other things, that— 

(a) The association’s net income from January 24, 1948, to the close of 
business June 30, 1948, was $19,569 less than the amount paid out in divi- 
dends by the association to its shareholders as of the latter date. 

(6) The association’s net income for the 12-month period which began 
July 1, 1948, and ended June 30, 1949, was $93,085 less than the association 
paid out in dividends to its shareholders for that 12-month period. 

(c) At some time between January 24, 1948, and the close of business 
June 30, 1948, the association transferred $200,000 from its reserve for con- 
tingencies, which is a reserve required by the association’s charter to be 
established for the sole purpose of meeting capital losses, to the association’s 
undivided-profits account, where it would be available for the payment of 
the association’s expenses, dividends to shareholders, and for other corporate 
uses. 

(d) The association was continuing to make loans to builders to finance 
the construction of houses that were being sold by the builders on contract, 
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the terms of which did not provide that the purchasers of the houses could 
prepay their contracts, thus, in effect, nullifying the express provision of the 
association’s charter that borrowers shall have the right to prepay their loans 
at any time. This represented a continuation of the association’s earlier 
practices, the nature and shocking effects of which are forcefully illustrated 
by the association’s loans to one Wrigley Heights Corp. in 1943-44, where 
the purchasers of houses were denied the right to prepay 6% percent con- 
tracts, although the Wrigley Heights Corp. enjoyed the right expressly given 
by the association’s charter to prepay its 4% percent note at any time. 

Unfortunately, the examination report of July 16, 1949, did not give 
sufficient detail to itemize these loans and activities either as to the number 
of houses or the dollar amount involved. 

(e) Between January 24, 1948, and the close of business July 16, 1949. 
the association sold 34 loans totaling $76,941 to one Merle Rey nolds, to 
whom the association had previously sold 173 loans between March 1, 1940, 
and May 18, 1946. Unfortunately, the report of examination of July 16, 
1949, does not include information comparable to that in the report of 
examination of May 18, 1946, as to the relationship between the unpaid 
balance of these loans at date of sale and the appraised value of the security 
properties, nor as to the payment record of the borrowers. We are therefore 
unable to determine from available information the extent to which the sale 
of these 34 loans may have been a continuation of the association’s earlier 
practice of favoring a few close ‘‘associates’”’ of Mr. Gregory by the sale of 
choice assets to them at face value and by the subsequent free servicing of 
such assets. 

(f) The association was carrying in its accounts receivable more than 
$304,000 which had been paid as attorneys’ fees and other litigation expense 
out of funds in court and which the association might ultimately be required to 
charge against its reserves or surplus, particularly since the court had already 
ordered that of that amount more than $163,000 be paid specifically out of 
the association’s funds in the custody of the court; and that the association 
had not made any provision for a special reserve to meet this and similar 
future costs and contingencies. It appeared that the association was ignor- 
ing completely the possibility that it might not prevail in the litigation or, 
even if it did prevail, that its costs for attorneys’ fees and qther litigation ex- 
penses might have to be borne by the association. The Home Loan Bank 
Board concurrently had before it advice from the Department of Justice that 
the Long Beach association would not prevail in the litigation. 

This serious contingent liability of the association for litigation expense, 
plus the fact that during the period between January 24, 1948, and June 30, 
1949, the association had paid out in dividends to its shareholders approxi- 
mately $112,000 more than its net income, raised with the Board the very 
urgent and important supervisory question as to what might be the ultimate 
effect of the course being pursued by the association upon the association’s 
solvency and upon the Federal Savings and Loan Insurance Corporation. 


Mr. Wyman. Mr. Chairman, could I just add one thought on that 
question counsel asked me, about order No. 2015? 

As I understood it and as I understand it now, there was never any 
thought of seizing that institution. The w hole thing added up to, 
somehow or other, getting some process of administrative hearing. 

Mr. Houirietp. Will you please restate that? 

Mr. Wyman. As I understood then and as I understand now, all 
the way through and since, there was no thought of seizing this in- 
stitution but rather the whole objective and aim and hope was that 
somehow we could bring this thing around to the point of an adminis- 
trative hearing, where these charges, if you want to call it that, these 
facts and information could be laid out on the table and an opportun- 
ity be given administratively to the officers and those concerned to 
answer those ¢ harges. 

Mr. Hourretp. In other words, there were certain charges and cer- 
tain information that you had against Mr. Gregory in your position 
and you wanted to have a conference and talk the matter over. 
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Mr. Wyman. Give him an opportunity to answer, yes, sir. 

Mr. Houirretp. And make a decision—— 

Mr. Wyman. That is right. 

Mr. Houirievtp. As to whether they were right or wrong. 

Mr. Wyman. That is right. In other words, it was not a seizure 
program, as I understood it. I wanted to clear that up. 

Mr. Houririretp. Now, vou say that order No. 2015 was for the 
purpose of having a conference with the directors to discuss the 
charges, as far as contained in the general statement of today—— 

Mr. Wyman. The point is not—— 

Mr. Houirretp. Now, just a moment. Charges had been made 
against the Gregory people by the Board, and other matters, I suppose, 
would have been a part of this discussion and the Board would also 
have made an administrative determination of those charges which are 
on the opposite side of the picture, would they not? 

Mr. Wyman. Mr. Chairman, I would not be able to answer that 
question at all. 

Mr. Hourrrevp. If there was an administrative hearing and if the 
Long Beach association submitted to an administrative hearing, then 
they would naturally have to abide by the administrative results, 
would they not? 

Mr. Wyman. I would assume that would be the concept of it. Of 
course, that gets into the matter of the techniques and the legalisms 
of hearings, of which I am not an expert. 

Mr. Hourrretp. And you have testified, of course, there has been 
some feeling, so much feeling, in fact, between the members of the 
Board and their subordinates and Mr. Gregory, that vou did not even 
want to go into their institution and examine their books; but you 
would be perfectly willing even though that feeling existed, to go into 
it and decide administratively charges against them which would not 
be subject to the usual protection that exists in a court of law to 
determine facts. 

Mr. Wyman. It could be, of course, Mr. Chairman, that Mr. 
Gregory had answers for all of these things. 

Mr. Houirietp. The point | am making, sir, is that under the 
circumstances where such feeling as you have testified does exist, it 
seems that an impartial tribunal, a third entity outside of the parties 
contestant would be able to give a fairer determination of these 
matters, both the charges against Mr. Gregory and the charges of 
Mr. Gregory against the Board. 

Mr. Wyman. Perhaps | did not clarify my point—— 

Mr. Houirteip. Well, let us take a hypothetical case. Let us say 
that during the period of conservatorship the actions of Mr. Ammann 
resulted in a loss to the Gregory institutions, a claimed loss, and let 
us assume that an administrative hearing was called and a determina- 
tion was made by the Board that Mr. Ammann’s actions did not 
result in a loss—— 

Mr. Mrurer. It would not have any force or effeet; under any 
possible conceivable jurisdiction this Board would not be able to 
decide or determine under the act, to make any finding as to the merit 
or lack of merit of some claim against the Board itself. 

Mr. Fiscupacu. Under the circumstances, Mr. Miller, if the action 
embraced in order No. 2015 was carried through and the Insurance 
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Corporation was appointed as receiver, as is proposed in order \o 
2015, then the Insurance Corporation as receiver could determine 
and would have the duty of determining the validity of the assovig- 
tion’s charges against Mr. Ammann and the association’s claims against 
the Board and all of the matters which are in controversy between thy 
association on the one hand and the Board on the other. 

I am stating what the determination would be, what the position 
would be under the regulations of the Home Loan Bank System itself, 
and that is a matter which this subcommittee has very carefull 
studied. . 

Now, Mr. Wyman, there are a couple of questions I would like to 
ask you in connection with the matters embraced in your statement. 
Are the matters embraced in your statement substantially the same 
matters placed before the Smith committee in 1946? 

Mr. Wyman. I do not recall that those matters were placed before 
the Smith committee in anything like their entirety. There may have 
been reference to just a few of them. There was reference, for example, 
to the 20,000 shares item and to the $100,000 and to the item of 
$16,000. 

Mr. Fiscupacu. We have already heard Mr. Gregory’s testimony 
on many of the matters embraced in your statement here. You 
heard it in 1946 before the Smith committee, did you not? 

Mr. Wyman. I heard part of it. 

Mr. Fiscupacu. Well, embraced in the testimony and exhibits sub- 
mitted were both sides of the controversy; is that not true? 

Mr. Wyman. Yes; it isin there. I have not read it for some time, 
frankly, and therefore I am not currently familiar with it. It is some 
time since I have looked at it. 

Mr. Fiscupacu. Therefore, to the extent that the matters em- 
braced in your statement to this subcommittee here were already sub- 
mitted, would you not say that it is pretty much old hat, so to speak? 

Mr. Wyman. These matters I have submitted here in this state- 
ment, for the most part certainly were not submitted to the Smith 
committee because the Smith committee hearings, I recall, were about 
June 10 to 12, 1946. 

Mr. Fiscupacu. That is right. 

Mr. Wyman. Which was only 22 days after the conservator took 
charge of the association, and less than a month after the examination 
of May 18, 1946, had been started, and it had hardly gotten unde 
way, and therefore practically all the information I have included in 
this statement was developed afterward. 

Mr. Fiscupacn. All right. 

At the close of the hearing, Judge Smith asked: 


Mr. Fahey, we want the full picture. If there is anything you want to put 


Mr. Fanry. Nothing of any importance. 


Mr. Wyman. Mr. Fahey could only give what he knew at that time 
in the past. 

Mr. Fiscupacu. Are these matters which you cite to justify the 
appointment of the conservator in the first instance? 

Mr. Wyman. They are matters which, in my opinion, support the 
conclusions that were reached as to the character of the institution’ 
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management and the character of its practices and the need for 
corrective measures. 

Mr. Fiscnpacn. All right. 

I observe on page 2 of your statement that you started out with a 
summary of the supervisory experience of the association before the 
appointment of the conservator and then you went on and after 
detailing what the experience of the association was, you started off 
on page 5 with the immediate reasons for the appointment of the 
conservator, and then you take up the subject of other Gregory 
activities, enterprise, and practices, and you make various conclusions 
as you go along, and then you go back to the Reliable Building and 
Loan Association in 1934 and you say that the reason you are bring- 
ing that up was because on December 11 Mr. Gregory made some 
statement about those 1934 incidents before this subcommittee. 

Mr. Wyman. No, I do not believe— 

Mr. Fiscupacn. That is the construction of your statement, 
whether you agree with me or not. That is the statement. I have 
just now concluded reading—— 

Mr. Wyman. I do not quite agree with the words you use in 
describing my statement about that. 

Mr. Fiscuspacn. What do you disagree with in what I just now 
said? 

Mr. Wyman. I stated that Mr. Gregory said that those who stayed 
in got 100 cents on the dollar, and that is not true. The fact is that 
the State of California took over on December 3, 1934. 

Mr. Fiscupacn. And you say you did not |now anything about 
that until 1945? 

Mr. Wyman. That is correct. 

Mr. Fiscupacu. Now, when you learned about it in April 1945 
you did not do anything about it at all? 

Mr. Wyman. That is correct. 

Mr. Fiscupacu. And you did not premise the appointment of a 
conservator of Long Beach Federal in 1946 on what Mr. Gregory 
did in 1934, did you? 

Mr. Wyman. That is correct. 

Mr. Fiscupacn. You did not, at all? 

Mr. Wyman. That is right. 

Mr. Fiscupacu. Where did you get the idea that the purpose of 
order No, 2015 was what vou describe it to be when vou conclude 
the reading of your statement? I would just like to have an answer 
to that question. 

Mr. Wyman. One of the important considerations that have been 
involved in this matter has been the question of the trusteeship in 
that institution and the faithful discharge of the obligations of trustee- 
ship; or, if you want to be a little bit brief about it, the fitness of 
management to manage that mutual institution which belongs to its 
shareholders. 

Mr. Fiscnpacu. All right, but where did you get the idea that order 
No. 2015 was issued so that the people involved could come in and talk 
it over? Who gave you that idea? 

Mr. Wyman. As I recollect it, that was discussed in connection with 
some of the preparations at the time. 
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Mr. Miuxer. You figured that would be about the only way that 
you could get them in for discussion, a show cause order? 

Mr. Wyman. I think that about is what it added up to. 

Mr. Miuter. This witness has come in under oath to testify and 
he does not necessarily have to concede or agree with conclusions, 
He is entitled to make his statement. 

Mr. Fiscupacu. You will come back for cross-examination. 

Mr. Wyman. If you want me back, let me know. 

Mr. Houtriretp. Thank you. 

The subcommittee adjourns, subject to the call of the Chair. 

(Whereupon, at 5:20 p. m., the subcommittee adjourned, subject to 
the call of the Chair.) 
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MONDAY, JULY 2, 1951 


Hovusr or REPRESENTATIVES, 
COMMITTEE ON EXPENDITURES IN THE 
ExectuTIVE DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:15 a. m., in room 
1304, New House Office Building, Hon. Chet Holifield (chairman 
of the subcommittee) presiding. 

Present: Representatives Holifield, Karsten, and Miller. 

Also present: Hyman J. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Hourrietp. The subcommittee will be in order. 

Mr. Divers, will you please take the stand? 


FURTHER TESTIMONY OF WILLIAM K. DIVERS, CHAIRMAN, 
HOME LOAN BANK BOARD 


Mr. Hourrietp. Mr. Divers, as chairman of the subcommittee, I 
wish to compliment you upon the confirmation of your appointment 
last week by the Senate. 

Mr. Divers. Thank you. 

Mr. Houirietp. Although I appeared and expressed my desire 
that your appointment be suspended temporarily until certain things 
had been ironed out, nevertheless, I trust that your ensuing 4 years 
will be good years for the industry and that you will correct certain 
things which I think need correction. 

| also understand, Mr. Divers, that you presented a letter to the 
chairman of the subcommittee of the Senate Banking and Currency 
Committee just prior to your confirmation. Do you have that letter 
with you this morning? 

Mr. Divers. I have a copy of it, sir. 

Mr. Houtrieip. Do you identify that as a true copy of the original 
which you filed with the subcommittee? 

Mr. Divers. Ido. And I have several copies here in case members 
of the subcommittee would like to read it at this time. 

Mr. Houtrietp. I appreciate that. 

The letter which Mr. Divers has presented to the subcommittee is 
a letter dated June 27, 1951, addressed to the Honorable J. Allen 
Frear, Jr., United States Senate, Washington, D. C., and is signed by 
William K. Divers, Chairman. 

At this time, Mr. Counsel, I would like to have Mr. Divers inter- 
rogated on some of the points in that letter. 

Mr. Fiscupacn. Shall this letter be deemed a part of our record? 
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Mr. Houirievtp. Yes; this letter will be appropriately marked, 
Mrs. Morrison, and embodied in the record of our hearing, without 
objection. 

(The letter referred to was marked ‘‘Home Loan Bank Board 
Exhibit No. 7” and follows:) 


Home Loan Bank Boarp Exutpit No. 7 


JUNE 27, 1951 
Hon. J. ALLEN Frear, Jr., 
United States Senate, Washington, D. C. 

My Dear Senator FreEar: At the close of this morning’s hearings I requested 
the opportunity to send a short statement undertaking to clarify the situation 
with respect to the designation of agents for service of process by the Federal 
Savings and Loan Insurance Corporation. I believe that this may be the only 
point raised that the statement of the representative of the Department of 
Justice may not fully have explained to the committee. 

No provision of the statutes under which the Federal Savings and Loan In- 
surance Corporation or the Home Loan Bank Board operates requires the ap- 
pointment of such agents. This morning Congressman Holifield cited the 
Federal Deposit Insurance Corporation as an example. The statutes under 
which the Federal Deposit Insurance Corporation operates differ in this respect 
in that the Federal Deposit Insurance Corporation is specifically required to 
designate such agents (12 U. S. C. 264 (j)). 

In the 17 years of the existence of the Federal Savings and Loan Insurance 
Corporation, the present system has operated satisfactorily. Although our reg- 
ulations specifically authorize any interested person to petition for the issuance, 
amendment, or repeal of rules and regulations, no petition for a regulation 
requiring the appointment of agents for service has ever been filed with the 
Board. 

To my knowledge no account holder in any insured institution has ever been 
without recourse to the assets and responsibilities of the Insurance Corporation 
because of the lack of such agents for service. When the default of an insured 
institution presents the occasion for the payment of insurance claims, we send 
representatives of the Insurance Corporation to the location of the insured 
institution to make insurance settlements. Accordingly, in every case in which 
there has been occasion for the payment of insurance of accounts, a representative 
of the Corporation has been present within the jurisdiction. 

To the best of my knowledge the possible desirability of the appointment of 
such agents by the Federal Savings and Loan Insurance Corporation, even though 
the statute does not require the appointment, did not arise and was not even 
raised with me until that question was presented to me at the hearings before 
Congressman Holifield yesterday, June 26, 1951. Consequently, we want to 
take the time to make a rather thorough study of the situation and we do not 
contemplate taking action immediately. If, after such a study, we decide to 
initiate an amendment to the rules and regulations to provide for such appoint- 
ments, we will follow normal procedures including notice and opportunity for 
hearing. In any event, we will not take any action which would adversely 
affect the interests of the Government in the $60 million suit in California without 
prior consultation with the Department of Justice. 

Sincerely yours, 
Wituram K. Divers, Chairman 

Mr. Fiscunpacn. Mr. Divers, may I direct your attention to the 
first sentence of the second paragraph of the letter which has been 
received in evidence here as Home Loan Bank Board Exhibit No. 7? 

Mr. Divers. Yes. 

Mr. Fiscupacn. And having directed vour attention to the first 
sentence of the second paragraph, I would like you to elaborate on 
the statement there made. 

Mr. Divers. Well, the sentence to which you refer reads as follows: 

No provision of the statutes under which the Federal Savings and Loan Insur- 
ance Corporation or the Home Loan Bank Board operates requires the appoint- 
ment of such agents. 
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The only elaboration I could make on that is to say that to my 
knowledge there is no specific requirement in the statutes which 
requires the appointment of such agents. 

Mr. Fiscupacu. When did that thought occur to you, Mr. Divers? 

Mr. Drivers. When I asked our counsel whether there was one 
or not. 

Mr. Fiscupacu. You were aware at that time, I take it, that the 
Congress provided that the Insurance Corporation could sue and be 
sued? 

Mr. Divers. I was. 

Mr. Fiscupacu. And at that time you had 3% vears of experience 
in the administration of the basic legislation referred to? 

Mr. Divers. That is correct. 

Mr. Fiscnpacnu. And you brought to the administration of the basic 
legislation the experience that you had amassed as a lawyer, practicing 
law? 

Mr. Divers. Correct. 

Mr. Fiscupacu. Now, will you tell this subcommittee, if you will, 
please, how the intent of Congress which said the Insurance Corpo- 
ration shall be an entity which could be sued, would be carried out in 
the absence of the designation by vourself and your colleagues in 
charge of the affairs of the Insurance Corporation of an agent to 
receive the service of process in any suit that might be brought by 
any citizen? 

Mr. Divers. As I pointed out in the letter, to my knowledge the 
absence of such agents had never been a deterrent to the prosecution 
of claims by people whose accounts had been insured against the 
Corporation. Asa matter of fact, I am advised that the HOLC which 
our Board just liquidated had a similar provision in the law, and that 
even though their operations involved $31 billion, they never found 
it necessary to appoint any agents for service of summons in the 
States in which they operated. 

Mr. Fiscupacnu. Is that your explanation of how the Insurance 
Corporation could be sued in jurisdictions throughout the United 
States in the absence of the appointment of agents to receive process? 

Mr. Divers. The statement that I made was that the lack of such 
agents had never interfered with the prosecution of claims by people 
whose accounts had been insured. 

Mr. Fiscupacu. Again I ask vou, Mr. Divers—having brought to 
the administration of the basic law the experience that vou had had 
as an attorney and also the experience that you had had in Govern- 
ment over a period of vears, how could the Insurance Corporation be 
sued in the absence of a designation throughout the United States of 
agents to receive process in the event any suit would be brought any- 
where in the United States? 

Mr. Drivers. As I pointed out in the letter, in the case of an asso- 
ciation whose accounts were insured, in the case of these associations 
voing into default, or any other basis on which the insurance came into 
effect, we send a person into the community to represent the Insurance 
Corporation, who would also be available for service of summons. 

\Ir. Ftscupacu. While he would be there? 

\Ir. Divers. What? 
\ir. Fiscupacu. While he would be there? 
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Mr. Divers. While he would be there. In addition to that, we 
could follow the procedure that was followed by HOLC, which was to 
designate an individual in particular cases or accept service of sum- 
mons through their attorneys who represent them. 

Mr. Fiscupacn. Now, some 16,000 shareholders in southern Cali- 
fornia, we are informed, tried to bring suit to have a declaratory judg- 
ment rendered in which the liability of the Insurance Corporation 
would be adjudicated; is that not so? 

Mr. Divers. A shareholders’ committee brought suit, ves. 

Mr. Fiscuspacu. And did you not take the position in connection 
with that lawsuit that the Insurance Corporation was not subject to 
suit? 

Mr. Divers. I am not prepared on all the legal questions, but as | 
understood Mr. MacGuineas’ position when he stated it before th 
subcommittee several days ago, the Government took the position that 
in this particular case the service upon Frank Noon was not sufficient 
to bring the Insurance Corporation into the jurisdiction of that par- 
ticular court. 

Mr. Fiscupacu. Now, I would like to refer for an instant, Mr 
Divers, to a pleading filed July 18, 1949, on behalf of the Federa| 
Savings and Loan Insurance Corporation, an instrumentality of th 
United States, specifically the answer to the first amended and sup 
plemental complaint, in which the following allegation is made: 

First defense: The principal office of defendant Federal Savings and Loan 
Insurance Corporation is in the District of Columbia, it maintains no office 
the State of California, and there is no officer or agent in California upon whon 
service of process has been or can be made. The only purported service of process 
on defendant Federal Savings Loan and Insurance Corporation has been in thi 
District of Columbia. 

Are you aware that such a position was taken in behalf of the 
Insurance Corporation? 

Mr. Divers. Yes, sir. 

Mr. Fiscupacn. How do you reconcile that with your testimony? 

Mr. Divers. | don’t think it needs any reconciliation, M: 
Fischbach. 

Mr. Fiscunacu. In the answer of the Insurance Corporation filed 
the same day, the same allegation was made, and J take it vou don't 
believe that needs any reconciliation with your testimony? 

Mr. Divers. No, I don’t think there is any conflict. 

Mr. Fiscuracu. Following the attempt for service of process in 
the District of Columbia, I am informed that there was a motion 
made on behalf of the Insurance Corporation to dismiss this lawsuit 
for declaratory judgment to which we referred before, or in lieu thereot 
to quash the return of service, and that the following allegation was 
made with respect to that lawsuit: 

This court has no jurisdiction over the subject matter of said amended and 
supplemental complaint and said amended cross-complaint and supplem 
cross-complaint. 


T ask vou, Mr. Divers, how you reconcile that assertion contained 
in a motion filed on November 22, 1948, in behalf of the Insuranc 
Corporation with your testimony before this subcommittee. 

Mr. Divers. Mr. Chairman, we are getting off into some lega 
matters here. 1 don’t attempt to act as counsel for the Home Loan 
Bank Board, and I would like to answer these questions insofar as 11 
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will be helpful to vour subcommittee. But I am not conversant with 
the details of these hundreds of thousands of pages of pleadings and 
testimony, court rulings, and so on and so forth. 

Now, | will try to answer any questions with reference to policy or 
any questions that came before the Board, but I am afraid that I 
can’t answer or even identify cross-complaints to cross-complaints, 
and so on. 

Mr. Houtrietp. Will vou please, Mr. Reporter, read the question 
that Mr. Fischbach asked? 

(Pending question read by reporter.) 

Mr. Houirievp. As I understand it, Mr. Divers, you do not wish 
to identify this as a matter of fact. You are not familiar enough with 
it to identify it; is that it? 

Mr. Divers. That is correct, sir. 

Mr. Hourrietp. Mr. Counsel, how about having Mr. McKenna 
come to the stand and identify it? 

Mr. Miuter. I wonder if [ might ask a question or two of Mr. 
Divers first. 

Mr. Hourrievp. Yes. 

Mr. Miuuer. I am a little confused here myself right at this stage 
of the game on your position on the fact that you don’t think these 
positions are irreconcilable. As 1 remember your testimony the last 
time you were here, you said it was your understanding that you 
didn’t as a matter of fact go into the State of California yourself 
because of the fact that you had been advised by the Justice Depart- 
ment of these pending litigations and you were not going to subject 
yourself to the jurisdiction of the California court; so you had not 
gone to California even on normal business, although I think you 
testified you did not think that the business of the Board would be 
damaged at all by virtue of your not going. 

Is that a fair recollection of your testimony? 

Mr. Divers. Yes, sir. 

Mr. Minter. Now, then, this morning you say your position is that 
in the past several years that you have been in charge of this Home 
Loan Board you have not felt the need for any regulation appointing 
or designating persons upon whom process could be served because 
of the fact in any case where any claim arose you would send someone 
to the jurisdiction for the purpose of settlement of claims and upon 
whom process could be served. And yet in the face of that statement, 
you admit yourself that you not only did not send anybody to Cali- 
fornia but you intentionally stayed away from California to avoid the 
service of process. 

_ Now, I also understand that you are probably not personally famil- 
lar from a legal standpoint or from a status of being counsel here to 
all of the litigation and the amendments, allegations, and pleadings, 
but you do know of your own knowledge, do you not, based upon the 
advice of the Justice Department to vou in the case, about which vou 
have already testified, and probably based upon your knowledge of 
vhat has arisen in the course of these litigations, that the Justice 
Department or the Home Loan Bank Board and the Tasurance Cor- 
poration, under the advice and counsel of the Justice Department, 
have taken the legal position here of refusing to submit themselves to 
the jurisdiction, and of raising the jurisdictional question because the 
people in California, the shareholders, have been unable to serve 
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process upon either the members of the Home Loan Bank Board or 
the Insurance Corporation, in the State of California. Do vou not 
know that? 

Mr. Divers. Yes, sir; I know that, but I don’t know the details 
of how they did it, or in what particular documents or pleadings thie, 
took that position. 

Mr. Mixer. I[ appreciate that, but you do know they did? 

Mr. Divers. Yes, sir. 

Mr. Minter. Would you go so far as to say that is a little irrecon- 
cilable with your feeling in the matter as to the necessity or nonneces- 
sity of appointing somebody to serve process where there is a pending 
litigation now involving your Board, where the policy of your Board 
is at the present time to intentionally stay away from jurisdiction 
not send somebody in it? 

Mr. Divers. In the first place, my statement was in the letter that 
I sent up to the subcommittee to the effect that to my knowledy 
no shareholder in an institution had been damaged in any way })\ 
lack of agents on whom to serve summons. Now, this is a specifi 
case, a one 

Mr. Houirietp. Might I stop you right there, Mr. Divers? 

Mr. Divers. Yes. 

Mr. Houirieip. In a case where a shareholder or a committee of 
shareholders which has been recognized by the State of California a: 
being an authentic committee—is that not right, Mr. Counsel? 

Mr. Fiscuspacn. That is right. 

Mr. Houirretp. Where they make a claim, is it up to you to decide 
whether that claim is valid or not? 

Mr. Divers. No, | don’t think that we took that position, sir. 

Mr. Houirretp. As a general principle, where there is a clain 
against the Insurance Corporation, is it up to vou as Chairman of 
the Board and one of the trustees of the Insurance Corporation to 
make the decision as to whether that claim is justified or not? Rather: 
is it not. up to you to make available to those claimants the provisions 
which Congress has set up for their protection and let an impartie! 
court make the decision as to whether the claim against your trustece- 
ship is valid and meritorious or whether it is invalid? 

Mr. Divers. As I understand it, we have never taken the position 
that we couldn’t be sued or that the court couldn’t determine these 
facts, but rather that in this particular case the venue wasn’t in tli 
District Court of Southern California. 

Mr. Houirieip. This very last question that the counsel asked you 
had to do with a position taken in the District of Columbia. At | 
time | would like to have Mr. McKenna come forward and identi) 
that pleading as a position that has been taken by the Home Lo»! 
Bank Board and the Insurance Corporation. 


FURTHER TESTIMONY OF WILLIAM F. McKENNA, ASSISTANT 
GENERAL COUNSEL, HOME LOAN BANK BOARD 


Mr. Fiscurnacn. Mr. McKenna, I will show you certain papers 
ask you to identify them as true and correct excerpts from the re: 
in Mailonee against Fahey, and I show you specifically a reproduc 
of page 6978 entitled, “Answer of the Federal Savings and |. 
Insurance Corporation,” paragraph 1, from which I quoted [show! 
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document to witness]. Is that or is it not a correct copy of the 
pleadings filed on behalf of the Insurance Corporation? 

Mr. McKenna. I believe it is. 

Mr. Fiscurpacu. All right; now I show you another paper, Mr. 
McKenna, which contains excerpts from pages 5468 and 5470 of the 
record on appeals, and it is headed “Motion to dismiss or in lieu 
thereof to quash the return of service and to dismiss.”’ I call your 
attention specifically to subdivision (a) thereof on lines 6 to 9 of the 
paper | am showing you, and ask you if that is a correct copy or 
excerpt of the points raised on the motion to quash service of process 
against the Insurance Corporation. 

Mr. McKenna. It seems familiar. I assume it is. 

Mr. Hourrretp. The answer is ‘“Yes’’? 

Mr. McKenna. I assume so, sir. I can’t positively identify it, 
but I think it is. 

If I might clarify while I am here 

Mr. Houirtevp. I think no explanation is necessary on that. 

Mr. McKenna. Not on this point, but on the point raised by 
Mr. Divers that he wasn’t familiar with the position taken, and I 
think in a couple of words I can state what our feeling at the time of 
the pleadings was. 

Mr. Houtrreip. One of the purposes of this subcommittee, Mr. 
McKenna, is to find out to what extent Mr. Divers is cognizant of 
the actions of the Board and the reasons for those actions, particularly 
when they affect his responsibility. 

Mr. McKenna. Well, at the time we, of course, did explain to 
Mr. Divers, I believe—now, my memory may not be correect—but 
I believe it has been explained to him or discussed with him that the 
Supreme Court had held this was not a suit by shareholders; that it 
was a derivative action in name of the corporation. So we have no 
suit by shareholders in the holding of the Supreme Court on this case. 

Mr. Fiscuracn. What in the world has that got to do with the 
existence or nonexistence, Mr. McKenna, of an agent for the service 
of process on the Insurance Corporation? 

Mr. McKenna. It has this to do—— 

Mr. Fiscupacu. Please. In the State of California or anywhere 
else in the United States. 

Mr. McKenna. I'am talking of the letter. In the letter which 
Mr. Divers wrote to Mr. Frear-—and I believe the sentence which is 
being discussed, although I am not quite sure, is: 

_ Accordingly, in every case in which there has been occasion for the payment of 
Insurance of accounts, a representative of the Corporation has been present with- 
in the jurisdiction. 

_ That is the function of the Corporation—to pay off claims by 
insured people on insurance accounts, and that sentence in my knowl- 
edge is absolutely correct. We don’t here have any suit by any 
insured shareholder. 

Mr. Fiscunacn. Did you write this letter? 

Mr. McKenna. No, I did not. I had my part in discussion, but 
lam not the author of it. 

Mr. Fiscupacnu. All right. 

| would like to resume with Mr. Divers. 
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FURTHER TESTIMONY OF WILLIAM K. DIVERS, CHAIRMAN, 
HOME LOAN BANK BOARD 


Mr. Fiscupacu. Referring back to your knowledge of the fact that 
the shareholders brought suit in southern C alifornia for a dec ‘laratory 
judgment to determine the liability, if any, of the Insurance Corpora- 
tion, I would like you to direct your attention to the first sentence of 
the fourth paragraph of your letter to the Honorable J. Allen Frear, 
United States Senator. 

Mr. Divers. That’s the sentence which reads as follows: 

To my knowledge, no account holder in any insured institution has ever been 
without recourse to the assets and responsibilities of the Insurance Corporation 
because of the lack of such agents for service. 

Mr. Fiscupacn. All right. Now, I ask you, Mr. Divers, how you 
can reconcile that statement with the position taken in the Federal 
court of southern California by the Insurance Corporation with respect 
to the application of the shareholders for a judicial determination and 
a declaratory judgement of the responsibilities of the Insurance 
Corporation. 

Mr. Divers. Well, I would say this: That so far as I know, no 
account holder in the Long Beach Federal has been unable to get his 
money out if he wanted it. 

Mr. Fiscurnacn. Is that what you meant when you wrote Senator 
Frear? 

Mr. Divers. That is correct, sir; or any other insured institution 
out there. 

Mr. Fiscupacn. Mr. Divers, a moment ago in answer to a question 
propounded by Chairman Holifield, you stated that the Insurance 
Corporation did not sit in judgment on claims made against it. Isn't 
that what you testified to? 

Mr. Divers. No; no, I didn’t say that. I said that we didn’t take 
the position that there could not be a judicial determination of claims 
against the Insurance Corporation. 

Mr. Fiscupacu. Under my study of the regulations it became 
quite clear, and I think you will agree, that as far as the regulations 
go a claimant against the Insurance Corporation has to submit a 
claim which the Insurance Corporation could or could not allow, as 
it saw fit. 

Mr. Divers. I believe that is right, sir. 

Mr. Fiscupacu. So you did sit in judgment on claims presented? 

Mr. Divers. That is our statutory function. 

Mr. Fiscuspacu. All right. Assuming a controversy, arising oul 
of the Insurance Corporation disposition of a claim to the dissatis- 
faction of the claimant, how would the claimant go about bringing 
a suit against the Insurance Corporation in the absence of designation 
of an agent to accept the service of process? 

Mr. Divers. I am advised that there usually is somebody there 
to accept service of process in such cases, and if not, they could writ 
in and we could designate somebody in the particular jurisdiction. 

Mr. Fiscupacu. Yet, in the face of the lawsuit that has be: 
pending for some period of vears vou did not 

Mr. Divers. As far as I know, there was never any claim filed 
with the Insurance Corporation in this case prior to the suit. 
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Mr. Fiscupacu. I would like to ascertain whether there is any 
dispute at all about the fact that notwithstanding the institution of 
this lawsuit in southern California, the Insurance Corporation never 
designated an agent for the service of process. 

Mr. Divers. There has been none designated. 

Mr. Fiscupacu. And the Insurance Corporation in the face of 
that takes the position that there is no agent in the State of California 
upon whom service of process can be effected? 

Mr. Divers. You are getting into a legal question, it seems to me, 
again, and as I understand it, they have taken the position that in 
this case the designation on Frank Noon is not sufficient. 

Mr. Fiscuspacnu. Is that all the position that they take, Mr. Divers, 
to your knowledge? 

Mr. Divers. ‘That’s what I was told. 

Mr. Fiscusacu. Then I take it you are surprised this morning by 
the allegation identified by Mr. McKenna from the answer of the 
Insurance Corporation, filed July 18, 1949, showing ‘There is no 
officer or agent in California upon whom service of process has been 
or can be made.’ You are surprised by that? 

Mr. Divers. No; I believe 1 have seen that before. 

Mr. Fiscunacu. How do you reconcile that allegation with your 
testimony here, or don’t you see any necessity to reconcile it? 

Mr. Divers. I don’t know—lI think that the only thing that I 
could say is this: that the Insurance Corporation has not designated 
an agent to accept service for them in California, as 1 previously 
testified, and they have not designated an agent to accept service 
for them in this particular case. 

Mr. Fiscunacn. And therefore, as the answer alleges, the Insur- 
ance Corporation cannot be served in California? 

Mr. Divers. That is right. 

Mr. Mituer. May I ask a question there? 

Mr. Fiscupacu. Surely. 

Mr. Miuier. Just on the legal aspect of it, if a person deposits 
$1,000 or $2,000 or $5,009 in a loan association, he becomes a share- 
holder, does he not? 

Mr. Divers. That is correct, sir. 

Mr. Miiter. To what extent does the Insurance Corporation in- 
sure the depositor in a loan association? 

Mr. Divers. It insures him against loss of his savings. 

Mr. Mitter. Up to what amount? 

Mr. Divers. $10,000 

Mr. Mitier. Now, this insurance applies only to a loss of deposit 
up to $10,000 and has no relation to anv loss which he may suffer as 
a result of the depletion of the earned dividends or profits of the 
association in which he might eventually be entitled to participate? 

Mr. Divers. That is correct, sir, because the only time at which 
he would be entitled to those would be upon dissolution of the asso- 
ciation, whether it is voluntary or involuntary. 

Mr. Miter. That is the only time he would have a vested interest 
in those? 

Mr. Divers. That is right; and in the meantime, if he wants 
$1,000 or $2,000—— — 

Mr. Mituer. He gets it back and does not get any dividends? 
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Mr. Divers. He gets it back. He gets dividends up to the last 
time that dividends were paid, the last semiannual period. He 
doesn’t get any dividends for the current period, and he doesn’t cet 
any part of the surplus and undivided profits. 

Mr. Miter. So that to your knowledge there has been no one in 
the Long Beach Savings and Loan Association, no shareholder or no 
depositor, to your knowledge, who has made any claim that he 
hasn’t got his money back? 

Mr. Divers. Not that I know of, sir. Now, unless you can ¢al| 
this action by the shareholders’ committee such a claim. And as | 
pointed out, to the best of my knowledge, that claim was not filed 
with the Insurance Corporation prior to the time that this litigation 
was brought out in California. 

Mr. Miuuier. And, to your knowledge, it wasn’t based upon the 
fact that there was any evidence present that they didn’t get their 
money back, or that what was placed in the bank by them and in- 
sured by the Corporation wasn’t either returned to them or still on 
deposit in the bank? 

Mr. Divers. That is right. The people who were shareholders 
in that institution before the time the conservator was appointed, 
during the time the conservator was appointed, and after the time 
the conservator was appointed had an opportunity to either take out 
their money or leave it in, and there were no unfulfilled demands for 
withdrawals at any time to my knowledge. 

Mr. Miuuer. That is all. 

Mr. Fiscuracu.-To your knowledge, Mr. Divers, didn’t the Board 
at one time raise a question as to whether or not the shareholders in 
Long Beach Federal were covered by insurance? 

Mr. Divers. Yes, sir. 

Mr. Fiscnspacu. There was some question about that as far as the 
Insurance Corporation and the Board was concerned; isn’t that true? 

Mr. Divers. That’s—there was a question in my mind. I wouldn't 
speak for the other members of the Board, but there was certainly a 
question in my mind and concerned me more than anything else be- 
sause I didn’t want to see these people at any time not covered by 
insurance. 

Mr. Fiscupacu. And you didn’t keep your concern about that a 
secret, did you? 

Mr. Divers. Well, we certainly didn’t publicize it. 

Mr. Fiscupacu. But you didn’t keep it a secret, did you? 

Mr. Divers. I don’t know what you mean by that. I don’t think 
we told anybody on the outside, that I know of. 

Mr. Fiscupacu. Now, on the one hand there was a question within 
the Board and within the Insurance Corporation as to whether the 
shareholders were covered by insurance. You have just stated that. 

Mr. Divers. Well—— 

Mr. Fiscuspacu. That is a fact, isn’t it? 

Mr. Divers. There was a question in my mind. 

Mr. Fiscupacu. All right. And on the other hand there was a 
lawsuit in which the shareholders sought to have a declaratory judg- 
ment? 

Mr. Divers. For damages. 

Mr. Fiscupacu. Is that your understanding of what the lawsuit 
was for? 
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Mr. Divers. My understanding was they were suing for damages. 
[ didn’t know they were asking that their $10,000 insurance be de- 
clared in existence by the courts. 

Mr. Mixturr. That is a fact, is it not? 

Mr. Fiscupacn. If the Chairman will permit me, I would like to 
call to the stand the attorney who should be familiar with that phase 
of it. I would like to suspend the examination of the witness just 
for thet point. 

Mr. Hourrrevp. All right. 

Mr. Fiscupacu. Mr. Chapman, will you step forward. 
Mr. CHAPMAN. Yes, sir. 


FURTHER TESTIMONY OF CHARLES K. CHAPMAN, ATTORNEY, 
LONG BEACH, CALIF. 


Mr. Fiscupacu. Mr. Chapman, you have previously been sworn, 
and I would like you to consider the testimony you give here to be 
given under the sanctity of the oath heretofore administered. 

Was there or was there not a law suit started by shareholders of 
the Long Beach Federal for declaratory judgment to determine 
judicially whether or not the Insurance Corporation insurance was 
available to them? 

Mr. CuapmMan. There was. A copy of the pleading is in the 
volumes that are there before the committee. 

Mr. Houirieip. I would like to break into the questioning just 
for a minute to have Mr. Chapman explain the situation in California 
whereby a shareholders’ committee 1s validated by the California 
courts to represent the sbareholders. 

Mr. CuapMan. Before a shareholders’ committee can act as repre- 
sentatives of others than themselves, our law requires that they be 
licensed as such by our Corporation Commissioner. Application for 
such license was made in 1946 by the attorney for the shareholders’ 
committee, Mr. Wycoff Westover. That license has been renewed 
every year consecutively as it expired, and is yet in full foree and 
effect. 

The membership of the committee has been depleted by death. 
The people who have their savings in our institution are, in many 
cases, advanced in years. The chairman of our shareholders’ com- 
mittee, Mr. Mallonee, lived to see the return of the association to 
its founding management, but he did not live long enough to see the 
end of the litigation. He died, and his widow has been substituted 
and is carrying on in her dead husband’s shoes to see if she can live 
long enough to see the end of this law suit. This is the sixth consecu- 
tive year that the shareholders’ committee has been licensed to carry 
on this litigation which it is trying to bring to a conclusion. 

Mr. Hourrrevp. I think that that explains it sufficiently for the 
subcommittee. 

Mr. Fiscupacu. Would you be good enough, please, to identify 
the speeifie complaint or declaratory judgment brought by the 
Insurance Corporation which you stated was in the record on appeals? 
Mr. CuapmMan. It might take a few moments. 

Mr. Fiscupacu. I would appreciate it if you would. 
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Mr. Cuapman. If you will let me have the time, I think the record 
could be moved from in front of you, if you wish to examine another 
witness or wish to wait until I find it. 

Mr. Fiscupacu. Well, you can go right ahead; I think we ean wait 
for a few minutes. 

(There was a short pause. ) 

Mr. Cuapman. | think i have found it. Do you want me to read 
portions or 

Mr. Fiscupacu. I would like you to resume the stand, please, and 
identify the volume of the record to which you are referring. 

Mr. Cuarpman. Lam referring now to Volume No. 14 in the United 
States Court of Appeals for the Ninth Circuit, in Appeal No. 12511. 

Mr. Fiscupacn. And page, please? 

Mr. Cuapman. The paging commences on page 6639, and is entitled 
“Supplement to the first amended and suppleme ntal complaint. 
Come now the plaintiffs and file this their supplement,’’ and so on 

The document ends on page about 6700. The prayer for relief 

commences on page 6680— 
Wherefore these eeaaeege the Shareholder Members Protective Committee of 
the Long Beach Federal Savings and Loan Ase sociation, in addition to any and 
all other relief prayed for in the first amenced and supplemental complaint of the 
plaintiffs herein pray as follows. 

One of the prayers on page 6684, paragraph No. 8 of the prayer for 
relief 

That the Federal Savings and Loan Insurance evidenced by Certificate of 
Insurance No. 319, issued by the Federal Savings and Loan Insurance Corporation 
December 5, 1934, and all policies of insurance, riders, encorsements, additions, 
changes, et cetera, be ceclered to be in full force and effect and to indemnify and 
hold bermless the Long Beach Federal Savings and Loan Association and its 
shareholder member depositors against all losses arising from the wrongful 
illegel, willful, negligent and/or improper acts of any person causing seid losses. 

Mr. Fiscupacn. That appears at page what? 

Mr. CHapMan. 6684 of the printed record previously identified. 

Mr. Fiscuspacu. Do you agree, Mr. MacGuineas? 

Mr. MacGuineas. I assume Mr. Chapman can read the printed 
page correctly and did so. 

Mr. CuapmMan. You can check it if vou want to. 

Mr. Mitier. Do you agree that is part of the complaint? 

Mr. CHapmMan. Why don’t vou read it? 

Mr. MacGuineas. Yes, those words are. What the meaning is, 
I would hope to have something to say to the committee later on. 

Mr. Mitier. Yes. Yousay those words do appear in the complaint? 

Mr. MacGuineas. Yes; I don’t have a question of that. 

Mr. Miuuier. All right. 

Mr. Fiscuspacnu. Thank you, Mr. Chairman. Now I would like 
to return to Mr. Divers. 


FURTHER TESTIMONY OF WILLIAM K. DIVERS, CHAIRMAN, 
HOME LOAN BANK BOARD 


Mr. Fiscusnacu. You heard reference to a complaint in which the 
shareholders were seeking a declaratory judgment with regard to the 
liability of the Insurance Corporation from the testimony of Mr. 
Chapman, who just preceded you on the witness stand? 

Mr. Divers. Yes, sir. 
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Mr. Fiscupacn. In light of that, Mr. Divers, do you have any 
comment to make with regard to the statement that the responsibilities 
of the Insurance Corporation have always been available to the share- 
holders, account holders of insured institutions, particularly with 
reference to the allegations made in the answer of the Insurance 
Corporation to which we referred previously? 

Mr. Divers. That sounded like a suit for damages to me. Now, 
| don’t think that any—to my knowledge, no question had been 
raised as to the validity of the insurance or the availability of the 
insurance to the shareholders. 

Mr. Fiscnpacu. Had it ever before been called to your attention, 
Mr. Divers, that the shareholders desired an adjudication of the 
responsibility of the Insurance Corporation in this lawsuit? 

Mr. Divers. Oh, it had been indicated that the—I don’t know 
whether it was the association or the shareholders’ committee, but 
one or the other had indicated, and Mr. Edgerton had indicated, when 
he testified here. I think, that he thought that the Insurance Corpora- 
tion might be a proper place to collect damages from that he thought 
Long Beach might be entitled to. 

Mr. Fiscupacn. I will agree with you that that was a suggestion 
advanced in the testimony of Mr. Edgerton, but I am endeavoring 
to ascertain whether you personally had had called to your attention 
the fact that the shareholders in this lawsuit were seeking to have the 
liabilitv of the Insurance Corporation adjudicated, and if vou had such 
knowledge. 

Mr. Divers. Liability for damages? 

Mr. Fiscupacu. The liability of the Insurance Corporation and the 
status of their insurance determined. 

Mr. Divers. To my recollection, I do not recall that the question 
had been raised in the pleadings. In other words, | don’t remember 
being advised that the legal question had been raised with reference 
to the liability of the Insurance Corporation for insuring those ac- 
counts. Ido recall being advised that efforts were made to make the 
Insurance Corporation a party to the action, which I looked upon as a 
damage action primarily, a suit for damages. 

Of course, I knew that acting on the advice of the Department of 
Justice we had attempted to keep the Insurance Corporation out of 
that suit. 

Mr. Fiscupacu. Mr. Divers, is it, or would it be the policy of the 
Insurance Corporation to subject itself to a lawsuit to determine the 
liability of the Insurance Corporation to depositors in any action 
anywhere in the United States? . 

Mr. Divers. I think that, generally speaking, our inclination would 
be to certainly see that the shareholders had an opportunity if there 
Was any question that arose. 

Mr. Fiscuspacn. And in this case, the question having arisen in 
your own mind as to the coverage of the Insurance Corporation—— 

Mr. Divers. This isn’t a suit by any individual shareholder with 
reference to his $800 claim. This is a damage action against the 
Government agencies that are part of the executive branch and is a 
suit for a sum which has been variously estimated from 12 to 60 million 
dollars. I think that—I know that our attitude would be a lot dif- 
ferent with reference to the claim of any individual account holder. 


79631—52——_-56 
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Mr. Fiscnusacn. Mr. Divers, can you point to any provision of law 
enacted by the Congress which endows you or any of your colleagues 
with authority to sit in judgment and screen lawsuits as they aris, 
and say which ones you will submit to the jurisdiction of the court 
and which ones you will not? 

Mr. Drvers. I couldn’t point to any such provision of law, and | 
don’t think that that’s the position that I have taken. 

Mr. Fiscupacn. You have taken it with regard to this one; haven't 
you? 

Mr. Drivers. I don’t know what provision of law you would refer 
to if you wanted to raise the question as to what we haven’t done in 
this case. 

Mr. Fiscupacu. I point specifically to the provision of the or- 
ganic 

Mr. Divers. To sue and be sued? 

Mr. Fiscaspacn (continuing). Act, which was enacted by the Con- 
gress, and which says under subdivision (c) of section 402 that 
the Insurance Corporation upon the dete of enactment of this Act shall become 
a body corporate and shall have power to sue and to be sued, complain and Cefend 
in any court of law or equity, State or Federal. 

In light of that provision of the statute, I inquire as to where you 
get your authority to screen which suit the Corporation will accept 
and which one it will not. 

Mr. Divers. All I can say with reference to that is that our counsel 
advised that we might avail ourselves of certain defenses in connection 
with this damage suit, and we have availed ourselves of those defenses, 

Mr. Fiscurnacu. And to the extent, Mr. Divers, that the lawsuit 
referred to might or might not be a prayer for a declaratory judgment 
determining the rights of the shareholders and the liabilities of the 
Insurance Corporation you followed your counsel’s advice? 

Mr. Divers. Will you read that question again, please? 

(Question read by reporter.) 

Mr. Divers. We acted after consulting with our counsel. 

Mr. Minter. Might it be said, Mr. Divers, as a matter of broad 
policy, that this litigation and the facts and circumstances surrounding 
it arose prior to the time you came to the Board, and it was in litiga- 
tion at the time you assumed office? 

Mr. Divers. That is correct, sir. 

Mr. Mixiuer. And that this particular litigation was a rather unusual 
litigation involving your Board? 

Mr. Divers. Very unusual. 

Mr. Mitier. And that you followed the advice of the Justice 
Department in regard to this particular litigation in particulars where 
it might be opposed generally to your theories in regard to your actions 
as a member of the Home Loan Board in future cases? In other words, 
that you avoided process in this particular case under the advice of 
counsel, whereas, as a matter of policy, you would not, and do not 
intend to follow that procedure in the future? 

Mr. Divers. I think that is a very fair and reasonable statement. 

Mr. Fiscupacu. I have been trying to ascertain, Mr. Divers, 
whether you took a position in this matter personally or whether you 
allowed counsel to handle it and followed the advice that you were 
given? 
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Mr. Divers. We were generally kept advised of the status of the 
litigation and of the high spots and major acts which were taken with 
reference to it. 

Mr. Fiscupacu. So that in the formulation of a specific defense of 
the character that I showed you before, you personally didn’t play 
any part in it? 

Mr. Divers. Oh, it was discussed with us; certainly. 

Mr. Fiscupacu. Did you advance the thought that since agents 
had not been appointed by the Insurance Corporation in California, 
the Corporation was thereby insulated from suit in the State of Cali- 
fornia, or was that something that was formulated by counsel and 
presented to you and discussed in that light? 

Mr. Divers. The discussion originated with the counsel because 
they were advised with reference to ‘the different steps that were taken 
in the litigation before the Board was advised. Our knowledge with 
reference to the status of the litigation, the pleadings, and everything 
else, came to us through our counsel. We were not advised directly 
by anyone else. So that the only way that any of those questions 
would arise or would be considered by the Board would be by having 
them brought to us by the counsel. 

Mr. Fiscupacu. Reference was made on the last occasion that 
you testified, Mr. Divers, to your participation in the making and 
issuing of order No. 2015. 

Mr. Divers. That is correct. 

Mr. Fiscupack. Amongst other things that were brought to 
your knowledge at the time by Mr. Wyman, I believe you stated 
generally-—and I am trying fairly to paraphrase what you stated-— 
that dividends had been paid by Long Beach Federal in excess of its 
earnings. 

Mr. Divers. So I was advised. 

Mr. Fiscupacu. Now, were you advised that the payment of 
dividends in excess of its earnings was an act that was consistent with 
or in violation of regulations of the Home Loan Bank Board? 

Mr. Divers. I don’t think there is anything there that’s prohibited 
by the regulations. You have to look at it in the light of the other 
conditions and circumstances in connection with the association. 

Mr. Fiscupacu. As a matter of fact, Mr. Divers, are you informed 
on the question as to whethe vr Mr. Ammann as conservator paid divi- 
dends in excess of earnings? 

Mr. Divers. I am not , advised: no, sir. 

Mr. Fiscupacu. You are not advised? 

Mr. Divers. No, sir. 

Mr. Fiscuspacu. How about the dividend paid by the directors of 
the San Francisco bank? Did they ever pay any dividends in excess 
of those that they earned in a given period? 

Mr. Divers. I don’t recall that they did while this Board was 
here—not while our Board has been appointed. 

Mr. Miuuer. In other words, Mr. Divers, the thing that concerns 
us—-I don’t know that you were present during all of Mr. Wyman’s 
testimony. 

Mr. Divers. No; I wasn’t. 

Mr. Minter. But the thing that concerns us mostly on that order 
of procedure was that all of the reasons Mr. Wyman propounded for 
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the reseizure were the facts and conditions which existed prior to the 
restoration of the bank to the management, with the exception of one 
or two small things which I couldn’t conceivably believe could be the 
reason for reseizure of the institution, such as the payment of the 
small amount of earned dividends in 1 year which was in excess of 
the current earnings, which did not seriously jeopardize the financial 
status or position of the bank at all. 

Mr. Divers. May I comment on that, sir? 

Mr. Miuuer. Yes. 

Mr. Divers. In the first place, there was the fact that they had not 
filed a monthly report with us. 

Mr. Mitier. Yes; but as I understand it, in contradiction to that, 
there was an affidavit submitted by Mr. Gregory incorporating all the 
facts and figures and reasons why he didn’t submit it; that he thought 
it would be an admission to certain allegations in pending pleadings 
and so forth. I think he turned that over and filed it with the ex- 
aminer of the Home Loan Bank Board. 

Mr. Divers. I think, as I recall the statement to which you refer, 
it was the statement in connection with the examination of the in- 
stitution that was made. 

Mr. Minuier. And the failure to file monthly copies of the reports 
and so forth. I thought it was fairly comprehensive. In other words, 
it didn’t appear to me that actually they were simply wilfully failing 
to and omitting to file returns, but under advice of counsel handling 
their litigation in California that they were filing in lieu thereof and in 
lie 1 of what the law normally requires, this being an abnormal situa- 
tion, supporting reasons under oath why they were not complying, 
which would seem to me to form no basis for reseizure at that par- 
ticular time since there was evidence based upon examination. 

Mr. Divers. As I looked at it, we were getting no monthly reports 
from the association; we were getting no annual report from the asso- 
ciation; we were not getting a copy of the audit of the association that 
had been made by independent certified public accountants. And 
certainly none of these certifications probably would apply to them. 
I mean they made an audit of what was in the association, and we 
thought that the association certainly could have furnished us a copy 
of that audit, as would be required by our regulation, as was required 
by our regulation. 

Mr. Fiscuspacu. When did you feel that, Mr. Divers? 

Mr. Divers. In addition to that—may I finish that, please? 

Mr. Fiscupacu. All right. 

Mr. Divers. In addition to that there were some other things 
One of them, for example, and one in which I think you would be par- 
ticularly interested, Congressman Holifield, was with reference to the 
practice of making loans to contractors for the construction of houses 
and making those loans at the rates permitted by FHA, for example, 
and then when those houses were built, selling them on contract at a 
higher interest rate. 

We were advised, I was advised, that this association had done 
that prior to the time that the conservator was originally put in, and, 
as you will recall, you introduced a bill, an amendment to one of the 
housing acts, which would forbid that, as I recall. 

Mr. Houtrretp. That is right. 
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Mr. Divers. And you will remember that the charter of the 
Federal Savings and Loan Association requires that a borrower from 
that association have the right to prepay the loan that he makes. 
That right is based, as I recall, they can prepay up to 20 percent of 
the principal in any year without penalty. If they want to pay any 
more than 20 percent of the principal, or if they want to refinance 
the entire loan, the association can charge them up to 90 days’ 
interest, which at 4 percent would be 1 percent. 

Mr. Hourrievp. I believe that is a sound principle and it should 
be followed. 

Mr. Divers. I agree with you, sir. We were advised as a result 
of the examination that the association was still pursuing that 
practice. 

Mr. Fiscupacn. Let me ask you right there, Mr. Divers—do you 
agree with the testimony given by Mr. Wyman to the effect that 
when the association made these loans there was prepayment privi- 
lege in the basic agreement financing the construction of these homes? 

Mr. Divers. Mr. Fischbach, I wouldn’t say I agree with Mr. 
Wyman because | haven't heard both sides of it. 

Mr. Fiscupacu. We heard 

Mr. Divers. Let me finish, please. I have read the statement 
of Mr. Wyman, and I indicated, I believe, that as a result of the 
examination there were representations made to me and to the Board 
that the association was continuing to follow that practice. 

Now there may be an answer for it. The representations made to 
us may be incorrect. I am not trying to say that I am satisfied 
because I haven’t heard both sides of it. 

Mr. Fiscuspacu. Did you read Mr. Wyman’s testimony to this 
subcommittee? 

Mr. Divers. | read the statement; ves, sir. 

Mr. Fiscupacn. Did you read his testimony? 

Mr. Divers. I didn’t read the questions and answers; no, sir. 
have read his statement. 

Mr. Fiscupacn. As 1 recall Mr. Wyman’s testimony, it fairly 
appeared that the loans that were made by Long Beach Federal to 
Wrigley Heights, the builder involved, contained a prepayment 
clause that 

Mr. Divers. That is correct, but that did not do any good at ail 
to those individuals who borrowed from those corporations or whose 
homes were financed that way, and I am interested in individuals 
and not in Wrigley Heights or what rights they have. 

Mr. Fiscupacn. Then why don’t you promulgate a regulation 
covering it, or why haven't you? 

Mr. Divers. It has been covered by statute, I think, as a result 
of Congressman Holifield’s amendment. He is protecting the people 
who borrow from these institutions. 

Mr. Fiscupacn. Is it not a fact, Mr. Divers, since vou have an in- 
terest in protecting the individual, during the tenure of Mr. Ammann 
as conservator he did preciesly the same thing? 

Mr. Divers. I wasn’t advised if he did. I don’t know. 

Mr. Fiscapnacn. How would it affect your judgment in connection 
with order No. 2015 if vou were advised to that effect? 

Mr. Divers. I don’t know that two wrongs would make a right. 
It might affeet my judgment with reference to Ammann’s capabilities. 
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Mr. Fiscusacu. Is there any provision of law or anything in any 
regulation which would enable or require savings and loan associations. 
State or federally chartered, but under the jurisdiction of your Board. 
to prescribe the conditions upon which a given builder must. s¢'| 
property or the owner of the property built with funds advanced by 
an assoc lation under your jurisdiction may thereafter transfer that 
property? 

Mr. Divers. I don’t understand your question, Mr. Fischbach. 

Mr. Fiscnpacn. Let me see if I cannot reduce it to a more simp|; 
form. 

Is there anything either in the law or in any regulation you hay 
promulgated which would permit an association under your jurisdic- 
tion, or require such an association to regulate how much money the 
owner of property built with funds advanced by an association should 
or should not get, and what terms he should or should not exact on 
the subsequent sale of the property? 

Mr. Divers. This is a pretty long complicated question. 

Mr. Fiscupacu. You still don’t get it? 

Mr. Divers. I still don’t get it. 

Mr. Fiscupacu. All right, let’s start with certain facts. Long 
Beach Association loaned money to Wrigley Heights to finance the 
building of various homes? 

Mr. Divers. So I am advised. 

Mr. Fiscurnacn. Now is there anything that you laid down either 
by regulation, or that Congress has laid down by law, which would 
empower Long Beach Association to regulate the amount of money o: 
the terms that Wrigley Heights should exact in selling their property? 

Mr. Divers. I don’t recall. I don’t think there is any law in 
effect at the time that those sales were made, and I don’t think it is a 
question of interpretation of the regulations. There was the pro- 
vision in the charter to the effect that the borrowers should have the 
right of prepayment. 

Mr. Fiscupacn. I understand from Mr. Wyman’s testimony, \1! 
Divers, that when Long Beach loaned this money to Wrigley Heights 
there was such a provision in the basic agreement. 

Mr. Drivers. I agree with that technical interpretation, but I 

Mr. Fiscusacnu. Let’s see. You said it is technical. Is it true or 
is it false? 

Mr. Divers. Oh, I think it is correct that there was a prepayment 
privilege in the mortgage which the Wrigley Heights Corp. gave to 
the Long Beach Federal, and: 

Mr. Fiscunacnu. All right, now, let’s stop right there and appl 
what I have been asking you. Is there anything in the regulation Is 
that you have promulgated, or is there anything in any law that was 
enacted by Congress which would empower Long Beach to say to the 
Wrigley Heights, in effect, “When vou sell this property to John Smith 
you have got to give John Smith the same terms we gave you’’? 

Mr. Divers. They have every right in the world in my opinion 

Mr. Fiscupacu. You now say Long Beach has the right 

Mr. Divers. If I loaned that money to you, I can lend it unde! 
terms I want to lend: it. 

Mr. Fiscunacn. Is it under any obligation to do so? 

Mr. Divers. I think it is under obligation if they are using th 
charter for savings and loan association in the way in which it should 
be used. 
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Mr. Fiscuspacn. Did you ever make those views known to the 
FHA? 

Mr. Divers. I called up the FHA about it and discussed it with 
the zone commissioner, as I recall, the zone commissioner for that 
territory, the Western States. And he was the first one who advised 
me that Congressman Holifield had introduced this amendment which, 
as I recall, applied directly to FHA loans. 

Mr. Ho.irietp. As I remember it, I introduced an amendment 
which was accepted in the House, and then it was defeated in the 
Senate. 

Mr. Divers. That was the first year. Then the second year I think 
it went through both of them, as I recall. 

Mr. Hourrietp. You may be right. It is a little hazy in my mind. 

Mr. Mituer. That was an amendment to the FHA you are talking 
about? 

Mr. Drivers. Yes. 

Mr. Minter. Providing for prepayment? 

Mr. Divers. No. It provided that where the Government through 
the FHA insured a mortgage at 444 percent, that if that property was 
sold on contract, it had to be sold at 4's percent rate and could not be 
sold at a 6 or 6% percent rate, as it was in this case, because the Con- 
gress didn’t want to use the Government to insure morigages under 
those circumstances. If somebody wanted to go out and get a con- 
ventional morigage on those terms from a private individual, why, all 
right; but I took it that it was the sense of Congress that they didn’t 
want to use the FHA for that purpose. 

Mr. Hourtrretp. I think the question before the subcommittee, 
however, is much narrower than the principle that you believe m 
and I believe in. The question before the subcommittee is whether 
the Long Beach Association violated any law or regulation m doing 
that at the time that it did it, and subsequent to any law, if any law 
was passed, prohibiting it. I think that is the question. 

Regardless of my opinion on it or your opinion on it, if it was 
permitted by law at that time, and if the FHA which is in a sense 
your supervisory agency—you are a part of it? 

Mr. Divers. We are part of the Housing and Home Finance 
Agency—— 

Mr. Hourrretp. That is right. 

Mr. Divers. As well as FHA; yes, sir. 

Mr. Hourrretp. That is right. If they did approve that at that 
time, then it hardly seems that it can be used as a primary cause for 
seizure, particularly in view of the fact that you had not taken the 
matter up with the association and tried to obtain an agreement with 
them that they would not do these things which you disliked. 

Mr. Divers. Congressman, that was how we looked on order No. 
2015. As recall that, it was an order to the institution, in effect, to 
answer these charges, that we had not heard their side of the story on 
it even yet. 

Mr. Hourrretp. Go ahead, Mr. Fischbach. 

Mr. Fiscurnacn. Mr. Divers, at that point, I would like to inquire 
by what process of reasoning you charged Long Beach with any 
dereliction of its obligations if it is true that Long Beach in financing 
these properties not only gave Wrigley Heights prepayment priv ilege 
but loaned the mone y on the approved rate of interest and had the 
loans approved and insured by the FHA. 
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Mr. Divers. The sales were made after the loan was insured }y 
the FHA. 

Mr. Fiscusnacn. Yes; and the sales to Wrigley Heights—— 

Mr. Divers. I don’t want the subcommittee to have the impression 
that the FHA approved of that practice, because they didn’t. |; 
was made after they had insured the loan, and they had provision in 
the contract of msurance or 1 the mortgage that it should not be done 

Mr. Miuier. Mr. Fischbach’s point is, I think, that if there was any 
violation of the law or any failure to discharge even a moral obligation, 
it would have been on the part of the Wrigley Heights Corp. and not 
the Long Beach Federal. In other words, the Long Beach Federal] 
abided apparently by the terms of mortgage executed by Wrigley to 
Long Beach with all the requirements of your Board and the require- 
ments of the law; and if there was a violation, moral or legal, it would 
be on the part of Wrigley Heights. Now, that being so, why would 
you feel that Long Beach should be reseized for something which a 
third party did? 

Mr. Divers. Yes; but I don’t look at it that way, sir; I look at it 
this way 

Mr. Miter. In the absence of proof of conspiracy between Wrigley 
and Long Beach Federal, or an interlocking directorate, or intentional 
evasion, of Long Beach knowingly permitting it to go on and knowing 
the money was going to be lent and resold under that proposition. 

Mr. Divers. The Home Loan Bank Board had given Long Beach 
Federal Savings and Loan Association a charter to operate in the say- 
ings and loan field, and, as I recall it, one of the provisions of the 
charter was that this prepayment provision should be given. Now we 
- couldn’t amend their charter that I know of. 

Mr. Mituer. No; but that charter 

Mr. Divers. | think it was clear that the mtention was to give 
the home purchaser, not the corporation that constructed these houses, 
the privilege, but rather the purchaser of the home. And I consid- 
ered it certainly an evasion of the spirit of the charter. 

Mr. Minvuer.-If it was done by the directors or management of the 
Long Beach knowingly. Let’s take it out of the realm of an institu- 
tion and put it on an individual basis. Supposing, for instance, that 
| happened to be a philanthropist at heart or some such thing, and 
loaned money to John Jones under the express or implied agreement 
that if John Jones ever lent the money or what he purchased with it 
to anyone else he would do it on the same conditions as I gave it to 
him, I certainly couldn’t be legally charged with following the thing 
through beyond my dealings with John Jones. I might not know 
what he was doing. 

Now the loan association is dealing with Wrigley Heights and all 
the instruments are signed between Long Beach and Wrigley. What 
Wrigley did would not be within the spirit even of the charter unless 
there was some allegation in your findings as a result of your bank 
examination that the Long Beach and its directorate knew very well 
this whole proposition was going on and continued to foster it. 

Mr. Divers. Long Beach collected the payments at the higher 
interest rate, | am advised. 

Mr. Mituter. That is what I was trying to get. 

Mr. Divers. They credited the proceeds at the rate of 4!) percent 
to the mortgage and took the difference between the 4‘ and 6's 

Mr. Mitier. And applied it on the loan? 
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Mr. Divers. No, they didn’t apply it on the loan but set it up in 
a separate savings account to the 

Mr. Miuuer. Credit of Wrigley? 

Mr. Divers. To the credit of Wrigley Corp. 

Mr. Miuuer. That is what I wanted to get. 

Mr. Divers. In addition to that, as I recall, they also made these 
collections for Wrigley without any charge. 

Mr. Mitier. That’s what I wanted to get in the record. ‘That is 
what I understood to be the fact, and that is what I think is important 
to this issue. 

Mr. Houirre.p. Now I would like to ask a few questions at this 
point. 

Did you ever issue a regulation on that particular issue? 

Mr. Divers. No, sir. 

Mr. Honirteitp. You felt very strongly about it, as is evidenced 
by the fact that vou attempted to seize the Long Beach Association. 
Why did you not issue a regulation which would be an obligation of 
the chartered members 

Mr. Mituer. What we must remember, in this order No. 2015, 
this is not a seizure; it was an order to show cause, as | understand it. 

Mr. Divers. That is correct. 

Mr. Mituer. I think the testimony was to the effect that they felt 
the only way they could clear the air and get a hearing and get to the 
facts was to issue an order to show cause to bring these people in and 
sav, “Now here are our charges. What are the answers? Let’s 
get the thing solved.” 

They did not seize it, and it was a show-cause order, if | am correct. 
Is that right? 

Mr. Divers. That is exactly the way we looked at it, sir. 

Mr. Houtrrevp. All right, I will accept that interpretation. 
recognize it as your interpretation. 

The second question | wished to ask was: Did you have any knowl- 
edge of other associations in California making loans to builders 
where approximately the same procedure was followed that the 
builders sold on separate contracts with different terms in their con- 
tracts of sale? 

Mr. Divers. I had no such knowledge; no, sir. 

Mr. Houirterp. Did you make any attempt to find out if other 
building and loan associations had followed that practice? 

Mr. Divers. We didn’t make any special investigation. I asked 
some of the people in our supervisory division, as I recall, to call to 
my attention if any of the examinations disclosed that fact, but I 
don’t remember having had it brought to my attention. 

Mr. Houirienp. Why didn’t you issue a regulation on that point? 

Mr. Divers. Well, we didn’t discuss it; but I would have brought 
it up before the Board if I thought it had been necessary. 

Mr. Fiscurpacn. Why didn’t vou bring it up before the Advisory 
Council? 

Mr. Divers. If I had thought that a regulation was necessary, 
| would have brought it up before the Advisors Council and asked 
for their recommendations or suggestions with reference to the regu- 
lation; but most of these institutions don’t have to be polled and 
regulated all the time that they are in business’ for the purpose of 
trving to provide debt-free home ownership 
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Mr. Fiscupacn. Mr. Divers, you say your concern is with the 
protection of the borrower. Certainly it must have appeared obvious 
to you that here was a condition under your own law, your own regu- 
lations, in which the home owner or the home purchaser was without 
protection. Why didn’t you do something about it? 

Mr. Divers. Just for the reason I said—we issued an order in this 
case and no other association had been called to my attention. 

Mr. Miter. Issued an order to show cause—— 

Mr. Divers. And most of our supervisory activities, if we take 
up something like that with an association, why, we have an exchange 
of correspondence, and they either say that they won’t do it again, 
or they convince us it was perfectly proper for them to do it under 
the circumstances. 

Mr. Friscupacu. Why didn’t you have an exchange of correspond- 
ence in this case? 

Mr. Divers. It had gone a little bit beyond that stage. 

Mr. Fiscusacu. Why didn’t you have an exchange of correspond- 
ence in this case? 

Mr. Divers. Because the matter was in litigation. 

Mr. Fiscupacnu. Was that matter in litigation? 

Mr. Drivers. No; the whole question of the Long Beach Federal 
was in litigation. 

Mr. Fiscupacu. And therefore you had no correspondence on the 
subject? 

Mr. Divers. We had some correspondence. 

Mr. Fiscupacn. With whom? 

Mr. Drivers. With the attorneys for the Long Beach Federal. 

Mr. Fiscupacu. Will you produce any letter 

Mr. Divers. I am just thinking of the correspondence with refer- 
ence to the insurance premium, for example. I meant that went 
back and forth. 

Mr. Fiscuspacn. Let’s stick to the subject, Mr. Divers. 

Mr. Divers. That is the subject. You asked whether we had had 
any correspondence with them. 

Mr. Fiscupacn. Did you ever have any correspondence with 
regard to this question of how much could be charged by a builder 
when he sold the property to a home owner? 

Mr. Divers. I don’t know. I would have to ask Mr. Wyman 
about that. 

Mr. Fiscusacn. Ask him. 

(The witness confers with Mr. Wyman.) 

Mr. Fiscupacu. You have asked Mr. Wyman, and what is your 
answer? 

Mr. Divers. He said, ‘‘ No,” they did not know about it until 1946. 

Mr. Fiscusnacu. Now, in point of fact, did you ever hear of Mr. 
Ammann lending money to builders on the same terms as those which 
are criticized here? 

Mr. Divers. I suppose that he did lend money on the same terms, 
but whether or not those builders then took advantage of it and 
charged more to the home purchasers, I am not advised. 

Mr. Fiscupacn. If they did, would that in any way affect your 
judgment in the matter? 

Mr. Divers. It would if they did it the second time. 

Mr. Fiscupacu. I see. 
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Now, another ground cited by Mr. Wyman for making of this 
order No. 2015 was the question of the attorney fees that had been 
paid out of the association. Do you recall that in his statement? 

Mr. Drivers. I recall that he said that he was concerned because 
no contingent liability had been set up for the attorneys’ fees, but 
instead they were listed as accounts receivable, as I recall—listed as 
assets. 

Mr. Fiscupacu. Were you in any wise concerned with regulating 
how much attorneys’ fees should be paid out by Long Beach Federal? 

Mr. Divers. We were concerned with the solvency of the associa- 
tion. 

Mr. Fiscnpacn. I didn’t ask you that, Mr. Divers. Let’s stick 
to the question of attorneys’ fees. 

Mr. Divers. I think, yes; that that’s one of our duties along with 
other duties. If an association paid out totally unreasonable amounts 
of attorneys’ fees, it seems to me it would be giving the shareholders’ 
money away just as much as if they paid out too much for advertising 
or anything of that kind. 

Mr. Fiscnpacu. Now, as it occurred in Mr. Wyman’s testimony, 
this is what took place: 

Mr. HouiFreLp. You said one of the items was the heavy expense of litigation. 

Mr. Wyman. Yes. 

Mr. Houirirtp. And you wanted to stop that and you also wanted to stop 
payments of dividends that were beyond net earnings of the quarter, so it must 
be, according to your own words, that was one of the items involved. You did 
not want them to continue their litigation—— 

Mr. Wyman. Well, that was a part of the package. 

Now, I take it that you too are of the opinion that it devolves 
upon you to pass upon the expenses of the litigation. 

Mr. Divers. I would say that that had nothing to do with order 
No. 2015 so far as I was concerned. 

Mr. Fiscunacn. Then as far as you were concerned, Mr. Wyman’s 
testimony that it did have something to do with order No, 2015 is 
rejected by you; is that correct? 

Mr. Divers. I don’t think—he can’t tell me why I adopted order 
No. 2015. There were three men on the Board, and [ am only attempt- 
ing to answer why I adopted 2015. Mr. Adams told you why he did 
and Mr. LaRoque is available to tell you why he did. 

Mr. Fiscunacu. Now, Mr. Divers, just a moment ago you said 
you were concerned with the amount of money that would be expended 
in the litigation. 

Mr. Divers. I said that is right; I consider it our supervisory duty 
to look at the amount of money expended for attorney fees, the same 
as | do for office expense or advertising or for any other purpose. 
lf the total expenses are way out of line, | think it is our responsibility 
to call it to the attention of the management. 

Mr. Fiscupacu. And to cut it down? 

Mr. Divers. And to ask them to cut it down, and we do that 
frequently, I might add. 

Mr. Fiscupacn. And if they don’t cut it down, what do you do? 

\ir. Divers. We have in one case issued an order to show cause. 

Mr. Fiscupacu. And this is the case? 

\Ir. Divers. No, sir. 

Mr. Fiscuspacu. Didn’t you issue the order to show cause here in 
part upon that premise? 
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Mr. Divers. No; not as far as I was concerned. But we have 
issued an order to show cause against another institution based upon 
the fact that their total expenses are too high, asking them to show 
cause why we should not institute an order requiring them to reduce 
their over-all expenses to a certain amount of their income. 

Mr. Fiscupacu. I take it you had no concern with the amount of 
attorneys’ fees that have been allowed by order of the court? 

Mr. Divers. Not in this particular case; no. 

Mr. Fiscupacu. And you didn’t want to regulate the amount of 
attorneys’ fees that could be paid by Long Beach Federal in this 
litigation? 

Mr. Divers. I wanted to see what their total expenditures were 
for all purposes, but I didn’t raise any question about the attorneys’ 
fees in this case, no. 

Mr. Fiscupacu. Now, you are aware, are you not, that the court 
directed that the attorneys’ fees be paid out of funds of Long Beach 
Federal which were in the depository of the court and withheld 
judgment as to who would ultimately be responsible for payment of 
those attorneys’ fees? 

Mr. Divers. I know that the court had allowed certain fees and 
had withheld judgment as to who would be responsible for having 
those fees assessed against them in effect. But it is not clear in my) 
mind—I will take vour word for it it was taken out of the Long Beach 
funds. I know it came out of the funds in the court but I didn't 
know whether it came out of the Long Beach funds or bank funds. 

Mr. Hourrrevp. I agreed with Mr. Divers to have him leave at 
11:45, Mr. Fischbach, and the 11:45 bell has just rung. 

Mr. Divers. I appreciate your courtesy. 


Mr. Houiriesp. Mr. Divers, you may be excused at this time, sir 
for your confirmation. 

Mr. Divers. When do you want me back? 

Mr. Hourritip. Two o'clock. 

Mr. Divers. All right, I will be back by 2. 

Mr. Houtrretp. Thank you. 

Mr. Wyman, will you take the stand, please. 


FURTHER TESTIMONY OF JOHN M. WYMAN, CHIEF SUPERVISOR, 
HOME LOAN BANK BOARD 


Mr. Fiscupacu. Mr. Wyman, with respect to the position you 
took in connection with the attorneys’ fees in this matter, were you 
aware that an order of the court had been made authorizing and 
directing such payment? 

Mr. Wyman. I was not at that time. 

Mr. Fiscupacnw. Well, are vou now? 

Mr. Wyman. Yes. 

Mr. Fiscupacnu. In the light of the fact that you are now awar 
that the attorneys’ fees were authorized and allowed by the court, 
what is your position with respect to the statements you made to 
this subcommittee the other day? Do you stand on them, or do you 
withdraw them? 

Mr. Wyman. I would stand on the statement that I made. 

Mr. Fiscupacn. All right. 
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Mr. Wyman. Attorneys’ fees being a part of the several items that 
were referred to in context there of expenses, and the relationship 
between the income of the association and its reserves, and the future 
contingencies that were involved. 

Mr. Fiscupacu. So you stand on your statement notwithstanding 
the additional information vou have since acquired? 

Mr. Wyman. Yes, I stand on it. 

Mr. Fiscusacnu. All right. Now, in connection with those attor- 
neys’ fees, were you informed that the court order reserved judgment 
as to whether Long Beach would ultimately be responsible for those 
expenses or whether somebody else might ultimately be responsible 
for those expenses? 

Mr. Wyman. I was familiar with it when I gave the testimony. 

Mr. Fiscupacnu. So that in point of actual fact, as the matter 
stands even today, Long Beach may recover from some of the defend- 
ants in the action the funds that were expended pursuant to the order 
of the court; is that not right? 

Mr. Wyman. I assume that could be. 

Mr. Fiscupacu. Then why do you criticize the fact that they indi- 
cate that on their records? 

Mr. Wyman. I thought I explained that to the subcommittee in 
my testimony last week. I endeavored to do that. 

Mr. Fiscupacu. Last week you didn’t know that the Long Beach 
attorneys’ fees were paid pursuant to order of the court. That is 
what you said a moment ago. 

Mr. Wyman. I beg your pardon. I didn’t mean to answer that 
way. If I did and the record shows that, it is incorrect. What I 
meant to say was that I was not familiar with that fact when I dis- 
cussed it with the Board, the matters that were discussed prior to the 
issuance of order No. 2015. I was familiar with that fact when I 
testified last week—that is, the fact that the court had ordered the 
payment of certain attorneys’ fees. 

Mr. Fiscunacu. You were familiar with it last week but vou were 
not familiar with it at the time you discussed the subject with the 
Board? 

Mr. Wyman. That is correct. 

Mr. Fiscupacu. Now, are you in the position of having misadvised 
the Board, then? 

Mr. Wyman. I don’t think so. 

Mr. Fiscnspacu. Then you affirm here today everything that you 
told the Board and everything that you told this committee? 

Mr. Wyman. Yes, I will stand on the statement I made. 

Mr. Fiscupacn. Now, will you tell us, since you criticized the 
amount of dividends that were paid by Long Beach as being an amount 
in excess of their current earnings in that particular period, how 
much did Mr. Ammann earn and how much did he pay in the way of 
dividends while he was conservator? 

Mr. Wyman. I can’t answer that question. It-would have to be 
looked up. I don’t have the information here. 

Mr. Fiscupacn. Mr. Ammann worked under your supervision; 
didn’t he? 

Mr. Wyman. He worked under my general supervision. However, 
I had no direct supervision over the operation of the conservatorship. 

Mr. Fiscuspacu. Who did? 





872 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Wyman. That was handled more directly by the Governor 
the then Governor of the Federal Home Loan Bank System. 

Mr. Fiscuspacnu. His name? 

Mr. Wyman. Harold Lee. 

Mr. Fiscuspacu. During that period of time were you not chief 
supervisor of the System? 

Mr. Wyman. Yes. 

Mr. Fiscupacu. And wasn’t the association and Mr. Ammann’s 
activities subject to your supervision and audit? 

Mr. Wyman. Theoretically that was true, but actually in that case 
the conservator functioned directly under the Governor rather than 
under my immediate. supervision. 

Mr. Fiscusacnu. Did that relieve you of your responsibility and 
function? 

Mr. Wyman. I would assume that to be the case. That was my 
understanding of it. 

Mr. Fiscuspacn. Where did you get that understanding? 

Mr. Wyman. I worked for the Governor; he was my superior. | 
assumed that when he took charge—if I may put it that way 
directly of the operation of the conservatorship I, being his subordi- 
nate, would have no authority to supersede him in that matter—or 
in any other matter, as far as that goes. 

Mr. Fiscupacu. Do you know how much money was paid by the 
San Francisco bank by way of dividends? 

Mr. Wyman. No, I donot. I have no connection whatsoever with 
the operation of the home loan banks, and I know nothing about i 
except in just the most general terms. 

Mr. Fiscusnacu. Who supervises the operations of the home loan 
banks? 

Mr. Wyman. At that time that also was handled under the general! 
direction of the Governor of the Bank System. 

Mr. Fiscupacu. Tell us who handles it now and who handled it 
in 1948. 

Mr. Wyman. The Director of the Division of Federal Home Loan 
Bank Operations. 

Mr. Fiscupacu. What is his name? 

Mr. Wyman. Mr. Burklin. 

Mr. Fiscupacu. Mr. McKenna, will you ask Mr. Burklin to be 
available at 2 o’clock? 

Mr. McKenna. All right. 

Mr. Fiscnsacu. With specific information as to how much the San 
Francisco bank paid in the way of dividends and how much they 
earned in the period from the inception of the San Francisco bank to 
the present time. 

Mr. McKenna. If it takes more than 2 hours to get that together, 
Mr. Fischbach, do you want him to work on that or to come in at 
2 o'clock? 

Mr. Fiscusacn. That information should be immediately availab 
out of operating statements. 

Mr. McKenna. I have no knowledge of that. 

Mr. Wyman. If I might make this comment, Mr. Chairman: | 
received a telephone message from Mr. Roback about 10 minutes 
before I left to come over here, asking that I bring with me the infor- 
mation that counsel just called for and also the files showing all of 
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the loans granted by the conservator and the supervisory approvals 
of those loans. 

It was, of course, utterly impossible to get that information to- 
gether in a short time, but I left word for it to be assembled and that, 
of course, is being done. 

Mr. Houirietp. You will be given ample time. 

Mr. McKenna. Mr. Fischbach, I am advised that Mr. Burklin is 
ill. and would Mr. Reardon, the associate director, do? 

Mr. Fiscupacu. Surely. 

Now you referred to the fact that Mr. Lee took direct charge of the 
affairs of the conservatorship. Did Mr. Newell have anything to do 
with it? 

Mr. Wyman. Mr. Newell, I believe, acted for the Governor in 
specifically approving the granting of loans by the conservator. The 
regulations, as I recall, at that time required that certain approval or 
authorization be given by the Governor or someone designated by 
him. At least that is the substance and meaning of it. Mr. Newell, 
I believe, gave the approvals on the loans that were granted by the 
conservator. 

Mr. Fiscupacu. Now you criticized the attorneys’ fees here, Mr. 
Wyman, in the way in which you did, and I wondered if you have 
knowledge of the fact that the fees which were paid were stipulated 
to by the Department of Justice? 

Mr. Wyman. No, I have no knowledge of that. 

Mr. Fiscaspacn. Did you ever know about it? 

Mr. Wyman. No, not till just now. 

Mr. Fiscupacu. You never heard that Mr. Peyton Ford went into 
court and made arrangements to the general effect that one-third of 
the fees that had been allowed by the court could be paid? 

Mr. Wyman. No, I was not. I did not keep up with the litigation 
aspects of this matter except, of course, in just the broadest way. I 
was not familiar with the details of it. 

Mr. Fiscuspacnu. When you participated in discussion or discussions 
relative to order No. 2015, who was present? 

Mr. Wyman. I can answer that only to the best of my recollection. 
Three Board members were present, as I recall—Mr. Divers, Mr. 
Adams, and Mr. LaRoque. And Mr. McKenna was present at one 
or both of the conferences, and as I recall, there were two conferences. 
Mr. Heisler, general counsel of the Home Loan Bank Board, was 
present at one or both of the conferences. Dr. William H. Husband, 
general manager of the Federal Savings and Loan Insurance Cor- 
poration, was also present at one or both of the conferences. That is 
to the best of my recollection of it. Of course, I was present at two 
conferences. 

Mr. Fiscupacu. Bearing in mind the date on which order No. 
2015 was issued, when would you say such conferences took place? 

Mr. Wyman. I would say those conferences took place within a 
week or 10 days before the date of order No. 2015. That is as near 
as I can recollect the circumstances. 

Mr. Fiscunpacnu. The date of order No. 2015 was September 9. 

Mr. Wyman. Yes, I know that. 

Mr. Fiscupacn. And you said you had received Mr. Turner’s 
report of examination around the Ist or 2d of September. 

Mr. Wyman. Yes. 
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Mr. Fiscupacw. Would you say that these conferences in connec- 
tion with order No. 2015 took place in the few days intervening 
between the date you received the Turner report and the date the 
order was isste |? 

Mr. Wyman. Yes. I have answered the question as nearly as | 
can answer it. 

Mr. Fiscupacu. In connection with the Turner report, did you 
seek any additional information or didn’t you? 

Mr. Wyman. I beg your pardon? 

Mr. Fiscuspacn. Did you seek any additional information with 
regard to the Turner report of examination or did vou not? 

Mr. Wyman. You mean when we first received the information 
as to the loans to Jackson Turner? 

Mr. Fiscupacn. You had the report of examination of Long Beach 
Federal about the 2d of September 1949. 

Mr. Wyman. Oh, yes. 

Mr. Fiscusacna. Having received that report, did you seek any 
further information in connection with the report? 

Mr. Wyman. No. 

Mr. Fiscuspacnu. Aren’t you mistaken about that, Mr. Wyman? 

Mr. Wyman. I understood you to say about the Jackson Turner 
loans—did we seek any further information about the Jackson Turner 
loans. I understood that to be the question. 

Mr. Fiscunacn. With regard to the examination report that you 
received on or about September 2, 1949, from Mr. Turner, the exami- 
ner, did you seek any additional information with regard to that 
report before you engaged in these discussions on order No. 2015? 

Mr. Wyman. We asked for some additional formation, but | 
don’t recall whether it was before we had had any discussion of the 
matter with the Board. That I do not recall. We asked for some 
additional information. 

Mr. Fiscupacu. And having asked for that additional information, 
didn’t vou indicate it would be necessary for the examiner to go back 
into the association? 

Mr. Wyman. I may have indicated that would be necessary. | 
don’t recall the correspondence, the letter, m_ detail now. I may 
have so indicated. 

Mr. Fiscusacn. You talked about the atmosphere which prevailed 
there as not being good. Is that not true? 

Mr. Wyman. That I don’t recall. If I did, it would not be sur- 
prising because we understood that to be a proper description of the 
situation. 

Mr. Fiscupacu. Didn’t you say the other day that there were diffi- 
culties when I asked you the following question: 

On that point that you had no wey of obtaining current information, was it ever 
claimed by anybody connected with the Home Loan Bank Board or the Insurance 
Corporation that the books and records of the Long Beach Federal were not 
made available to any examiner at any time? 


Didn’t you say as follows: 


I think there were some Cifficulties, perhaps—I am not too sure, I am talking 
from recollection on this—at the time the examiners went to examine the associa- 
tion in July 1946, I think thet thev bad some difficulty in getting entrance to the 
association, access to the books, although it was not, perhaps, a serious matter. 

Mr. Fiscuspacu. Well, I point out—July 1946? 

Mr. Wyman. 1949, I meant. 
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And didn’t you also say in answer to a question of Mr. Holifield: 

And you assumed they would continue indefinitely, and therefore you seized 
the institution? 

Mr. Wyman. No, I had not done that because I do not believe the cireum- 
stances had been such as to make it feasible to sit down and confer with the group 
as to the problems as you would in the normal situation. The atmosphere was 
not too good there. I think we all understand that. 


Now, does that refresh your recollection as to what your testimony 
was as to the atmosphere which prevailed in Long Beach Federal? 

Mr. Wyman. Yes, J recall that. 

Mr. Fiscupacu. Is that true? 

Mr. Wyman. I think that that was true so far as any conference 
was concerned. I think that was true. 

Mr. Fiscuspacu. In July of 1949? 

Mr. Wyman. 1949, I believe that is correct. That was to the best 
of my knowledge and understanding of the situation. 

Mr. Fiscupacu. How much knowledge and understanding did you 
have about it? 

Mr. Wyman. The matter was deeply involved, of course, in litiga- 
tion, as we all knew, and it was not the type of circumstance that was 
conducive to the normal or ordinary handling of supervisory matters, 
which I think certainly we recognized, and that was the thing to 
which I had reference in that testimony. 

Mr. Fiscnpacu. Do you recognize this handwriting [showing docu- 
ment to witness]? 

Mr. Wyman. That handwriting there I do not recognize. 

Mr. Fiscupacu. All right. 

I state for the record I have a photostat of a memorandum from 
Mr. Clifford F. Turner to Mr. George R. Dolan. Mr. Clifford 
Ff. Turner is the examiner in the Los Angeles office. This memoran- 
dum is dated July 19, 1949. Mr. George R. Dolan is the examiner in 
charge in the Los Angeles office. 

1 call attention, Mr. Wyman 

Mr. Houirietp. Are you submitting that for the record, Mr. 
Fischbach? 

Mr. Fiscupacn. I will. [Continuing:] 

I call attention, Mr. Wyman, to the memorandum I have cited, and 
I would like to read it to you. [Reading:] 

Did not receive the supervisory file. Presume it is in Washington. Den’t 
believe I will need it. Do you? The LaFrentz auditors are going to help us a 
good deal. A Mr. Smith is in charge. Time has healed tatent animosities pro- 
viding for a much brighter atmosphere than prevailed previously. Even Miss 
Roberts cracks a smile. 

Signed “Cliff.” 

Was that information ever conveyed to you in words or substance? 

Mr. Wyman. No, sir; that is the first time I ever heard it. 

Mr. Fiscupacn. Had it been conveyed to you, would you still 
stand on the testimony you gave to this subcommittee? 

Mr. Wyman. Yes; | will stand on it. 

Mr. Fiscuspacu. Mr. Chairman, this document I read from is 
exhibit No. 4 in evidence before the United States District Court, 
Southern District of California, under date of November 7, 1949. 

Mr. HouiFietp. Do you submit that at this time for the record? 

Mr. Fiscupacu. I have read it into the record. 


79631—52—-—57 
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Mr. Wyman, you referred to the fact that the charges that had 
been made by Mr. Fahey didn’t have to be resurrected; that they 
have never died. Do you recall that? 

Mr. Wyman. Yes; I recall it. 

Mr. Fiscupacu. Did you, while Mr. Ammann was there in charge 
of the affairs of the association, ever direct that he bring a lawsuit on 
the bond of Mr. Gregory as principal officer in charge of the manage- 
ment of that association? 

Mr. Wyman. No, sir. 

Mr. Fiscupacu. For any of the things that were embraced in your 
criticisms? 

Mr. Wyman. No, sir; I did not. I did not have charge of the 
conservator. He was functioning under the direct supervision of the 
Governor of the Federal Home Loan Bank System. 

Mr. Fiscuspacn. Now, there came a time when there no longer was 
a Governor in charge of the conservator, and the Board took over the 
administration of this law, and the administration of the agency? 
Is that not correct? 

Mr. Wyman. That is correct. 

Mr. Fiscuspacu. Mr. Wyman, when you shake your head the 
reporter canrot hear you. 

Mr. Wyman. I have difficulty in determining whether you are 
asking a question or stating a conclusion. I don’t mean to be that 
way, but I can’t always determine whether it 1s a question or 
conclusion. 

Mr. Fiscusacu. When the Board took over, did you recommend 
to the Board that a lawsuit should be brought on the bond for any 
of the matters that you embraced in your criticisms of the Long Beach 
management? 

Mr. Wyman. I did not. If I may amplify that—as I recall, the 
date the Governor of the Federal Home Loan Bank System continued 
in office was until approximately the end of 1947, as I recall. 

Mr. Fiscuspacnu. The Board took over in 1948. 

Mr. Wyman. And as I recall, the conservator was withdrawn and 
the association was returned to its management on or about the 24th 
of January 1948, some 24 days to a month or thereabouts following 
the end of the office, if I may put it that way, of the Governor of the 
Bank System. 

Mr. Fiscusacu. Did you protest that action to the Board? 

Mr. Wyman. I didn’t understand the question. 

Mr. Fiscupacu. Did you protest the action of the Board in returning 
the association to the management? 

Mr. Wyman. No, sir; I did not. 

Mr. Fiscupacu. Did you prior to that time or subsequent to that 
time ever recommend that a suit be brought on the bond that Mr. 
Gregory had as president of Long Beach Federal? 

Mr. Wyman. I did not. 

Mr. Fiscnpacn. You never recommended at any point—did you 
that any of your criticisms against Long Beach Federal be tried out 
in court? 

Mr. Wyman. I did not. 

Mr. Fiscupacu. Did you have any confidence in your criticisms? 

Mr. Wyman. May I hear the question again? 

Mr. Houtrietp. Repeat the question. 
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Mr. Fiscupacu. Read it back. 

(Question read by reporter.) 

Mr. Wyman. I don’t know what the meaning of that question is. 

Mr. Fiscupacu. Don’t you understand the question? 

Mr. Wyman. That is right; I don’t know what—that is, I don’t 
understand. Did I have any confidence in my criticisms? I don’t 
get the meaning. Do you mean were my criticisms made in good faith? 
Is that what you mean? 

Mr. Fiscusacu. Did you have confidence that your criticisms were 
valid? 

Mr. Wyman. That is a different question. That is a different 
question. Yes. 

Mr. Fiscupacu. Why didn’t you recommend that they be acted 
upon, so that if anybody was damaged there would be recovery? 

Mr. Wyman. My understanding is that that was a matter that was 
in the hands of the conservator and in the hands of his superior, who 
was, as I have already stated, the Governor of the Federal Home 
Loan Bank System. 

Mr. Fiscupacu. No such action was ever taken by anybody? 

Mr. Wyman. Not to my knowledge. 

Mr. Fiscupacn. You were never even called upon to make @ 
recommendation, you say? 

Mr. Wyman. On what? 

Mr. Fiscuspacn. As far as bringing a suit on the bond of the man- 
agement. 

Mr. Wyman. I was not. 

Mr. Fiscupacn. Mr. Wyman, having reference to the sum of 
$200,000 that you said was transferred from one account to another, 
do you have any sufficient knowledge as to whether that transfer was 
the reversal of a transfer made by Mr. Ammann, or don’t you know 
enough about it? 

Mr. Wyman. No; I do not know whether that was the case or not. 

Mr. Fiscupacu. Now, if it was the case, would that affect your 
judgment or your criticism in any way? 

Mr. Wyman. No, it would not. On the assumption that the con- 
servator was validly appointed, and he had the authority to make the 
transfer, and having made the transfer into reserve, the funds were 
therefore properly in the reserve, and consequently the association 
should not have reversed the transaction. 

Mr. Fiscupacu. Now, the transfer, you say, in the first place would 
be justified by a condition that existed at the time that Mr. Ammann 
was conservator; is that right? 

Mr. Wyman. Will you read that back? 

(Question read by reporter.) 

Mr. Wyman. I don’t recall making that statement. 

Mr. Fiscupacu. Well, suppose you make your statement over 
again. I will ask you the question over again. 

Mr. Wyman. Could he not read back what I have just stated there? 

Mr. Fiscuspacn. No; we will ask it over again. 

Mr. Wyman, you referred to a $200,000 transfer from one account 
to another, and you criticized it. 

Mr. Wyman. From reserves to undivided profits. 

_ Mr. Fiscusacu. Now, I eall attention to the fact that possibly the 
$200,000 was originally in undivided profits and was transferred to 
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reserve by Mr. Ammann. Did you ever examine that transfer }y 
Mr. Ammann? ; 

Mr. Wyman. No, sir; I did not. 

Mr. Fiscusacu. If it were brought to your knowledge that suc} 
were the fact, would that change your position in any way? 

Mr. Wyman. No; it would not—on the ground that the conservator 
had been validly appointed, and that he had full authority to transfo; 
the funds from undivided profits to reserves, and that therefore bein: 
validly in the reserve for losses, it was not proper to take them oy; 
and put them back in undivided profits. 

Mr. Fiscupacnu. All right. 

You say the transfer, then, was originally justified by conditions 
which existed at the time the transfer was made? 

Mr. Minter. Just a minute. 

Mr. Wyman. I didn’t say that. 

Mr. Mutter. I don’t think this line of questioning is fair. I don’t 
think you are predicating your questions or hypothecating them right. 
He is not saying he knows anything about the Ammann transfer, 
Why don’t you say “Presuming this was so or if this were done’? 
He doesn’t know whether it was done or not. 

Mr. Fiscuspacnu. Mr. Miller, I am not asking the question on the 
basis of hypothesis, but solely because of the fact that the wiiness 
takes the position here that the transfer was perfectly valid because 
Mr. Ammann was appointed as conservator and he had the authority 
to do so, and having done so it was perfectly proper. 

Mr. Miuuer. I don’t think he understands the question right. He 
can’t answer any such thing. He doesn’t know what the facts were. 

You don’t know anything about the condition at the time of the 
transfer by Ammann from profits to reserve, if such were done, do 
you? 

Mr. Wyman. That is right; and I did not say that the conservator 
was validly appointed and he therefore made the transfer valid. | 
said upon the assumption that those things were true I based my 
testimony that I would make no change and that I still would stand 
on my testimony even if it had been done by the conservator. 

Mr. Miuuer. Now, supposing the question were in the original 
instance, assuming now for the sake of discussion—can you hear me? 

Mr. Wyman. Yes; I can hear you. 

Mr. Miuter. Assume now that that transfer by Ammann was not 
good banking practice. Assume that based upon the operating state- 
ment, the assets and liabilities of the institution at that time, assuming 
that Ammann was not justified from a good banking standpoint in 
transferring them from profits to reserves, would you then say that 
in any event the management after restoration wouldn’t have the 
right to correct Ammann’s error, assuming he made one, and put 
them back in undivided profits? 

Mr. Wyman. I would say that if the transfer had been made from 
undivided profits 

Mr. Mixer. In other words, would you feel that management 
would be bound forever by an error made by Ammann? 

Mr. Wyman. Oh, no. 

Mr. Mitier. Well, how would you know such was not the case 
here? 
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Mr. Wyman. If the conservator had made the transfer improperly, 
imprudently—— 

Mr. Miuter. In the exercise of bad judgment. He did not im- 
properly, but it wasn’t good banking practice. In the exercise of 
bad judgment or poor discretion or poor judgment he did it. Now, 
would you say that the management, after restoration, would be 
bound to keep that set-up as established by Ammann and if, as a mat- 
ter of fact, in their judgment it was bad banking practice? Wouldn’t 
you feel they would be perfectly justified in restoring it back to undi- 
vided profits if they felt in their judgment that could be done? 

Mr. Wyman. Yes, I think that would be a reasonable position to 
take on that. 

Mr. Mintzer. That is all. 

Mr. Fiscuspacu. Upon what basis do you criticize the reversal of 
that entry? 

Mr. Wyman. You mean on what basis do I criticize the fact that 
they took $200,000 from reserves and put it back into undivided 
profits? 

Mr. Fiscupacu. Yes. 

Mr. Wyman. I have no information to support the conclusion or 
even to indicate that there were any such conditions underlying that 
reversal of entry as we have just discussed here in the last few mo- 
ments, about improper or imprudent unbusinesslike transfer into the 
reserve account. I have nothing to indicate that that was the case, 
the facts. 

Mr. Fiscupacnw. Did you have anything to indicate that it was an 
improper reversal or improper act on the part of the management 
to support your criticism? 

Mr. Wyman. From time to time through the years we have come 
across instances where associations have taken funds from loss re- 
serves and put them into undivided profits. 

Mr. Fiscupacn. I am not talking about that. I am talking about 
this specitic item of $200,000 that vou criticized because it was trans- 
ferred from reserves to undivided profits. Do you have any infor- 
mation at all to warrant or justify your criticizing that as an act 
that should not have been taken by the management? 

Mr. Wyman. I have the fact that $200,000 was taken from reserves 
and put into undivided profits. 

Mr. Fiscupacu. And that is all? 

Mr. Wyman. That is correct. 

_ Mr. Miuier. But that fact in and of itself wouldn’t make it wrong 
in many cases, would it? 

Mr. Wyman. There could be circumstances under which it—— 

Mr. Minter. Would be all right? 

Mr. Wyman. That is right. 

Mr. Mrtter. What facts do you have to show this committee it 
would be sound in your observation that was incorrect or bad in this 
instance, if any, or don’t you have any facts? 

Mr. Wyman. Well, I think if the association expenses for various 
and sundry causes, extraordinary legal fees, and what have you—— 

Mr. Minter. I am not interested in the “what have you.” I 
mean, I am interested in what your basis was, what facts you used to 
arrive at the conclusion that this reversal of this figure was in this 
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case erroneous, bad banking, poor judgment, or anything else. What 
facts do you have? That is what I want to know. 

Mr. Wyman. I will try to sum it up again, as I did a few days ago 
in the testimony. 

Mr. Miter. I don’t think that fact was ever summed up at any 
time to my knowledge. 

Mr. Wyman. T he association had lacked some $113,000 in an 
18-month period earning the dividends it had paid. That income was 
insufficient. In addition to that, there were these rather extraordinary 
and substantial expenses for legal fees that were showing no indication 
of coming to an end. We had no idea how indefinitely they might 
continue. Now, then, with those things together, and we saw the 
$200,000 taken from reserves and put into undivided profits, where 
it is available, of course, for any corporate use—— 

Mr. Mier. That is right. 

Mr. Wyman. We naturally, or I will say, I naturally became con- 
cerned about what the ultimate effect of that type of transaction 
could be upon the financial position of the association—its margin ef 
reserves and its financial strength. 

Mr. Miuuer. But my point to you is: You can’t assume or hypoth- 
ecate or prophesy as to what may happen in the years ahead to any 
institution in basing your criticism upon any act currently performed 
by the institution. Now, you don’t contend, do you, that the transfer 
of this $200,000 into undivided profits in any way made the institution 
insolvent, or that there were not great and sufficient assets to cover 
all liability? And, as a matter of fact, the margin and ratio was 
probably higher even after the transfer in this institution than many 
institutions you supervised and approved. 

Mr. Wyman. I didn’t mean to indicate that the result: was in- 
solvency. 

Mr. Miuier. Or anywhere near it. 

Mr. Wyman. But on the point that we cannot under any circum- 
stances try to foresee the ultimate effects of a practice or a trend, I 
would like the privilege of differing on that point because we do, of 
necessity, undertake to foresee insofar as we can reasonably the ulti- 
mate results to which a practice might lead. 

Mr. Mitier. Yes. But the most peculiar part of this aspect to me 
is that the foreseeable future and the trend of the litigations and funds 
necessary to carry them on were controlled by the very Board you 
worked for, because you were a party to the litigation. If anyone in 
heaven’s name would have any idea as to how long the litigation 
might go on or how expensive it might be, you people “ought to know 
and were in a position to do something about it more quickly, more 
expeditiously than anybody I know of. And did you feel that the 
intentions legally of the Bank Board and the Insurance Corporation 
were such that you figured the litigation was going to be one of 100 
years? Is that the idea? And so you decided that you knew full 
well the operations and activities and demeanors and plans of your 
organization so well that you figured that this institution was even- 
tually going to become insolvent because your Board was going to 
make it so? 

Mr. Wyman. No, I didn’t feel that way, certainly, about it. 

Mr. Fiscupacu. In point of actual fact, wasn’t there more than 
an ample reserve set up on the books of the Long Beach association 
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to meet not only its insurance requirements but to meet the require- 
ments that the order never promulgated? 

Mr. WyMaAN. Its reserves certainly were equal to and in excess of 
the minimum regulatory requirements. 

Mr. Fiscusacnu. They were substantially in excess of the regulatory 
requirements, were they not? 

Mr. Wyman. I don’t know how much, but they were in excess. 

Mr. Fiscupacu. Weren’t they at least a half a million dollars over 
and above the requirements? 

Mr. Wyman. That I don’t know. It would have to be calculated 
in dollars and in detail. It may show in the examination report. 

Mr. Fiscupacn. I call your attention to item 37 (b) and (c) of the 
examination report. Doesn’t that show they had over a half a mil- 
lion dollars in addition to the requirements for insurance [showing 
document to witness]? 

Mr. Wyman. Yes, it shows $500,000 in excess of Federal insurance 
reserve, Which I assume to be equal to the minimum required. There- 
fore, that would lead to the $500,000 excess. 

Mr. Fiscuspacn. Item 37, which was just shown to the witness, 
is from the report of examination by the examiner in Los. Angeles, 
which the witness received September 2, and which is dated July 16, 
1949, and shows that Long Beach Federal had $422,450 for the Federal 
insurance reserve and $500,000 in reserve over and above that, or a 
total of $992,450 in reserve, in addition to specific reserves of $292,- 
975.50, shown in item 36. 

I think we ought to suspend at this point. 

Mr. Hourrtetp. The subcommittee will suspend until 2 o’clock. 


The witness will be excused until 2 o’clock. 
(Whereupon, at 12:35 p. m., a recess was taken, to reconvene at 
2p.m., this same day.) 


AFTERNOON SESSION 


Mr. Houirietp. The subcommittee will be in order. 
Mr. Fiscupacu. I call Mr. Gregory. 


FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, 
LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
LONG BEACH, CALIF. 


Mr. Fiscuspacu. You have previously been sworn. I want you to 
understand that the testimony you are giving today is under the 
sanctity of the oath heretofore administered to you; is that correct? 

Mr. Gregory. That is correct. 

Mr. Fiscupacn. That will be your understanding? 

Mr. Gregory. Yes, sir. 

Mr. Fiscusacu. Just before recess, Mr. Gregory, there was testi- 
mony before the subcommittee to the effect that in connection with 
loans made by Long Beach Federal to Wrigley Heights, that Long 
Beach Federal serviced the mortgages given by purchasers of homes 
to Wrigley Heights, that Long Beach Federal collected 6}; percent 
from the purchasers of these homes, that 2 percent of the interest 
thus collected was credited to the account of Wrigley Heights. 
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I would like to ask whether Long Beach Federal did service thos: 
mortgages and did collect such interest and did deal with the matter 
in the manner testified? 

Mr. Grecory. You mean by servicing the mortgages, the contrac: 
with Wrigley Heights, sold to the third party? 

Mr. Fiscnsacnu. That is correct. 

Mr. Gregory. We did not service the contracts. We made loans 
to Wrigley Heights and had the notes and deeds of trust underlyin: 
that obligation from Wrigley Heights to the association, but we did 
not service the contracts where W rigley Heights sold to other people 

Mr. Fiscusacn, Did you collect the interest that was payable to 
Wrigley Heights from the purchasers of those homes? 

Mr. Greeory. No, sir, we did not. | might say, Mr. Chairman 
so that there will be no question involved, there are other contractors 
where we did collect, but we did not on Wrigley Heights. 

Mr. Fiscnsacn. One other thing, Mr. Gregory. I take it that you 
familiarized yourself with the affairs of the association when you went 
back into management of the affairs of the association after order No 
388? 

Mr. Grecory. As nearly as I could, yes, sir. 

Mr. Fiscupacn. Did you find that Mr. Ammann had made any 
loans to builders during the tenure of his conservatorship of Lone 
Beach Association? 

Mr. Greogory. He had made considerable loans to builders and to 
modifying already existing contracts between the association and its 
borrowers. 

Mr. Fiscupacn. With specific reference to loans during the con 
servatorship to a party by the name of Lenney—is that correct? 

Mr. Grecory, L-e-n-n-e-y, I think it is. 

Mr. Fiscusacnu. Tell us what vou found in connection with trans 
actions between Mr. Ammann as conservator and this party by th 
name of Lenney? 

Mr. Grecory. Mr. Lenney had borrowed from the association 
prior to the time it was seized under a title VI loan, that is a, 4 
percent FHA loan, and had sold those properties on sales contracts 
very similar to the Wrigley Heights. Mr. Ammann entered into a 
written agreement with Mr. Lenney, reducing the rate of interest 
from 4% percent to 4 percent. 

Mr. Fiscuspacn. Had Mr. Lenney in the interim sold these homes 
to purchasers? 

Mr. Grecory. Yes, sir, he had. 

Mr. Fiscupacw. What was the effect of the agreement between 
Ammann and Lenney reducing the rate of interest payable by Lenney 
on those loans? 

Mr. Greaory. It reduced the amount the association got—it re- 
duced the amount that Lenney paid, but left the amount that Lenne\ 
collected from the subsequent purchasers unchanged. 

Mr. Fiscupacu. So that, as a result of that contract home pur- 
chasers were paying to Mr. Lenney a higher profit than he had 
previously been making. himself? 

Mr. Grecory. That is correct. 

Mr. Fiscupacn. That is all at this point, of this witness, so far as 
I am concerned. 

Mr. Houirtevp. Very well. 
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FURTHER TESTIMONY OF WILLIAM K. DIVERS, CHAIRMAN, HOME 
LOAN BANK BOARD 


Mr. Fisenpacn. Did you hear Mr. Gregory’s testimony? 

Mr. Divers. I did. 

\ir. Fiscuspacn. Do you have anv comment to make in connection 
with the state of affairs, assuming them to be as they were described 
by Mr. Gregory? 

‘Mr. Divers. In the first place, I’d like to say this, that I was ad- 
vised, as I recall and have testified this morning, that in the case of 
Wrigley Heights Corp. the only thing that he said that they did not do 
was that they did not service the mortgage. He did not raise any 
question about the fact that the loan had been made at 4! percent, 
and 6 percent had been collected from the purchasers of these homes. 

Mr. Fiscusacn. That fairly appears here, but I would like, Mr. 
Divers, to have some comment from you with regard to this type of 
transaction, since you took the position in this morning’s session that 
you were concerned with the home owner and the home owner’s 
rights. 

In the light of what Mr. Gregory testified to, it would seem that if 
vou had the concern you professed, that you would have taken some 
action, so that home owners throughout the United States would not 
be subject to paying a higher rate of interest on mortgage money that 
had originally been given to finance the construction of houses. Do 
you not agree? 

Mr. Divers. I would say this: That if it appeared to us that a 
regulation was necessary or desirable, we would adopt it. I testified 
this morning that no cases other than this had been brought to the 
attention of the Board. 

Mr. Fiscupacu. There was testimony, Mr. Divers, to the effect 
that a Mr. Slane, a lawyer of Los Angeles, of good repute, had written 
a communication to the Board a number of vears ago. 

Mr. Divers. That is right, but it was with reference to this same 
association, and not another one. 

Mr. Fiscnupacu. You evidently attached sufficient significance to 
that to refer it to the Department of Justice, did you not? 

Mr. Divers. I do not think we did, sir. I do not know who did. 
Somebody may have. 

Mr. Fiscnppacnu. Mr. Divers, are you not responsible for what 
transpires in the Home Loan Bank Board? 

Mr. Divers. Yes; but we have hundreds of employees, Mr. Fisch- 
bach, and I am not aware, and do not pretend to be acquainted with 
cach and every act of all of those hundreds of employees. 

Mr. Fiscupacu. Let me ask you, Mr. Divers, whether you adopt 
the paragraph on page 4 of Mr. Wyman’s statement that I now 
show you. 

Mr. Divers. As I told you this morning, that question of the 
contingent liability of the association for litigation expense was not 
one of the reasons why I voted for order No. 2015. Our chief super- 
visor apparently has expressed some concern about it. 

Mr. Fiscusacn. Your chief supervisor presented this document, 
Which is a four-page document headed “Long Beach Federal Savings 
and Loan Association Operation Since January 24, 1948,” and is a 
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summary of the matters upon which he made recommendations ty 
the Board in connection with order No. 2015. 

Now, was that one of the matters that Mr. Wyman did place befor, 
you for your consideration at the time that order No. 2015 was being 
discussed? : 

Mr. Divers. So far as I recall, he did; yes. He brought it to our 
attention. 

Mr. Fiscunacu. But you did not act upon that at all? 

Mr. Divers. That was not one of the reasons why I voted for th, 
order; no. 

Mr. Fiscupacu. How about the other members of the Board? 

Mr. Drivers. I could not speak for them. I do not know exactly 
what reasons they felt they had. I know what they told me, but | 
think it would be better for them to speak for themselves. 

Mr. Fiscupacu. Did they discuss this serious contingent liability 
of the association for litigation expense? 

Mr. Divers. I do not recall that there was any discussion. I do 
not remember discussing it. 

Mr. Fiscusacu. This serious contingent liability of the association 
for litigation expense, as Mr. Wyman puts it in his testimony before 
this subcommittee, was apparently not serious at all according to 
your testimony; is that right? 

Mr. Divers. It was not one of the reasons why I voted for the 
order, if that is your question. 

Mr. Fiscupacn. Was it discussed, Mr. Divers? 

Mr. Drivers. It was brought to the attention of the Board. The 
chief supervisor gave us his opinion of it. 

Mr. Fiscupacu. Mr. Wyman also expressed in his testimony the 
fact that it was his desire to terminate these litigation expenses, that 
it was part of the package. I am not attempting now to give you 
his testimony in exact phraseology, but that is the sense of his 
testimony. 

Was that discussed by the Board, the question of terminating the 
litigation expenses? 

Mr. Divers. I do not think we ever had a meeting at which we 
discussed the litigation without expressing some desires that we'd 
be through with it. 

Mr. Fiscupacu. Was the question of litigation expenses discussed 
in any of these discussions leading up to the adoption of order No. 
2015? 

Mr. Divers. I can say this: I think that according to the best of 
my recollection there was no extended discussion of litigation expenses. 

Mr. Fiscupacu. Was it one of the factors that you had in mind 
when the order was made? 

Mr. Divers. Not as far as this member of the Board is concerned. 

Mr. Fiscupacu. How about the other members of the Board? 

Mr. Drivers. I could not speak for them. If you want my personal 
opinion, I do not remember discussing the matter with Mr, LaRoque. 
I do not think that it was one of the principal factors so far as Mr. 
Adams was concerned. 

Mr. Fiscusacu. Was it a factor, though, so far as Mr. Adams or 
Mr. LaRoque were concerned? 

Mr. Divers. That I could not say, sir. I could not say that. 
They would have to tell you that. 
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Mr. Fiscupacu. Was there a minute entry made as to the grounds 
upon which order No, 2015 was being voted for? 

Mr. Divers. I do not recall. I have not seen it recently, if there 
was one. 

Mr. Fiscupacu. Is it your position, Mr. Divers, that this serious 
contingent liability of the association for litigation expense did not 
have anything whatever to do with order No. 2015? 

Mr. Divers. It might have influenced the other Board members. 

Mr. Fiscupacu. You think it might have influenced the other 
Board members? 

Mr. Divers. It might have. 

Mr. Fiscusacn. Here is an affidavit you made on March 18, 1950. 
Do you remember the affidavit? 

Mr. Divers. Yes; I remember it. 

Mr. Fiscupacnu. Is it true? 

Mr. Drivers. Yes, sir. 

Mr. Fiscuspacn. I would like the affidavit marked as an exhibit. 

Mr. Divers. I think that is exactly in accordance with what my 
testimony has just been. 

Mr. Hourrrevp. It will be marked “Home Loan Bank Board Ex- 
hibit No. 8,’ and made a part of the record. 

(The affidavit was marked “Home Loan Bank Board Exhibit No. 
8” and is as follows:) 


Home Loan Bank Boarp Exuispir No. 8 
[Vol. 1 in Appeal No. 12591 (O’ Melveny & Myers), pp. 54-55] 
AFFIDAVIT OF WILLIAM K. DIVERS 


District oF COLUMBIA, 88: 

William K. Divers, being first duly sworn, upon oath deposes and says: 

That he is the Chairman of the Home Loan Bank Board and as such is its 
chief executive officer. 

That the Home Loan Bank Board has never taken or proposed to take any 
disciplinary action of any kind against any savings and loan association or 
[14186] any member of a Federal home loan bank on account of its use of funds 
to contest the action of the Federal Home Loan Bank Administration in con- 
solidating the Federal Home Loan Bank of Los Angeles or in appointing a con- 
servator for the Long Beach Federal Savings and Loan Association or its use of 
funds for litigation in connection therewith, including the litigation described in 
the caption of this affidavit. 

Wiuiuram K, DIvErs. 

Subscribed and sworn to before me this 18th day of March 1950. 

[SEAL] /s/ Pavut PreirFrer, Jr., Notary Public. 


My commission expires Oct. 15, 1952. [14187] 


Mr. Fiscupacn. It was called to your attention before, Mr. Divers, 
that order No. 2015 proposed, among other things, that after hearing 
possibly the Insurance Corporation might be appointed as receiver 
of the Long Beach Federal? 

Mr. Divers. That is right. 

Mr. Fiscuspacu. Was it also called to your attention that if the 
Insurance Corporation were appointed as receiver of Long Beach 
Federal that it would be in a position to liquidate claims made against 
it in litigation by Long Beach Federal? 

Mr. Divers. It was not specifically discussed at that time. 
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Mr. Fiscupacn. Have you any comment to make now that it 
been called to your attention? 

Mr. Divers. Well, I do not know. There was not much disc) 
sion. As | understood it, the oniy reason that this reference to 
receiver Was put in was because of the statute which provided that 
the Federal Savings and Loan Association could not operate without 
insurance. 

You pointed out the other day—you had some question with 
reference to the propriety of the Board passing on claims which were 
in effect against an instrumentality that was managed by the Board: 
is that right? 

Mr. Fiscupacn. That is one of the things I pointed out the other 
day, Mr. Divers. 

Mr. Divers. And I have thought about it and, so far as I can see, 
about the only thing that we do would be to pursue our duty as we 
saw it, and if we took the wrong approach, why, it would be up to a 
court to review it. 

Mr. Fiscusacn. In point of fact, Mr. Divers, has it not been called 
to your notice that it was specifically charged under oath that you, 
not only as a member of the Board, but also as a trustee of the Insur- 
ance Corporation, intended to seize Long Beach Federal, and that 
charge was not denied by you? 

Mr. Divers. No. I would deny that flatly here and now. 

Mr. Fiscuspacuw. You did not deny that charge when that was 
made in court; did you? 

Mr. Divers. Where was the charge made in court?) Was I there? 

Mr. Fiscupacu. Your counsel was there, so the record indicated. 

Mr. Divers. There have been a lot of charges made in this case 
that have not been proved. They keep us busy answering them all 
of the time, it seems to me. If we had to attempt to deny every 
charge that was made 

Mr. Fiscnpacu. Was such a charge ever called to vour notice? 

Mr. Divers. I do not remember whether it was or not. 

Mr. Fiscupacu. Is it not fair for us to gather from your testimony, 
Mr. Divers, that you left the question of such charges, as I indicated 
before, and other allegations, both pro and con, as far as the litigation 
is concerned, largely in the hands of the Department of Justice and 
have not concerned yourself with their content? 

Mr. Divers. That is true with reference to details, procedures. 
I think that at all times we have been consulted with reference to 
facts and policies. 

Mr. Fiscupacn. Were you ever concerned with the fact that 
possibly the San Francisco bank might not prevail in this litigation? 

Mr. Divers. Not the San Francisco bank; no, sir. 

Mr. Fiscupacn. Why not? 

Mr. Divers. I imagine that there must have been at least 10 
lawyers for whom we had considerable respect, who had gone over the 
case and had given it as their opinion— 

Mr. Fiscupacu. There was no liability? 

Mr. Divers. That we could not possibly lose a nickel. 

Mr. Fiscusacn. Do you not think that in all fairness the other 
side could match you lawyer dor lawyer and opinion for opinion, and 
present a picture that was diametrically opposite? 





INVESTIGATION OF HOME LOAN BANK BOARD SS7 


Mr. Divers. I suspect so. In all fairness, I should think that 
they could probably match us lawyer for lawver. 

\ir. Fiscusaca. In the light of that, Mr. Divers 

Mr. Divers. Except we might have more if we have the Depart- 
ment of Justice. 

Mr. Fiscupacu. That is right. I think by actual nose count, 
possibly, but in the light of that, Mr. Divers, does it not occur to you 
that it hardly lies in the mouth of the Board to criticize the association 
for ignoring the possibility that it might not prevail in the litigation? 

Mr. Divers. That might be. 

\lr. Fiscupacu. Yet such a charge is made here. 

Mr. Divers. It was among those that were made. 

Mr. Fiscupacn. It is hardly cricket, to say the least, to make that 
kind of a charge or to try to justify order No. 2015 on that kind of a 
premise before this subcommittee; is it? 

Mr. Divers. I did not mention it as one of the reasons why I 
voted for the order. 

Mr. Fiscupacu. Then this is another point in which you depart 
from Mr. Wyman’s position? 

Mr. Drvers. If he says it is important and compelling, why, | 
would say that it did not apply to me. 

Mr. Fiscupacu. How about the other members of the Board? 

Mr. Divers. Again, I could not answer for them. 

Mr. Hourriretp. Mr. Divers, I am a little bit confused at this point. 
I understand that this statement of Mr. Wyman’s which was filed in 
some detail, uot only the 4-page statement but another statement of 
18 pages—I believe the testimony showed that it was compiled in 
consultation with the attorneys, with your counsel, and now we have 
in effect here you taking one position and your supervisory Manager 
taking another position. He says order No. 2015 was issued because 
of certain things. And some of those charges that he made yester- 
day, he said, were not illegal, but were against his own idea of how 
they should be done. And now we find his two concluding charges 
here which have just been shown you. I might read them here: 

It appeared that the association was ignoring completely the possibility that it 
might not prevail in the litigation or even if it did prevail that its costs for attor- 
ney fees and other litigation expenses might have to be borne by the association. 

Mr. Fiscnpacu. Excuse me; I want to show you exactly what he 
is reading from so that you can follow it. 

Mr. Divers. I want to read another part of it. 

Mr. Hourrrevp. (reading): 

The Home Loan Bank Board concurrently had before it advice from the De- 


partment of Justice that the Long Beach Association would not prevail in the 
litigation. 


That was one of his reasons. The next one: 


This serious*contingent liability of the association for litigation expense, plus 
the fact that during the period between January 24, 1948, and June 30, the asso- 
ciation had paid out in dividends to its shareholders approximately $112,000 
more than its net income, raised with the Board very urgent and important super- 
visory questions as to what might be the ultimate effect of the course being pur- 
sued by the association upon the association’s solvency, upon the Federal Savings 
and Loan Insurance Corporation. 


He gives those two items there as being the thing that raised before 
the Board the very urgent and supervisory question as to the effect 
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and as reasons for the issuance of order No. 2015. And as I under- 
stand it now, you dissociate yourself entirely from Mr. Wyman’s 
statement which, as I also understand, was prepared in consultation 
with the attorneys of your Board. It puts us in the position of won- 
dering just exactly what weight the Board gave to Mr. Wyman’s 
reports to the Board and his recommendations to the Board, and what 
weight we should give the testimony in view of the fact that you, as 
Chairman of the Board, have now dissociated yourself from those 
points. 

Mr. Drivers. I would answer that this way: I’d say, so far as | 
know, there is no question about item No. 1, item No. 2, item No. 3. 
And I should think—I mean, as far as I was concerned, I thought that 
those were sufficient. [I am not trying to avoid the issue, but I do 
not think that I can tell just what specific counts of this memorandum 
that has been prepared by Mr. Wyman here, what specifically was in 
the mind of Mr. LaRoque or Mr. Adams at the time that they 
adopted it. 

I am trying to tell the subcommittee what was in my mind in case 
they have any question as to the propriety of my position. 

Mr. Hourrretp. We realize that you cannot answer for Mr. Adams 
and Mr. LaRoque. 

Mr. Fiscupacn. Who suggested the appointment of the Insurance 
Corporation as a receiver? 

Mr. Drivers. It is my recollection the only—the statute appoints 
them as receiver in the case of a Federal savings and loan association. 
So if any receiver was to be appointed they’d be the ones who would 
be appointed. 

Mr. Fiscupacu. Exactly. Who suggested that possibly a receiver 
might be appointed? 

Mr. Divers. Well, as I recall, the question came up as to what 
action, if any, could be taken by the Board if this order to show cause 
showed that the association had not done these things that were 
charged, and they came to the conclusion that if the payment of 
insurance, for example, had to be to the Insurance Corporation, and 
had not been made to them, that a Federal savings and loan association 
could not operate without the insurance. And one of the procedural 
steps would be liquidation, if we ever got that far, or receivership, at 
least, if we ever got that far. 

Mr. Fiscusacn. There is no gainsaying the fact that at the time 
you voted for order No. 2015 on the ground that insurance premiums 
had not been paid to the insurance corporation, that those premiums 
had been paid into court? 

Mr. Divers. Some premiums had been paid into court. 

Mr. Fiscupacn. Was there any question at all that the premiums 
had been paid into court? 

Mr. Drvers. It was indicated to us that there was no way that we 
could tell what premiums were due. 

Mr. Fiscupacu. I wonder, Mr. Divers, if what you are trying to 
tell this subcommittee is that you took the word of people around you 
as to what the situation was and really did not have any personal 
investigation of the matter yourself? 

Mr. Drivers. I certainly acted on the facts as they were represented 
to the Board by the staff of the Home Loan Bank Board and of the 
Insurance Corporation and I would do it again, sir. 
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Mr. Fiscupacnu. And did it not occur to you that you should button 
down the question as to whether the insurance premiums had been 
paid into court? 

Mr. Drvers. We spent 3 days, I think, discussing the results of 
the examination, the lack of the monthly report, the lack of the annual 
report, the lack of the audit, the insurance premium, but we adopted 
this order. 

Mr. Fiscupacu. You knew that the insurance premium had been 
paid into court, though, did you not? 

Mr. Divers. We knew that some money had been paid into court 
which purported to be the insurance premiums for the Long Beach 
Federal. 

Mr. Fiscupacu. Did you ever challenge the computation of the 
amounts that were paid into court as being insufficient? 

Mr. Divers. I do not know. I think that Dr. Husband has told 
us that in his opinion the amounts may have been insufficient. 

Mr. Husspanp. According to our best estimates or as of last time, 
as of May, to be exact. 

Mr. Fiscupacu. Let us have it as of the time of the adoption of 
order No. 2015. 

Mr. Huspanp. As of the time of the adoption of order No. 2015, 
according to our best estimates, the proper amount was deposited. 

Mr. Fiscuzacu. The proper amount was deposited? 

Mr. Husspanp. Yes, sir. 

Mr. Fiscupacn. How about that, Mr. Divers? You could not 
have had any different information, so Dr. Husband indicates. 

Mr. Huspanp. I think, Mr. Fischbach, Mr. Divers answered it 
that way, first, at the time of the order, and then I think you asked 
later, has there been at any time a deficiency, if my memory is correct. 
That is the way you presented those questions. 

Mr. Fiscupacu. The point right now, Mr. Divers, is that at the 
time order No. 2015 was adopted by you, we have Dr. Husband’s 
statement to you right here in the presence of the subcommittee that 
the exact amount was on deposit in court. 

Mr. Divers. I was told at that time that there was no way that 
we could tell what the proper amount was. Now it may be that he 
had some information that I did not have, but that is what was told 
to me by the staff. 

Mr. Fiscunacn. Taking that statement of yours that you were 
told you could not compute it, I inquire now as to whether you ever 
challenged the computation that. was made or the sufficiency of the 
funds that were deposited in the court? 

Mr. Divers. There was no basis for challenging it if we did not 
have their monthly reports. 

Mr. Fiscnupacu. That is not what I asked you. 

Mr. Mixer. In connection with that, Mr. Divers, you cannot, of 
course, as you realize, testify before this committee to any advantage 
to the committee or make statements based upon what your counsel 
or attorneys have told you at one time and then dissociate yourself 
from them some other time. It is presumed that you must have had 
counsel following the litigation in California. 

Mr. Divers. That is right. 

Mr. Mitier. Were you never told as the Chairman of this Home 
Loan Bank Board that it was a matter of fact that the association, 
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the Long Beach Federal Association, was filing in substantial eo. 
pliance with the rules and regulations and laws prevailing mont} 
reports except that they were not filing with you, they were filing 
them into court; did not any lawyer ever tell you that? 

Mr. Divers. No, sir; I do not know it to this day. I do not knoy 
that they are doing it yet. As a matter of fact, I mquired just a fey 
days ago and I was told that they have not done it. 

Mr. Mituer. Did they or did they not? You do not know? 

Mr. Divers. So far as I know they have not done it yet. 

Mr. Fiscusacn. Were you not ever told, Mr. Divers, that when t}), 
examiner in Los Angeles went in to make this examination just prior 
to the adoption of order No. 2015, LaFrentz & Co. were engaged i: 
an audit? 

Mr. Divers. What does that have to do with the monthly reports’ 
I mean, Is this a different subject? 

Mr. Fiscupacu. Can you answer the question? 

Mr. Divers. Will you read the question? 

(The question was read by the reporter.) 

Mr. Divers. The first knowledge that I had that an audit had been 
made was when I saw it as a result of the examination which ow 
examiners made. They referred to the audit. 

Mr. Fiscupacu. Were you ever told that your examiner requested 
and was given access to the work sheets of LaFrentz & Co., so that 
your examiner could make the report which he did make as of the clos: 
of business, July 16, 1949, and which was received here September |, 
1949? 

Mr. Divers. That was an examination that he made. He did not 
make an audit. 

Mr. Fiscusacn. I submit you did not answer my question. 

Mr. Divers. Let us keep it to one question, please, at a time. 

Mr. Fiscupacu. Were you not told that when your examiner in 
Los Angeles went in to make the examination upon which he reported 
in Home Loan Bank Board Exhibit No. 6, received here in Washington 
September 1, 1949, that your examiner had had access to the work 
sheets of LaFrentz & Co.? 

Mr. Divers. That was not specifically brought to my attention. 
And so far as I know it was not mentioned one way or the other. 
We were advised that an audit had been made and we were also advised 
that a copy of that audit had not been filed as required by the regu- 
lations. 

Mr. Fiscupacn. Were you ever advised, Mr. Divers, that the audit 
had been completed by LaFrentz & Co.? 

Mr. Divers. Yes; I think—we were under that impression. 

Mr. Fiscunacn. On what did you rely to reach that conclusion? 

Mr. Divers. On the statement of the Chief Supervisor that an 
audit had been made and had not been filed as required by th 
regulations. 

Mr. Fiscupacu. So you, therefore, assumed that LaFrentz & Co. 
had completed their audit and acting upon that assumption you 
proceeded to give consideration to the adoption of order No. 2015° 

Mr. Divers. We had every reason to believe it, yes. 

Mr. Fiscupacn. Mr. Divers, do you not think that that was 
rather a serious act to premise upon a conclusion of that character 
without any evidence to support it? 
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Mr. Divers. We were acting on the advice of our staff. We have 
confidence in them. We have done business with them for years. 
And we never have had any reason to believe that they would mis- 
represent or-—-— 

Mr. Fiscupacu. I want to get the picture as to how you act in 
the Home Loan Bank Board before this subcommittee. Thus far it 
would appear that in connection with order No. 2015 you had in 
attendance upon you Mr. Wyman, counsel, Mr. Heisler, and Mr. 
McKenna, possibly Mr. Siegel, and other members of the staff, and 
various representations were made to you orally? 

Mr. Divers. And the other members of the Board. 

Mr. Fiscupacn. Correct. And that upon those recommendations, 
but without requirmg either a written memorandum or any other 
report in writing, discussions ensued and out of those discussions 
order No. 2015 was issued. Is that a correct picture as to how the 
Board works? 

Mr. Divers. Yes, I guess that is right. In this particular case, 
now, Mr. Fischbach, we get written memoranda in almost all cases 
over there; in this particular——— 

Mr. Fiscuspacu. This is the most important case in which the 
Home Loan Bank Board was involved? 

Mr. Divers. Well, at the same time—— 

Mr. Fiscunacu. Was it not? 

Mr. Divers. It was in litigation. 

Mr. Fiscupacu. Was it not the most important case in which the 
Home Loan Bank Board was involved? 

Mr. Drivers. I think it probably was at least as important as any 
other one. 

Mr. Fiscupacu. Was it not the most important, Mr. Divers? 

Mr. Divers. Probably. 

Mr. Fiscuspacn. And yet you used a higher yardstick of adminis- 
trative requirements in less important cases than you used here? 

Mr. Divers. No; I would not agree with that. 

Mr. Fiscnupacn. Well, did you use the same yardstick in other 
cases? 

Mr. Divers. What do you mean by yardstick? 

Mr. Fiscupacu. Oral reports, no written memorandum, nothing 
except what you were told by members of the staff? 

Mr. Divers. That is what I am trying to tell you. I mean ordi- 
narily these matters come on written recommendations of the super- 
visor or the general manager of the Insurance Corporation. They 
are not in litigation, and they come up before the Board without the 
necessity for those people appearing unless we have specific questions 
with reference to what they are recommending or proposing to us. 

Mr. Fiscupacn. Did you refrain from making a written record in 
this case because of the litigation? 

Mr. Divers. No, sir. 

Mr. Fiscupacu. Were you advised not to? 

Mr. Divers. No, sir. 

Mr. Fiscupacn. You did it voluntarily? 

Mr. Divers. Yes, sir. I am trying to do—to tell you that this 
thing did not come up in the regular way, because{it was in litigation; 
| mean, the examination report came in and they went to work on the 
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examination report, had this insurance question, and this proposed 
order grew out of a conference. 

Mr. Mitier. My great question is how, when you say that it did not 
come up in the regular way because it was in litigation, how then could 
you expect the Federal home loan bank to act in the regular way, 
because they were in litigation; in other words, my point being that 
they were in court and many of the things were in litigation. Your 
rules and regulations provide monthly reports and yearly audits, but 
here you had taken this association away from its auditors and you 
had a conservator in there over whom these people had no control, 
and his predecessor, and they could not dg anything. He was in 
charge. And then all at once, the books are given back to the associa- 
tion. Now you immediately want a monthly report and want a 
yearly audit, and they say: 

We cannot without maybe admitting a thing that we do not wish to admit or 
to concede things that we wish to litigate or manifesting things we do not know. 
As a consequence, because we are in this particular way, we will have to do the 
best we can and we will file it in court when we can and get an audit completed, 
and so forth and so on. 

Mr. Divers. In the first place, we did not ask for it immediately. 
This was 18 months, as I recall, at least, after the institution had 
been returned. 

Mr. Miuter. That is true, January to September the following 
year. 

Mr. Houirretp. But during that first 7 months it was returned 
part of the books were withheld from the Long Beach association? 

Mr. Divers. I know they were gradually being turned over. 

Mr. Houirteip. Over a period of several months, I believe the 
previous testimony was. 

Mr. Drivers. I do not know how long it was, but I know that there 
were photostating and transfer and so on and so forth. 

Mr. Fiscuspacu. Ammann’s accounting had not been made; is that 
not true? 

Mr. Divers. The Congressman was just talking about turning over 
these books. 

Mr. Fiscuspacu. I am just pointing out another facet of this situa- 
tion. Ammann’s accounting had not been made? 

Mr. Divers. On that basis I guess they claim it has not been com- 
pleted yet; do they not? 

Mr. Fiscupacn. The court has not passed upon it and neither 
have you passed upon it; is that not true? 

Mr. Divers. That is right. 

Mr. Fiscupacn. All right. Did you know when you adopted 
order No. 2015 that the management of the Long Beach Federal 
disputed some of Mr. Ammann’s transactions? 

Mr. Divers. Yes, we did. And if they had furnished us a monthly 
report or an annual report with the same kind of a qualifying or quall- 
fied certificate like they did in that examination report, I do not think 
there would have been any question about it. 

Mr. Fiscupacn. Then why, when you had this affidavit in Sep- 
tember of 1949—— 

Mr. Divers. That is an examination report. 

Mr. Fiscuspacu. Just a minute. Why, when you had this affidavit 
in September of 1949 and you had the report of your own examiner to 
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which the affidavit was attached, Mr. Divers, why did you not accept 
that as a reasonable report of what it purported to show? 

Mr. Divers. We accepted this so far as the examination was con- 
cerned. We have never made the claim here that they did not sub- 
mit themselves to examination. Our claim was that they had not 
filed monthly reports and had not filed an annual report and had not 
filed a copy of the audit even with the qualification like this. We did 
not raise any question about this. We have not said that they did not 
submit to examination. 

Mr. Fiscuspacn. I thought Mr. Wyman took the position that he 
was not satisfied with this examination report. 

Mr. Divers. He thought that there was additional information 
that could have been obtained by our examiners, but he did not take 
the position that they attempted to hide it from us or that we could 
not get it. 

Mr. Fiscusnacu. Were you not in attendance before this subcom- 
mittee when the statement was made by Mr. McKenna that an exami- 
nation of the books of the association is not an examination of the 
associatlon—were you not present when such a statement was made? 

Mr. Divers. I do not remember. It does not seem to me—— 

Mr. Fiscupacu. Would you adopt that statement if Mr. McKenna 
made it? 

Mr. Divers. I am not an expert on examination. 

Mr. Fiscupacn. You are a lawyer? 

Mr. Drivers. I am a lawyer, but I am 

Mr. Fiscupacu. And also Chairman of the Board. 

Mr. Drivers. I do not think that makes me expert on examination 
or supervision or anything of that kind. 

Mr. Fiscnpacn. Let me understand, it is the position of the Board 
that it has never claimed that the Long Beach never made its books 
and records available to it; is that correct? 

Mr. Drivers. I think that is correct. 

Mr. Fiscupacn. You are speaking for the Board as well as for 
yourself now? 

Mr. Divers. That is my understanding of it, Mr. Fischbach. I 
do not know—I do not recall that at any time, when we tried to 
make an examination, when any examiner said to us, ‘““They have re- 
fused to give us this piece of information,” or “Refused to give us that.” 

Mr. Fiscupacn. When you had your examination immediately 
prior to the adoption of order No. 2015, was there anything about the 
operations of the Long Beach Federal that were not covered to your 
satisfaction in Mr. Turner’s report, which is exhibit No. 6 here? 

Mr. Divers. I would like to have had some more information about 
the practice of collecting a higher interest rate than the insurance 
had loaned. 

Mr. Fiscupacu. Did you ask for it? 

Mr. Drivers. I asked for that information; ves. 

Mr. Fiscnspacu. Who did you ask for that information? 

Mr. Divers. I asked Mr. Wyman for it. 

Mr. Fiscupacnu. Do vou know if he obtained it? 

Mr. Divers. His reply to me was that he went back through the 
examination report and was not able to get it from that examination 
report. He said we’d have to either get a special examination or 
another examination. 
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Mr. Fiscnupacu. Mr. Wyman, did you at any time request 
information which Mr. Divers says he asked you to obtain? 


FURTHER TESTIMONY OF JOHN M. WYMAN, CHIEF SUPERVISOR, 
HOME LOAN BANK BOARD 


Mr. Wyman. Yes, I think we did. 

Mr. Fiscuspacu. Did you write for that information? 

Mr. Wyman. I think we did. 

Mr. Fiscnspacu. Will you produce the letter? 

Mr. Wyman. I will see if I can find it. I do not have it with me, 
but I will see if I can locate it in the office. 

Mr. Fiscusacn. Did you get an answer before order No. 2015 was 
adopted? 

Mr. Wyman. That I do not recall—whether it came before or after. 
What we asked for was copies of the forms of sales contracts that were 
being used by the builders whom the association was financing, and 
information, I believe, as to the interest rate that was stipulated in 
those sales contracts, as I recall the matter. 

Mr. Fiscupacn. Are you referring to a communication dated 
September 2, 1949, which you addressed to Mr. Dolan? 

Mr. Wyman. That I do not know. I do not recall the date of it 
but I seem to recall I did write such a letter. 

Mr. Fiscuracnu. Is this the letter that you wrote—is that the lette: 
you mean? 

Let the record reflect that the letter shown to Mr. Wyman at this 
point is a letter from the Supervisory Division dated September 2 
1949, headed, ““Memorandum,” and it is addressed to Mr. Verne € 
Bonesteel, Chief Examiner, and it is signed “John M. Wyman.”’ 

Mr. Wyman. Yes, that is the request that was made. 

Mr. Fiscuracn. This is the request that was made? 

Mr. Wyman. Yes, sir. 

Mr. Fiscuracu. And can you tell us where in this request you 
sought to obtain the information that Mr. Divers asked you to obtain? 

Mr. Wyman. I will have to read it. 

Mr. Fiscurnacn. While vou are reading that, I would like to ask 
you this question, Mr. Divers. Did you get an answer, and did you 
get the information you requested before you adopted order No. 2015: 


FURTHER TESTIMONY OF WILLIAM K. DIVERS, CHAIRMAN, HOME 
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Mr. Divirs. That I do not remember, because, as I say, I was ac! 
ing on the basis of these items that we have gone over several times 
here. 

Mr. Fiscuracn. You have just indicated, Mr. Divers, that you did 
not have any information with regard to the 4% percent on the Wrigley 
Heights and the 6 percent. 

Mr. Divers. You asked me whether or not there was any additiona! 
information that I would like to have had that was not contained 1! 
the examination report. 

Mr. Fiscuracn. And you specificially said—— 

Mr. Divers. And I told-——— 

Mr. Fiscuracu. You said Yes.” 
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Mr. Divers. I said ‘‘Yes.”” I told you what specific additional 
information I wanted. I did not say that I had to have it before order 
No. 2015 was passed on. 

Mr. Fiscunacn. So that we understand one another, I will ask you 
again, did you get the information before you adopted the order, or 
did you not? 

Mr. Drivers. I got the circumstance, as I recall, that the informa- 
tion was not available from the examination report. I did not get the 
information I wanted. 

Mr. Fiscuracu. You did not get the information you wanted before 
you adopted order No. 2015? 
~ Mr. Divers. Additional detailed information, ves. 

Mr. Fiscuracn. You did not? 

\Mtr. Divers. That is right. | thought I had enough of it. 

Mr. Fiscuracu. All right. Now Mr. Wyman, can you answer the 
question, having examined the letter? 

Mir. Wyman. I may read this paragraph from the memorandum. 

Mr. Hourrretp. Let us read the whole letter. 

Mr. Fiscupacn. It is already in evidence. 

Mr. Wyman (reading): 

We would like to have a copy of each form of contract of sale under each of 
these several multiple loans where the properties have been sold on contract, 
each such copy to be filled out except as to the name of the purchaser. 

It was expected and I believe that is what happened, that they 
would show in there, in the form of contract filled out, the rate of 
interest on the contract. And as I recall the facts, the rate of interest 
shown in those forms of contracts that came back was the same 
rate of interest that was shown in the examination report as having 
been charged by the association to the borrower. 

Mr. Fiscupacu. Namely, 4% percent? 

Mr. Wyman. No, sir. It ran up to as high as 7 percent interest, 
| believe, and with fees ranging up to 6 and 7 percent on top of that. 

Mr. Fiscupacn. Show me that in the report in connection with 
Wrigley Heights? 

Mr. Wyman. In connection with what? 

Mr. Fiscusacn. In connection with Wrigley Heights. That is 
what you are talking about, is it not? 

Mr. Wyman. No, sir. I was not talking about Wrigley Heights. 
The loans in question as to which we were seeking additional informa- 
tion are scheduled in schedule No. 1-A, page 8-J of the report of 
examination of July 16, 1949, on the lower one-third of the page, in 
the original amount of $2,440,200, having a principal balance at the 
date of the said examination of $2,626,078. 

Mr. Fiscupacn. Let us do this together, Mr. Wyman. ‘There are 
the loans of the Associated Home Furniture; right? 

Mr. Wyman. That is right. 

Mr. Fiscunacn. Cressmore Village? 

Mr. Wyman. Yes. 

Mr. Fiscupacu. C. Gilchrist? 

Mr. Wyman. Yes. 

Mr. Fiscupacu. Hunny Investment Co.? 

Mr. Wyman. Yes. 

Mr. Fiscupacn. S. V. Hunsaker, M. Jobson, L. Sivers, C. F. 
Steinmen, and J. C. Schwartz; is that correct, Mr. Wyman? 
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Mr. Wyman. That is correct. May I complete the answer to your 
question on the matter of the 4% percent interest rate? 

Mr. Fiscupacu. By all means, do so. 

Mr. Wyman. There were only 50 of those loans in the original 
amount of $200,000 that bore interest at the rate of 4% percent. 

Mr. Fiscupacn. And the others bore interest at 6 and 7 percent? 

Mr. Wyman. The remainder of the $2,440,000 of loans bore interest 
at rates ranging from 6 percent to 7 percent, in addition to which 
there were fees ‘presumably in connection with the originating of the 
loans that ranged from nothing to as high as 7 percent. 

Mr. Fiscusacu. Now, Mr. Divers, is there anything in your regu- 
lations or in the law which prohibited loans like ‘those mentioned 
Mr. Wyman? 

Mr. Divers. I told you this morning that I thought it was contrary 
to the spirit of the charter of the institution. 

Mr. Fiscusacu. To do what, to lend money at 7 percent? 

Mr. Divers. No, as I understood these were loans that were made 
at a lower rate of interest, but to a construction company or a building 
company which in turn sold the properties on contract to individuals 
and charged a higher rate of interest. 

Mr. Fiscupacu. Now you see, do you not, that 50 of the loans in 
the original amount of $200,000 on which there was a principal balance 
of $200,000 as of the date of this examination were FHA loans at 4% 
percent interest, is that not correct? 

Mr. Divers. Yes. 

Mr. Fiscusacu. Do you see the legend FHA alongside of any other 
loan in that list? 

Mr. Divers. No. 

Mr. Fiscupacu. Do you criticize these loans that were not FHA 
loans and that were made at a higher rate of interest than the 4 
percent on the FHA loans? 

Mr. Divers. Maybe we are not talking about the same type of 
loan, Mr. Fischbach. If these are straight, conventional loans to 
individuals or to companies where they are being made at the same 
rate to the individuals when the property is resold or sold to individuals, 
that would be one thing. As I understood, these loans—these were 
loans that were similar to the one we discussed this morning. Is 
that right or wrong? 

Mr. Wyman. Some of those were sold on contract by the builders 
without provisions in the sales contract whereby the purchaser could 
prepay his contract. 

Mr. Fiscupacu. You testified the other day that there was no 
violation of any rule or regulation or law involved in that; is that 
correct? 

Mr. Wyman. I do not know. I do not recall verbatim my testi- 
mony. 

Mr. Fiscusacu. If you testified to that effect the other day you 
do not stand by it today, is that it, or do you stand by it today? 

Mr. Wyman. You want me to answer that? 

Mr. Fiscuzacn. I do, Mr. Wyman. 

Mr. Wyman. In the first place, I do not recall testifying to that 
-the other day, although I may have. If I did, I meant to say that 
it would not violate any express regulation. As I have understood 
the facts, however, over all of these years the concept and spirit and 
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the intent, if not indeed the letter of the enabling statutes going back 
to the Federal Home Bank Act and coming on through ‘the Home 
Owners’ Loan Act of which our Federal savings and loan statute is a 
part, including the National Housing Act, was to assure sound and 
economical home financing, and the Board being authorized to grant 
charters for Federal associations was under a mandate to give con- 
sideration to the best practices of similar local mutual thrift and home 
financing institutions. And the primary concern in this particular 
matter as I understand it and certainly my primary concern was that 
borrowers or purchasers of these properties were not realizing upon 
a right which is expressly granted in the Federal savings and loan 
charter to prepay their loans when they so desire and become owners 
of their homes, in fact, rather than mere mortgagors. 

Mr. Miter. | think all of this testimony is a “matter of confusion. 
I think, Mr. Divers, you were under the impression that these loans 
that he was referring to at 6 and 7 percent, that those were the trans- 
actions from the Wrigley Heights to the purchaser of the home. 

Mr. Divers. Either Wrigley or similar transactions. I did not 
know which ones it was. 

Mr. Miuuer. These loans as set forth here, the multiple loans are 
all either FHA or other different types of loans. 

Mr. Divers. No, I do not understand it that way, sir. 

Mr. Miuurer. And the FHA loans are 4% percent and those that 
are not insured loans, why, they were made at 6% and 7 percent. 
That is all right with you, is it not—you have no intention of going 
back on that? 

Mr. Divers. That is all right if they are made directly, but I do 
not understand the facts, apparently, the way that you understand 
them. I mean, I am still under the impression that some of these 
loans were being made or the association was still making loans at an 
FHA insured rate, and the mortgagor was then selling on a land- 
purchase contract at a higher interest rate. 

Mr. Miuurr. This is the examination of the Federal Long Beach 
Savings and Loan Association. Now any sale of contracts or property 
by Wrigley to any other number of people would not appear in the 
Federal loan books. 

Mr. Divers. That is what I am trying to find out. 

Mr. Miuuer. The only thing that would appear jin this book 
would be the transaction between W rigley and the Long Beach 
Federal, unless the Long Beach servic ed the contracts for “Wrigley 
which has been testified to the effect that they did not. So there 
would not, probably, be anything in the books of the Long Beach 
except the one transaction, Long “Beach to Wrigley. 

Mr. Drivers. I refer to page 2 of Mr. Wyman’s statement on the 
Long Beach Federal Savings and Loan Association, Long Beach, 
Calif. , operation, since January 24, 1948, item 4—D. It Says: 

The information was before me that the association was.continuing to make 
loans to builders to finance the construction of houses that were being sold by the 
builders on contract, the terms of which did not provide that the purchasers of 
the houses could prepay their contracts, thus in effect nullifying the express 
provision of the association’s charter that borrowers shall have the right to prepay 
their loans at any time. 

That was the information that 

Mr. Fiscunacn. That was the information that was before you? 
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Mr. Divers. That was the information that I recall that 
before me, about which | asked more information. 

Mr. Fiscurnacn. Mr. Divers, did you have the impression 1! 
Long Beach was setting a higher rate of mterest and denying to thes 
home purchasers the privilege of prepa: ving? 

Mr. Divers. No, I did not. 1 had the impression that a person 
whom they loaned the money was doing that. 

Mr. Fiscupaca. Then why did you not bring charges or start a 
show-cause proceeding against the person who was doing that? 

Mr. Divers. We do not do business directly with them. They 
do not have a charter from the Federal Government to provide for 
thrift and home ownership. 

Mr. Miritier. You would not have any jurisdiction over that? 

Mr. Divers. No. 

Mr. Houtrretp. Let me ask a question at that point. Why did 
you not call attention to the Banking and Currency Committee that 
there was a practice going on which was in your opinion circumventing 
the original purpose ‘of the basic act and that it needed some remedial 
legislation; why did you not do that? 

Mr. Divers. In the first place, Congressman, this was the only case 
that has been called to our attention out of 1,500 Federal savings and 
loan associations. And with reference to this case we were still trying 
to conduct a hearmg and hear the other side of this story. 

Mr. Fiscupacu. Are we to infer from your testimony that Long 
Beach is the only one who finances multiple building operations? 

Mr. Divers. No, sir. 

Mr. Fiscnnacn. Are we to infer from your testimony that vou made 
an inquiry and ascertained that this was an uncommon practice? 

Mr. Divers. That is what I understood. 

Mr. Fiscuspacnu. Did you make any inquiry as to ascertaining 
whether it was a common practice for builders to obtain money at 
one rate and lend it out on another? 

Mr. Divers. I got the impression that it was uncommon from tlic 
chief supervisor’s concern over it. 

Mr. Fiscupacu. Well, now let us see. Federal associations and 
State chartered associations which are insured so as to come under 
your jurisdiction, borrow money from the Home Loan Banks through- 
out the United States at one rate of interest and lend it out at a higher 
rate of interest, do they not? 

Mr. Divers. That is correct. 

Mr. Fiscuspacn. Do you know whether it is a common practice 
for builders to borrow money from Federal associations or any other 
financing institutions at one rate of interest and then when they sell 
the homes they build, charge another rate of interest for it? 

Mr. Divers. Why, I think that is one of the practices that Congress 
set up the Federal Savings and Loan System to avoid; I mean, there 
were a lot of practices like that before the early thirties. And | do 
not consider that as——— 

Mr. Fiscuspacnw. Do you know whether it was a common practice 
in the late forties or even now? 

Mr. Divers. By Federal savings and loan associations? 

Mr. Fiscupacnu. By builders? 

Mr. Divers. I am talking about Federal savings and loan asseci:- 
tions. 
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Mr. Fiscuspacn. I am talking about builders who obtain money 
from Federal savings and loan associations. So we are really talking 
about the same thing, are we not? 

Mr. Divers. I have not had any other case called to my attention. 
I have asked them to call it to my attention if there were any other 
cases. We have not had a complaint from the public like we did in 
the Long Beach case. 

Mr. Fiscupacu. I take it then that the first thing that moves your 
interest is having the matter called to your attention? 

Mr. Divers. No, that is, I mean, that does not. 

Mr. Fiscupacn. Did you ask, Mr. Divers, for a report as to whether 
or not other builders who obtained money from other Federal savings 
and loan associations were selling homes at higher rates of interest 
than they had paid for the original money? 

Mr. Divers. I got the impression that it was unusual from the 
other members of the Board who were better versed in activities of 
savings and loan associations than I was. Mr. Adams operated an 
association first under a State charter and then under a Federal 
charter for some years. 

Mr. Fiscupacu. Did Mr. Adams ever tell you that when he, in the 
operation of his own Federal association, loaned money to a builder 
that he put a clause in the contract that any house thereafter built 
with the money advanced by his association would have to go to the 
purchaser on the same terms? 

Mr. Divers. The unusual feature of it, I think, Mr. Fischbach, 1 
making a long-term loan to a builder to cover multiple housing. 

Mr. Fiscuspacu. Is that not permitted? 

Mr. Divers. To cover sales housing—wait a minute—let me point 
out what was unusual about it. Ordinarily, a construction loan made 
to a builder is a short-term loan. It is made for 12 months or 15 
months to cover the construction or the development of a project. 
And as those homes are sold the long-term morigages are made 
between the lender and the individual who purchases the home. 

Here the long-term loan was being made to a corporation instead 
of to individuals. 

Mr. Fiscusacu. While I appreciate that to be the fact, Mr. Divers, 
as you very properly point out, I ask you at this point, is there any- 
thing either in the law or in your regulations which says that a long- 
term construction loan should not be made to a builder? 

Mr. Mituer. I do not agree with this line of questioning. It is a 
quarter after 3 now and we are no place. The point is, as I under- 
stand his testimony—am I correct in summarizing your position on 
this thing—it is not a question always for your sole concern as to 
whether it is within the law. You are just as concerned in somebody 
circumventing the law, perhaps technically and legally, but to the 
detriment of individual home owners. 

Mr. Divers. That is what we look upon. ourselves. 

Mr. Miniter. That is your position here? 

Mr. Divers. That is right. 

Mr. Mituer. As a matter of fact, I mean technically and legally 

it might have been correct, but the intent of the legislature in insuring 
the loan by the Government, was to allow the individual buyer of a 
home to get the benefit thereof? 
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Mr. Divers. And the intent of putting the provision in the charter 
of the Federal savings and loan association requiring that there he 
provisions for prepayment was to give it to the home owner and not 
to the big project builder. 

Mr. Miuer. So far as you are concerned as an officer of the Home 
Loan Bank Board, the only complaint you ever had about this practice 
was arising out of this Long Beach transaction? 

Mr. Divers. That is right. 

Mr. Mitier. And I do not suppose you feel that every time you get 
an isolated complaint referring to one institution vou feel that you 
have to immediately recommend a change in the law? 

Mr. Divers. Or a change in the regulations, even. 

Mr. Miuuer. If it can be effected by conciliation and negotiation 
with the institution that is violating the particular moral obligation? 

Mr. Divers. Exactly, because if we did that we would be regulating 
every day. 

Mr. Minter. And we would have a million regulations or a million 
laws? 

Mr. Divers. That is right. 

Mr. Hourrreip. Mr. Divers, in the latter part of your statement, 
the last paragraph of your statement to Mr. Frear, you discussed the 
desirability of appointing agents, and you also discussed the advisabil- 
itv of an amendment to rules and regulations to provide for such ap- 
pointments. I notice you say, “We will follow normal procedures 
including notice and opportunity for hearings.” 

In the case of the promulgation of regulations by your Board do you 
ordinarily give notice of those regulations and opportunities for hear- 
ings? 

Mr. Divers. Ordinarily we do, sir. We put a notice in the Federal 
Register and also notify the trade associations. 

Mr. Hourrieup. As to the proposed regulations? 

Mr. Divers. As to the proposed regulations and we set a date for 
hearing that is about 30 days ahead. 

Mr. Houtrievtp. Do you follow that in every case? 

Mr. Divers. We follow that, I think in about every case since I 
have been on the Board. There are provisions in the Federal Proce- 
dure Act 

Mr. Fiscunacnw. You mean the Administrative Procedure Act? 

Mr. Divers. In the Administrative Procedure Act, yes, that state 
where the proposed regulation is a relaxation, for example, or where 
it affects only one particular institution that has had notice of it, 
something like that, that publication need not be had, but so far as | 
can recall every regulation that affected the industry and all of the 
associations, we gave notice and set hearings. 

Mr. Hourrrevp. In this particular case on the subject of appointing 
agents, I can understand your concern because of the litigation in 
California about taking any action on this matter at the present time, 
but do you or do you not see the reasonableness of my suggestion here- 
tofore made that in order to make that part of the Federal Savings and 
Loan Insurance Act operative on the local level, on the shareholder 
level, that such agents should be appointed in convenient State and 
Federal court jurisdictions throughout the United States? 

Mr. Divers. Well, generally, I’d say this: That I think I might 
paraphrase your language, I think it comes out to about the same 
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conclusion, Mr. Congressman, that the people who are insured by 
the Federal Savings and Loan Insurance Corporation should have an 
opportunity to a convenient location for a disposition or adjudication 
of their accounts. 

Mr. Ho.irie.p. In an impartial tribunal of some type? 

Mr. Divers. Yes. 

Mr. Houtrrevp. In a court? 

Mr. Divers. It may be our responsibility to pass on them first 
before they go into court, but still I’d be in favor of either judicial 
determination or a judicial review of the action of the Board. 

Mr. Hourrrevp. And that review, determination or review should 
be convenient to the shareholder? 

Mr. Divers. It would not mean much to the shareholder as an 
individual if he had an $18 claim and had to come to Washington 
to get it settled; I mean, I certainly agree with that position. 

Mr. Houtrrevp. I think you are giving me a thorough answer on 
that. Certainly my opinion is that if suits are confined to the Dis- 
trict of Columbia or are determined upon your acquiescence then 
you, in effect, have not made the protection under this section 402 
of the National Housing Act—you have not made it possible for the 
individuals to obtain that protection, and I think that this subcom- 
mittee will include within its recommendations that there be legislation 
on that point. 

I did not wait for a hearing or for other information of any kind to 
be brought to me when I proposed that amendment we discussed a 
moment ago. I will be very frank with you that I believe that when 
credit is made available on the basis of Federal guaranties—when a 
system of cheap credits or, let us say, cheaper than conventional 
credits, is made available, I think it should be made available to the 
home purchaser. I think you are very sound on that point, and I 
want you to know that I agree with you on that point. However, I 
wish to point out 

Mr. Miuusr. So do I. 

Mr. Houtrrevp. That you have not, in my opinion, followed through 
on your convictions on that point by recommending to the proper com- 
mittee that such safeguards be legislated. You have not recommended 
such legislative safeguards and once a condition is called to your at- 
tention on which you have a conviction, it seems to me that it is part 
of your administrative duty to call that to the attention of the proper 
committees of Congress. 

Mr. Divers. I think it is solely for the reason that we were not 
satisfied that it needed the attention of Congress. 

Mr. Houir1e.p. I might also point out then if it does not require 
congressional action, that if it can be solved by regulation, that you 
have failed to call your Board together and make the regulations 
necessary to correct that situation. 

Mr. Divers. If it was prevalent in the industry I would be inclined 
to agree with you. 

Mr. Houtrreip. Prevalent or not, I believe, is beside the point. 
If an injustice is being done to one individual it is just as important in 
the eyes of justice as if it is being done to 10,000. And if a determina- 
tion is made on a matter of principle by your Board,then regardless 
of the scope of its coverage, if it is right, I think that you have the 
obligation to make that recommendation. 
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I hope to have your support on a recommendation along th; 
line at some future time. 

Do you have any questions on that point right at the present? 

Mr. Fiscupacu. You took the position in the communication to 
Senator Frear that the question of appointing an agent did not arise 
and was not even raised with you until the question was presented at the 
hearings before Congressman Holifield in June 1951, and I suggest to 
you, Mr. Divers, that the question was raised at the time the share- 
holders sought to have the liability of the Insurance Corporation 
determined judicially in the Federal court in southern California. 

Mr. Divers. I think that that was my intention to be covering th, 
other 1,499 Federal savings and loan associations and the shareholders 
of all of the insured institutions and I was not talking about this 
particular case. 1 was trying to point out that it had not been 
deterrent to the collection of insured accounts by shareholders in any 
other institution. 

Mr. Miuuier. You thought it was a poor time to institute a policy 
that could be used in already pending litigation which was started 
before you were in the thing at all? 

Mr. Drivers. Particularly, since the question had not—had never 
been raised in any other question to my knowledge. 

Mr. Fiscupacu. That question has been pending for a number 
of years, has it not? 

Mr. Drivers. Not to any other case. 

Mr. Fiscupacu. No, in this ease it has been pending for a number 
of years? 

Mr. Divers. I do not know when the question was first raised. 

Mr. Fiscupacn. Was not the question raised squarely in 1948 when 
after the Supreme Court had remanded the litigation to the district 
court for futher proceedings, the Insurance Corporation was brought 
into the litigation? 

Mr. Divers. I do not know just what time the question was [first 
raised in this case, Mr. Fischbach. 

Mr. Fiscurnacn. Assuming what I have stated to be correct, i! 
would have been raised at least in 1948? 

Mr. Drvers. In this case? 

Mr. Fiscnpacu. Yes. 

Mr. Divers. Yes. 

Mr. Fiscunpacu. Now, one other thing, Mr. Divers, in relation to 
order No. 2015. When you voted for that order, did you have in 
mind the fact that, as Mr. Wyman testified, dividends had been paid 
by Long Beach Federal in excess of its current earnings? 

Mr. Divers. That was one question that was taken imto con- 
sideration, I think, in connection with the other results of the examina- 
tion. 

Mr. Fiscunpacu. Did you disapprove of the payment of thos: 
dividends? 

Mr. Divers. I think that it has been done in other cases by other 
associations. 

Mr. Fiscunacu. Then why raise it here? 

Mr. Divers. As I understood it, 1t was a question of that, and tl 
fact that the $200,000 had been transferred——— 

Mr. Fiscupacn. From one account inté another? 
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Mr. Divers. It had been transferred from—well, it was, in effect, 
a loss reserve, to undivided profits, as I recall; and the other question 
that had been raised by the chief supervisor as to the fact that there 
might be some ultimate responsibility on the part of the association 
io pay attorneys’ fees, if this was all part of the picture. 

Mr. Miuuer. The point is that this was not a seizure; it was an 
order to show cause for a hearing. And as long as you felt that you 
were going to bring up for discussion all the salient features upon 
which you predicated your action, you might as well bring up any- 
thing else that was pertinent for purposes of settlement, possibly. 

Mr. Divers. That is right, because we did not contemplate any 
seizure at the time this order was passed. It was an order to show 
cause. 

Mr. Fiscupacu. Then why did you put in the reference to the 
Insurance Corporation and call upon Long Beach Federal to show 
cause Why the Insurance Corporation should not be appointed? 

Mr. Divers. That was one of the administrative remedies that 
was mentioned in there along with other things, as I recall. 

Mr. Fiscupacn. But why? If you, as you said, Mr. Divers--—— 

Mr. Drvers. If it will ultimately lead to that—-— 

Mr. Fiscuracu. If, Mr. Divers, it is fair to assume from your 
testimony that all you wanted to do was to have these people come 
in and talk it Over—and | think that is the way Mr. McKenna once 
phrased it before this committee—why did you attach to the invita- 
tion to come in and talk it over the possibility of execution, let us say? 

Mr. Miuter. It is probably a legal formality instituted in order 
io show cause. It was one of those things. 

Mr. Divers. That was just about it. We were dealing on the basis 
of formalities. 

Mr. Fiscupacu. You did not mean it, in other words? 

Mr. Divers. Yes, we meant it. It was possible that that was one 
of the ultimate steps that might have to be taken, but it would be an 
unusual case where we—— 

Mr. Miter. In other words, as a good legal document, if I think 
that I have a lawsuit against somebody for $5,000, I always sue for 
$25,000, in the event that anything might happen. So if you bring 
the proposition in for purposes of settling the thing, that might be 
the idea. But if you do not think you could, you would want it all 
set out in your papers so that you would be on a good legal ground to 
ask for any remedy that might occur. Now, that is about the way it 
would be, in these things, is it not? 

Mr. Divers. That was not exactly the way I felt in this case, 
Congressman. I felt more this way, that legal formalities were being 
observed very extensively, so far as I could see, as far as I could 
observe, and it seemed as though any order to show cause that we 
would issue should observe all of the legal requirements. 

Now, the members of the Board did not come up and say, “Here, 
we want to appoint a receiver for this institution.”” But when we had 
had these several days’ conferences and came to the conclusion that 
an order to show cause should be issued, then that order to show cause 
was issued as a formal legal document that had been prepared by our 
counsel and set forth the reasons the Board felt that they had in mind 
when they adopted the order. 
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Mr. Fiscupacn. Mr. Divers, if you were concerned with legal! 
formalities, and you say that all the effort that vou indicate was 
concentrated along the direction of making your proceedings leca). 
I would like to know why you never set up any rules and regulations 
which would authorize you to start any show-cause proceedings. 

Mr. Divers. We were advised that this order was legal under the 
statute and the regulations. 

Mr. Fiscupacn. The other day you agreed with me that as far as 
the regulations and the law were concerned, vou were still in a position 
where vou shot first and asked your questions later, did you not? 

Mr. Divers. No; I did not agree to that. Now, I do not know 
what vou are talking about, exactly. 

Mr. Fiscnsacn. Did you not agree to that? 

Mr. Divers. I do not remember anything about shooting first and 
asking questions later. 

Mr. Fiscusacu. I wonder if it would he!p you if I referred to the 
specific part of your testimony on that point. Do you think it might 
refresh vour recollection, Mr. Divers? 

Mr. Divers. It might help. 

Mr. Fiscupacu. At all events, that is not the position today; is that 
right? 

Mr. Mriuer. Let us see what the position was the other day. 

Mr. Fiscupacu. That is right. J just wanted to look for my 
working copy of the testimony. 

Mr. Houirietp. The subcommittee will recess for 10 minutes. 

(There was a short recess.) 

Mr. Houirietp. The subeommittee will be in order. 

Mr. Fiscupacn. At page 189 of the reporter’s transcript of the 
proceedings before this subcommittee on June 28, this statement 
occurs: 

Mr. Fiscuracn. Very well. I so understand vour testimonv, Mr. Divers 
and, therefore, it became a matter of coneern that, when I examined the regula- 
tions, I could find absolutely nothing to prevent a repetition of that phase of the 
matter, which this subcommittee is examining, and vou agree that, as of today, 
it is still a question of shooting first and asking the questions later as far as the 
regulations go. 

Mr. Divers. I think vou are right. There are, of course, grounds set out i! 
the regulations, certain bases which should exist. 

Mr. Fiscuracu. Please do not misunderstand me, Mr. Divers. 

Mr. Divers. You are talking about notiee for a hearing before action is taken. 

Mr. Fiscurnacu. Correct. T want vou to understand in my view of what is 
necessary in the Svstem and for the protection of the institutions and the public, 
there ought to be circumstances under which the supervisory authority and mem 
bers of the Poard should have the right, without hearing and notice, to appoint a 
conservator. 

Mr. Divers. That is what the Supreme Court said. 

Now, does that refresh your recollection about shooting first and 
asking questions later? 

Mr. Divers. I would like to read a couple of questions before that. 

Mr. Fiscupacn. You can read several pages to get the drift of it. 

Mr. Divers. That was with reference to the appointment of the 
conservator, as I recall. 

Mr. Fiscupacn. Is not your power to appoint a conservator and 
the power to appoint a receiver virtually identical? 

Mr. Divers. I do not remember whether the regulations are the 
same or not. 
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Mr. Fiscusacn. If the regulations, parts 149 and 150, so provide, 
would your position be any different? 

Mr. Divers. If they contained the same provisions? 

Mr. Fiscupacu. Substantially, yes. 

Mr. Divers. If they contained the same provisions, my position 
as a matter of principle or policy would be no different. 

Mr. FIsCHBACH. Do you want to refer to parts 149 and 150 of your 
regulations? 

Having examined or referred to parts 149 and 150 of your regula- 
tions, are you in agreement with me, that as regards your regulations 
and the law, it is still a question of shooting first and asking questions 
later? 

Mr. Divers. There is a provision here for appointment of a con- 
servator, for example, without any notice or hearing, if that is what 
you referred to. 

Mr. Fiscusacu. Isn’t it the same thing with regard to a receiver? 

Mr. Divers. Yes. 

Mr. Fiscupacu. There is no question about it, is there? So your 
position today is the same as it was the other day? 

Mr. Divers. Yes. 

Mr. Fiscupacu. It is still a question of shooting first and asking 
questions later, is it not? 

Mr. Divers. That is one way of putting it. 

Mr. Fiscupacu. All right. Do you hesitate to put it that way 
today? 

Mr. Divers. No more so than the other day. 

Mr. Fiscupacnu. All right. Let us face it, then, Mr. Divers. You 
testified a few moments ago that a great deal of effort was put into 
order No. 2015 to make sure it was legal. So I inquired, and again 
inguire, if that were so, why did you not do something which would 
authorize you to legally maintain a show-cause proceeding? 

Mr. Divers. I did not raise any question. We were advised by 
our counsel that the order was legal, when they drew it. And we 
were giving notice to the Long Beach Federal—— 

Mr. Fiscupacu. I am not complaining that you did— 

Mr. Divers. We were setting the hearing. And I think that we 
were following all the requirements that we agreed on were desirable. 

Mr. Fiscupacu. I am not complaining that you gave them notice. 
But I am just inquiring as to why, with all this effort to make sure that 
every step you took was legal, because this was a very unique situa- 
tion, and the matter was in ‘litigation— -why you did not do something 
to authorize the Board to maintain show-cause proceedings. 

Mr. Divers. You mean, adopt regulations with reference to that 
field? 

Mr. Fiscupacu. Yes. 

Mr. Divers. We were under the impression that we were author- 
ized to do that under the statute and the regulations as they existed. 

Mr. FiscuBacu. What statute and regulations, Mr. Divers, gave 
you that impression? 

Mr. Divers. I would have to ask counsel for that. They passed 
on the legality of it. 

Mr. Fiscupacu. You say you had the impression at the time you 
issued order No. 2015; so I would assume that you made inquiry on 
the subject, and had previously been told. 
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Mr. Divers. We were told at that time that the order was lega|. 

Mr. Fiscuspacn. And who told you that? . 

Mr. Divers. Our general counsel. 

Mr. Fiscupacu. Mr. Heisler? 

Mr. Divers. Yes. 

Mr. Fiscusacn. Did you inquire as to what statute or what rec. 
ulation he predicated his opinion on, or did you just rely upon his 
opinion? 

Mr. Divers. We relied upon his opinion. We did not discuss {}, 
legal details. 

Mr. Fiscupacnu. Your counsel has put out a manual, or the Board 
has put out a manual, of legal interpretations under the Home Lay, 
Bank Act; is that not correct? 

Mr. Divers. That is correct. 

Mr. Fiscupacn. Is it not also correct, Mr. Divers, that no such 
opinion is included in the official manual of interpretations of the 
Home Loan Bank Act or its regulations? 

Mr. Divers. I do not know. 

Mr. Fiscupacu. Would you dispute it if I said that my examination 
of that manual discloses no such subject being treated by your counse|? 

Mr. Divers. I would rather have you debate that with one of our 
lawyers. 

Mr. Fiscupacn. IT am not seeking to debate it. Tam merely seeking 
to ascertain whether there is an area of agreement between us on that 
subject or whether it is something that I will have to establish. 

Mr. Divers. I said I do not know. 

Mr. Fiscupacu. You do not have any knowledge? 

Mr. Divers. I said I do not know. 

Mr. Fiscupacu. Mr. Divers, in connection with naming the Insur- 
ance Corporation as a receiver for Long Beach Federal, was that a 
thought that was suggested to you by Mr. Heisler, too, in the effort 
to be legal on this order to show cause? 

Mr. Divers. That is my recollection. 

Mr. Fiscupacn. And you accepted the recommendation? 

Mr. Divers. Yes, sir. 

Mr. Fiscupacu. And when Mr. Wyman said here that the question 
of attorneys’ fees was part of the package, you do not accept that; 
you disclaim it? 

Mr. Divers. I think I answered two or three times that as far as 
I personally am concerned, that did not enter into my decision to vote 
for order No. 2015. 

Mr. Fiscuracn. And also that as far as you know, it did not enter 
into the mind of any other member of the Board; is that correct? 

Mr. Divers. I said I thought it did not enter into the mind of 
Mr. Adams, from what he told me, and I did not know about Mr. 
LaRoque. 

Mr. Fiscuspacn. It was not discussed in your presence? 

Mr. Divers. That is my recollection; it was not discussed. 

Mr. Fiscupacn. Have you ascertained how much money was paid 
by Mr. Ammann by way of dividends during his tenure as conservator 
over and above the amount of earnings, if there was any money paid 
out by Mr. Ammann over and above the amount of earnings? 

Mr. Divers. I have not ascertained. 
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Mr. Fiscupacu. Has anyone else in the room ascertained that, 
Mr. Wyman? 

Mr. Wyman. I have not looked that up. I would imagine that 
Mr. Ammann would be in a better position to obtain that information 
quicker than anyone else. He was familiar with it. 

Mr. Divers. Mr. Ammann is here. 

Mr. Fiscupacn. Mr. Ammann, could you enlighten us on that 
subject? 

Mr. Houtrteip. He has been sworn? 

Mr. Fiscupacu. He has been sworn. 

How much money over and above the earnings of Long Beach 
Federal did you pay out in dividends to the shareholders of Long Beach 
Federal? 

Mr. AMMANN. None. 

Mr. Fiscuspacn. Did you keep all your dividends within the 
earnings? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacnu. And they were all current earnings? 

Mr. AMMANN. They were current during the period for which 
the dividends were paid, yes, sir. 

Mr. Fiscupacu. How much money has the San Francisco bank 
paid out in dividends over and above its earnings, if any? 

Mr. Divers. I testified this morning that to the best of my recol- 
lection, they paid only out of current earnings, since we were on 
the Board. Now, I have somebody here from the Division of Federal 
Home Loan Bank Operations who I think could answer that in detail 
better. 

Mr. Reardon. 

Mr. Fiscupacu. Mr. Reardon, would you furnish the information 
to Mr. Divers or would you prefer to be sworn? 

Mr. Rearpon. Whatever vou prefer. 

Mr. Fiscuspacu. | think perhaps it would be better if you were 
sworn. 

Mr. HoutrreL.p. Mr. Reardon, do you swear that the testimony 
you are about to give before this subcommittee will be the truth, the 
whole truth and nothing but the truth, so help you God? 

Mr. Rearpon. I do. 

Mr. Houirretp. Thank you. 


TESTIMONY OF ERNEST E. REARDON, ASSOCIATE DIRECTOR OF 
FEDERAL HOME LOAN BANK OPERATIONS, HOME LOAN BANK 
BOARD 


Mr. Fiscupacu. Mr. Reardon, how much, if any, in dollars did 
the San Francisco bank pay out in dividends in excess of its earnings 
from the time of its inception, let us say, to 1950, the close of the 
calendar year 1950? 

Mr. Rearpon. In excess of its earnings? 

Mr. Fiscusacn. Yes. 

Mr. Rearpvon. The San Francisco bank, during the time of its 
existence, through December 31, 1950, took 20 percent of its earnings 
as required by law and set that aside in legal reserve, and then after 
that the bank paid dividends for each semiannual period through and 
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including December 31, 1950, within the net earnings after deductin 
the 20 percent reserve requirement. 

Mr. Fiscnpacn. So that the San Francisco bank did not make 
resort to any of its prior reserves or the prior reserves of either the 
Portland bank or the Los Angeles bank in the payment of dividends? 

Mr. Rearpvon. That is right. 

Mr. Fiscuspacu. Since we are on that subject of the San Francisco 
bank, can you tell us whether the San Francisco bank made any 
provision in the event it was assessed any liability in the litigation 
pending in the southern district of California i in the Federal court? 

Mr. Rearpon. No. It made no provision. Our office discussed 
that subject a number of times, and on the basis of advice received 
from our general counsel, that in the opinion of the general counsel 
and the Justice Department, the suit against the bank, as I under- 
staad it, would not be sustained, we did not feel that any reserve was 
necessary other than the legal reserve. Now, to the best of my recol- 
lection, I think that in addition to the legal reserve, the San Francisco 
bank has a reserve for contingencies of $1,500,000, which was brought 
over from the old Portland and Los Angeles banks. I have some 
current figures on that further. 

Mr. Fiscusacn. In connection with that, Mr. Reardon, my under- 
standing of the situation is that the ratio of reserves between the 
Portland bank and the Los Angeles bank was and is approximately 
40 percent or slightly less than 40 percent contributed by the Portland 
bank and approximately 60 percent, or almost 61 percent by the Los 
Angeles bank. 

Mr. Rearpon. We worked up some figures from nop to time on 
that, and the best of my recollection is that it was on a 2-to-1 basis, 
two-thirds for Los Angeles and one-third for Portland. That is the 
best of my recollection. 

Mr. Fiscusacu. Two-thirds of the assets of the San Francisco 
bank, you were saying, came from the Los Angeles bank, and one- 
third of the assets of the San Francisco bank came from the Portland 
bank? 

Mr. Rearpon. Let us put it on a little different basis, because the 
assets undoubtedly were a little different. But two-thirds of the 
capital came from the Los Angeles bank, as I recall it, and one-third 
from the Portland bank. Of course, the capital is represented by the 
excess of the assets over the liabilities. 

Mr. Fiscupacn. Surely. 

Mr. Rearpon. So, it might be a little different if you computed it 
on the total assets, you see. 

Mr. Fiscuspacn. By the way, have you ever made any computation 
on the basis of total assets? 

Mr. Rearpon. I do not know. 

Mr. Armstrong, have we ever made any computation on the basis 
of total assets? 

Mr. Armstrona. As of the time of the merger? 

Mr. Rearpon. I believe it was March 29, 1946; was it not? 

Mr. Fiscusacu. Correct. That is the date. 

Mr. Rearvon. I do not recall that we ever made any on total 
assets, Mr. Fischbach. 

Mr. Fiscuspacn. Now, Mr. Reardon, one other matter in relation 
to the San Francisco bank. In the financial statements that were 
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put out and published, not only to the industry but to the Congress, 
it has appeared that there was not even a footnote showing the 
existence of any claimed liability. 

Mr. Rearpon. That is right. We discussed that also, Mr. 
Fischbach. 

Mr. Fiscupacn. All right. Now, tell me a little bit about your 
work. What is your position? 

Mr. Rearpon. My title is Associate Director of Federal Home 
Loan Bank Operations. 

Mr. Fiscupacu. And what professional experience, if any, did you 
bring to your job? 

Mr. Rearpon. I was originally, years ago, with a public accounting 
concern by the name of Neville, McIver, Barnes & Co. From there 
I went to the War Finance Corporation, and became chief auditor of 
the War Finance Corporation, as I recall it. I was with the auditor’s 
office of the War Finance Corporation from, I believe, September 
1921, until sometime in 1928. Then I was promoted to chief auditor 
of the War Finance Corporation. From there I went to the Farm 
Loan Board, and was a land-bank examiner for the Farm Loan 
Board. In 1931, I was appointed farm-loan registrar for the Fourth 
Federal Land District, covering the States of Tennessee, Ohio, and 
Indiana, I believe, issuing and retiring bonds of the farm credit 
system there. 

Mr. Fiscupacn. Voula you say, Mr. Reardon, that you are 
familiar with generally accepted principles of accounting? 

Mr. Rearvon. I think so. I may be wrong, but I think so. 

Mr. Fiscupacu. And did you consider any of those principles of 
accounting when you reached a conclusion not to put a footnote on 
the balance sheet of the San Francisco bank? 

Mr. Rearpon. Yes; I considered that. 

Mr. Fiscupacn. And did you also consider generally accepted 
principles of accounting when you reached a conclusion not to set up 
any reserve for any possible liability of this litigation in the event 
counsel for the Home Loan Bank Board and the Department of 
Justice were in error? 

Mr. Rearpon. I believe I did. 

Mr. Fiscupacu. And tell us the principle of accounting that you 
considered and the principle that you followed in coming to the con- 
clusion that no feotnote should be published on the balance sheet of 
the San Francisco bank in connection with either the litigation or the 
establishment of a reserve for possible liability therein? 

Mr. Rearpon. Our consideration of the subject was that we had 
the Department of Justice, who was interested in this case, so we were 
informed. Our general counsel was also interested in the case. He 
apparently knew the case from the beginning. We discussed that 
proposition with our general counsel. On the Teeis of our confidence 
in our general counsel, as supported by the Department of Justice, 
that formed our opinion, that there was not any necessity for putting 
that in. 

Mr. Fiscupacu. Then you departed, did you not, Mr. Reardon,. 
from generally accepted principles of accounting? 

Mr. Rearpon. I do not think so. Had I been rendering a report 
of audit, I might possibly have reported all sides. But I do not see 
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where that is a departure from the generally accepted principles of 
accounting. 

Mr. Fiscupacnu. Iask you, Mr. Reardon, what principle of account- 
ing you followed in not revealing the pendency of a suit and in not 
establishing on the books of the San Francisco bank any reserve for 
liability that might eventually be assessed in the litigation? 

Mr. Rearvon. The principle of accounting, as I understand it, js 
that you should always assess your assets and determine on the best 
available information as to whether you should have a reserve for 
losses. Now, those so-called reserves of the San Francisco bank—a 
reserve for contingencies is not a reserve for specific loss. As a matter 
of fact, as I recall it, that came from profits on sales of bonds. It is 
not called reserve for losses on Government bonds, but the theory 
was that if the Portland bank or the Los Angeles bank subsequently 
had some losses on bonds they would charge it against this reserve 
for dividends. 

Mr. Fiscupacn. You mean, they had some losses when the Govern- 
ment withdrew its support of the bonds? 

Mr. Rearvon. I do not know. That was the theory of the board 
of directors. They wanted the profits reserved in a special account, 
and not disbursed in dividends, to which we offered no objection, 
because it Was a conservative basis. Now, to my mind, a financial 
institution ought to carry a reserve for losses. In our opinion, we 
did not think that a reserve for losses was needed in the case of the 
San Francisco bank, on the basis of the advice which we got, as I 
told you. 

In my opinion, if anyone feels that a reserve for losses should be 
established, it should not be established by a footnote, but should 
be established by taking it out of the capital of the institution and 
reserving it as a reserve for losses. Call it what it is. 

Mr. Fiscupacu. That is an accepted principle of accounting. 

Mr. Rearpon. Yes. But we did not feel that the reserve was 
necessary for that purpose, because we did not feel and still do not 
feel on the basis of our surveys that the bank is going to sustain that 
loss. 

Mr. Fiscusacu. Notwithstanding, you made that position known, 
I take it, to auditors of the General Accounting Office. They pub- 
lished a footnote to that effect in their report to the Congress; did 
they not? 

Mr. Rearpvon. Yes. And they also, if you will recall, submitted 
quite a number of comments in their reports to the Congress. As 
far as we are concerned, we render our reports to our Federal home- 
loan banks; and I feel, if GAO wanted to report that, that is their 
business. But, as far as our office is concerned, we do not see any 
necessity of reporting it. 

Mr. Fiscupacn. And that is a matter of judgment that devolves 
upon you in the exercise of your duties in relation to the reporting 
of the conditions of the San Francisco bank? 

Mr. Rearpon. I think you could call it a matter of judgment; yes. 

Mr. Fiscupacn. All right. Now, it is also a matter of judgment, 
is it not, when the management of a financial institution makes 4 
transfer of a given amount from one account to another? 

Mr. Rearpon. It is always a judgment question. The question 
is whether the judgment is in good faith or not; and in ours it was 
in good faith, which I think is usually the case. 
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Mr. Fiscnpacn. And people may differ, may they not, on the 
exercise of their judgment in transferring funds from one account to 
another? 

Mr. Rearvon. That is right. I agree with that; yes. 

Mr. Fiscupacu. Was it ever called to your notice that Mr. 
Ammann transferred $200,000 from undivided profits into a reserve 
account? 

Mr. Rearpon. I have no knowledge whatsoever of that. We 
cover only the Federal home loan banks and their operations. We 
do not cover savings and loan institutions in our division. 

Mr. Fiscusacn. Your division has nothing whatever to do with 
the standards or policies or operating procedures of the Examining 
Division? 

Mr. Rearvon. No; none at all. It is entirely separate. We just 
cover the Federal home loan banks and their operations and condition. 

Mr. Fiscusacu. Do you know, Mr. Reardon, whether your policies 
are akin to those in the Examining Division? 

Mr. Rearpvon. No; I do not know whether they are or not. 

Mr. Fiscupacnu. Do you have any contact with the Examining 
Division at all? 

Mr. Rearpon. Yes. I see Mr. Bonesteel exclusively. But we 
feel that, as far as our banks are concerned, they are reserve banking 
institutions, not exactly like but comparable to the Federal Reserve 
banks. 

Mr. Fiscupacu. So I understood. And I was wondering, Mr. 
Reardon, whether in the work in your division you patterned your 
policies and procedures after those of the Examining Division of the 
Federal Reserve System? 

Mr. Rearpon. I do not understand what you mean, Mr. Fischbach, 
by the Examining Division. My concept of that is this. Examining 
a financial institution is one thing. And sometimes examiners are 
notorious accountants. As to the Federal Reserve Board, I am not 
familiar with their operations, but I presume that the Federal Reserve 
Board, and from my experience with Farm Credit I know that they 
have separate divisions covering the accounting end. So that is 
why I do not understand your question when you are talking about 
examining. I just want to get myself straight on that. 

Mr. Fiscupacnu. Your division has certain policies in connection 
with the examination of the affairs of the Federal home Joan banks? 

Mr. Rearpon. We do not examine the Federal home loan banks. 

Mr. Fiscupacu. Tell me what your division does. 

Mr. Rearpon. Our division, you might say, directs the accounting 
for the Federal home loan banks, which accounting, incidentally, is 
submitted to the General Accounting Office, or at least the chart of 
accounts by which they now go on was submitted to the General 
Accounting Office for their consideration. 

For example, the other day GAO was rendered a question as to the 
manner in which our individual Federal home loan banks made reports 
to their member institutions. So, as a result of the suggestions of the 
GAO, we wrote the different banks and then we wrote a general letter 
to all Federal home loan banks with the idea of having the banks 
publicize their statements to their members in a uniform manner. 
That letter was filed with the GAO. 

Now, what we do is to receive from the banks reports as to their 
operations and condition. When their declarations of dividends come 
in, we make recommendations to the Board on those. When recom- 
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mendations for salaries from the board of directors of the banks come 
in, we make recommendations on those. For leases of bank quarters, 
we do that. And where banks have boards of directors, they are 
supposed to render budgets on an annual basis. Those annual 
budgets come in to us, and we make recommendations to the boards 
on those. 

Mr. Fiscnpacn. How much was budgeted by the San Francisco 
bank for the expenses of this litigation? 

Mr. Ruearvon. I do not have those figures available. 

Have you any idea, Mr. Armstrong? 

Mr. Armstrona. It varies from $30, 000 to $60,000 a year. 

Mr. Fiscusacn. Will you state that? 

Mr. Rearvon. I do not know. Mr. Armstrong says it varies 
from $30,000 to $60,000 a year. 

Mr. Fiscnsacu. Now, mind you, I said “budgeted.” I inquired 
as to how much they budgeted. 

Mr. Rearpon. I do not recall, Mr. Fischbach. I could get the 
figures for you. 

Mr. Fiscupacn. I wish that you would get the figures as to how 
much was budgeted and how much was expended from the time of 
the inception of the San Francisco bank to, let us say, June 30, 1951. 

By the way, these banks operate on a calendar-y ear basis; do the "y 
not? 

Mr. Rearpon. Let us put it this way. They operate on a semi- 
annual basis. Most of them declare dividends semiannually, and in 
effect they close their books semiannually. One bank, the Greens- 
boro bank, while it closes its books semiannually, declares a dividend 
on an annual basis But, for all intents and purposes, they are on a 
semiannual basis. So we publicize figures. GAO wants them on a 
semiannual basis maturing June 30th. Others, like the Treasury, 
would like to have them on a calendar-year basis. So we just put 
the two together, you might say. As a matter of fact, they close 
their books every 6 months. 

Mr.Fiscupacn. How do they budget? Every 6 months? 

Mr. Rearpon. No, sir. The budget is on a calendar-year basis. 

Now, may I get down exactly what you want here? How much 
was budgeted—— 

Mr. Fiscupacn. How much for legal expenses in connection with 
this litigation? And when I say “legal expenses,’’ I mean all the 
expenses pertaining to the controversy. I want to know how much 
was budgeted by the San Francisco bank from the time of its incep- 
tion to June 30, 1951—that is the first point—and the second figure 
I would like to get is how much was expended, as distinguished from 
the budget. 

Mr. Rearpon. I shall be glad to do that, sir. 

(The following information was supplied :) 

Home Loan Banx Boarp, 
Hovusinc AND Home FINANCE AGENCY, 
Division oF FEDERAL Home Loan BANK OPERATIONS, 
Washington 25, D. C., July 6, 1961. 
Mr. Hyman I. FiscHracu, 
Counsel for Special Subcommittee of the 
Committee on Expenditures in the Executive Departments, 
House of Representatives, Washington, D. C. 

Dear Mr. Fiscuracu: Reference is made to your request of the undersigned 
during the committee hearing on July 2 for data on the litigation expense of the 
Federal Home Loan Bank of San Francisco. 
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The bank maintains a memorandum account “showing that portion of costs 
directly traceable to California litigation included in the bank’s regular expense 
accounts.”” The bank has informed us that as of the close of business June 30, 
1951, such costs were as follows: 


Fees (excluding bank counsel’s regular retainer) $118, 896. 67 
Transportation 12, 027. 36 
Tintin eel Cres os Sr ee ee eee 5, 398. 90 
Telephone and telegraph 5, 819. 89 
MNOON III as ete wh os — tthe i a oe che eda os maiee 6, O83. 83 


Total 148, 226. 65 


With reference to your inquiry as to the allotments in the bank’s budgets for 
litigation expense and the charges against the same, please be advised that the 
only allotments in the bank’s budgets specifically providing for legal expense 
were ‘‘Counsel’s compensation” and ‘Travel expenses, counsel and others.’’ 
There is attached a statement setting forth such allotments for the calendar years 
1946 through 1951 and the charges made against the same. 

The allotments in the bank’s budgets for ‘‘Counsel’s compensation’’ and the 
charges against the same included the retainer fees of the bank’s counsel for general 
legal services. With the view of complying with your request, we have, as will 
be noted from the attached, segregated such allotments and the charges against 
the same into those representing the retainer fees of the bank’s counsel for general 
legal services and those representing other legal fees. It will be noted that the 
above figure of $118,896.67 from the bank’s memorandum account does not agree 
with the figure of $120,493.94 set forth in the attached. The undersigned 
endeavored to have Mr. Ray E. Humphrey, the bank’s treasurer, reconcile the 
difference between these two figures but he stated he could not do so because the 
records he would need for such purpose were in Los Angeles. I have been in- 
formed that such records were sent to Los Angeles through court order entered 
in discovery proceedings instituted by the Long Beach Federal Savings and Loan 
Association and are now in the custody of the special master there. 

Our office does not have information showing what portions of the allotments 
for ‘Travel expenses, counsel and others” and of the charges against the same 
represent litigation expense. 

We have attempted to the best of our ability to give you in this letter and in 
the attached statement the information vou requested. In the event we have 
not furnished you with all the information you desire we shall appreciate your 
so advising us. 

Sincerely yours, 
E. E. Rearpon, 
Associate Director. 


Federal Home Loan Bank of San Francisco 





Calendar year— 





1948 1949 





Counsel’s compensation: 
Budget allotment for— 
Counsel’s retainer_______- $2, 100. 00/$2, 400. 00} $2, 400. 00} $2, 400. 00} $2, 400. 00} $2, 400. 00'$14, 100. 00 
Other fees 2, 725. 00 0) 40, 100.00) 44, 350. 00) 34, 200. 00} 28, 000. 00)149, 375. 00 


Total 4, 825. 00} 2, 400. 00) 42, 500. 00} 46, 750.00) 36, 600. 00) 30, 400. 00/163, 475. 00 











Expenses: 
Counse]’s retainer 2, 100.00} 2,400.00) 2,400.00; 2,400.00} 2, 400.00) ! 1, 200.00! 12, 900. 00 
Other fees___.__- SVR.) tbee, 2, 425. 00 0) 39, 119. 63) 30, 226. 81) 33, 898. 68)! 14, 823. 82) 120, 493. 94 














| — | } 
a 4, 525.00) 2,400. 00) 41, 519, 63) 32, 626. 81) 36, 298. 68)! 16, 023. 82) 133, 393. 94 
lravel expenses, counsel and | 


others: 





: 00} 6,000.00! 26, 650. 00 


Budget allotment 850. 00! 2, 000. 00) 7, 850. 00, 
7, 155. 05, 2 i 591. 36) 19, 794. 86 


6, 100. 00 
Actual expenses 433. 96| 1, 430.49) 6,022. 29 
| 








| 








Represents expenditures for the period Jan. 1 through June 30, 1951. 
? Expenditures in excess of budgeted item approved by bank’s executive committee, there having been 
sufficient balanees in other allotments in the bank’s 1950 budget which could be utilized for such purpose, 
Without the additional approval of the Home Loan Bank Board. 
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Mr. Fiscupacu. Mr. Reardon, does the GAO undertake to pass on 
the amount of attorneys’ fees for expenses connected with this con- 
troversy that the San Francisco bank has experienced? 

Mr. Rearpon. They have not, so far, to my knowledge. 

Mr. Fiscunacn. When you say that they have not, you mean your 
division? 

Mr. Rearpon. No. We have never passed on that, have we? 

Mr. ArmstronG. Not except in the budget. 

Mr. Fiscuspacn. Have you ever made any recommendation to the 
local bank board in connection with that? 

Mr. Rearpon. No; we have not, because we did not feel we were 
qualified to. 

Mr. Fiscupacnu. Did you ever make any recommendation to the 
board of directors of the San Francisco bank in connection with that 
subject? 

Mr. Rearpon. We did not, for the same reason. We did not feel 
that our division was sufficiently conversant with the case to make a 
recommendation, Mr. Fischbach. 

Mr. Houirrecp. Mr. Reardon, at this point, will you identify your 
position for the benefit of the reporter? I failed to ask you when 
you came on the stand. 

Mr. Rearpon. Yes. Associate Director of the Federal Home 
Loan Bank Operations, Home Loan Bank Board. 

Mr. Hourrretp. Thank you. 

Mr. Fiscupacu. Will you be good enough, Mr. Reardon, to tell us 
who examines the affairs of the home loan banks in the System? 

Mr. Rearvon. Mr. Elmer S. Frazier, auditor of the Board, who, 
if my information is correct, is connected with an office that was set 
up on the recommendation of the GAO. And Mr. Frazier makes his 
audit, as | understand it, under a pattern to which the GAO has agreed. 
Then every year the GAO auditors come in and they peruse Mr. 
Frazier’s reports of examination, and I believe in some cases they 
make test checks by going into the field. That is my understanding. 
But Mr. Frazier does it. 

Mr. Fiscupacu. Does Mr. Frazier make any recommendations for 
the Board in connection with the expenses of this litigation in so far 
as they devolve upon the San Francisco bank? 

Mr. Rearpvon. Not to my recollection, sir. 

Mr. Fiscupacu. And does he make any recommendation to the 
board of directors of the San Francisco bank itself on the same subject? 
Mr. Rearpon. He has not, to my recollection. He may have. 

Mr. Fiscupacn. When was this function created? 

Mr. Rearpon. I do not know the exact date. But it is—— 

Mr. Fiscupacu. Approximately? 

Mr. Rearpon. My guess would be in 1928. I beg your pardon. 
I believe it was in 1948. 

Mr. Fiscusacu. And I believe you said that that was pursuant to 
one of the recommendations of the General Accounting Office? 

Mr. Rearvon. The auditor’s office was set up so that it would be 
absolutely independent from the operating division. That is the 
auditor’s office. I believe he examines the Federal Savings and Loan 
Insurance Corporation. I know he examines the Federal home loan 
banks. 
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Mr. Fiscupacn. By the way, do you in your position have anything 
to do with the selection of depositaries for the funds of the Insurance 
Corporation? 

Mr. Rearvon. None whatsoever. 

Mr. Fiscupacn. Do you know what division does? 

Mr. Rearpon. I beg your pardon? 

Mr. Fiscupacu. Do you know who does? 

Mr. Rearvon. The depositaries of the Insurance Corporation? 

Mr. Fiscupacu. Yes. 

Mr. Rearpon. I do not know, but I presume the Insurance Cor- 
poration would do that. I do not know. 

Mr. Fiscupacu. I have no further questions of this witness. 


FURTHER TESTIMONY OF A. V. AMMANN, ASSISTANT CHIEF 
SUPERVISOR, HOME LOAN BANK BOARD 


Mr. Fiscupacu. Mr. Ammann, when you stated before that you 
had paid dividends to the shareholders of Long Beach Federal out of 
the current earnings of the Association under your management while 
you were conservator, did you include in the current earnings of the 
conservatorship a profit realized on bonds of Long Beach Federal 
which you ordered sold? 

Mr. Ammann. I included it in the income; yes, sir. 

Mr. Fiscupacu. How much was that profit? 

Mr. AmMMANN. I do not recall now. 

Mr. Fiscupacu. Was it a substantial amount? 

Mr. AMMANN. Yes. 

Mr. Fiscupacu. How much, approximately? 

Mr. AMMANN. I am not certain. The profit on the sale of bonds 
during the first half of 1946 down to May 20, when I went in, was 
around $160,000. Those were profits on sales prior to the conser- 
vatorship. During the conservatorship there were further profits. 
I am not certain enough to say. I have a hazy recollection of the 
figure, say, perhaps $200,000. 

Mr. Fiscnpacu. To the extent that $146,000 profits were realized 
by the sale of bonds that had been purchased by the prior manage- 
ment, the moneys paid to shareholders by way of dividends represented 
a return on the investments made by the prior management; is that 
not correct? 

Mr. AMMANN. Just the same as it would be with interest on loans 
that they had made, yes. The income of the institution was not 
affected by that date. 

Mr. Fiscupacu. So that all the moneys that you had paid to the 
shareholders, as represented by the $146,000, if that was distributed 
to the shareholders as dividends, came from investments that were 
made by the previous management? 

Mr. Ammann. Including ‘what income was made on investments 
that were made while I was there, yes, both together. 

Mr. Fiscuspaca. All right. Now, tell us, Mr. Ammann, if you 
will, how much money you earned as conservator during the period 
that you were conservator, apart from the earnings that were realized 
through the sale of investments that the previous management had 
made? 
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Mr. Ammann. I do not recall those figures. 

Mr. Fiscupacu. You do not recall that? 

Mr. AMMANN. No. 

Mr. Fiscusacu. I would like you to make such a calculation and 
submit it to us, please. You do not have to do it now. 

Mr. Ammann, it has been brought to the attention of this sub- 
committee, and therefore some part of the record of the proceedings 
before this subcommittee reflects some transactions you had with a 
Mr. Lenney. Do you remember any transactions that you had with 
a Mr. Lenney? 

Mr. AmMMann. No. There was a man or a company by that name 
which had some loans with the Association. 

Mr. Fiscupacn. We had some testimony from Mr. Gregory to the 
effect that Long Beach Federal had made loans to Mr. Lenney, or 
the Lenney Co., which were at the rate of 4% percent, and that Mr. 
Lenney had built some buildings with those funds and had sold 
these buildings, which were residential properties, to purchasers; 
that included in the transaction between Mr. Lenney and the pur- 
chasers, or home owners, there was a requirement that the home 
owners pay a higher rate of interest than that which Mr. Lenney 
had paid to the Long Beach Federal for the funds. Does that ring 
a responsive bell in your mind? 

Mr. AMMANN. You mean, those facts were in existence prior to 
May 20, 1946, as I understand it? Is that your question? 

Mr. Fiscupacn. Yes. 

Mr. AMMANN. You do not recall whether that was with Lenney or 
not? There were a number of borrowers with whom that was true. 
I have to go back and see if I could search and find the facts as to 
Lenney. 

Mr. Fiscupacn. There was also testimony to the effect that Mr. 
Lenney or his company was making a 2-percent differential on the 
rate of interest which it was paying Long Beach Federal which it in 
turn was receiving from the home owners, and there was testimony 
to the effect that you reduced the interest rate to Lenney from Long 
Beach Federal from 415 percent to 4 percent; was that true? 

Mr. AmMANN. I do not recall. I would have to check and see. | 
reduced the interest on some loans. I may have reduced his. | am 
not certain. 

Mr. Friscupacu. Do you have the files of approvals that you sought 
from the Home Loan Bank Board of the transactions that vou con- 
cluded while you were the conservator of Long Beach Federal? 

Mr. AmMANN. I do not have with me, if I understand your ques- 
tion, the authorizations that were granted. 

Mr. Fiscuspacu. Yes. 

Mr. Ammann. No; I do not have those with me. 

Mr. Fiscupacu. Mr. Wyman, did you get those files? 

Mr. AMMANN. The request that came up from the committee, | 
take it, this morning was taken down by the stenographer, from which 
I got together what I understood from that that you wanted. One 
of them was the authority to make loans. The second thing was the 
reports of the loans which were approved under that authority. That 
is all that I could make certain of out of the information that I under- 
stood you wanted. I did not know that you wanted anything more 
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Mr. Fiscupacu. So your approval files were sought specifically, is 
that not so, Mr. Roback? 

Mr. Rosack. Yes. 

Mr. AMMANN. You said the authorization to make loans? I do 
not have the copy here, but the girl made a copy of the note. 

Mr. Fiscnpacu. Since you have with you the file of authorizations 
to make loans, do you have anything in your file which shows that 
in connection with the Jackson Turner loans, you sought approval to 
carry out the commitment to Long Beach Federal? 

Mr. AMmann. I think under Jackson Turner, that was under sepa- 
rate authorization which I do not have here. 

Mr. Fiscupacn. You do not bave that? 

Mr. AmMANN. No. I handled that as a separate matter, not as 
lozns, but as a salvage operation. 

Mr. Fiscupacu. Maybe it will not be necessary for you to bring 
those papers, if you remember the transaction. At the time you 
became conservator of Long Beach Federal, it had a commitment 
outstanding to Jackson Turner; is that not right? 

Mr. Ammann. No. It had some loans on its books outstanding with 
Jackson Turner. 

Mr. Fiscnpacu. All right. Now, did you examine those loans? 

Mr. AMMANN. Yes. 

Mr. Fiscupacu. And you reached certain conclusions in connection 
with those loans? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacu. And after you reached those conclusions, did you 
advance further moneys to the Jackson Turner project? 

Mr. AMMANN. Yes. 

Mr. Fiscnspacn. What was the Jackson Turner project? 

Mr. AMMANN. It fell into two parts. 

Mr. Fiscupacu. Did it entail the building of a lot of homes? 

Mr. AMMANN. The loans were made for the financing of the con- 
struction of dwellings. 

Mr. Fiscupacn. Were they long-term loans? 

Mr. AMMANN. Yes. 

Mr. Fiscusacu. And they were not building loans, as we under- 
stand that term; they were not the type of loans that were given to 
a builder to be retired when the builder completed the house and sold 
the house to a purchaser, were they? 

Mr. AMMANN. They were long-term repayment loans, if I get 
your question. 

Mr. Fiscuracn. That is right. Now, after you examined the 
Jackson Turner loans, did you advance more money to the Jackson 
Turner project? 

Mr. Ammann. I did. 

Mr. Fiscrpacu. And did you ever make a point, Mr. Ammann, 
that the houses involved in the Jackson Turner loans had to be sold 
on a basis which would require that the purchaser pay no higher 
rate of interest than was paid by Jackson Turner to Long Beach 
Federal? 

Mr. Ammann. We required that the purchaser, and the terms of the 
transaction, shall be satisfactory to the association. 

Mr. Fiscusacn. All right. Now, did you ever make a point that 
the Jackson Turner houses could not be sold on a basis which would 
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bind the war veteran, let us say, or the serviceman’s widow, or the 
poor home owner to pay a rate of interest in excess of that which was 
payable by Jackson Turner to Long Beach Federal? 

Mr. AMMANN. In effect, yes. 

Mr. Fiscuspacu. Tell us how you did it. 

Mr. AmMANN. We required by agreement that he could not sell 
those houses except at prices and upon terms acceptable to the 
association. 

Mr. Fiscupacn. And while you were conservator, were those 
houses sold to any purchasers of the character I have described, or 
other private persons, on a basis which would not bind those indivi- 
duals to paying a higher rate of interest than 4% percent? 

Mr. AMMANN. Some of those properties were sold on their contracts 
before I came here. 

Mr. Fiscnspacnu. That we understand. 

Mr. Ammann. After I came there, the sales were made to pur- 
chasers to whom we made the loans direct, and extinguished the loan 
to Jackson Turner, so that his loan was not in existence at the time 
of the consummation of the sales. 

Mr. Fiscnpacu. That is a totally different proposition, is it not? 

Mr. Ammann. Not if I get your question, no. 

Mr. Fiscupacn. What you are saying, Mr. Ammann, if I under- 
stand you, is that after you got to be the conservator, you loaned 
money directly to people who bought those homes; was that correct? 

Mr. AmMMANN. The proceeds of which paid off the loans to Jackson 
‘Turner. 

Mr. Fiscusacn. All right. Now, you retained some of the Jackson 
‘Turner loans, did you not? 

Mr. AMMANN. Some of them are not yet paid off, yes. 

Mr. Fiscupacu. In your dealings with Mr. Lenney, or his company, 
did you require Mr, Lenney to prepay any of the loans that had been 
made by you when Mr. Lenney and his company sold the houses to 
the purchasers? 

Mr. Ammann. I had no control over that. 

Mr. Fiscupacu. Did not Mr. Lenney, in fact, offer to pay off the 
loans that you had made while vou were conservator? 

Mr. Ammann. I do not recall making Mr. Lenney any loans. I 
would have to check the records. I am not certain that I made him 
any. 

Mr. Fiscupacn. Have you made a note to check your records on 
that score? 

Mr. Ammann. That is, did the conservator make any loans to 
Lenney? That is the question, as I understand it? 

Mr. Fiscupacn. Yes. What were their terms? Did Lenney offer 
to pay the loans off, and under what circumstances did you reduce 
the interest rate from 44 percent to 4 percent? 

Mr. AMMANN. That is a separate question, now, is it not? 

Mr. Fiscupacnu. That is all part of the Lenney transaction 

Mr. Ammann. Making loans to someone to build a house and to 
adjust the interest rate on loans already made would be two separate 
things, as I understand it. You want me to get the information on 
those two matters? 

Mr. Fiscnracn. I want you to get all the information that I 
have asked you about the Lenney transaction. 
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Now, coming back again to the Jackson Turner transactions, as to 
those transactions with Jackson Turner that had been consummated 
prior to the time that you became the conservator, did you do any- 
thing at all with regard to any excess interest that Jackson Turner 
might have been getting from the purchases of the Jackson Turner 


homes? 


Mr. AMMANN. Let me be sure that I understand your question. 
Did I do anything about the interest rate on sales which Mr. Turner 
had made prior to the conservatorship? 

Mr. Fiscusacu. That is right. 

Mr. AMMANN. No. There were some contracts outstanding which 
were placed with the association that we were collecting all the 
interest from. There were very few of those affecting these houses 
that were under construction, maybe four or five. 

Mr. Fiscupacn. Do you recall what it was that you sought to 
obtain approval for in connection with your dealings with Jackson 
Turner? 

Mr. AMMANN. Yes. 

Mr. Fiscupacu. Tell us about that. 

Mr. AmMMANN. The association had outstanding to Mr. Turner @ 
number of loans to finance construction of houses out of a special 
type of material. The loans were not enough, the balances in the 
loans when I came there were not enough to finish those houses, and 
Mr. Turner had no funds with which to supplement the funds which 
were left in the loans. Further, in addition to that, the association 
had made some 25 or 30 loans to veterans to take care of practically 
100 percent of the cost of the construction of their houses, and Mr. 
Turner was the contractor building those houses. 

Mr. Fiscupacu. You lent some more money? 

Mr. AMMANN. You asked me how. I have to give you the circum- 
stances of it. The funds out of those veterans’ loans had been dis- 
bursed in advance of construction, so that the money remaining in 
the loans was not sufficient to complete construction. It was neces- 
sary under the circumstances as we found them and analyzed them, 
to work out arrangements by which we advanced additional money 
to Turner on such conditions as we were able to obtain to finish the 
houses for the veterans, and also to carry on the completion of the 
houses under the loans to Turner himself. 

Mr. Fiscupacn. And so you advanced more money? 

Mr. AMMANN. That is right. 

Mr. Mriuuer. It was a question of advancing more or losing what 
you had in it? 

Mr. AMMANN. It was a choice there, plus having suits from veterans 
whose money had been paid out in advance of construction and who 
were not getting what they had bargained for. 

Mr. Fiscusacn. Now, you obtained specific approval, did you not, 
to advance those funds? 

Mr. AMMANN. Yes, sir. 

_ Mr. Fiscupacu. And did you not obtain from Mr. Coal Newell 
information to the effect that it was in the interest of the association 
that the commitment to Jackson Turner be fulfilled? 

Mr. Ammann. I do not remember any certificate. I do not know 
what you mean. 
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Mr. Fiscupacn. Suppose you bring back with you on the next 
occasion that you attend before the subcommittee all of the approvals 
that you obtained, including all the communications from Coal Newell. 

Now, Mr. Ammann, I take it that you have been associated and 
are still associated with Mr. Wyman? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacn. And you are rather intimately familiar with the 
affairs of Long Beach Federal; is that correct? 

Mr. Ammann. I think so. 

Mr. Fiscupacu. I take it that you have familiarized yourself 
with Mr. Wyman’s statement before this subcommittee? 

Mr. Ammann. I read it. 

Mr. Fiscnspacn. Did you participate in its preparation? 

Mr. AmMaAnn. I read it and checked some of it against the facts in 
the examination of it. 

Mr. Fiscupacn. Mr. Ammann, did you at any time while you 
were conservator of the Long Beach Federal suggest that a suit 
be instituted on the bond of Mr. Gregory for any of the alleged 
instances of mismanagement for which you in your previous testimony 
and Mr. Wyman in his testimony to this subcommittee placed the 
responsibility on Mr. Gregory? 

Mr. Ammann. I called the attention of counsel to the bond and the 
provisions in it and the requirements as to notice and filing of claim 
and so on. 

Mr. Fiscupacu. Was any claim ever filed by you or by counsel? 

Mr. Ammann. Not to my knowledge. 

Mr. Fiscupacnu. In truth, Mr. Ammann, you never even formu- 
lated a claim to be filed, did you? 

Mr. AmMMANN. We gave them notice. I think we gave the bonding 
company notice of a possible loss under the bond. I do not think any 
claim was ever filed. 

Mr. Fiscupacu. You had authority, did you not, to engage counsel 
while you were conservator of Long Beach Federal? 

Mr. Ammann. I do not think so. 

Mr. Fiscupacn. Didn’t you in fact engage counsel? 

Mr. Ammann. Counsel was supplied me by the legal department 
of the Board. 

Mr. Fiscupacu. And did you not have authority to engage counsel? 

Mr. AmMANN. I do not think so. 

Mr. Fiscupacu. Is there not something in the regulations that 
gives you authority as a conservator to hire counsel, subject to the 
approval of the Board’s counsel? 

Mr. Ammann. If I understand your question, yes. The counsel 
was supplied me through the Home Loan Bank Board. Counsel was 
engaged. 

Mr. Fiscusacn. And neither through local counsel nor through 
official counsel did you ever institute any suit against Mr. Gregory 
for any of the alleged damage to the Long Beach Association while you 
were conservator thereof, or thereafter? 

Mr. AmMANN. I was advised by counsel that they would handle 
that matter in conjunction with the other litigation which had been 
brought. So I did not pursue the matter independently, if that 's 
what you mean. 
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Mr. Fiscuspacnu. Which of your counsel advised you to that effect? 
Was it Mr. McKenna or Mr. Heisler, or was it someone else? 

Mr. AMMANN. It was either they or some other member of the legal 
department who was working with the case. 

Mr. Fiscupacu. Was it Mose Silverman? 

Mr. AMMANN. No. It may have been Judge Dougherty. 

Mr. Fiscupacn. Now, since the association was turned back in 
order No. 388, Long Beach Federal has had a bond of $1,000,000 that 
was furnished pursuant to the order of the court by Mr. Gregory; is 
that correct? 

Mr. AMMANN. I understand that it is. 

Mr. Fiscusacu. Did you advise at any time since order No. 388 
was made that a suit be instituted against Mr. Gregory or that a bond 
for any alleged act of mismanagement be furnished? 

Mr. AmMMaNN. No. I made no recommendation in that respect 
since the formation of the conservatorship. That has always been 
handled by our attorneys and by the Board. 

Mr. Fiscuspacu. Have you even suggested it? 

Mr. AmMMann. No, I have not volunteered any suggestions. 

Mr. Fiscupacnw. Has Mr. Wyman, to your knowledge? 

Mr. Ammann. I do not know. 

Mr. Fiscupacw. Did Mr. Wyman ever discuss it with you? 

Mr. AmMMANN. I do not recall. 

Mr. Fiscupacu. What part, if any, did you play in formulating 
order No. 2015? 

Mr. Ammann. I had nothing to do with it. 

Mr. Fiscupacu. Were you consulted about it? 

Mr. Ammann. No, sir. 

Mr. Fiscupacu. Did you even know that it was in existence, or 
contemplated? 

Mr. AMMANN. I think that I knew that the matter was under dis- 
cussion with the Board. I did not discuss it myself, and was not a 
party to the discussions. 

Mr. Fiscupacn. You did not discuss it with Mr. Wyman either, 
did you? 

Mr. AmMMANN. I may have discussed it with him, but I do not have 
any recollection. 

Mr. Fiscnpacn. Do you know when Mr. Wyman was in California 
in relation to order No. 2015? 

Mr. AMmMann. No, I cannot say that I knew he was there in con- 
nection with order No. 2015. 

Mr. Fiscnsacnu. I have no further questions at this time. 

Mr. Hourrrevp. If there are no further questions, you may be 
excused. 

Mr. Miuuer. I have a question. Mr. Ammann, there has Leen 
some testimony here to the effect that while you were conservator, you 
transferred $200,000 from an undivided-profits account into a reserve 
account. 

Mr. AMMANN. Yes, sir. 

Mr. Mitier. Would vou care to explain why you did that, and what 
facts and circumstances you felt warranted that transfer? 

Mr. AMMANN. The association had had profits both prior to and 
during the conservatorship from sales of bonds. The excess over 
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expenses and dividends had gone into reserves and into undivided 
profits, the undivided-profits account being available for any corpo- 
rate purpose, and it was my judgment that the undivided-protits 
account was disproportionate to the association’s loss-reserve account. 
and that in order to make that more nearly what reason and good 
practice would justify, I transferred $200,090 of it to the reserve 
account where it would be available solely for losses; it would not even 
be available to me as conservator for operations or expenses or divi- 
dends. 

I also felt that the association in the circumstances with suits and 
so on, should do the utmost to build up its loss reserves. Those were 
the reasons. 

Mr. Fiscupacn. As I understand your testimony on the other 
points, to your knowledge, all during the time that you were con- 
servator of the bank, you did not negotiate or permit to be negotiated 
any multiple loans to any building contractor who in turn, with your 
knowledge, sold those houses to individual purchasers at higher inter- 
est rates or under less favorable terms than that builder had gotten 
under the multiple-loan agreement with your association? 

Mr. AMMANN. To answer your question, I do not recall that I made 
any multiple-construction loans while I was there. 

Mr. Miiuier. Any new ones? 

Mr. AMMANN. Any new ones. There may have been one or two 
borrowers where we made a loan to build two or three houses, but 
nothing of large proportions. 

Mr. Fiscupacn. But if you extended or supplemented any existing 
loans under your supervision, vou did so with the understanding and 
under the terms and agreements and stipulations that the contractor 
was not to resell those homes under terms less favorable, in financing 
them, then you gave to the borrower? 

Mr. AMMANN. To answer your question without misleading you, 
there were only two or three borrowers for whom the loans outstand- 
ing prior to the conservatorship were recast, or refinanced, so to 
speak, during the conservatorship. The Turner loans, which we 
mentioned, were not refinanced. We had to make some additional 
advances, in connection with which we made that requirement. 
There were some construction loans outstanding, the construction 
not yet completed, for one or two very large borrowers, who were 
able to obtain a lower interest rate elsewhere, and we were going 
to lose those loans through FHA, as I recall, and I met those lower 
terms by recasting those loans on the positive assurance from those 
persons that those properties were not going to be offered for sale, but 
would be kept by those borrowers as investments for rental income. 
So no stipulation was made in those instances, because of the oral 
representation which I felt I could rely on because they were very 
responsible people. 

Mr. Houtrtetp. And those were the cases where you reduced 
their rate from 4% percent to 4 percent? 

Mr. AMMANN. There were one or two, I think, where it was from 
4 to 4 percent. 

Mr. Hourrteitp. And you make the statement that that was for the 
purpose of holding the loan in the Long Beach Association because of 
competitive offers? 
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Mr. AMMANN. Yes, sir. They told me, and I was able to check and 
verify with the Bank of America or other lending institutions, as the 
case was, that they had arranged and could obtain the money at 
4percent. The F HA said that where the present lender did not meet 
the lower rate, they would waive the requirement under their regula- 
tions for the charge of the prepayment penalty to the FHA, and the 
threat then was that the loans would be repaid and we w ould have 
$1,500,000 or $2,000,000 of money there that would have to be 
reinvested. 

A further reason for doing it, in addition to that, was that when the 
loans would be repaid, they would have to be repaid through court, 
because of the unavailability of reconveyance deeds, and that would 
add to the money in court which was sterile and earning the corpora- 
tion no income on it at all. So those two things were the impelling 
factors in meeting the competitive offers of a lower rate. 

Mr. Fiscuacn. I understood your testimony before, Mr. Ammann, 
to be to the effect that you did make loans to builders of long duration 
and to builders who were building multiple dwellings, or rather many 
homes, many residential dw ellings? 

Mr. AMMANN. I do not recall loans to builders in large numbers. 

Mr, Fiscuracnu. I understood you to testify, too, that you did not 
require that in such instances as you mentioned in your testimony, 
the purchaser should get the financing on the same terms as those 
that were extended to the builder-borrower; is that correct, or is it not? 

Mr. Miuuer. I do not recollect his testimony on that point. 

Mr. Fiscuracn. I do. 

Mr. Mitxier. No. His testimony in that connection was that 
he was referring then, I think, to those places where the purchasers 
of the homes borrowed directly from a bank, and then funds were 
used to amortize that portion of the loan to the builder. 

I think that was your answer along that line; was it not? 

Mr. AMMANN. Yes. I was not aware, and I am not today aware, 
of any sale of a property on which a loan was originated, new to 
start, while I was in the association, which was sold on a contract 
denying the borrower the right to repay at a higher rate of interest 
than the borrower was paying the association. I do recall having 
discussed it with several borrowers who were talking to us about 
loans, and so on, that we would require that, because we were already 
caught in the preexisting jam resulting from failure to do that. 

Mr. Fiscuracn. There is some misunderstanding as between my 
recollection of your testimony and Congressman Miller’s recollection 
of your testimony. So I would like to ask you this question, or this 
series of questions. 

Did you make loans to builders while you were the conservator; 
that is, to builders of many homes who were building homes for 
resale? 

Mr. AMMANN. I made a few to small builders, maybe two or three 
houses, but nothing large. 

Mr. Fiscuracu. And in those loans, were they temporary loans, 
with the understanding that they would be refinanced, or were they 
long-term loans? 

Mr. AMMANN. They were generally FHA long-term construction 
loans, made-with the understanding that when the house was sold, 
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the purchaser of the property would be substituted on the existing 
mortgage. 

Mr. Fiscunacu. And that was the requirement that you exacted 
while you were conservator? That was the oral understanding? 

Mr. AMMANN. That was the oral understanding; yes, sir. 

Mr. Ssessiebaioe: All right. 

Now, Mr. Gregory, can you throw any light on that subject? 

Mr. Grecory. As to whether or not he made groups of loans? 

Mr. Fiscuracnu. As to whether or not he made groups of loans for 
long periods of time without the requirement that the purchasers of 
these homes should get the same terms that were extended to the 
initial borrower for financing the construction? 

Mr. Grecory. I am not able at the moment to throw light on 
whether or not he made groups of loans in that situation, but I am 
familiar with his reduction of the interest rates on the loans already 
existing with the contracts already out to the purchasers, when he 
reduced the interest rate to the borrower from the association and 
did not require a comparable reduction from the owner. 

Mr. Fiscunacn. In what cases and with what builders did that 
occur? 

Mr. Grecory. That happened in two that I think of now, and 
I can think of more, with Lenney and Jones. Lenney’s were FHA 
loans, title 6’s. They were 4% percent. He reduced them to 4, and 
let the contracts out at 6 to 6% percent, without reduction. The 
Jones loans were standard type loans that originally called, I think, 
for 6 or 6% percent. He reduced those to 4% percent, I think it was, 
and did not require a comparable reduction from the home owners, 
who were paying 64 percent. 

Mr. Fiscupacn. All right, Mr. Gregory. 

Now, Mr. Ammann, I understand from your testimony here that 
you cannot throw very much light on the Lenney transaction until 
you consult your records; is that right? 

Mr. AmMMANN. Yes. 

Mr. Fiscupacn. You heard what Mr. Gregory had to say about 
the Jones transactions. Can you tell us about those? 

Mr. AmMMANN. Yes. My only choice there was whether or not | 
would keep the loans at 4 or 4%, whatever the loan rate was, or 
whether I would lose the loans entirely. I was not in a position there 
toset terms. If Jones was coming in and wanted to borrow $1,000,000 
to finance substantially all of the cost of building some houses, I would 
have been in a position then to say, ‘These are what the terms are 
that we will lend on.” I was not @ free agent in the case I was in, as 
I would have been in the other. 

Mr. Fiscusacn. Allright. Are you suggesting, Mr. Ammann, that 
prior to 1946, when you were appointed conservator, there was no 
competition in Long Beach or in the vicinity of Long Beach Federal’s 
lending area amongst financial institutions? 

Mr. AmMaANN. No. I do not mean to imply that. 

Mr. Fiscuspacu. There was competition; was there not? 

Mr. AMMANN. Surely. 

Mr. Fiscupacu. And would you not say that any Federal savings 
and loan association has to meet the competition of other lending 
agencies in its area? 
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Mr. Ammann. I know of no other lending institution in the area 
with the contract arrangement which existed in this case. 

Mr. Fiscusacu. Do you know of any other financing of multiple 
units that occurred in the lending area of Long Beach Federal prior 
to your appointment as conservator, or after your appointment as 
conservator? 

Mr. AMMANN. I am not sure I understand the question. 

Mr. Fiscuspacu. All right. Do not answer it then. 

Mr. Ammann, you reduced interest rates because you said insofar 

s the Jones case was concerned, that you were going to lose the loan? 

Mr. AMMANN. That is right. 

Mr. Fiscupacu. And you did not require that the reduction of 
interest that Jones demanded be passed on to the owner of the home, 
did you? 

Mr. Ammann. No. 

Mr. Fiscusacu. So the effect of your transaction with Jones was 
to give Jones more profit than Jones was already making; is that not 
right? 

Mr. AMMANN. That may have been one effect. 

Mr. Fiscupacn. And you were not in a position to control that? 

Mr. AmMMANN. My recollection is that there had been a decision in 
the courts out there as a result of litigation brought by some of his 
contract purchasers under which the court either required a reduction 
in their rate or the right for them to repay. I do not remember which 
it was now. But my recollection is that there had been a decision 
there which gave those folks some relief finally from those contracts. 

Mr. Fiscupacu. Do I understand that you suggest, although you 
have not stated it in so many words, that Long Beach Federal was in 
a position to dictate the terms of the loan in the first instance when it 
dealt with Jones and when it dealt with Jackson Turner? 

Mr. Ammann. I think we would have been in a position to avoid 
what was done in the way of those contracts; yes. Other associations 
did not suffer that. 

Mr. Fiscnpacu. Are you not assuming when you suggest that, that 
the borrowers in the Jones case and in the Jackson Turner cases did 
not have access to other lending institutions? 

Mr. AMMANN. I did not get that. 

Mr. Fiscupacu. Are you assuming, Mr. Ammann, that the bor- 
rowers at the time of the Jones transactions and the borrowers at the 
time of the Jackson Turner transactions did not have access to other 
lending institutions? 

Mr. AMMANN. You mean at the time that I made the reduction? 

Mr. Fiscupacu. No; at the time that Long Beach Federal made 
these arrangements. 

Mr. AMMANN. Yes; they did. 

Mr. Fiscupacu. They did have access. Do you allow for the possi- 
bility that Long Beach Federal had to agree to give Jones the money 
it did on the terms which it did in order to meet competition? 

Mr. AMMANN. No, sir. 

Mr. Fiscupacu. Do you foreclose that as a possibility? 

Mr. AMMANN. Other lenders were making loans at that time with- 
out that. I would not say that was necessary as a competitive factor. 

Mr. Fiscupacu. Do you say that it was not necessary as a competi- 
live practice on the part of Long Beach Federal? 
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Mr. AmMANN. I do not believe it was. 

Mr. Fiscuspacn. And upon what do you premise that opinion? 

Mr. Ammann. The facts as I recall them were that the association 
loaned substantially all of the costs, which was probably as much as 
he could have borrowed anywhere else and perhaps more, and if they 
had met competition in that respect, they might not have had to 
meet it by doing other things, rates of interest or other terms. 

Mr. Fiscupacu. You seem to have some concern over the possibility 
of losing these loans. i 

Mr. AMMANN. The loans had been in existence a number of years. 
They had been well reduced and paid down. ‘The costs and prices 
had gone up substantially since the houses were built. Conditions 
had been favorable for repayment, and the loans had been well repaid. 

There was not at the time I reduced the interest rate available on 
the market loans of as low a percentage even at a higher interest rate. 
So from the soundness of the investment at that time, by reason of 
seasoning, there was no risk left in the loans. 

Mr. Fiscupacn. I am not challenging that at all. 

Mr. AmMMANN. So the reason for reducing the interest rates seemed 
to me to be very sound. 

Mr. Fiscusacu. I am not challenging that at all, Mr. Ammann. 
But what I am inquiring about is this: Upon what do you premise the 
opinion that you have expressed here, that Long Beach Federal was 
not required by competition to extend precisely the terms which it 
did extend to Jones when it dealt with Jones in the first instance? 

Mr. AMMANN. Because 

Mr. Miuuer. Just a minute. 

I think you are asking for opinion evidence of a man that you are 
calling almost as an expert in the field. 

Mr. Fiscuspacnu. He expressed an opinion. 

Mr. Miuuer. All right. 

Mr. Fiscusacn. And I asked him upon what basis. 

Mr. Miiuer. And he has answered it three times. He said he 
based his opinion, one, on the fact that the Long Beach had loaned 
all the property was worth and all it cost. So they had a great 
margin of risk. That was one thing. 

The second thing was that to his knowledge, other lending institu- 
tions in the area were not giving any more favorable terms, nor were 
they demanding these regulations, and so forth, as to the resale of 
the properties, and therefore there was no reason why they would 
have to yield on any of these points, particularly. 

Is that not your answer to the question? 

Mr. AmMMaAnn. That is the substance of it. 

Mr. Miter. In his opinion, knowing the area. Now, he has 
answered it. I do not know what more you are looking for. That 
is my point. 

Mr. Fiscuracn. Is that the opinion that you had at the time you 
assisted in the formulation of the position presented here by Mr. 
Wyman? 

Mr. Ammann. I do not understand your question, sir. 

Mr. Fiscusacn. I take it, Mr. Ammann, that you joined with Mr. 
Wyman and the others of the Home Loan Bank Board in criticizing 
the terms of the loans that were made by Long Beach Federal. 
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Mr. AMMANN. You mean, as to the Jones loans, where the contracts 
were involved? 

Mr. Fiscupacu. Yes. 

Mr. AMMANN. Yes. I criticized the matter of denying the borrower 
the right to prepay under these contracts, and the higher rate of 
interest, yes. 

Mr. Fiscusacu. All right. 

Now, it has been brought out that in the transaction between Long 
Beach Federal and the original borrower, the right to prepay was 
extended. 

Mr. Ammann. That is right. 

Mr. Fiscnusacu. And. it has been brought out that the point of 
criticism revolves about the fact that when the borrower sold the 
property, the borrower did not reextend the right to prepay? 

Mr. AMMANN. That is right. 

Mr. Fiscusacn. Now, what I would like to ascertain from you is 
very simple. Upon what fact did you premise the opinion that Long 
Beach Federal was not meeting competition in the area when it made 
those transactions with the builders involved? 

Mr. Ammann. Other lenders in the area were not having to do 
that. The substantial ones, the reputable ones, were not having to 
do that. 

Mr. Fiscupacu. Will you name one, please, or two? 

Mr. AMMann. Any of the other leading Federal associations in 
metropolitan Los Angeles. Their loans were not sold on that kind of 
basis, the properties on their loans were not. We had no knowledge, 
except maybe in scattered, isolated instances, of such contracts, 
outside of Long Beach. 

Mr. Fiscuspacu. You say others in the Los Angeles area were not 
making similar loans? 

Mr. AMMANN. There were not contracts of this type. 

Mr. Fiscnpacu. Exactly what do you mean by that? 

Mr. AMMANN. I mean that the Long Beach Federal was the only 
one, With perhaps a minor scattered exception of an incidental loan 
here or there, where the properties under the loans were sold under 
contracts of the type of Wrigley Heights, for example, or Jones. 

Mr. Miuuer. In other words, if | understand you correctly, to 
your knowledge, in the entire area, except in small, isolated cases, this 
was the only lending institution where they had a record of loans of 
substantial amounts where they loaned a considerable amount of 
money on a long-term basis, at an insured rate of 4}; percent, and did 
not make any demand that the borrower give the same privileges of 
interest rates and repayment privileges to the person who bought the 
homes. Now, is that not your answer? 

Mr. Ammann. I would have to say it a little differently to avoid 
misleading you. It is the only one in which contracts of this type 
were of any number. 

Mr. Houirretp. Now, Mr. Ammann, I would like to question you 
on that point. Did you make a spot check of the institutions in 
southern California on that point? 

Mr. AmMMANN. Our examiners reported on it. 

Mr. Hourrretp. Your examiners reported that that was the case? 

Mr. AMMANN. They reported on cases where they found that to be 
a fact. There were one or two, one over in Wilmington, I think. 
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I think there is one over there. There were a few in the last year or 
two, not very many, maybe a half dozen. I cannot remember the 
exact figures. But it seems to me that there are one or maybe two 
other cases where there were a half dozen or two or three eontracts of 
this type. 

Mr. Houtrretp. You ascertained that by checking with the exam- 
iners’ reports of the other building and loan associations in southern 
California? 

Mr. AMMANN. Yes. 

Mr. Houirre.tp. And not by telephone inquiries or survey? 

Mr. Ammann. I have not gone out myself and made any checks. 

Mr. Ho.irretp. You did not send anyone out to make a survey or « 
spot check on that? 

Mr. AMMANN. No. The examiners know that we are interested in 
that. 

Mr. Fiscupacnu. Would you bring us the reports you received? 

Mr. Ammann. I do not know whether I can identify them or not. 
How far back do they go? 

Mr. Hourrrevp. It is my understanding that quite a number of 
the building and loan associations have followed this practice, Mr. 
Ammann. In fact, that was the reason why I introduced an amend- 
ment in 1949, which was accepted in the House, to preclude this, and 
later, in 1950, it was accepted in both the House and the Senate. 

At that time, I had information that there were quite a number of 
associations that were following that procedure. 

Mr. AmMANN. I know of no case in which it was as serious as it 
was in this one. 

Mr. Hourrtevp. I think that that is a matter of fact which can 
be ascertained, as to whether there was a considerable number of 
this type of loans out at that time. 

Mr. Ammann. Of course, if I may, Mr. Chairman, in that con- 
nection it seems to me that you must not overlook the aspect of the 
prepayment right of the borrower when you are talking about thie 
interest rate. The matter of the right to prepay should not be over- 
looked. 

Mr. Houirievp. That is right. My amendment took care of all 
that. 

I might read my amendment to you: 

It is the intent of Congress that no sale of a dwelling on which a mortgage is 
insured under the National Housing Act, as amended, shall be financed whil 
such mortgage is so insured at a rate higher than that prescribed by the Federal 
Housing Commissioner. 

It is further the intent of Congress that no such sale shall be made while such 
mortgage is so insured on terms less favorable to the purchaser as to amortization 
retirement, foreclosure, or forfeiture as those contained in such mortgage. 

It was my information at that time—I do not have my complete 
file on it with me today—that there was quite a number of building 
and loans that were practicing that procedure at that time. That is 
why I offered the amendment. 

I think that probably a survey would show that that was a common 
practice at that time in southern California. 

Mr. AMMANN. I know of no other association in southern California 
where the practice was as widely extended as this. 
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Mr. Miuuier. Of course, this institution would have competition 
with others besides loan associations, would it not, of which you would 
perhaps have no knowledge? 

Mr. AmMANN. Banks and everyone lending mortgage money, yes. 

Mr. Miter. I mean banks and mortgage companies and i insurance 
companies, and so forth, in the area. There might have been many 
lending institutions that would lend on as favorable terms that would 
be competition for the loan association that would not necessarily 
come within your purview at all. 

Mr. AMMANN. No. 

Of course, the widespread general practice on the sale of houses 
when they are constructed is not that the builder sells it under a con- 
tract while he keeps the mortgage; the purchaser of the property takes 
title to the property subject to his own mortgage. 

Mr. Houirietp. However, I think it is fair to say that the contract 
of sale for real estate in California is a very common method of con- 
veyance, much more so than in other parts of the country; is that not 
so? 

Mr. AMMANN. That may be. 

Mr. HoutrieLtp. The subcommittee will stand adjourned until 
10 o’clock tomorrow morning. The witnesses will be notified as to 
the room where we shall meet. 

Mr. AmMMANN. I am not certain that I can have all this material by 
the time you start in the morning, Mr. Chairman. That is quite an 
order here. 

Mr. Houirievp. If it takes more time, sir, you will be given addi- 
tional time. 


The subcommittee will stand adjourned. 
(Whereupon, at 5:01 p. m., the subcommittee adjourned to recon- 
vene at 10 a. m., Tuesday, July 3, 1951.) 
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TUESDAY, JULY 3, 1951 


Houser or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
ExecuTivE DrparTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 1304, New House Office Building, Hon. Chet Holifield (chair- 
man of the subcommittee) presiding. 

Present: Representatives Holifield, Karsten, and Miller. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Houirretp. The subcommittee will be in order. 

Mr. Fiscuspacu. Mr. Wyman. 


FURTHER TESTIMONY OF JOHN M. WYMAN, CHIEF SUPERVISOR, 
HOME LOAN BANK BOARD 


Mr. Fiscupacn. Mr. Wyman, you were requested yesterday to 
bring certain papers with you. Were you able to locate them? 

Mr. Wyman. The only papers I recall, Mr. Counsel, that I was 
asked for were those that were telephoned in yesterday morning as to 
the loans that were made by the conservator and the authorizations, 
and the information as to the income and expense and dividends of 
the Federal Home Loan Bank of San Francisco. 

Mr. Fiscupacu. Do you have that information? 

Mr. Wyman. I asked Mr. Ammann to get it together, the informa- 
tion as to those loans and the authorizations, and the other informa- 
tion was requested of Mr. Reardon, I believe, part of which I believe 
he gave to the subcommittee. 

Mr. Fiscuspacu. Don’t concern yourself with the information we 
asked of Mr. Reardon; we will get that from him. But the informa- 
tion that was requested of you, are you in a position to state that 
today? 

Mr. Wyman. I don’t have that information as to the approvals of 
the loans and the authorizations because I was not familiar with that, 
and therefore I requested that Mr. Ammann get that information 
together for the subcommittee, feeling he could do it so much more 
promptly and much more accurately, perhaps, than I could because 
he was familiar with the details of it. 

Mr. Fiscupacu. Where are the files on the approvals that were 
requested yesterday? 

Mr. Wyman. I believe they are down at the Home Loan Bank Board 
Building. . 

931 
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Mr. Fiscuspacu. Mr. Chairman, I requested certain information 
through Mr. Roback yesterday. It wasn’t furnished, and I woul: 
very much like to have it in order to be able to proceed with the exam- 
ination of the witnesses. 

Mr. Hourrretp. Mr. Ammann. 

Mr. AmMMaANN. Apparently there is a misunderstanding. Yester- 
day when the request came up, we couldn’t get the information 
together before the subcommittee convened, so I understood that | 
was to bring it up. I had with me yesterday what I understood you 
wanted, and then it developed in the course of yesterday afternoon's 
hearing that I misundersteod what you wanted, and I made a list of 
what you wanted and it is now being compiled. 

Mr. Fiscupacn. Where are the files, Mr. Ammann? 

Mr. AMMANN. At the Home Loan Bank Board. 

Mr. Fiscuspacnu. Why aren’t they here? 

Mr. AMMANN. Well, in order to get the information that you 
wanted I have to assemble material before I can bring it over. 

Mr. Fiscupacnu. I understand there are five or six files that contain 
that information. I would like those files brought over here so we 
can proceed. 

Mr. McKenna, would you be good enough to arrange to have the 
files brought here? 

Mr. McKenna. I would have to understand much more than I do, 
Mr. Fischbach, what you want. I assume both Mr. Wyman and 
Mr. Ammann do. 

Mr. Fiscuspacu. Would you gentlemen confer and then state what 
your understanding is? 

Mr. Houtrte.p. What size are the files? 

Mr. AmMMANN. Some of the material asked for is in files with other 

material. You stated that you wanted the income less the bond sale 
profits of the association during the conservatorship. You stated 
you wanted to know whether the conservator made any loans to 
venney, and if so, what the terms were. You stated you wanted 
information on the reduction of interest on the Lenney loans. You 
stated you wanted a copy of all authorizations issued to the con- 
servator. 

That is what you told me yesterday that you wanted, which was 
different from my understanding earlier in the day as to what you 
asked for. That information is being compiled. I have one or two 
pieces of it with me now, and the other part is being put together’ and 
will be brought over as soon as the people working on it have it put 
together. 

Mr. Fiscupacu. Whenever the information is compiled, I would 
like the files of approval brought here physically to the subcommittee. 

Mr. AMMANN. That will be done; they will be brought here physi- 
cally to the subcommittee. 

Mr. Ho.ir1etp. What size are these files? 

Mr. AmMANN. On the authorizations folder about 2 inches thick, 2". 

Mr. Hourrrevp. It does not present a physical problem at all? 

Mr. Ammann. Only this—the Board has in its official files a set of 
these. We had some copies of them which are not complete sets of 
copies. I didn’t want to deprive the Board of its only record on the 
thing; so what I am trying to do is preserve a copy of what is brought 
over so as the hearing goes along and questions come up or the need 
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over there to refer to them they will have something over there to 
look at. We are doing it just as fast as we possibly can do it. 

Mr. Houirretp. How long will you need the files here in the com- 
mittee room, Mr. Fischbach? 

Mr. Frscupacu. Probably 2 hours. 

Mr. Hourrreip. Two hours. 

Mr. Fiscusacu. Then they can go back to the Board. 

Mr. McKenna. If I know what we are talking about here, in our 
regulations we do require that a set of these be kept at the secretary’s 
office for public perusal any time anybody wants to look at them— 
something like the official records in the recorder’s office in any county. 
They have to be maintained there and access given to anybody who 
wants to look at them. 

Mr. Hourrretp. You are not taking the position that those files 
cannot be brought over to a congressional subcommittee for 2 hours, 
are you? 

Mr. McKenna. Not at all, Congressman. I do want to point out 
here that the files asked for have been given. You have had all our 
litigation files, for example, since last December, and I think you have 
had the litigation files of the Department of Justice since last Decem- 
ber, and you have had other files you asked for and we sent them 
over. So there has been a record of cooperation, of giving the docu- 
ments to this subcommittee it has asked for. 

Mr. HouirFrExp. I realize there has been, and I expect that coopera- 
tion to continue, too. 

Those files, if it is a small set of files, I see no reason for delay in 
presenting them, Mr. Ammann. 

Mr. AMMANN. It is my understanding that they would be left with 
the subcommittee for a record permanently, and that is why I wanted 
to be certain the Board had a set in its files. 

Mr. Hourrietp. Under the circumstances, where we only want the 
files for a short number of hours, that might be helpful in solving this 
problem, and J imagine you can get on the phone and tell them what 
we want. 

Now are you sure in your mind what we want? 

Mr. Ammann. What I have read here. There is one piece of infor- 
mation that cannot be brought over this morning because it has to be 
compiled ; the information is not in this form—the income during the 
conservatorship less the bond sale profits and the dividends that were 
paid. That information as to income has to be separated and brought 
to you in such a fashion that it will be readily readable by you, and 
we have an accountant working on that, pulling it apart, and we will 
have it over just as soon as he can get that done. 

Mr. Houtrietp. How long do you think that will take? 

Mr. AMMANN. It may take the better part of the day. As far as 
the information on the authorizations and any loans made to Lenney 
and reduction of interest on the Lenney loans, that can be given to 
you right promptly if we use the Board files and then take them back 
as you say. 

Mr. Houirreip. Yes. 

Mr. AmMANN. I will phone and have that brought over. 

Mr. Houirietp. We will appreciate it if you phone and get those 
and we will let you have them back. 
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Mr. McKenna. On that point, Mr. Fischbach, will you be able to 
return our only copy of the 1948 examination report so we may have 
that copy in our files? 

Mr. Fiscupacu. I will return it to you now so there won’t be any 
question about it in your mind [handing document to Mr. McKenna). 

Mr. McKenna. Thank you. 

Mr. Houirrevp. I might say that any of these records that we 
request, if it hampers the operation of the Board or the conduct of 
your litigation, all you have to do is to make that fact known to us as 
vou need the separate things we have asked for, and we will be glad 
to either photostat them and keep a copy and give you the originals 
or make some arrangements whereby the work of the Department 
of Justice and the Home Loan Bank Board will not be obstructed in 
any way. 

Mr. McKenna. Of course, Congressman, it is something of 
handicap not to have all our files for a long period of time. How- 
ever, we can get along without them. We have managed to get 
along without them. 

Mr. Fiscuspacu. What files specifically are you referring to? 

Mr. McKenna. The litigation files furnished last December, |] 
think just before Christmas. 

Mr. Fiscupacn. Mrs. Morrison, would you go over the files and 
give me a list today of every file that we have of the Home Loan 
Bank Board, and prepare a receipt so that they can be returned. 

Mr. MacGurneas. Mr. Chairman, since we seem to be discussing 
files, it might be appropriate to return the four folders of files which 
you have from the Department of Justice. I understand you have 
made microfilms of them. 

Mr. Fiscupacu. They are in your possession, Mr. MacGuineas, the 
microfilms. 

Mr. MacGutneas. I am talking about the original files. 

Mr. Fiscusacn. The original files haven’t yet met our needs. 
We are not th:ough with them, in other words. 

Mr. MacGuinnas. Do you have any idea how many monthis 
longer you will want them? 

Mr. Fiscuspacn. That depends largely, I will say, on when we 
complete the hearings. When the hearings are closed, the originals 
will be returned to you. And we will have a few questions to ask 
of you in connection with documents that are missing out of those 
files, Mr. MacGuineas. 

Mr. MacGurneas. Yes. 

Mr. Fiscupacu. Now, Mr. Wyman, are you able to state now the 
amount of dividends that were paid by the San Francisco bank, or 
did you indicate before that you were unable to do so? 

Mr. Wyman. I am unable to do so because I don’t have that infor- 
mation. I have nothing whatever to do with the operation of the 
San Francisco bank. 

Mr. Fiscupacn. That was the information we were going to get 
from Mr. Reardon? 

Mr. Wyman. I believe so. 

Mr. Fiscupacu. Weren’t you requested to furnish certain infor- 
mation to the subcommittee on that? 

Mr. Wyman. Not to my recollection. 
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Mr. Fiscuspacnu. Now, bearing in mind, Mr. Wyman, that order 
No. 2015 was made by the Board in Washington on September 9, 
1949, when in relation to that date were you in California? 

Mr. Wyman. I don’t recall the exact time. I was in California 
on or about September 21, 1949, I believe, in connection with an 
entirely different supervisory matter. 

Mr. Fiscupacu. While you were in California were you in the city 
of Los Angeles? 

Mr. Wyman. Yes. 

Mr. Fiscupacn. While you were in Los Angeles, did you talk to 
Mr. Noon? 

Mr. Wyman. Yes. 

Mr. Fiscuspacn. Did you talk to Mr. Noon about the Long Beach 
Federal case? 

Mr. Wyman. Not to my recollection. 

Mr. Fiscupacua. Did you visit the Long Beach Federal while you 
were in California? 

Mr. Wyman. No; I did not. 

Mr. Fiscupacu. Did you request of any member of the examining 
staff or any supervisory official or any supervisory personnel any 
information at all with respect to Long Beach Federal? 

Mr. Wyman. No; I did not. Order No. 2015 had been issued and 
I thought 

Mr. Fiscupacu. I appreciate that order No. 2015 had been issued, 
and all I am interested in is your answering the questions that I ask 
of you. If you have any comment to make, feel free to do so. 

Mr. Wyman. I would like to complete my answer to the question, 
if I may. 

Mr. Fiscupacnu. Go ahead. 

Mr. Wyman. I thought that order No. 2015, having been issued by 
the Home Loan Bank Board, it certainly would have been entirely 
inappropriate for me to have taken any action whatsoever under 
those circumstances with respect to the Long Beach Federal Savings 
and Loan Association. 

Mr. Fiscupaca. When you made your statement to the subcom- 
mittee here the other day—I am referring now to your prepared 
statement—you made reference to the fact the association had failed 
and refused to furnish an affidavit that the books of the association 
correctly reflected the financial condition of the association. 

Mr. Wyman. I don’t recall having made any such statement as 
that in my statement. 

Mr. Fiscupacn. Didn’t you so testify? 

Mr. Wyman. I don’t believe I did. 

Mr. Fiscupacu. Assuming now that you didn’t, is it your position 
that the association did fail to furnish such an affidavit? 

Mr. Wyman. In connection with what? 

Mr. Fiscupacnu. In connection with the books and records of the 
association, correctly reflecting the financial condition of the asso- 
ciation. 

Mr. Wyman. They furnished a statement and affidavit in connec- 
tion with the examination report of July 16, 1949, as I recall the file 
on the matter. 

Mr. Fiscusacn. Did you accept that affidavit or did you make 
any objection to it? 
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Mr. Wyman. I am not certain at the moment that they stated in 
that affidavit that the books and records are correct subject only to 
matters that were the subject of litigation. I am not sure just 
exactly what the wording was on that. 

Mr. Fiscupacu. Would it help you in any way to refresh your 
recollection if a copy of that affidavit were placed before you? 

Mr. Wyman. Well, I could read it. I am not able to—it probably 
would be helpful. 

Mr. Fiscnpacu. Mr. McKenna, would you be good enough to 
make Home Loan Bank Board Exhibit No. 6 available to Mr. W yman? 

(A document was furnished the witness.) 

Mr. Fiscupacn. Please refer, if you will, to any part of the contents 
of that exhibit and see if it refreshes your recollection as to whether 
you accepted that affidavit from Mr. Gregory which is appended to 
the exhibit, or whether you took exception to it. 

(A short pause while witness examined document.) 

Mr. Fiscupacu. Having examined the file, Home Loan Bank 
Board Exhibit No. 6, has your recollection been refreshed? 

Mr. Wyman. I recall seeing the affidavit, of course. As I under- 
stand it, the affidavit was prepared by the association, presumably 
by its counsel, and that that was the enly affidavit that the manage- 
ing officer of the association was willing to execute in connection with 
the report. 

Mr. Fiscusacn. Did you accept it or did you reject it? 

Mr. Wyman. I didn’t take any action whatsoever on it. As | 
understand the affidavit, it does certify that the entries made in the 
books and records by the officers and directors of the association 
after January 24, 1948, are 
to the undersigned’s best knowledge and belief true and accurate and correct as 
to the matters therein reflected. That all such books and records bear the 
following— 
and then it quotes a statement limiting the foregoing on the basis of 
certain contingencies. It is, of course, quite a different affidavit to 
that which is normally appended to the examination reports. 

Mr. Fiscnpacn. Of course, it’s different, isn’t it, Mr. Wyman? 

Mr. Wyman. So I don’t understand that it was a question of 
accepting or not accepting that. That was an affidavit that was 
prepared by the association or its counsel, and that was the affidavit 
it was willing to execute, and the only affidavit it was willing to 
execute, and therefore it wasn’t a question of whether we accepted it 
or didn’t accept it. 

Mr. Fiscnsacu. Did you ever take exception to the affidavit? 

Mr. Wyman. I don’t recall that there was ever any exception taken, 

certainly no formal exception as such taken, as I recollect, not in a 
supervisory way, anyhow. 

Mr. Fiscupacu. Are you familiar with the second ground set forth 
in order No. 2015? 

Mr. Wyman. I don’t recall ground No 

(Mr. Fischbach hands document to Mr. Wyman.) 

Mr. Fiscnupacu. Now, do you recall ground No. 2? 

Mr. Wyman. Well, I see that that ground No. 2 is there. 

Mr. Fiscuspacu. Ground No. 2 alleges that— 


the association has failed and refused to furnish an affidavit of its president or 
of its secretary or other officer that to the best of its knowledge and belief the 
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books of the association correctly reflect the financial condition thereof as required 
of all Federal savings and loan associations. 

Yet, vou have such an affidavit before you as part of Home Loan 
Bank Board Exhibit No. 6, have you not? 

Mr. Wyman. Will you repeat that question, please? 

Mr. Fiscusacnu. I say—yet you have such an affidavit before you 
as part of Home Loan Bank Board Exhibit No. 6. 

Mr. Wyman. This affidavit that I have before me here, prepared 
or rather executed by the association, as I read it, does not state that 
the books and records of the association correctly reflect the true 
financial condition of the association. I don’t find that in reading 
the affidavit. It says that the entries made since January 24, 1948, 
are true and correct to the best “of my knowledge and belief,’’ but 
I find nothing in that affidavit that says that the books and records 
of the institution truly reflect its true financial condition. 

Mr. Fiscupacn. Could anybody in Long Beach Federal, in the 
light of the facts disclosed in this affidavit of Mr. Gregory, make such 
an affidavit without first accepting everything that Mr. Ammann had 
done during his period of conservatorship? 

Mr. Wyman. I presume they could have made an affidavit that 
would have the exceptions which would have made the affidavit 
subject to the accounting by the conservator and subject to the con- 
tingencies of the litigation. 

Mr. Fiscupacu. And isn’t that exactly what the affidavit did? 

Mr. Wyman. That I am not sure. This was a legal document and 
I am not a lawyer, and I wouldn’t undertake to pass legal judgment 
on the document at all. 

Mr. Fiscupacu. Would you undertake to pass administrative 
judgment on its sufficiency, Mr. Wyman, since you are chief super- 
visor? 

Mr. Wyman. It seems to me that the association could have made 
an affidavit to the effect that the books and records reflect the true 
financial condition of the association except for certain things, and 
that would be the accounting by the conservator and the litigation 
that was pending. 

Mr. Fiscuspacu. Isn’t that what the affidavit did? 

Mr. Wyman. That I don’t know. 

Mr. Fiscusacu. That you don’t know at all? 

Mr. Wyman. This is a legal document and I wouldn’t—— 

Mr. Fiscusacu. In your capacity as chief supervisor and any other 
capacity you have. 

Mr. Wyman. I wouldn’t undertake to pass judgment on this be- 
cause it is a legal document. 

Mr. Fiscusacu. Did you ever undertake to pass judgment on that 
document? 

Mr. Wyman. On this affidavit? 

Mr. Fiscusacu. Yes. 

Mr. Wyman. No; I did not. 

Mr. Fiscupacn. You never took exception to it; you never either 
approved it or objected to it? 

Mr. Wyman. I didn’t take any action personally on this affidavit. 

Mr. Fiscuspacu. Did anyone else, to your knowledge? 

Mr. Wyman, I don’t know. 
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Mr. Fiscupacu. Did you ever hear it said by anybody or any 
official connected with the Home Loan Bank Board or its adminis- 
tration that the affidavit attached to Home Loan Bank Board Exhibit 
No. 6 by Mr. Gregory was insufficient? 

Mr. Wyman. I ‘don’t recall having discussed it with anyone at 
any time. 

Mr. Fiscusacn. Did you ever hear it said by anybody connected 
with the Home Loan Bank Board or its administration that Mr. 
Gregory’s affidavit referred to was insufficient? 

Mr. Wyman. I don’t recall having heard that. I don’t recall 
having discussed it with anyone at any time. 

Mr. Fiscupacu. And no one discussed it with you? 

Mr. Wyman. I don’t recall having discussed it or of anyone having 
discussed it with me. 

Mr. Fiscupacu. Now, you made a point in your statement to the 
effect that funds of the association were charged in connection with 
advertising in the matter of Crystal Engineering Company. Do you 
recall making such a statement? 

Mr. Wyman. I don’t recall that. Do you recall what page that 
was on of that statement? 

Mr. Hourrretp. Page 10, bottom of the page. 

Mr. Wyman. Page 10. Yes, 1 do. That is in connection with the 
sale of the Crystal ‘Radio Service to which you are referring. 

Mr. Fiscupacu. Yes. Now, how much was _ the association 
charged improperly? 

Mr. Wyman. That I don’t know. I would have to look that up 
in the report of examination of May 18, 1946, which, incidentally, 
I believe should be introduced as evidence in connection with this 
hearing. 

Mr. Fiscupacn. Did you ever know how much the amount in- 
volved was? 

Mr. Wyman. I am not sure that I knew that. There are so many 
details involved in that, I don’t recall at the moment whether I knew 
that. As a matter of fact, I am not certain that the examination 
report shows the dollar amount of that. It would have to be looked 
up. 

Mr. Fiscusacu. Didn’t you check it before you prepared the 
statement? 

Mr. Wyman. It seems to me that I did check it at one time, but I 
would have to look back into the report to see if I could find the 
amount. 

Mr. Fiscupacn. Would Mr. Ammann be familiar with that? 

Mr. Wyman. He might be. 

Mr. Fiscupacu. Suppose you ask him now. 

Mr. Wyman. He might have to look at the examination report to 
find it. I imagine that he would. 

Mr. Fiscupacu. Mr. Ammann, I called Mr. Wyman’s attention to 
a statement that he made. Perhaps you can furnish the amount 
involved, the dollar amount. 

(Mr. Ammann furnishes document to Mr. Wyman.) 

Mr. Wyman. According to statement, report by the examiner, on 
page 3-U of his report of examination as of May 18, 1946, an invoice 
dated January 18, 1946, in the amount of $4.50 was paid by the 
association on January 24, 1946, covering “publishing notice of sale 
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of stock in bulk, Gregory to Turner. Publishing date January 18, 
1946.” 

Mr. Houtrrevp. In other words, Mr. Wyman, you have devoted a 
half of a paragraph here to a complaint in regard to a $4.50 advertise- 
ment. It looks like to me you were combing the statements with a 
fine-toothed comb in order to find a peg on which to hang your hat 
when you go to the point of including a $4.50 item. 

Now I wonder if every building and loan association has been 
combed as finely for items which may or may not be allowed—in that 
small sum, the sum of $4.50 in a $26 million institution. 

Mr. Wyman. May I answer or comment on that, Mr. Chairman? 

Mr. Hourrrevp. Surely. 

Mr. Wyman. Admittedly the $4.50 is a small item, but it makes 
comparatively little difference whether it is $4.50 or $450, if we have 
involved, as we felt we did in this case, failure to abide closely and 
strictly by the principles of trusteeship in the handling of other people’s 
money. The $4.50 did not belong to Mr. Gregory, it belonged to the 
shareholders of that institution; and whether it was $4.50 or a thou- 
sand times that much, he had no right, as we understand it, to take it 
and to expend it for personal purposes. 

Mr. Houirirtp Assuming that the act itself was illegal or dis- 
allowed, have you in the examination of other building and loan associ- 
ations disallowed amounts of various sizes— 

Mr. Wyman. Oh, we come across such situations from time to time. 

Mr. Houtrretp (continuing). Where mistakes have been made or 
where unauthorized expenditures have been made? You have come 
across those in other institutions, have you not? 

Mr. Wyman. Yes, we do find those occasionally. 

Mr. Houtrretp. And what is your usual course of action in a case 
like that? Is it to call to their attention the fact that they have made 
an expenditure which is not authorized and ask them to remedy it? 

Mr. Wyman. Yes. 

Mr. Hourrtenp. Is that usually your method of procedure? 

Mr. Wyman. We ask them to restore the amount to the association. 

Mr. Houtrretp. Yes. Did you in this instance? 

Mr. Wyman. We did not in this instance because we didn’t know 
about this until near the end of 1946 when this report of examination 
first came to our attention. 

Mr. Hourrretp. Was that during the conservatorship? 

Mr. Wyman. That was during the conservatorship. 

Mr. Hourrreip. And at the expiration of the conservatorship did 
vou then or did you at any time since then ask for a correction of this 
$4.50 amount? 

Mr. Wyman. No, sir; I did not, Mr. Chairman, because this 
institution has been in the midst of litigation, as to which we have 
been the defendants, and we are the defendants as I understand it. 
And we felt that we were not in position, and certainly I felt, as far 
as I was concerned in discharge of my duties, that I was not in position 
as a defendant, or an emplovee of the defendant, if you will, to handle 
this matter as we would ordinaily handle a case of that kind. 

Mr. Hourrretp. At the time that you returned this association to 
Mr. Gregory and his directors, did you at that time file a bill of 
particulars with him, asking him to correct the things that you found 
wrong with the institution? 
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Mr. Wyman. No, I did not. I didn’t know anything about jh, 
turnback of this association to Mr. Gregory until after it had becom 
an accomplished fact. Of course, following that, as I recall the history 
of it, the plot or the litigation, rather, became more complicated, and 
we continued to be in the same position substantially as we wer 
before, I mean, in relation to plaintiff and defendant, if I may put it 
that way. 

Mr. Fiscuspacn. While Mr.Ammann was conservator was he under 
any difficulty as far as writing Mr. Gregory and asking him to refund 
the $4.50? 

Mr. Wyman. I believe I have to rely upon what Mr. Amman 
stated. I believe he stated before the subcommittee yesterday in con- 
nection with efforts to recover any of these items that he had disensse 
that with his counsel, his attorney, while he was conservator, and that 
as he recalled it, notice or preliminary notice, anyhow, was given to 
the bonding company but that no claim was filed. I presume he was 
proceeding on advice of his counsel. 

Mr. Fiscanacn. Mr.Ammann, at this point I would like to inguin 
whether vou were advised by your counsel in connection with the 
$4.50 referred to by Mr. Wyman. 

Mr. AMMANN. I don’t recall that I was advised specifically as to 
the individual item. Iwas under the impression from counsel that 
this would be among the matters which would be treated at the admin- 
istrative hearing which had been enjoined, and we were waiting for 
that hearing or for the legal department of the Board to carry on 
through with their procedures in that respect. 

Mr. Fiscunacu. What counsel advised you to that effect? 

Mr. AMMANN. I don’t remember which ones. There were several 
attorneys at different times with whom I conferred. 

Mr. Fiscnnacnh. Name them, please. 

Mr. Ammann. Mr. Dougherty, Mr. Meininger, Mr. McKenna, 
Mr.Wickhem, and Mr. Hall. I don’t recall whether there were others 
Those were the ones with whom I usually conferred. When one wasn't 
available I conferred with others. 

Mr. Fiscuspacu. Did you ever get a memorandum in writing from 
any of the attorneys, or did you ever submit a memorandum in writ- 
ing to any of the attorneys with regard either to this $4.50 item o1 
any other item? 

Mr. AMMANN. No. 

Mr. Fiscupacu. You never did? 

Mr. Ammann. I don’t believe I did. I don’t recall any. 

Mr. Fiscupacu. As I understand you, you neither furnished 
memorandum nor did you receive a memorandum from them. 

Mr. Ammann. They were furnished four copies of the report of th 
and other matters to be covered. 

Mr. Fiscusacn. Did you ever prepare a memorandum which 
words or substance set forth the various items which you claime 
were due the association and for which action should be instituted 
in behalf of the association, whether by way of lawsuit or otherwis 

Mr. Ammann. I don’t recall having done so. I may have done s 
in respect to the hotel lease, but I don’t recall whether that was }\ 
memorandum or by discussion. 

Mr. Fiscupacn. All right. 
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Did you ever get any memorandum from counsel in which the 
specific items which were allegedly due Long Beach Federal as a 
result of the mismanagement of Mr. Gregory and his associates 
were specifically treated by counsel? 

Mr. Ammann. I don’t believe so. 

Mr. Fiscusacu. With regard to the hotel lease, you are aware— 
are you not—of the fact that Mr. Wyman’s statement to this com- 
mittee contains considerable reference to that subject? 

Mr. AMMANN. That is right. 

Mr. Fiscnpacu. And were you consulted in connection with the 
preparation of that phase of his statement? 

Mr. AMMANN. I read it. 

Mr. Frscuspacn. That isn’t what lasked you, Mr. Ammann. Now, 
please answer the question. Were you consulted in connection with 
the preparation of that phase of his statement? 

Mr. AMMANN. To answer your question honestly, I checked against 
the examination report some of the statements in his statement to 
see whether they were fully in conformance with the facts set out in 
the report. Whether that was one of those items, I am not able 
positively to state. 

Mr. Fiscuspacu. Now, with regard to the hotel lease, you at no 
time took any action under the regulations to disaffirm the lease; did 
you? 

Mr. AMMANN. I wrote a letter to Mr. Turner disaffirming it and 
demaindu g the) he varn whe proceeds of the income o. the hotel over 
to the association. 

Mr. Fiscupacn. What happened? 

Mr. AMMANN. Nothing. 

Mr. Fiscupacn. Did you follow that letter up by starting any 
legal proceedings? 

Mr. AMMANN. I called the matter to the attention of our attorneys. 
In fact, the attorney advised me in the preparation of that request to 
Mr. Turner, and I called attention to the fact as time went on that 
those receipts were not coming into the institution; the institution 
was getting no benefit from it. And they advised me that they were 
considering that in connection with the other matters they were 
handling, and that this would have to be fit into the proper procedure 
in their litigation. 

Mr. Fiscupacnu. All right. 

Mr. McKenna, are you familiar with that hotel transaction? 

Mr. McKenna. Very vaguely. 

Mr. Fiscupacu. Very vaguely? 

Mr. McKenna. Yes. 

Mr. Fiscupacu. Did you or did any other lawyer of the Home 
Loan Bank Board or any other lawyer connected with either the 
Home Loan Bank Administration or Home Loan Bank Board institute 
any action following the written demands of Mr. Ammann dis- 
affirming the lease? \, 

Mr. McKenna. Well, of course, speaking for myself first before I 
speak generally—lI came in the picture very late and, of course, had no 
opportunity to raise that question. 

Mr. Fiscnpacn. All right. 

Mr. McKenna. Now, speaking for the others, I would have to 
speak from a general recollection of the files, which could be inaccurate, 





INVESTIGATION OF HOME LOAN BANK BOARD 


and of my own understanding of the case. But I can very well 
understand why they wanted to let such questions as this wait until 
they had resolved the main issue. 

Mr. Fiscupacu. I am not asking you either to explain or excuse: 
I am merely asking for facts. Now, did vou or did any other lawyer 
of the Home Loan Bank Board, to your knowledge, ever bring a law. 
suit to cancel the lease that was referred to in Mr. Ammann’s letter? 

Mr. McKenna. As far as I know, I know nothing of any lawsuit 
brought in the Home Loan Bank Board’s name. I know of the pend- 
ing lawsuit which was designed to prevent their going into this and 
all of the facts regarding this association, and that was ve ry evidently 
designed to prevent their going into these questions. 

Mr. Fiscunacn. Thank vou for your opinion, Mr. McKenna. 

Mr. Wyman, on your trip to California in the latter part, as ] 
recall your testimony, the third week of September 1949, did you go 
throug! 1 Long Beac h? 

Mr. Wyman. No; I did not. 

Mr. Fiscupacn. Where were you in California aside from Los 
Angeles? 

Mr. Wyman. I wasn’t anywhere except Los Angeles. I was there 
on a very serious supervisory matter, and it consumed virtually all 
of my time for the period of my stay, which I think was about a week, 
and I was not outside the city at all; right downtown all the time. 

Mr. Fiscusacnu. What was the nature of this serious supervisory 
matter that took you to California? 

Mr. Wyman. It was another association that was involved. It is 
a matter that has no relationship or bearing whatsoever upon this 
matter. It was entirely a separate management problem where—— 

Mr. Fiscusacu. If you will state the facts, perhaps this subcom- 
mittee will form its own conclusion. Now, what are the facts? 

Mr. Wyman. Well, an association management—— 

Mr. McKenna. May I comment? 

Mr. Hourrievp. Yes. 

Mr. McKenna. I doubt very much if the committee wants in open 
hearing to go into the intimate affairs of another association which 
might possibly cast reflections on people not here involved at all, and 
it is using other people’s reputations recklessly. 

Mr. Houtrieip. You may refer to the association as association X, 
and later on we will discuss the advisability of substituting the name 
of the association, Mr. Wyman. 

Mr. Wyman. Well, the association X had gotten into some very 
serious difficulties because of certain activities of its managing officer, 
which involved primarily and basically the making of loans in which 
he was the real party at interest—that is, on properties as to which 
he was the real party at interest, in the names of straw parties or 
dummy parties, apparently without any financial standing—and also 
the disbursement of proceeds of loans through a concern in which the 
managing officer was personally interested and the controlling factor; 
and, insofar as we could ascertain, the disbursement of those funds 
in advance of the progress of construction until it became necessary 
for the association to advance still further funds to carry through the 
construction of the properties to completion. 

Mr. Fiscuracu. How much was involved, Mr. Wyman? 

Mr. Wyman. How is that? 
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Mr. Frscupacu. How much was involved? 

Mr. Wyman. Oh, I wouldn’t recall that in the exact figures. It 
ran up into six figures. Now, I mean by that I can’t recall at the 
moment whether it was $175,000 or $275,000. That’s something 
that would have to be gotten together from the records, which I 
don’t have here. 

Mr. Fiscuspacu. How large was the association? 

Mr. Wyman. Oh, at that time it was—— 

Mr. McKenna. Mr. Chairman, could we in order to avoid the 
identification put in general figures? 

Mr. Houtrrevp. It is not necessary for you to answer that question 
at this time. 

Mr. Wyman. I beg your pardon? 

Mr. Houirrevp. At this time, I say I will relieve you from answering 
that question because it is evident that the designation of the capitali- 
zation of an institution at that time might disclose its identity, and 
as long as we have adopted the procedure of designating it as X, why, 
I will sustain your right not to answer that question. 

Mr. Fiscupacu. May I address myself to the Chair on that propo- 
sition? 

Mr. Hourrrevp. Privately? 

Mr. Fiscupacu. This can be made a matter of record, what I have 
to say. 

Mr. Houtrtevp. All right. 

Mr. Fiscupacu. The observation I wish to call to your attention 
in connection with the ruling you just made is simply this: that if an 
answer to the question is permitted within a range of $5 million I am 
sure even Mr. McKenna will agree that there will be no way of 
identifying the particular association being referred to as associa- 
tion X. 

In other words, Mr. Chairman, what I am saying is this: If the wit- 
ness is permitted to answer that the association was within the $5 mil- 
lion range, or was within the $10 million range, or was within the $15 
million range, I am quite certain that it would be utterly impossible 
to identify the association. 

Mr. Wyman. Mr. Chairman, may I make just this one comment 
on it? 

Mr. Houirievp. Yes. 

Mr. Wyman. I would just like to take exception to counsel’s com- 
ment. But it is quite understandable that a matter of such character 
as that was at the time we dealt with it and worked with it for a period 
of many months to try to get it corrected—and I believe and hope we 
have—would become in some manner, somehow, not through us, I 
can assure you, but would become known about the financial district. 
And any reference that we would make that would become a public 
document would be identifiable by many institutions who would know 
just enough about what the complexity of the matter was. 

1 think that was one thing Mr. McKenna had in mind in comment- 
ing on it—that it is so easy to divulge information here that is of a 
conidential nature and which we have held in confidence. Even this 
600-page examination report of the Long Beach Federal we have held 
in confidence. We have made no disclosure in any public way of any 
of this information, and I am most reluctant, certainly, to testify 
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about another association which, I assure you, has no connection 
whatsoever with this matter. 

Mr. Fiscuspacn, Didn’t you know, Mr. Wyman, that that 600- 
page document that vou say you have never disclosed was made 
available to lawyers who worked to bring lawsuits against Long Beach 
Federal? Didn’t you know that? 

_ Mr. Wyman. Oh, yes. I said we had made no public disclosure of 
it. 

Mr. Houirreip. Let me question the witness on that point. 

Mr. Wyman, I expect you to respect this subcommittee to the 
point where you will not impose upon its intelligence, at least. 

I happen to know that that particular examination was made 
available to a couple of lawyers and that they filed a suit which was a 
matter of public record, and which detailed in the suit that there was 
a matter of filing the very charges contained, word for word, in this 
statement here. 

Now, in view of a fact like that, please don’t impose upon thie 
intelligence of this subcommittee by using that as an argument on 
this case that we are talking of now. 

Mr. Wyman. I should, of course, have excepted in connection with 
the litigation. I should have made that exception in making the 
statement, which I intended to do. 

Mr. Houtrrevp. Of course, it was made available months before it 
was made available even to the management. Are you aware of the 
fact that that was done? 

Mr. Wyman. Well, I knew it was made available first to—— 

Mr. Hourrietp. Mr. Newendorp and Mr. Bradley? You are aware 
of that? 

Mr. Wyman. To whom? 

Mr. Hourrietp. Mr. Newendorp and Mr. Bradley. 

Mr. Wyman. I am not familiar with those names. 

Mr. Ho.irretp. Mr. Smith? Who was it made available to? 

Mr. Wyman. I understood, of course, that it was available to the 
attorneys, and certainly it has been available, I presume—— 

Mr. Houirreip. To what attorneys? 

Mr. Wyman. In connection with the litigation, the counsel for the 
association. 

Mr. Hourrte.p. Do you know that it was made available to some 
outside attorneys, not attorneys of the association but some outside 
attorneys, in order that they might bring a different suit against the 
management? 

Mr. Wyman. No; I am not familiar with that, Mr. Chairman. 

Mr. Houtrretp. You are not familiar with that? 

Mr. Wyman. No; I am not. 

Mr. Hourrretp. You didn’t know it was made available to a Mr. 
Smith in Long Beach? 

Mr. Wyman. No; I have no knowledge of that, Mr. Chairman, «t 
all. I had not knowledge of it. . 

Mr. Houirietp. You don’t know what the policy of the Board 1s, 
then, in regard to an examination of this type—whether it should be 
kept ‘confidential or whether it should be released to particular pets 
and favorites, where it happens to coincide with the purposes of the 
Board? 
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\Mir. Wyman. The policy of the Board, as I know it and as I have 
understood it to be for many years, has been that examinations and 
reports of examinations of these institutions were confidential and 
were to be so regarded and so treated, and that likewise reports made by 
ihe institutions themselves to the Home Loan Bank Board were to be 
treated confidentially. And I have understood that that has been 
the practice. 

Mr. HoxiFretp. So far as you personally are concerned you were 
jot a party to the making of this particular examination report public 
to other attorneys outside of the attorneys of the Home Loan Bank 
Board? 

\ir. Wyman. Absolutely not, Mr. Chairman, and if I conveyed any 
erroneous impression on that maiter from which the committee may 
have drawn the inference that I had any disrespect for the committee, 
why, I wish to apologize, because I had no thought of that sort. I 
had no knowledge of any release of the examination report excepting 
that | assume, of course, that the attorneys in the case had access to 
the facts and information. 

Mr. Hourrretp. You supposed those attorneys would respect the 
confidential policy which your Board has maintained in regard to 
those examinations? 

Mr. Wyman. I did not project the thing too much. I assumed pro- 
fessional ethics would be maintained im a thing of that sort, and so 
regarded it, so far as I was concerned. 

Mr. Frscupacu. Mr. Wyman, referring again to association X, 
saviigs and loan associations are classified according to their capital 
and surplus as either class A, B, or C, are they not? That is, for some 
purposes? 

Mr. Wyman. Well, as to class I, I], or III, it amounts to the same 
thing, substantially. 

Mr. Fiscupacu. There are many associations in class I, there are 
many in class I], and many in class IIT; are there not? 

Mr. Wyman. Yes. Comparatively few in class III, a few more in 
class II, and most of them, proportionately, are in class I, which is the 
top group. 

My Fiscupacu. Could you indicate in what category this associa- 
tion X we are talking about falls, whether it is class I, or I], or IIL? 
could you indicate that to the chairman without making it a matter of 
public reeord here? 

Mr. Wyman. On the basis of the examination wherein these things 
were disclosed, of course, it was class III. It was seriously threatened 
with impairment and all kinds of difficulty. 

Mr. Fiscupacn. All right. 

Did you appoint a conservator for association X? 

\ir. Wyman. No; we did not. 

\ir. Fiscunacn. Did you recommend that one should be appointed? 

\fr. Wyman. No; I did not. I went to Los Angeles, together with 
Mr. Noon. We had a rather lengthy meeting with the board of 
directors of the association one day, and then again on the following 
evening, and it went along pretty much that way for upward of a 
week and we got some changes made that avoided, we thought and 
hoped, the necessity of drastic action of that kind. We have not 
completely settled all of the problems as yet. 
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Mr. Fiscusacu. You are doing the best you can with it? 

Mr. Wyman. We feel that it is in a much improved condition and, 
as a matter of fact, we sent a representative of my office out there and 
spent some little time with them in an effort to get them established 
on a sound basis. 

Mr. Houirisip. The same management has been retained? 

Mr. Wyman. There has been a change of management, Mr. 
Chairman. 

Mr. Houirietp. Was there a change made at that time? 

Mr. Wyman. Yes; it was made at that time. 

Mr. Hourrireip. But you did not take this institution into con- 
servatorship? 

Mr. Wyman. No; we did not. 

Mr. Houirietp. Although there were several hundred thousand, or 
more than a hundred-thousand-dollar impairment involved? 

Mr. Wyman. Yes; contingent. 

Mr. Hourrieip. Did you serve an order upon them to show cause 
why they should not—— 

Mr. McKenna. Apart from the text, I want to interrupt, but I 
do not think we should leave the impression that there was impair- 
ment in the association. I do not know whether it is accurate or not. 
I do not know that it has been testified. 

Mr. Hourrietp. Would a diversion of over $100,000 into an 
improper procedure be considered as an impairment? 

Mr. McKenna. I think an impairment technically means that 
the stock or shares in the association, the savings, are not worth their 
full value. 

Mr. Fiscunacnu. I would like to call attention of the chairman to 
the fact that the witness, Mr. Wyman, himself referred to this as a 
serious supervisory problem which took him out to California; that 
the association X we are talking about, as a result of what the witness 
indicated, was very seriously impaired. Is that not true? 

Mr. Wyman. No; I did not say, and did not mean to say, cer- 
tainly, that it was impaired, but that it was threatened with serious 
losses that could well have brought about——— 

Mr. Houirievp. Impairment? 

Mr. Wyman. Exhaustion of its reserves and surplus, and even more 
than that, and would have resulted in—— 

Mr. Hourrie.tp. Back to my question, please. Did the Board 
issue an order to show cause either to appoint a conservator or to 
come in and have a talk, have a conference, or anything like that, 
with the Board on this matter? 

Mr. Wyman. No; they did not. It was felt that we should cer- 
tainly first make an effort to—— 

Mr. Houirretp. They did not. That, I think, answers the ques- 
tion. The sums that were involved were variously estimated between 
$175,000 and $275,000. It was considered a serious supervisory 
problem, so that the chief supervisor was sent to California to look 
into the matter, but no order was issued, such as order No. 2015, in 
spite of the fact that this was a matter of what you considered primary 
supervisory importance? 

Mr. Wyman. Yes; it was. And there was no order issued. 

Mr. Ho.irretp. No order issued? 

Mr. Wyman. No. 
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Mr. Fiscupacnu. It was felt that the way to deal with that was to 
have you go out and have a talk with the directors and management, 
and see W hat you could do to straighten it out? 

Mr. Wyman. That is right. I would like to add this further com- 
ment, if I might, that is, the matter was one of contingency rather 
than any actual de veloped loss in the institution. 

Mr. Hourrretp. As I understood it, one of the principals in the 
institution formed a dummy company for the purpose of building 
homes and, while technically he may not have been the owner of this 
company, as a matter of fact he was the owner of the company. 

Mr. Wyman. Apparently that is true. 

Mr. Houirretp. Apparently that is true. And you proceeded on 
the assumption that this was a major transgression of the building 
and loan regulations which provide against such an action on the part 
of manage ment of building and loan associations, and yet notwith- 
standing | that this proceeding had been followed which was a violation 
of the regulations of the Home Loan Bank Board to the tune of be- 
tween $175,000 and $275,000, it was not considered of enough im- 
portance to issue an order, as you did in the Long Beach case. In 
~_ words, here it is very evident that the administrative judgment 

variable and that the Home Loan Bank Board cuts its cloth ac- 
conde to the pattern. 

If A is involved, then a $4.50 item becomes very vital. If B is 
involved, $175,000 or $275,000 item becomes of relatively less i impor- 
tance. That seems to be the evidence that is before the subcommittee. 

Mr. Wyman. There is a principle involved in this association X to 
which you have been referring. That is the same principle that, of 
course, was involved here, and that is that the managing officer of 
the association was one of its directors, was, in a few brief words, 
doing business with himself. 

Mr. Fiscupacn. Yet in the case involved here 

Mr. Wyman. That is the same principle that is involved in the 
payment of the $4.50 item; exactly the same principle. 

Mr. Fiscupacn. Yet, where the principle involves several hundred 
thousand dollars you went out and talked it over, whereas the course 
of action that you have taken in the Long Beach Federal case is per- 
fectly clear from your testimony and the testimony of other witnesses 
here. How do you reconcile them? 

Mr. Wyman. We had endeavored in earlier years to bring about 
some changes in the Long Beach Federal. 

Mr. Fiscunacn. Let me ask you this, Mr. Wyman: Did you at 
any time get a travel order telling you to go, that is, authorizing you 
to go to California to talk to Tom Gregory or any of his lawyers or 
anybody connected with the board of the Long Beach Federal? 

Mr. Wyman. I would not have had to have had a special travel 
order. 

Mr. Frscupacu. Did you or did you not, Mr. Wyman? 

Mr. Wyman. No, I did not. 

Mr. Fiscupacnu. All right. 

Let us deal with facts as they are. How many trips have you made 
to other places throughout the United States on major supervisory 
problems? 

Mr. Wyman. That is a rather difficult question for me to answer, 
covering a period of 16 or 17 years, or whatever it is. 
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Mr. Fiscusacnu. Let us confine it to the last 6 or 7 years. 

Mr. Wyman. Even that is not an easy question to answer. 

Mr. Fiscupacnu. Were there many? 

Mr. Wyman. Offhand—— 

Mr. Fiscupacu. Were there many such trips? 

Mr. Wyman. I have made several such trips. 

Mr. Fiscusacu. On major supervisory problems? 

Mr. Wyman. Yes; I would say on several trips, on major super- 
visory problems. 

Mr. Fiscusacu. Can you think of one in the last 3 years? 

Mr. Wyman. Oh, yes. 

Mr. Fiscusacn. All right, let us refer to that, please, if you will, 
to this degree: Was it in the northeast, the northwest, the southeast, 
or the southwest part of the United States? 

Mr. McKenna. Without breaking in to this questioning, I want 
to emphasize once more that our supervisory files are confidential, 
and if this subcommittee is going to go into it, we do not want the 
responsibility for any harm that is done. I want to make that 
perfectly clear, and this interrogation cannot continue in an open 
hearing without hurting some association or somebody. I want to 
express that perfectly clearly. 

Mr. Fiscupacn. In connection with your statement, Mr. McKenna, 
I would like to ask you this question: Do you mean to suggest to 
this subcommittee that this subcommittee by asking whether a given 
supervisory problem arising in the northeast part of the United States, 
the northwest part of the United States, the southwest part of the 
United States, or the southeast part of the United States would expos: 
the confidential nature of your operation in that respect? 

Mr. McKenna. Of course, what is going to happen I cannot 
predict. I am only pointing out the possibilities. I want to em- 
phasize that this is a relatively small industry. Everybody in the 
industry almost knows everybody else. They are very quick to 
pinpoint on a very minimum of information, and whether or not the 
information that you are going to develop which you have not deve!- 
oped yet with respect to the case you are now on, Is going to bring out 
enough information so that it becomes public knowledge that a 
particular institution has been or is in trouble, and what that trouble 
is, and over and above that, what harm is going to be done, I would 
not predict but I will point out that we have taken a very firm position 
in the district court, and the Government has, the United States has, 
in refusing to present the information about other institutions. 

We have done that, exercising an executive privilege. We hav 
done it because we did not want the responsibility for the harm that 
would be needlessly done in open court proceedings, going into tli 
condition of an association that is in no way involved in the trans- 
actions before the court or before this body. 

Mr. Fiscupacu. Can you answer my question, Mr. McKenna? 

Mr. McKenna. If you would restate it, I will try again. 

Mr. Fiscuracn. Now let us assume that association X—1, which wil! 
be the reference to the association about which I propose to interre 
gate Mr. Wyman, is located in the southeastern part of the United 
States. In order words, I am dividing the United States into fou 
quarters. Would reference to association X—1 in the southeastern 
part of the United States expose that association? 
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Mr. McKenna. With nothing more? 

Mr. Fiscunacu. With nothing more. 

Mr. McKenna. You are going to ask another question about it? 

Mr. Fiscuracu. Would you answer the question I have asked you? 

Mr. McKenna. If I assume that you say there is an X—1 associa- 
tion in the southwest part of the country and might possibly be in 
difficulty, I do not think that would. 

Mr. Fiscuracn. All right; very well. 

Now, I propose to refer to association X-1 as being in a given quartcr 
of the United States as far as geographical location is concerned. 
[also propose to refer to association X—1 as being in category 1, 2, or 3. 
Now, I want to ask you in connection with that, Mr. McKenna, 
whether referring to association X-1 as being in one of the three 
categories would expose the association? 

Mr. McKenna. I would say at that point you are getting over my 
head. I am not a psychologist. 1 am not a financier. And I do not 
have a crystal ball in front of me. From there on the subcommittee’s 
responsibility is its own and not ours. 

Mr. Fiscusacu. I think it is up to the chairman to accept that 
responsibility. 

Mr. Houirretp. I will accept the responsibility as far as the quarter 
of the United States is concerned and the category of the institution. 

Mr. Fiscupacnu. All right. 

Now, referring again, Mr. Wyman, to any one of the trips you have 
made in the last 3 years on major supervisory problems, and let us 
pick one which we will refer to as association X—1 so as to distinguish 
it from the association last mentioned, in what part of the United 
States was association X—1 located—you do not have to give me the 
city, just tell me was it in the northeast, the southeast, the northwest, 
or the southwest part of the United States. 

Mr. Wyman. There was one in the southeast part of the United 
States, southeast quarter. 

Mr. Fiscupacu. What category would X—1 fall in as regards your 
category, 1, 2, or 3? 

Mr. Husspanp. May I, for the purpose of clarifying the thing, say 
this: When you talk about 1, 2, and 3, you have one type of association 
in mind, and Mr. Wyman has another. Would you like to have me 
clear that point so that there is no difference in the terms being used? 

Mr. Fiscupacn. I, certainly, would, Mr. Husband. It has been 
my understanding that it is standard operating procedure for the 
Home Loan Bank Board to classify the various associations according 
to their capital within certain ranges. 

Mr. Huspanp. That classification is not the one that he is talking 
about. He is talking about supervisory ratings, 1, 2, and 3. The 
classification you are talking about is the one used by Mr. Reardon 
for the purpose of voting and that is based upon size, capital, and 
surplus. So you are talking about two entirely different things. And 
I thought the subcommittee in the interest of clarity would. like to 
— that point cleared up. 

Mr. Hourrre.p. Thank you very much. 

Mr. Fiscupacn. I appreciate that. 

Mr. Hourrretp. Will you explain, Counsel, to Mr. Wyman that 
you are questioning him regarding the categories? 
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Mr. Fiscupacu. What are the capitalization categories into which 
the associations are divided, are they class A, class B, and class C? 

Mr. Wyman. We do not divide associations into any asset cate- 
gories. 

Mr. Fiscupacnu. You do not? 

Mr. Wyman. We do not. 

Mr. Huspanp. May I answer that? 

Mr. Fiscupacn. Mr. Husband, would you enlighten us on that 
point? 

Mr. Hussanp. Because of my former experience on the Board, | 
am familiar with the two phases. Mr. Wyman has nothing to do with 
the classification of associations by size. That takes place under the 
Federal Home Loan Bank Act for the purpose of electing directors and 
has nothing to do with the supervisory process. 

Mr. Fiscunacn. There is such a classification? 

Mr. Hussanp. There is such a classification and it could be pro- 
duced for you by Mr. Reardon, the man you heard yesterday, but not 
by Mr. Wyman. 

Mr. Fiscuspacu. Could you tell the subcommittee, or at least state 
for the record in what capital category as regards class A, B, and C, 
association X would fall in? 

Mr. Huspanp. I wish I could, and I would if I knew the answer, 
Mr. Fischbach, but those categories change in size from year to year, 
and I have not had any dealing with the categories since I left the 
Board in 1942. 

Mr. Fiscupacn. Could you confer with Mr. Ammann and Mr. 
Wyman privately on that point, so as to clarify our records? 

Mr. Huspanp. They would not know, either, because as I men- 
tioned before, they have nothing to do with the classification on a size 
basis. We only have about 100 associations in class 3, which is a 
supervisory rating. They are placed in that category because of low 
reserves or lending operations, but the class A, B, and C, that you are 
talking about has nothing to do with this financial condition. It is 
merely a classification according to size to comply with the Federal 
Home Loan Bank Act. 

Mr. Fiscusacu. So I understood. 

Mr. Hussanp. Which says that associations are to be divided into 
these three categories, and each group is entitled to elect a director, 
class A, class B, and class C director. 

Mr. Fiscupaca. That was my understanding. 

Mr. Hussanp. That is the bank system. And this man isa Federal 
Savings and Loan system man. He knows nothing about that, Mr. 
Fischbach. I know nothing about it, except because of my previous 
service on the Board. 

Mr. Fiscupacu. All right. I guess we can come to that in another 
way. Thank you very much, Mr. Husband. I really appreciate 
your clarification of the record here. 

Mr. Wyman, referring to association X—1 which you said was in 
the southeastern part of the United States, you made a trip to that 
association because of a major supervisory problem? Is that correct? 

Mr. Wyman. That is correct. 

Mr. Fiscupacn. What was the nature of the major supervisory 
problem with which you were confronted in association X—1? 
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Mr. Wyman. The managing officer was undertaking, in fact, was 
doing business with himself. Exactly the same situation as we find 
right here in the $4.50 item. 

Mr. Fiscupacnu. How much was involved there as distinguished 
from the $4.50 item? 

Mr. Wyman. Well, it ran, I believe, in somewhere it was in six 
figures. 

“Mr. FiscHBacn. High or low or middle or what? 

Mr. Wyman. Well, very low. 

Mr. Fiscupacu. A couple of hundred thousand dollars? 

Mr. Wyman. No; it was lower than that. 

Mr. Fiscupacu. $100,000? 

Mr. Wyman. About as low as it could be and be in six figures. 

Mr. Fiscupacu. And in that situation the act had already been 
done, had it not? 

Mr. Wyman. Yes. 

Mr. Fiscupacn. And you gathered that from the examination 
reports? 

Mr. Wyman. Yes. 

Mr. Fiscupacu. Did you appoint a conservator for association X—1? 

Mr. Wyman. We did not. I would like to add—— 

Mr. Fiscupacu. Did you threaten to? 

Mr. Wyman. I would like to add one other point that was involved 
in the difficulty there. In addition to the fact that the managing 
officer was doing business with himself, he also made false reports to 
the Home Loan Bank Board knowingly. 

Mr. Fiscupacu. Mr. Wyman, did you threaten to appoint a con- 
servator for association X—1? 

Mr. Wyman. No; we did not. 

Mr. Fiscupacu. Did you threaten to appoint a receiver for asso- 
ciation X—1? 

Mr. Wyman. No; we did not. 

Mr. Fiscusacu. Did you issue an order to show cause? 

Mr. Wyman. We did not. 

Mr. Fiscupacn. Again, going back to the 6-year period, the last 
6 years, did you have a major supervisory problem i in connection with 
another association which we will call association X—2? 

Mr. Wyman. I would like to complete the testimony on the X-1 
association to which you have just been referring, if I may. 

Mr. Fiscupacu. By all means do so. 

Mr. Wyman. We talked with the association’s board of directors 
and the association’s management was changed within about 24 hours. 

Mr. Fiscupacu. All right. You accomplished your purposes then? 

Mr. Wyman. That is right. 

Mr. Fiscunacu. In the last 6 years, did you have another major 
supervisory problem with any other association under your juris- 
diction which we will refer to as association X—2? 

Mr. Wyman. Yes; we have. 

Mr. Fiscupacu. And in what part of the United States would 
you place association X-2, and again I remind you that you do not 
have to name the locality or the city or the State; all you have to do 
is to refer to that quarter of the United States in which the association 
we will call X-2 was located—was,it Northeast, Southwest, South- 
east, Northwest? 
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Mr. Wyman. I do not want to be in the position, Mr. Chairman. 
here of violating any regulations to which I am subject on the matter 
of disclosing confidential information. I want to abide by those 
restrictions, and I feel that I should, at least, have the benefit of 
advice of counsel before I refer to the matter any further. 

Mr. Houirietp. You may consult with Mr. McKenna on that part. 

Mr. Fiscupacu. Or any other counsel, I might add. 

Mr. McKenna. Do you prefer some other counsel for Mr. Wyman? 

Mr. Fiscurnacn. I have no preference. I wanted him to under- 
stand that he is free to consult with any lawyer at his disposal. 

Mr. Houtrretp. Have you concluded your conference? 

Mr. Wyman. Yes, sir. 

Mr. Houtrretp. The Chair would like to say before we receive an 
answer to this matter that the concern of the officials of the Home 
Loan Bank Board and the counsel is very touching in view of the 
statement which Mr. Wyman read a few days ago which is part of 
the public record and which was carried on the wire service against 
the Long Beach Federal Savings and Loan Association, which is at 
this time close to a $30-million institution, and considering thie 
charges that have been made in vour statement against this particular 
institution publicly and have been carried, as I say, on the wire 
service and emblazoned in the newspapers in California, vour present 
concern about other institutions vaguely ‘designated in any one 
quarter of the United States moves the chairman of this subcommit- 
tee profoundly. 

Mr. McKenna. I appreciate your concern, but we have been 
brought in here on the charge that we did not have adequate grounds 
for issuing order No. 2015 and that we did not have adequate grounds 
for appointing the conservator. We have tried hard not to go into 
those details except in the prescribed procedures in administrative 
hearings which may be closed or open, as the Long Beach association 
itself elects. Instead the Long Beach association elected in the first 
instance to obtain a court order against the administrative hearing 
designed to permit them to go into these charges so that we could 
weigh them, and then when that was lifted and we issued order No. 
2015, they again went into court to prevent our going into it in a 
closed or administrative proceeding. And then they come in here 
with charges against us here saying that we had no charges against 
them. And now we are accused of having brought those charges into 
the open. 

Mr. Houtrteip. Those charges had already been made matters of 
court record, Mr. McKenna, before they were brought into this 
forum. 

Mr. McKenna. Our persistent position until forced into these pro- 
ceedings was for an administrative proceeding. 

Mr. Fiscnsacu. Mr. Chapman has risen to the occasion. 50 
more time of the subcommittee will be taken up with this sort of 
interchange between counsel. 

Mr. Cuapman. I will be as brief as possible. I could not sit here 
and listen to that characterization of our action without having some- 
thing in the record. 

We put these charges before the Federal court in Los Angeles to 
have them decided by an impartial tribunal in 1946. And 5 years 
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later we have not been able to get these people to come into that court 
and meet those issues. 

And to have the statement made here to you that we have tried 
to prevent a hearing on those charges is dishonest. I face the gentle- 
men when I say it. 

Mr. McKewna. I will say if he is calling each other liars, I will 
join anybody. I did not want to get to that stage. The record will 
show, 1 think, I have a right now—I have been called a liar and I 
have a right to say under oath what the facts are, and I am going to 
sav it first. 

The Long Beach association in June of 1946 asked, or May of 1946, 
or whatever it is, asked for an administrative hearing. We granted 
that hearing, at least the Board did. I was not connected with it at 
the time. 

Mr. Fiscupacn. You mean Mr. Fahey did? 

Mr. McKenna. The Federal Home Loan Bank Administration 
did. Then the Long Beach association reversed its tracks and went 
into court to get an injunction against those administrative pro- 
ceedings. And as I understand it, the Administration then did not 
put down any more of the facts than a summation to warn the asso- 
ciation to give it notice. 

Then after the Supreme Court of the United States lifted that 
injunction, and then after it these other negotiations and efforts 
over the table to reach some agreement, like Mr. Wyman has recited 
with respect to these other associations. Then order No. 2015 went 
out. And again the association goes into court to get an injunction 
against a closed or open, as they elect, but full and fair adminis- 
trative hearing of these charges. 

And then they come in here into the subcommittee to have it heard 
before a subcommittee. 

I would like to finish. 

Mr. Honirieip. Let him finish. 

Mr. McKenna. And the situation now is as Mr. Chapman knows 
and as every lawyer knows, there cannot be a court review of an 
administrative action until the action is completed. 

The Supreme Court has repeatedly held that. 

The way to avoid any administrative action is to get the court to 
act before the administrative body does. Every lawyer knows that, 
and that is the proceeding that the Long Beach association has 
followed in this case. 

It has not permitted the administrative proceedings to reach the 
stage that there can be an administrative review, a court review. 

What Mr. Chapman means now is that he has for 5 years success- 
fully prevented the administrative body from reaching the position 
that a judicial review is possible. 

Mr. Fiscupacn. Are you ready for a question now? 

Mr. McKenna. Yes. 

Mr. Fiscupacu. I understood from your testimony heretofore and 
from Mr. Divers’ testimony heretofore that you did not propose to 
hold any administrative hearings under order No. 2015, that it was 
simply an invitation to come in and talk it over. What is the fact? 

Mir. McKenna. My understanding of administrative hearing ia 
an invitation to come in and talk it over. 
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Mr. Fiscupacu. I see. That is the interpretation you want this 
committee to place upon your testimony heretofore? 

Mr. McKenna. I might point out, Mr. Fischbach, and I think i 
is normal, not only with the Home Loan Bank Board, but with all 
banks, supervisory agencies, that administrative proc eedings are to 
the greatest extent possible informal, that you do not go in immedi- 
ately to correct something by a formal action if an informal action 
will effectuate the same result. 

Mr. Wyman has given you instances. Of course, we have objec ted 
to his going into that, not for our sake, but for the sake of the insti- 
tutions involved, but Mr. Wyman has given you instances where 
supervisory difficulties arose. He then went to the board of directors 
and pointed out that the management needed a change, that the 
management was not properly ‘conducting that association. The 
board. of directors responded by removing the menagenenyt. That is 
more than the appointment of a conservator many respects. A 
conservator merely suspends the Natl gary It leaves an oppor- 
tunity for the management to defend itself, but in these cases that 
Mr. Wyman has listed, the board of directors immediately before 
administrative action responded to the charges and themselves 
removed the management. 

Mr. Fiscupacu. | assure you- 

Mr. McKenna. That point I do not think has been clearly pre- 
sented to the committee. In those instances the board of directors 
took more drastic action than we have taken in the Long Beach 
association. 

Mr. Fiscuspacnu. I assure you, Mr. McKenna, your argument will be 
given consideration by the subcommittee. And as for myself, I would 
like to address you, and I would like to address the chairman. | 
personally regret, Mr. Chairman, that Mr. McKenna was subjected 
to the humility of being dealt with in the manner in which he was dealt 
with before this subcommittee and under its auspices, and I trust that 
hereafter there will be no such characterization of anybody’s position 
before this subcommittee. I do not think it is compatible with the 
dignity of the proceedings before a subcommittee. And I just feel that 
the forum of the subcommittee has been unnecessarily abused. 

I hope that there will not be a repetition of anything like that as long 
as I am counsel to this subcommittee in its work and in its delibera- 
tions. It should be conducted on a plane that is compatible with the 
high duty that reposes upon the subcommittee in this matter and in 
all other matters that come before it. 

Mr. McKenna. I might make this request. My testimony here 
has been characterized as false. I would appreciate this subcommittee 
asking for the loan of such investigative facilities of the executive 
department, the FBI or any other agency, that could be assigned to it 
in order to go over this testimony with a fine-toothed comb and find 
out just who has been telling the truth, because we have been under 
oath and the perjury statute prevails. 

Mr. Fiscusacu. I appreciate that, but that is a matter—— 

Mr. McKenna. That is easy for the subeommittee to make—that 
all of this testimony be gone over by the proper investigative agency. 

Mr. Fiscusacu. That is a matter that reposes in the members of the 
subcommittee. 

Mr. McKenna. It is my request to the subcommittee. 
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Mr. Houirieip. The request will be considered by the full subeom- 
mittee. Back to the question at hand. 

After consultation with your counsel, do you feel that you can 
answer the question put to you by the counsel of the subcommittee? 

Mr. McKenna. I might answer. Mr. Wyman has put to me a 
case in Which a show-cause order issued, and for the moment I do not 
see how he can identify that without giving away the identity of the 
association. 

Now so far as the regulations are concerned, we have regulations, of 
course, Which do prevent Mr. Wyman’s making this testimony 
available except with written authorization of the Board. In the 
meantime I have talked to the Chairman of the Board and I have told 
him precisely, at least to my best ability, what I have told the subcom- 
mittee. I appreciate that this Board, the Home Loan Bank Board, 
does not want to withhold any information whatever from this sub- 
committee. It is too bad that we have to go into these things, these 
particular things, when they seem so irrelevant to us in open session, 
but that is the ‘subcommittee’s judgment. 

With respect to this particular item that Mr. Wyman raises, while 
he has general authorization from the Board, and while it is not in 
writing, I assume it is substantial compliance with the regulations. 
Nevertheless, he does have the problem of expressing this particular 
case in such a manner that it cannot be identified. I do not know 
how he can meet it in the facts that he has given me. I would not 
know how myself to express it. 

Mr. Houirieip. Your advice is that Mr. Wyman does not answer 
that question in open session? 

Mr. McKenna. I would advise Mr. Wyman to do what the sub- 
committee tells him to do. Whether the subcommittee wants to get 
that here in the open session or otherwise, it is up to the subcommittee. 

Mr. Houirietp. Mr. Wyman, if the question asked, in your per- 
sonal opinion, jeopardizes you under the regulations, and if you so 
request the subcommittee will clear the room and take your answer in 
executive session and will not have it made a part of the reporter’s 
record. 

Mr. Wyman. May I speak to you about it privately, and then you 
can determine, and leave it up to you and to the subcommittee; ] 
mean, Whether you should have it executive or not, or whether you 
should have it in the open. 

Mr. Fiscupacnu. I think that would probably be the best procedure 
to follow. Do you want to step up here? 

Mr. Hourrieip. Please step up here. 

Mr. Fiscuspacu. You come up, too, Mr. McKenna. 

(A brief consultation was had.) 

Mr. Hourrievp. In pursuing this line of questioning, I have asked 
counsel to ask only the questions which he feels are necessary to bring 
out the evidence which he feels the subcommittee should have. I will 
ask the witness to reply to the best of his ability and as frankly 
as possible. I do not ask the witness to disobey the regulations. I 
do point out, however, to the witness that by dividing the United 
States into four geographical areas, and as there are between 3,500 
and 4,000 institutions at the present time, as I understand, under the 
Insurance C orporation supervision- 

Mr. Wyman. Approximately 2.900. 

79631—52——62 
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Mr. Ho.irietp. Twenty-nine hundred. Thank you for the cor- 
rection. ‘Then it seems to me that by dividing the United States 
into four geographical areas there is little likelihood of pin-pointing 
identification of an individual association under those circumstances. 
So I would like the witness to keep that in mind as he answers tlie 
questions. 

If any one question -identifies in the witness’ mind an institution 
to the point where it makes public knowledge of the confidential infor- 
mation of the files, and if the witness requests the Chair, the Cha'r 
will allow the witness to identify that particular institution in execu- 
tive session. 

The Chair believes that that is offering fair and adequate protection 
to any of the institutions which may be designated by the letter “X”’ 
and subsequent numerals. 

Mr. Fiscusacn. We were referring to the association about which 
you were about to testify as association X-2. You had a major 
supervisory problem in connection with association X—2. Will you 
identify the part of the United States in which association X-2 was 
located by geographical quarter? 

Mr. Wyman. It would be, I presume, in the northeastern quarter, 
although I think that was more centrally in the United States. 

Mr. Fiscupacu. That was a major supervisory problem you were 
confronted with there? 

Mr. Wyman. Yes, sir. 

Mr. Fiscupacnu. And as a result of that problem you left Washing- 
ton and went to the association and conferred with the management 
and the directors? 

Mr. Wyman. Yes. 

Mr. Fiscupacn. What was the condition that you classified as a 
major supervisory problem in association X-2? 

Mr. Wyman. May I have that question? 

(The question was read by the reporter.) 

Mr. Wyman. The principal basic facts were that the association 
had management that appeared to be unsuitable and unsatisfactory, 
particularly as disclosed by the fact, namely, that a considerable 
amount of loans running into quite some hundreds of thousands of 
dollars were being made by the association to or through concerns in 
which the management of the association appeared to have some 
interest. In summary it seemed that there were some interlocking 
relationships between the building concerns and the management of 
the association that led to some very unwise and potentially very 
dangerous loans. 

Mr. Frscupaca. And as a result of your work out there, the asso- 
ciation was ultimately liquidated, I understand? 

Mr. Wyman. Ultimately that was the case. 

Mr. Fiscupacn. In that case there was no intervening order to 
show cause cither for the appointment of a conservator or any inter- 
vening order to show cause for the appointment of a receiver, as | 
understand the facts; is that correct? 

Mr. Wyman. There was none. That does not quite tell the whole 
story, however. 

Mr. Fiscupacn. All right. In the last 6 years did you have occa- 
sion to visit an association which we will refer to as association *—>5 
in connection with a major supervisory problem? 
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Mr. Wyman. Yes. 

Mr. Fiscupacu. And in what part of the United States, again 
considering the geographical quarters, was association X—3 located? 

Mr. Wyman. I would say the southwest quarter. 

Mr. Fiscupacnw. And what was the condition which you classified 
as a major supervisory problem in connection with the affairs of 
association X—3? 

Mr. Wyman. Extraordinarily high expenses. 

Mr. Fiscupacu. Of what nature? 

Mr. Wyman. In the aggregate—the aggregate expenses of operating 
the institution were excessively high. 

Mr. Fiscuspacu. Would you say—— 

Mr. Wyman. And it was making it impossible for the association 
to accumulate reserves as it should against the contingencies involved 
in its mortgage portfolio. 

Mr. Fiscupacu. Was it able to accumulate the statutorv reserves 
required under the regulations of the Home Loan Bank Svstem? 

Mr. Wyman. It had accumulated the statutory reserves required. 

Mr. Fiscupacu. It had? 

Mr. Wyman. It had. 

Mr. Fiscuracn. But it had not been able to accumulate the other 
reserves against its mortgage loan portfolio? 

Mr. Wyman. It had not been able and was not accumulating reserves 
at a rate anywhere comparable to that common among s avings and 
loan associations and has been common among them for the last 
several vears. 

Mr. Fiscupacn. And you found exceptionally high expenses of 
operation which I assume included attorneys’ fees and salaries to 
executive personnel? 

Mr. Wyman. It included salaries and advertising and, as I recall, 
attorneys’ fees. I do not believe there were any particularly high 
attorneys’ fees involved, but the maintenance of certain services, and 
so on, that added up to an over-all or aggregate high expense account 
and an excessively high expense ratio were, | should say, an unusually 
high expense ratio. 

Mr. Fiscusacn. And i in that case, Mr. Wyman, was there an order 
to show cause either as to the appointment of a conservator or receiver? 

Mr. Wyman. I do not think I would want to identify that openly. 

(Consultation between Mr. Wyman and Mr. McKenna.) 

Mr. Wyman. There was an order to show cause issued. 

Mr. Frscuracu. And was it preposed to appoint the Insurance 
Corporation as receiver? 

Mr. Wyman. No. 

Mr. Fiscusacn. Was the order to show cause returnable in Wash- 
ington? 

Mr. Wyman. Yes. 

Mr. Fiscusacu. And as a result of your visit, was a conservator or 
a receiver appointed, or, as a result of anything, was a conservator or 

‘ceiver appointed in connec tion with the affairs of the association X-3? 

hes Wyman. There has not been. 

Mr. Fiscupacn. And in what year or period of years—just a 
moment, Mr. McKenna, I would like to get your opinion on this. If 
| were to ask Mr. Wyman in what year the incidentjinvolved in 
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associations X—1, X-—2, and X-3, occurred, do you think that would 
tend to pinpoint it, or do you think he could safely indicate that? 

Mr. McKenna. It is my guess that some people would already 
recognize this association. 

Mr. F: ISCHBACH. In spite of the fact that we identified it in a par- 
ticular quarter? 

Mr. McKenna. I would guess that some people would already 
have recognized this association. 

Mr. Fiscunacu. In that event, I will not ask for the vears. [| 
would like reaffirmation from you, Mr. Wyman, on this proposition, 
that this all took place in the last 6 years? 

Mr. Wyman. Yes. 

Mr. McKenna. Mr. Fischbach, I think for the benefit of anybody 
who is covering this in the room we should point out, and the com- 
mittee will probab ly want to repeat this, that there are in this country 
over 3,000 insured savings and loan associations. So while Mr. 
Wyman is giving some instances here of examples that had to be cor- 
rected and were corrected, that it should be emphasized that they 
were corrected, that when you consider the number of savings and 
loan associations in the United States, they are properly operated 
institutions, they are safe institutions, and no unfortunate ideas to the 
contrary should come from the listing of all of the cases that have 
happe ned all over the United States over this long number of years. 

There is some possibility of a misunderstanding from this testimony 
that ther a lot of poorly managed savings and loan associations. 
And that i is vem tly incorrect. T hey are properly operated. They are 
very safe places. And no idea to the contrary would be a truthful idea. 

Mr. Houtrretp. The chairman wishes to affirm the statement 
that Mr. McKenna has made, that the great majority of the institu- 
tions, in fact, I know of no institution at this time where the public’s 
money is not safe. I am a depositor myself in a building and loan 
association. I feel that my money is just as safe there as it is in a 
bank that is insured by FDIC. 

Mr. McKenna. If anything, Mr. Chairman, what we are doing 
here should show the high standards that are required in the opera- 
tion of savings and loan associations, that they are institutions of the 
highest standard and the utmost safety. 

Mr. Fiscunacu. Mr. Wyman, in the last 6 vears did you have 
occasion to make a supervisory trip to an association we will refer 
to as association X—4? 

Mr. Wyman. My memory book that I have with me is getting a 
little bit 

Mr. Fiscuspacnu. Getting a little bit fatigued? 

Mr. Wyman. It is getting a little exhausted, you know, without 
going back and looking up the records and without refreshing my 
mind. 

Mr. Fiscuspacu. You cannot think of one right at the moment? 

Mr. Wyman. There have not been a great many institutions where 
we have had to do that. 

Mr. Fiscusacu. All right. On the occasions, Mr. Wyman, when 
changes of management took place, where did the new managers 
come from? 

Mr. Wyman. Will you read that back? 

(The question was read by the reporter.) 
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Mr. Wyman. As I recall, in all of those cases to which I have 
referred, the directors of the association found new management 
themselves. Usually some local person whom they felt was qualified 
to take over that type of operation. 

Mr. Fiscupacnu. Were there any occasions that you know about in 
which personnel identified with the Home Loan Bank Board or the 
Home Loan Bank Administration became managers of associations 
which had gotten into difficulties? 

Mr. Weman. Are you still limiting this to the last 6 years? 

Mr. Fiscupacu. Yes. 

Mr. Wyman. I do not recall any case as to which we have taken 
what might be called major supervisory action involving a change of 
management in the last 6 years where personnel employed by the 
Home Loan Bank Board went in as the succeeding or new manager. 

Mr. Fiscuspacnu. That did take place, though, in past years? 

Mr. Wyman. There may have been maybe a few over the years. 
I do not think there have been very many. I might explain that 
just a little bit. 

In the early years of the Federal Home Loan Bank System and 
shortly after the Federal savings and loan associations were authorized 
by the Home Owners Loan Act of 1933, savings and loans, like many 
other businesses, were coming out from a rather serious depression 
experience, and it was necessary that reorganizations be made, not 
by our initiation, particularly, but by the forces of circumstances, 
and it so developed and happened that in the course of those earlier 
years the associations were looking rather vigorously in many in- 
stances for new management and for junior executives, and as a result 
of that some of the examiners that in the early vears may have been 
employed by the Federal Home Loan Bank Board may have had 
opportunities to go into those institutions and may have done so. 
That, of course, 1 cannot remember in detail except that I do know 
there were a few instances of that type. 

Mr. Fiscuspacnu. You, also, know that the trend is in the other 
direction at the present time and in the last 6 years? 

Mr. Wyman. What? 

Mr. Fiscupacu. I say in the last 6 years you do know that the trend 
has been in the opposite direction? 

Mr. Wyman. I do not know there has been any trend one way or 
the other on that point. 1 would not say that it was a matter of 
trend at all. There has been very little of that sort of thing. There 
have been some few instances over the years where the personnel of 
the Home Loan Bank Board or its predecessor have gone into associa- 
tions. 

Mr. Fiscnpacn. Since the Board has been in existence, I take it 
that it came into existence under the Reorganization Plan No. 3 of 
1947, have personnel of the Board or the System become identified 
with the management of associations that were involved in super- 
visory problems? 

Mr. Wyman. To the best of my recollection, no. 

Mr. Fiscupacnu. Mr. Wyman, I am prompted to ask you this at 
the request of Mr. MacGuineas: In the associations that were re- 
ferred to as associations X, X—1, X-2, and X-3, and I believe we 
have reached X—4, at which point vou indicated you were running out 
of illustrations, were there any cases brought by either the managers 
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or the share holders against the Home Loan Bank Board of any natu, 
or kind whatever? 

Mr. Wyman. Not to my recollection was there any litigation. 

Mr. Fiscupacn. So that the only instance in which there has been 
litigation is the Long Beach Federal? 

Mr. Wyman. Of course, that is a pretty broad question, \: 
Fischbach. There has been some litigation, I believe, in connec tion 
with recoveries where persons in certain associations had misappli 
or abstracted funds. And I think there has been litigation in conne: 
tion with recoveries, but maybe vou could be a little more specific i: 
that question. 

Mr. Fiscupacn. I would assume, Mr. Wyman, that in the course 
of years there have been instances in which the Home Loan Bank 
Board through its counsel or through designated counsel or associa- 
tions under its jurisdiction brought suit against officers for malfeasance 
and to recover specific sums of money that were misappropriated, j 
that not correct? 

Mr. Wyman. I think that was done mostly, entirely perhaps, by 
the Insurance Corporation where they had to pay off the shareholders 
I believe that is where that happened. I am not too familiar with 
the details of that, but 1 think that is where the litigation would arise. 

Mr. Fiscursacu. | so understand, and I believe it did. However, 
what I was directing to you was the question as to whether or not 
Long Beach Federal is the only instance in which the management or 
the shareholders of an association brought an affirmative suit against 
the Board or its instrumentalities? 

Mr. Wyman. That is true, to the best of my knowledge. 

Mr. Fiscunacn. I looked over to see whether Mr. MacGuineas fel! 
that I had kept my promise. 

Mr. MacGutneas. If you want to be specific about it, you might 
bring out that Long Beach is the only case where the litigation against 
the Board was pending at the time that administrative action was 
taken by the Board to correct that. 

Mr. Frscunacn. That appears so clearly and without a question of 
a doubt in our record, from one end to the other, that I will affirm 
that as a matter of evidentiary fact before the subcommittee. 

I have no further questions of Mr. Wyman. 

Mr. Houirre_p. You mav be excused at this time, Mr. Wyman. 

Mr. Wyman. I wonder—I would like very much to offer in evidence 
and in support of the statement that I placed in the record last week 
a copy of the report of examination of the Long Beach Federal as of 
May 18, 1946, a copy of which I have with me. 

Mr. Fiscnpacn. Let me inquire in connection with that, of Mr 
McKenna, Mr. Wyman. Is the document that is referred to now !)\ 
Mr. Wyman the same document that was referred to as exhibit C in 
the Federal court in southern California? 

Mr. McKenna. That is my recollection. 

Mr. Fiscnracu. I think that is already in evidence. I would like 
to check. Would you see if we have exhibit C in evidence? 

Mr. McKenna. It is so voluminous that you could probably use 
an extra copy of it, anvhow. Can you not admit it in evidence, con- 
tingent upon your discovery whether it was in before? 

Mr. Fiscuzacn. Certainly. I have no objection to that at all. We 
could use an extra copy. My recollection is that we had it in Noverm- 
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ber or December. Let it be marked as an exhibit, assigned contin- 
gently, the next Home Ioan Bank Board exhibit number, which will 
be No. 9. 

Mr. Hourrrecp. It will be received and marked as Home Loan 
Bank Board Exhibit No. 9 in the subcommittee’s files. 

(The document referred to titled, “Reports of Examinations and 
Audit of Long Beach Federal Savings and Loan Association as of 
May 18, 1946, and October 2, 1946,”? was marked ‘‘Home Loan Bank 
Board Exhibit No. 9” and will be found in the files of the subeom- 
mittee.) 

Mr. Fiscupacnu. I would like to inquire, Mr. McKenna, when 
could we have Mr. Strecker? 

Mr. McKenna. Mr. Strecker had a serious heart attack last 
January, and whether he is in shape to testify now or not, I do not 
know. Ll suppose you would have to consult his doctor, but we have 
Mr. Zarrilli here in town. He is available. He was his assistant. 

Mr. Wyman. Mr. Zarrilli was his principal assistant in connec- 
tion with that examination. 

Mr. McKenna. We can make a further check to find out about 
Mr. Strecker’s condition. Since it was a very serious heart attack 
and he was hospitalized for some time, I do not know that it would be 
wise to have him down here. 

Mr. Fiscusacu. I would like to have you find out and let me know. 

Mr. McKenna. Mr. Zarrilli is here and we will have him here 
this afternoon. 

Mr. Fiscunacn. Thank vou. 

Mr. Ammann, will you take the stand? 


FURTHER TESTIMONY OF A. V. AMMANN, ASSISTANT CHIEF 
SUPERVISOR, HOME LOAN BANK BOARD 


Mr. Fiscusacu. I assume now that you have in your possession 
the approvals that you were referring to this morning? 

Mr. AmMaAnn. The authorizations, ves, sir. 

Mr. Fiscupacu. Can you tell us, Mr. Ammann, whether the com- 
putations as to the amount of dividends you paid while you were 
conservator as against the amount of earnings of the association 
during the same period of time, without regard to those increments to 
income that derived from the sale of bonds that had previously been 
purchased by the management of Long Beach Federal, has been 
completed? 

Mr. Ammann. It has not been completed. It is being worked on, 
and I asked that it be brought up as soon as it was done. 

Mr. Fiscpnacu. Do you anticipate that will be available to us this 
afternoon? 

Mr. AMMANN. I am not certain. I will check at noon and see 
what the progress is. I hope it is. 

Mr. Fiscusacu. In connection with the loans to Lenney, can you 
give us the detail on that? 

Mr. Ammann. I do not find that any new loans were made to 
Lenney during the conservatorship. 

Mr. Fiscunacu. Am I to understand that you made no loans to 
Lenney during the period of 20 months that you were conservator? 
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Mr. Ammann. I have checked the record, and the only thing I can 
find is in respect to reduction of interest on loans he had outstanding 
at the time of the conservatorship. 

Mr. Fiscunacu. Tell us what you can about that, please. 

Mr. AmMANN. I have a copy of the authorization in respect to that. 

Mr. Fiscusacu. A copy will be sufficient. I am sure that you will 
present a true copy of the document on file. 

Mr. AMMANN. Would it be preferable that I read that? 

Mr. Fiscuracn. I would like to examine it while you refer to the 
one in the file. 

Mr. AmMann. What is the number of that, please? 

Mr. Fiscusacnu. This is No. 48. You may proceed. 

Mr. AMMANN. Would you like that I read it? 

Mr. Fiscupacnu. It is unnecessary to read it. We will just have it 
in evidence here and it will become part of our record. It is authoriza- 
tion No. 48, dated April 16, 1947, requested by Mr. Ammann as 
conservator and addressed to Mr. A. C. Newell, assistant governor 
of oo Federal Home Loan Bank Administration, and approved by 
Mr. Newell under date of April 17, 1947. It will become Ammann 
Exhibit No. 8. 

Mr. Houtrrevtp. It may be accepted in evidence. 

(The authorization, marked ‘‘Ammann Exhibit No. 


© 


8,” follows:) 
AMMANN Exuisit No. 8 

Apri 16, 1947. 
AUTHORIZATION No. 48 


Re reduction of interest rate on FHA loans to J. M. Lenney Building Co. and 

Morris A. Sommers. 

Mr. A. C. NEWELL, 
Assistant Governor, Federal Home Loan Bank Administration. 

DearR Mr. NEWELL: This association has outstanding 165 FHA-insured loans 
which were made to J. M. Lenney Building Co. and to Morris A. Sommers to 
finance construction of the security. Mr. Sommers and Mr. L. B. Boyer are 
officers or part owners of the J. M. Lenney Building Co. The interest rate on 
these loans is 4%4 percent. Mr. Sommers and Mr. Boyer have requested a 
reduction in the interest rate to 4 percent. 

They also have a volume of similar loans with the Bank of America and they 
advise me that, in response to a similar request, the Bank of America has reduced 
the interest rate on its loans from 4% to 4 percent. They state that they have an 
offer from another concern to refinance all of these loans at 4 percent, all of the 
incidental cost to be absorbed by the lender; I have been advised by the Los 
Angeles office of the FHA that there is a provision for waiving the FHA prepay- 
ment penalty in instances where the present holder of the FHA loan refuses to 
meet the competitive interest rate and the loans are refinanced under FHA 
insurance by a competitor. These borrowers state that they are willing to leave 
the loans with the association if the interest rate offer is met but that otherwise 
they would accept the offer in order to save the substantial annual saving on so 
large a volume of loans. 

Attached hereto is a list of these loans, which have unpaid balances aggregating 
$820,477.35. It will be recalled that the association has loans aggregating 
approximately $1,900,000 to California Orange Building Co. which are 4 percent 
FHA insured loans made to finance construction of the securing residential prop- 
erty. Those loans were increased and processing comple ‘ted since May 20, 1946. 

The loans in the attached list were made prior to May 20, 1946, and Title 
Service Co. is named as trustee in all of the deeds of trust. In the event these 
loans were to be refinanced elsewhere to obtain the 4 percent interest rate, repay- 
ment of the association’s loans would be undertaken through the court in i T 
to obtain the reconveyance deeds prerequisite to financing by some other lend 
and this would involve the impounding in court of the amounts owing to the 
association. 
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If this were done the association would lose all earnings on the funds during the 
period they were impounded. Even if the funds in repayment of these loans were 
paid over to the association and were available for investment in new loans, such 
funds would have to be invested in loans bearing no higher return, since a major 
share of current lending volume is comprised of GI loans which bear interest 
at 4 percent. The association already has considerable funds earning no more 
than 2 and 2% percent interest and reinvestment of these funds in new loans 
would require a period of several months at least. 

It is my opinion that a reduction in the interest rate to 4 percent on the loans 
listed in the attachment would be in the interest of the association and I, therefore, 
request authority to reduce the interest rate on these loans from 4% to 4 percent 
per annum, effective April 1, 1947. 

tespectfully submitted. 

A. V. AMMANN, Conservator. 

Date: April 17, 1947. 

Approved: 

A. C. NEWELL, Assistant Governor. 

Mr. Fiscupacu. I take it from Ammann Exhibit No. 8 that the 
loans to the Lenney Building Co. were 165 FHA-insured loans, and 
that they had been made at a time earlier than the time you became 
conservator? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacu. Could you enlighten us as to whether there was 
any prepayment privilege extended by the Lenney Co. to the pur- 
chasers of the homes on which those loans were made? 

Mr. AMMANN. I have no recollection that there were contracts of 
sale on those properties. I do not know that there were any. 

Mr. Fiscupacu. Can you throw any light on it at all? 

Mr. AMMaANN. No; I have no recollection or any knowledge that 
these properties had been sold under a contract for deed. 

Mr. Fiscupacn. Mr. Gregory, can you throw any light on that 
transaction? 

Mr. GreGcory. Yes, sir; there were contracts of sale on it. 

Mr. Fiscupacu. Were the homes involved in the Lenney loans to 
which reference is made in this authorization No. 48 sold to people 
who lived in those homes? 

Mr. Greoory. Part of them; yes, sir. 

Mr. Fiscupacu. And were you in anywise concerned with the sale 
of those homes? 

Mr. Grecory. No, sir; we had no responsibility on that at all. 

Mr. Fiscupacu. That is all. 

Mr. Ammann, it would appear that one effect, at least, of the 
transaction which was authorized at your request and which is referred 
to in this authorization No. 48 would be to give to the Lenney Co. a 
higher return than that which they had previously enjoyed. 

Mr. AMMANN. Well, if there were contracts of sale existing on 
them, that would be true, no matter where they financed the loans 
at 4 percent, yes. 

Mr. Fiscuspacu. I am premising my hypothesis on the assumption 
that Mr. Gregory’s testimony is correct. Do vou challenge that? 

Mr. AMMANN. I do not have any recollection of the facts on that 
at all. I do not know. 

Mr. Fiscusacnu. Is there anything in your files in the Board which 
would throw any further light on that aspect of the matter? 

Mr. AMMANN. I am not certain, unless it was brought out in the 
May 18 examination report. I doubt it. 
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Mr. Fiscusacu. Can you give us any approvals that you obtained 
on the Jackson Turner loans? 

Mr. AMMANN. There were quite a number of those. 

Mr. Fiscusacu. What was the date of the first approval you 
sought? 

Mr. Ammann. The first one, I believe, was authorization No. 21, 
dated June 22, 1946. 

Mr. Fiscupacu. What did you seek approval! of in that application? 

Mr. Ammann. I sought authority to advance funds in addition to 
the loans on the properties then being constructed, but on the security 
of the same properties, additional amount of $60,000. . 

Mr. Fiscusacu. Was authorization granted? 

Mr. AmMMANN. Yes, sir. 

Mr. Fiscunacu. Under what date? 

Mr. AMMANN. June 24. 

Mr. Fiscupacn. Eventually, under your aegis, was the under- 
taking completed? In other words, Mr. Ammann, were the Jackson 
Turner properties completed and sold to purchasers? 

Mr. AMMAnn. Not at that time. Further advances were made. 

Mr. Fiscupacu. | said eventually under your aegis. 

Mr. Ammann. I am not certain that all of the construetion was 
finally completed at the termination of the conservatorship, and some 
of the houses had not vet been sold. 

Mr. Fiscupacn. When those houses were completed, and limiting 
this, of course, to such of the Jackson Turner buildings as were com- 
pleted during vour tenure as conservator, did you in anywise contro! 
the terms on which the properties were sold to purchasers? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacu. What did you do? 

Mr. Ammann. When a buyer was found and an offer obtained to 
buy the property, that was submitted to us and the financing of the 
sale was made by the association direct to the purchaser. 

Mr. Fiscasacu. And the Jackson Turner loan was retired pro rata? 

Mr. AmMMANN. The proceeds of the new loan were applied to the 
reduction of Jackson 'Turner’s indebtedness to the association. 

Mr. Fiscusacna. All right. 

While you were conservator did you make any new loans to any 
builder who was operating in the area? 

Mr. AmMMANN. I believe there were a few. My recollection is those 
were FHA loans and that they were very small in number. I have not 
had time to go down to all of these approvals and see if I could pull 
those out. ‘There are not very many of them. Probably would be 
difficult to locate them. 

Mr. Fiscupacu. In those instances did you always retire the build- 
ing loan or did you make the long-term loans to builders? 

Mr. AMMANN. The loans that were made for the purposes of 
financing houses to be sold generally were made on a long-term basis 
with the understanding that when the purchaser was found if he were 
acceptable to us, to the association, and to the FHA, he would be 
substituted as the mortgagor and then he would be in the same posi- 
tion in respect to the loan as the original borrower was. 

Mr. Fiscupacn. What about instances in which the purchaser, 
when found, was not acceptable to you or the FHA, were the long- 
term loans continued as long-term loans? 





INVESTIGATION OF HOME LOAN BANK BOARD 965 


Mr. AMMANN. Yes, until an acceptable purchaser was found, yes. 

Mr. Fiscopacn. Were there any instances in which purchasers, 
although acceptable to the builder, were not acceptable to you? 

Mr. Ammann. There were instances in which the purchaser was 
acceptable to the builder, who was not acceptable either to us or to the 
FHA. 

Mr. Fiscusacu. In such instances what was your course of action? 

Mr. AMMANN. The builder was told to find an acceptable purchaser. 

Mr. Fiscnnacn. Were there instances in which the builder took it 
upon himself to sell the home without FHA approval of the pur- 
chaser or approval of the purchaser by you? 

Mr. AMMANN. The purchaser would have had to be acceptable to 
us before the transaction could have been completed, for the reason 
that since reconveyance deeds were not available we were the only 
lender who would deal with the builder and, therefore, it was auto- 
matic that he had to clear with us. 

Mr. Fiscusacn. Again, I will ask you, Mr. Ammann, were there 
any lustances in which, although the purchaser was acceptable to the 
builder and not to you, the builder went ahead and sold the property 
to the purchaser? 

Mr. Amann. I have no recollection of such an instance. 

Mr. Fiscunacn. You did not make many loans to builders of large 
developments, did you? 

Mr. AMMann. No; I made none to large developments like Lenney 
and Boyer and California Orange Co., like were in effect. 

Mr. Fiscupacu. While you were conservator you received, did 
you not, sums of money from loans that had been previously made by 
the management to builders of large developments? 

Mr. AMMANN. You mean paymenis on the loans that came into the 
association? 

Mr. Fiscupacnu. Yes. 

Mr. AMMANN. Yes; payments were received on loans; yes, sir. 

Mr. Fiscuspacn. And you did not set those moneys aside in any 
suspense account, did you? 

Mr. Ammann. No. 

Mr. Fiscuraca. You covered them inio the general receipts of the 
conservatorship? : 

Mr. AMMaANnNn. They were handled just as they would be normally 
in the operation of an association. 

Mr. Fiscuspacn. You used those funds in the distribution of divi- 
dends to the shareholders? 

Mr. AMMANN. We used part of the income for distribution. We 
did not use the principal. 

Mr. Fiscupacnu. Well, naturally. And I do not mean to suggest 1n ° 
anything that I say here that you used part of the principal. 

Mr. AMMANN. Your question was rather broad, and I did not want 
to admit more than I intend to. 

Mr. Fiscnsacu. That is perfectly evident throughout your testi- 
mony, I might say. However, I did want to ascertain whether you 
dealt with the income that was derived from these multiple loans that 
were made by Long Beach Federal before you were conservator m 
any special way. 

Mr. AmMann. No. 

Mr. Fiscupacu. You regarded it as good income, did you? 
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Mr. Ammann. I saw no distinction between interest on one loan 
and interest on another loan when it was received. 

Mr. Fiscunacu. Did you, while you were conservator, request of 
any builder to whom Long Beach Federal had advanced substantial 
suns of money on loans made prior to your appointment ns conser- 
vator that those builders pass on to the purchaser of the homes they 
built and sold to purchasers these same terms that had been extended 
by Long Beach Federal to the builders in the first instance? 

Mr. Ammann. Yes; I did. 

Mr. Fiscupacu. And of which builder did you make that request? 

Mr. Ammann. I recall making that request of a builder by the name 
of Flodine who had a small number of loans, on which I found he 
had made such contracts of sale. 

I made the same suggestion to the management of Wrigley Heights, 
Inc., who had a large volume of that type of loan. I discussed the 
matter with a member of the staff of Jones Bros., who told me that 
the court had already ordered them to reduce the interest rate on 
their contracts. 

I do not recall that there were any other important borrowers or 
large borrowers who had such contracts. 

Mr. Fiscupacn. When you made that request of Wrigley Heights, 
what did they tell you? 

Mr. Ammann. He told me that there were some contracts which 
he had outstanding which did not have that prohibition in them, and 
he was, therefore, obliged to carry on with those. There were a few 
in which, for some reason he did not explain to me, he found himself 
in a compromising position where he had agreed to go on and let them 
refinance the loan and to waive the right of holding them to the 
contract. 

On the others, he gave me to understand that he could not make such 
an arrangement because it would too seriously affect his income and 
his income-tax liability. 

Mr. Fiscupacu. You mean to say that, in those instances in which 
he objected, the objection was made by Wrigley Heights? 

Mr. AMMANN. Yes. 

Mr. Fiscusacu. Who did you deal with in Wrigley Heights? 

Mr. Ammann. The man who owns and controls it. 1 do not remem- 
ber his name. 

Mr. Fiscupacn. But, at any rate, he declined to extend these same 
terms to the people to whom the homes had been sold that had been 
extended to him by Long Beach Federal in the first instance? 

Mr. Ammann. That is right. I also appealed to him to waive the 
requirement which he was imposing that they pay the Federal] revenue- 
stamp tax on the instruments. He was obliging them to absorb that, 
and | urged him to discontinue that. In some cases I was successful 
in getting him to absorb that himself. 

Mr. Fiscupacn. Did you at any time seek the aid of counsel in 
connection with vour overcoming these objections that were advanced 
by Wrigley Heights? 

Mr. Ammann. We had two or three discussions with the manager 
of Wrigley Heights on matters respecting his loans in which our 
counsel] participated. I cannot say for certain whether that was 
included as one of the subjects of discussion or not. I do not remember 
now. 
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Mr. Fiscusacn. And I take it Wrigley Heights was represented by 
counsel? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscusacn. I also take it from your testimony that in part 
Wrigley Heights acceded to vour request and in part they declined to 
accede to your request? 

Mr. Ammann. Well, insofar as waiving the prohibition against pre- 
payment, I do not think they acceded to my request. There were 
some instances in which their contract did not contain the prohibition 
clause or contained a permissive clause, and there were some instances 
which, for reasons of their own because of threatened suit by the bor- 
rower or some sort of trouble between the Wrigley Heights and the 
borrower, they decided to permit the prepayment. He gave me a list 
of those. There were some 25 or 30 of them. 

And we endeavored to work out, where we could, loans to those 
borrowers by which they assumed the existing FHA loan, or the 
matter was refinanced for them where the borrower could meet the 
requirements. 

Mr. Fiscunpacn. Am I correct, then, in understanding from your 
testimony that in part Wrigley Heights acceded to your request and 
in part they did not accede to your request? 

Mr. Ammann. Not as to the prepayment penalty. 

Mr. Fiscusacn. Could you briefly tell me whether they did in part 
accede to your request and whether they did not in part accede to 
your request? 

Mr. AMMANN. They acceded in part to the extent that in some 
cases they absorbed the cost of the revenue stamps. I do not recall 
that they acceded in any instance in respect to a waiver of the pre- 
payment provision. 

Mr. Fiscupacu. That is fine. Thank you very much, because that 
buttons that situation down for our record. 

Insofar as Wrigley Heights did not accede to the requests that you 
have made and which you have clearly indicated now, did you institute 
any action either on behalf of yourself as conservator, on behalf of 
Long Beach Federal, or on behalf of the Home Loan Bank Adminis- 
tration, or on behalf of any entity of the Federal Government, to 
compel Wrigley Heights to pass on to the purchasers of homes the 
benefits that had mured to them in the basic terms of the financing 
between Wrigley Heights and Long Beach Federal? 

Mr. AmMMaANN. I instituted no action to force them to. 

Mr. Fiscunacn. Did you institute any action against Wrigley 
Heights in behalf of yourself, Long Beach Federal, the Bank Adminis- 
tration, or any other entity of the Government? 

Mr. AMMANN. You mean in the way of legal proceedings? 

Mr. Fiscupacnu. Yes. 

Mr. AMMANN. No, sir. 

Mr. Fiscupacn. Did you recommend that any such action be 
instuted? 

Mr. AmMMANN. I discussed the matter with attorneys. I do not 
remember now whether I suggested that action be brought, but I was 
clearly under the impression that I was without means to force them 
to do anything. 

Mr. Fiscupacna. You had all of the rights reposing in you that 
Long Beach Federal had at the time that you were appointed; did 
you not? 
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Mr. AmMMaAnn. Not in respect to those loans, I would say. 

Mr. Fiscusacu. Can you tell us what greater rights Long Beac, 
Federal had when you were appointed as conservator of the assovia- 
tion and which did not devolve upon you through your appointment? 

Mr. AmMMANN. The association, at the time the loans were firs: 
offered, before they were made—— 

Mr. Fiscupacn. You are an intelligent gentleman, Mr. Amman) 
And I think it entirely probable that you understood the question 
I asked you. 

Mr. AMMANN. My answer is, the situation in my judgment was 
not comparable. 

Mr. Fiscupacu. Let us see if you meant what you said before. | 
asked you whether at the time of your appointment as conservator 
you acquired all of the rights that Long Beach Federal had in con- 
nection with those loans. 

Mr. Ammann. All of the rights it had at that time, ves, sir. 

Mr. Fiscupacu. I clearly recognize that Long Beach Federal }\ 
contract in the first instance might have negotiated totally differeut 
terms with Wrigley Heights than it did negotiate; but, taking the 
situation as you found it, you were advised that there was no action 
that vou could bring successfully to change the terms of the basic 
agreements between Long Beach Federal and Wrigley Heights. Am 
I correct in understanding that from your testimony? 

Mr. AMMANN. I believe so. 

Mr. Fiscusacu. While you were conservator the knowledge of 
the fact that Long Beach Federal had negotiated loans with Wrigley 
Heights and other builders of large developments came to you as 
result of the work you were doing as conservator; is that not right? 

Mr. AmMMANN. As a result of information that the examiners found 
and was developed. 

Mr. Fiscusacu. That information and the terms upon which th 
loans were extended to developers of residential communities was 
recorded in the books of Long Beach Federal; is that not true? 

Mr. Ammann. If I understand your question, you mean the records 
of the association showed the terms of the loans it had made? 

Mr. Fiscusacu. Yes. 

Mr. AMMANN. Yes. 

Mr. Fiscusacu. Did you, while you were conservator, notify any of 
those builders that as conservator you were disaffirming the terms 
upon which those loans were made? 

Mr. AMMANN. Not to my knowledge, not to my recollection. 

Mr. Fiscusacn. You merely attempted to negotiate with them on 
the subject, and after your negotiations were partially unsuecessfu! 
you consulted counsel and were advised that you could not do any- 
thing about it? 

Mr. Ammann. The situation as I understood it was the association 
was a party to a loan contract, and that it could not cause forfeiture 
of the contract except by violation of the provisions of it by the bor- 
rower. , 

Mr. Fiscusacu. Are you not familiar with the rules and regulations 
governing the activities of the conservator as published by the Hom 
Loan Bank Board and its predecessor, the Home Loan Bank Adminis 
tration? 

Mr. AMMaANN. In general, yes. 
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Mr. Fiscunacnu. Do you not have authority under these regulations 
to disaffirm a transaction of an association when you are appointed 
conservator for that association? 

Mr. AMMANN. That would probably depend upon the circum- 
stances. 

Mr. Fiscunacnu. That is not what I asked you. 

Mr. AMMANN. The regulations give the power to do it if it is found 
that it could or should be done. 

Mr. Fiscunacu. You were concerned—were you not—that the 
people who purchased these homes from Wrigley Heights and other 
builders to whom Long Beach Federal had advanced substantial sums 
of money were in a Jess favorable position than the people who had 
obtained the money from Long Beach Federal directly? 

Mr. AMMANN. Sure; I was. 

Mr. Fiscuracu. Why did you not disaffirm? 

Mr. AMMANN. Because it would have been legally ineffective. 

Mr. Fiscunacu. Were you so advised? 

Mr. AMMANN. Yes. 

Mr. Fiscusacu. Did you ever consider disaffirming? 

Mr. AMMANN. I discussed it with our attorneys. 

Mr. Fiscunacnu. With what attorney? 

Mr. AmMMANN. I do not remember now. As I said before, there 
were several with whom I discussed the problem of the association 
from day to day. : 

Mr. Fiscuracn. Do you not think, if a matter of that character 
came up while you were conservator, that in the exercise of reasonable 
prudence you would have put yourself on record on that proposition? 

Mr. AMMANN. Well, it was the facts that were of knowledge to those 
to whom I was responsible. They knew what the situation was as to 
these contracts, the same as I did. 

Mr. Fiscupacn. The question, Mr. Ammann, is whether you put 
yourself on record on the action of suggesting disaffirmance. 

Mr. Ammann. I do not know whether I suggested that the con- 
tracts be disaffirmed. I discussed with the attorneys the problems 
arising out of that, what might be done to meet it. I do not know 
that I positively suggested that we try to legally terminate the 
contract and call the loan. 

Mr. Fiscupacu. You know you had a right to disaffirm; did you 
not? 

Mr. AmMmMann. No; I do not think I did, not as to those contracts, 
those loans. 

Mr. Fiscunacu. Did you ever ask whether you had a right to 
disaffirm? 

Mr. AMMANN. I do not recall. I remember discussing it with the 
attorneys. We discussed the matter as to what we could and could 
not do. 

Mr. Fiscupacu. After a discussion you kept the interest—you 
kept receiving the interest without protest directly from the builder, 
knowing that the home owr er was paying a higher rate of interest to 
the builder; is that not true? 

Mr. Ammann. Yes; 1 took the interest. 

Mr. Fi: ceracu. I have no further questions. 

! will call Dr. Husband. 
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Mr. Hourrretp. Mr. Husband, do you swear that the testimony 
you will give to this subcommittee will be the truth, the whole truth, 
and nothing but the truth, so help you God? 

Mr. Huspanp. I do. 


FURTHER TESTIMONY OF WILLIAM H. HUSBAND, GENERAL 
MANAGER, FEDERAL SAVINGS AND LOAN INSURANCE Cop. 
PORATION 


Mr. Fiscusacu. Your official position? 

Mr. Husspanp. I am general manager of the Federal Savings and 
Loan Insurance Corporation, and have been since 1944. 

Mr. Fiscunacu. Dr. Husband, I would like you to briefly state 
what qualifications and background you brought to the Insurance 
Corporation when you became identified with it in 1944—am I 
correct in understanding that you were identified with the Insurance 
Corporation in that year? 

Mr. Huspanp. Yes, sir, June 1. Prior to June 1, 1944, for about 
2 years or a little more, I was the executive manager of the First 
Federal Savings and Loan Association of Wate rbury, ‘Conn. 

Prior to that, from 1937 to 1942, I was a me mber of the Federal 
Home Loan Bank Board, a member of the Board of Trustees of the 
Federal Savings and Loan Insurance Corporation, a member of the 
Board of Directors of the Home Owners, Loan Corporation, 

Mr. Fiscupacn. It was my understanding that you were one of 
the gentlemen who composed the five-man statutory Board that was 
abolished by Executive Order 9070? 

Mr. Husspanp. That is correct. 

Mr. Fiscusacn. How long had you been a member of the Board? 

Mr. Huspanp. From November 1937, until its abolition on Feb- 
ruary 24, 1942. I was serving my second term at the time of the 
abolition of the Board. 

Mr. Fiscusacn. During your incumbeney as a member of the 
Board, were there not regulations in effect which had been theretofore 
carefully drawn up and promulgated and which provided for the 
taking of administrative action on hearing and after notice, par- 
ticularly with reference to the appointment of a conservator or the 
appointment of a receiver? 

Mr. Husspanp. Under the administration of that Board, Mr. Fisch- 
bach, the hearings were informal, conducted by the Board itself. 
The change to the formal hearing procedure came about with the 
Administrative Procedures Act after that Board was abolished. 

May I make this request before you proceed further? 

Mr. Fiscusacu. Surely. 

Mr. Huspanp. That is, with the cross-examination. Mr. Chair- 
man, I would like very much to make a preliminary statement in the 
interest of clarifving some of the things that have occurred here. It 
would not take me more than 20 minutes. 

Mr. Fiscuspacu. We have 20 minutes left between now an 
o’clock and I suggest that the witness be permitted to do that. 

Mr. Houirietp. You may proceed. 

Mr. Huspanp. Mr. Chairman, the first thing that I would like to 
do is to make very clear for the subcommittee the status and pos!- 
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tion of the Insurance Corporation, particularly its relationships to 
supervision. 

In order to do that we may quickly go back to the begining of the 
Federal Home Loan Bank Board in 1932 when it was created. by the 
Congress as the directing head of the Federal Home Loan Bank 
System which, as you know, is made up of regional banks to extend 
credit to their member institutions. 

In 1933 the Home Owners Loan Act was passed creating the Home 
Owners Loan Corporation. 

The same members of the Federal Home Loan Bank Board, the 
same individuals, were also named as the directors of the Home 
Owners Loan Corporation. 

The Home Owners Loan Act also created the Federal Savings and 
Loan System. 

The law granted to the Federal Home Loan Bank Board as the 
Federal Home Loan Bank Board the powers and supervision and 
direction of the Federal Savings and Loan System. 

In 1934 the Federal Savings and Loan Insurance Corporation was 
created. 

In that act a board of trustees was named to consist of the same 
individuals who are also members of the Board of Directors of the 
Home Owners Loan Corporation and the Federal Home Loan Bank 
Board. 

Those three entities were separate and distinct, just as much as 
Chrysler is separate from General Motors. 

I would like to repeat that the powers ef supervision resided in the 
Federal Home Loan Bank Board and not in the board of trustees 
of the Federal Savings and Loan Insurance Corporation. The In- 
surance Corporation has no primary powers of supervision. 

In the case of Federal associations, it deals with Federal super- 
visors. In the case of State chartered associations, it deals with 
State supervisors. 

The Insurance Corporation could not appoint a conservator even 
if it wanted to. It does not have the legal capacity. We are not 
the primary supervisors. 

Mr. Fiscupacu. All you have is the responsibility? 

Mr. Husspanp. We have the responsibility, Mr. Fischbach, for 
paying the loss if it comes along. 

Mr. Hourrieitp. You have the responsibility for determining 
whether a loss has arisen or not, do you have that? 

Mr. Hussanp. That is in our secondary supervisory capacity in 
working either with the Federal or State supervisors. 

Mr. Fiscupacn. You do not have anything to say about whether 
you will take a risk in the first place? 

Mr. Huspanp. Yes; we do. I will be glad to answer that question 
a little later, and it will also clear up some of the points made on 
that score, I think. 

I want to say here very definitely at this point that the Federal 
Savings and Loan Insurance Corporation had nothing to do whatso- 
ever with the appointment of the conservator of the Long Beach 
Federal Savings and Loan Association. 

The Smith committee made no charges and no reference to the 
Federal Savings and Loan Insurance Corporation. I or no one of 
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my staff knew that the conservator was appointed until after it was 
done. We were not consulted about the wisdom of that action 

I think this subcommittee can, therefore, understand my feelinys 
my deep feelings, Mr. Chairman, when the Long Beach Federal Savings 
and Loan Association sued the Insurance Corporation for damagys. 

As I mentioned last week, we sent the premium bill in May 194s 

Mr. Houtrretp. Might I question you on that point, sir? 

Mr. Hussanp. Yes, sir. 

Mr. Houirievp. | will withhold my questions. You go ahead and 
make your statement. 

Mr. Huspanp. I would appreciate it if I could give a continuous 
statement. 

Mr. Houtrreip. I think you should be allowed to make you 
statement uninterrupted. 

Mr. Husspanp. When the conservator was discharged in January 
1948, the conservator had paid the previous premium bill which was 
due in December 1947. Our first regular billing of the premium 
occurred in May 1948, the premium being due on June 5, 1948. And 
we made our customary and usual mailing of the premium notice 
2 weeks in advance. We received no response. 

As I mentioned before, during the latter part of June we did receive 
a letter from a Miss Ethel Roberts, assistant secretary, saying thai 
the bill had been lost and asking us to send a duplicate, and that they 
would make payment. We sent the duplicate in June. We received 
no answer. 

We sent another duplicate in July. We received no answer. 

We wrote a letter to Mr. Gregory in August, pointing out that 
this was probably an oversight; that undoubtedly he wanted to mak: 
the payment. We received no answer until under date of September 
1, 1948, which is the date of the letter. we received a communication 
from Mr. Chapman stating that they would make payments to the 
court. 

I call attention, first, to the fact that those payments were not 
made to the court until April 1949; that I, as general manager, at 
least, was never advised by my counsel or anyone else or by tli 
association that the premiums were deposited with the court. 

I did, in fulfillment of my duties, persistently check with our legal! 
department as to whether or not that premium was paid, because, 
frankly, Mr. Chairman, as a representative of the public interest i 
was deeply concerned about the failure to pay that premium. | was 
concerned that the insurance might cancel. I knew that if a lf 
insurance premium was not paid within 30 days that the policy is in 
default. I could not sit idly by and know that thousands of shar 
holders could be in distress. 

This is a striking coincidence, Mr. Fischbach. Under date 0! 
September 1, 1948, therefore, before we received Mr. Chapman s 
letter, I addressed a memo to the Home Loan Bank Board calling 
attention—I have a copy of that memo, if vou desire it—calling 
attention to the failure of the Long Beach to pay its insurance pre- 
miums. I just highlighted the steps already taken. 

In my close out paragraphs, I suggested consideration and di 
sion with the Board before the next step was taken. 

[ have sincerely and honestly tried to get for this committee : 
the facts about the development of order No. 2015, and I 
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checked with the secretary’s office to get a record of any meetings, 
any discussions. I want to give you every fact at my command. 

No meeting was called to discuss that memorandum that I submitted 
to the Board. However, I want to say frankly to this committee that 
I did recommend to the Board members as individuals that we ter- 
minate insurance for failure to comply with the act. Most of this 
literally was oral, Mr. Fischbach. 

The Insurance Corporation as a business institution, however, 
happens to keep memos of important conversations. 

In November 1948, I called Mr. Divers as Chairman of the Home 
Loan Bank Board and of the Insurance Corporation and I told him 
that we proposed to send aaoiher bill to the Long Beach Federal 
Savings and Loan Association, and he gave his assent. 

In January 1949, among the numerous iimes that we checked with 
the legal department about the paymeut of this premium bill, we were 
advised that settlement of the whole case was in prospect and that 
includes the premiums. At no time did I have knowledge or partici- 
pate in any settlements. 

I was completely dependent upon legal advice. 

We continued to follow through. In April 1949, we were advised 
by our legal department which, in turn, was advised by the Depart- 
ment of Justice, according to our recordings of the conversation, that 
the deposits in the court by the association did not in any way comply 
with the statutory obligation of that institution to pay the premiums 
to Us. 

Mr. Fiscupacu. Do you have thai memorandum? 

Mr. Huspanp. I have our recording of it and I have it here, Mr. 
Fischbach. 

Mr. Honirretp. When you say recording, do you mean stenographic 
notes? 

Mr. Huspanp. After the conversation—I can bring our comptroller 
who was in the conversation, here before you, and he recorded that 
on the day or the day after that meeting and kept me advised. 

Mr. Houirretp. When you say recording, do you mean stenographic 
notes? 

Mr. Husspanp. Stenographic notes. 

Mr. Fiscupacu. You made a memorandum? 

Mr. Huspanp. That is correct. 

Mr. Fiscusacn. Of that information? 

Mr. Huspanp. That is correct. 

Mr. Fiscupacu. I might say that is a very, very salutary practice 
and I am glad you followed it. 

Mr. Huspanp. The operations of the Insurance Corporation, Mr. 
Fischbach, will stand the closest scrutiny. I invite public examination 
at any and all times. 

Mr. Fiscunacn. I congratulate you for that stand. 

Mr. Huspanp. The next phase is a rather long step in there. It 
was September 2. I offer this personal note. In some respects | 
Wish it were not recorded in the statement, but it does no harm, 
because it is very personal. 

\ly wife was seriously ill. She died October 6, 1949. Under the 
circumstances I was in and out of the office a great deal. I mention 
that only for the reason that it may explain that I did not attend 
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some of the conferences held by the Home Loan Bank Board. And 
I say it only to be fair to the Home Loan Bank Board. 

According to my check with the secretary’s office, the question of 
order No. 2015 was discussed on September 2, 1949. I was not 
present. No minutes were taken. And I might say that that is not 
unusual, because this Board operates very informally and it holds 
many conferences. 

Another meeting was held on September 6, 1949. I was not 
present. 

Another meeting was held on September 7, 1949. Present at that 
meeting were the three Board members, Mr. Wyman, Mr. Heisler, 
Mr. McKenna, and myself. Order No. 2015 was discussed in rough 
form at that meeting. 

I take full responsibility for recommending to the Board item 3 
which has to do with the failure to pay premiums. And tomorrow, 
I do not care who the mstitution is, from the smallest to the largest, 
if it fails to pay that premium, I would recommend again that action 
be taken to terminate insurance. 

Mr. Fiscupacn. If you had the same kind of legal advice? 

Mr. Huspanp. On that score, Mr. Fischbach, I am exercising busi- 
ness judgment. If the lawyers want to decide to the contrary —— 

Mr. Fiscunacuw. You would yield to that? 

Mr. Huspanp. That is their business. I will give my honest 
judgment as a businessman, that this money is due and payable, and 
I would recommend again ‘termination of insurance e, although, inci- 
dentally, I might say that as a layman who had read the law and who 
has studied corporation law considerably, I disagree with the position 
of our legal department that we do not have the authority to terminate 
the insurance of a Federal savings and loan association. I think we 
do. I think we should have followed the termination procedure. | 
respect the other opinion. They said the law requires Federal savings 
and loan associations to have insurance and, therefore, you cannot 
terminate. 

Consequently, the only thing for the Federal Savings and Loan 
Insurance Corporation is to serve as conservator or receiver. 

There was another meeting on September 7 in the afternoon. I did 
not attend that meeting. The order was passed on September 9, 1949. 

The Long Beach Federal Savings and Loan Association, in the light 
of that record, has sued the Insurance Corporation when, at no time, 
did it participate. 

As I understand the grounds, they are suing the Insurance Corpora- 
tion as the alter ego of Mr. John Fahey. That is a nebulous sort of 
thing, wholly legal, I understand. When one tries to find the moral 
basis and the business basis of the suit against the Insurance Corpora- 
tion it leaves you wondering a little bit. 

Moreover, I want to testify that the alter ego, Mr. Fahey, said to 
me one day ' as we were walking down the hall to the lunchroom, and 
I think the only time he ever discussed the Long Beach case with me 
in his life, and this was some 2 or 3 months after the Long Beach case 
or the Long Beach conservator had been appointed, he said, “Doctor, 
there is no need to involve the Insurance Corporation in this case 
at all.” That is the alter ego speaking. 

The Long Beach Fede ral Association has sued the Insurance Cor- 
poration for fulfillment of its contract to pay insurance. I, as general 
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manager, at no time have ever received a request for the payment of 
insurance. The lawyers may have received it. That I cannot say. 

Is it not strange that in ordinary dealings where the Insurance 
Corporation leaned over as a gentleman and kept hands off, we 
insured its accounts during the conservatorship, we have insured its 
accounts since, that they would turn around and sue for something 
that they did not request? 

Under all of these circumstances, Mr. Chairman, and I know you 
want my candid, frank, blunt opinion, this case, to me, is one of the 
reasons why the system of setting up agents in the various States 
should not be adopted. As a member of the Board of Directors of 
the Home Loan Corporation, I have had experience with this. This 
isa legal question. Iam giving you my business thinking. 

We had no trouble. 

I want to say, first, that the Insurance Corporation did not violate 
the law. The law says that the Insurance Corporation may sue and 
be sued. In that respect it is identical with any private corporation. 
A private corporation does not set up agents in other States because 
of the statutes which create them. They set up attorneys, because 
the States in which they operate provide that foreign corporations 
must appoint agents. 

In the very State of California, the Home Owners Loan Corporation 
was sued for the appointment of an agent in a State court, the appeal 
court, in Home Owners Loan Corporation v. Gordon. Idid not get this 
from my attorneys, Mr. Fischbach. I have done all of this with my 
own folks, laymen, one who happens to have a legal background. 

I have come here without advice of counsel. I have come here 
entirely free to say anything. The State court ruled that Govern- 
ment corporations are not subject to the foreign corporation laws of 
California. We violated no law. 

I have also talked with lawyers enough to believe that there is 
respect for this kind of thinking, that where a law is not specific as 
itis in the FDIC the leaning is the other way, and I would say 
to you out of my experience with the Home Owners Loan Corpora- 
tion and the Insurance Corporation that the appointment of agents 
in these various States is not warranted. I say that this case is proof 
or may be proof of that, in my opinion. 

I will further declare that no shareholder at any time need ever have 
fear about service in the event of payment of insurance, because our 
agents are promptly sent to the field, but if this committee does in its wis- 
dom recommend to the Congress that agents be appointed, I implore 
you in the public interest to protect the Insurance Corporation with the 
same provisions and same rights that are given to the FDIC; namely 
(1) that if any insured member bank fails to file its required certified 
statement that it pay a fine of $100 per day; (2) that if it fails to pay 
its premium within 30 days, that a hearing must be called for termina- 
tion of that insurance; and (3) that in any event the premium must 
be paid. 

That, to me, Mr. Chairman, is the intent and the spirit of Congress. 

And when I recommended the termination of insurance of the Long 
Beach Federal Savings and Loan Association, I was diligently trying 
to carry out the dictates of business judgment and what I interpreted 
to be the intent and the will of Congress. I would do it for any and 
all associations. There was absolutely no bias. 
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I do not think I ever knew Mr. Gregory until I happened to see him 
about a month or 2 or 3 weeks ago. I did not know Mr. Chapmat 

My actions were wholly objective and independent. And I assure 
you in the public interest without influence, done freely and willingly 
to uphold the soundness and good name of the Federal Savings and 
Loan Insurance Corporation. 

I appreciate very much your kindness in letting me make this 
statement. 

Mr. Houtrievp. Dr. Husband, vou are certainly entitled to make 
your statement, and the subcommittee is very happy to receive your 
statement. 

The Chair would like vou io know that for many vears I have had a 
deep, personal respect for you. A>d as we go into this matter of 
insurance we will want to consider some of the suggestions that you 
have made and discuss them. 

At this time, we will adjourn until 2 o’clock, and then we will take 
this matter up further. 

(Whereupon, at 1:05 p. m., an adjournment was taken until 2 
of the same day.) 

AFTERNOON SESSION 


Mr. Houirieitp. The subcommittee will be in order. 
Mr. Fiscuracn. Dr. Husband. 


FURTHER TESTIMONY OF WILLIAM H. HUSBAND, GENERAL 
MANAGER, FEDERAL SAVINGS AND LOAN INSURANCE COR- 
PORATION 


Mr. Hussanp. I can give you my points in 3 minutes, if you would 
like to hear them. 

Mr. Miuier. All right. 

Mr. Huspanp. (1) the Insurance Corporation is separate and <is- 
tinct from the Home Loan Bank Board, does not have the power to 
appoint a conservator, did not participate in any way in the appoint- 
ment of the conservator in 1946; (2) I recited the premium history 
and the background, as I knew it, on order No. 2015. That will 
probably come up under questioning some more; (3) the com nittee 
to retain the present system of not appointing agents, contending that 
this very case is support of that position; however, if in the wisdom 
of the committee they felt legislation was desirable, they should also 
adopt the provisions of the FDIC Act which provide for $100 fine 
per day for failure to file their report for computing premiums; 10 
30 days’ time, to require hearing to show cause why the insurance 
should not be terminated; and in any event, the premium should be 
paid. 

In a nutshell, those are the main points I advanced. . 

Mr. Fiscusacu. Dr. Husband, I would like to have our record 
reflect some additional facts and data with respect to the operation 
of the Insurance Corporation. 

Mr. Huspanp. Yes, sir. 

Mr. Fiscupacn. Since, during the course of your statement you 
adverted to the fact that, in the Smith committee report, there had 
been no criticism of the insurance company, I want to add my obset- 
vation that there was nothing at all in the Smith committee investi- 
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gation, its hearings or any evidence submitted to it whatever, which, 
in anywise, indicated that the Insurance C orporation was involved 
in the action that was taken by Mr. Fahey in the appointment of a 
conservator for Long Beach Federal, and I want you to know that this 
subcommittee approaches the inquiry with respect to the Insurance 
Corporation with that view and without any mental tying together 
of the insurance company and those incidents. 

| take it that, as you in the Insurance Corporation collect premiums 
they are credited to the account of the Insurance Corporation. 

Mr. Huspanpb. That is correct. 

Mr. Fiscupacn. And what depositories does the Corporation use 
for its funds? 

Mr. Husspanp. We use the United States Treasury, exclusively, 
except in times of receivership or pay-offs. We may use, pursuant to 
Treasury approval for amounts in excess of $50,000 and no approval 
for amounts of less than $50,000, either private banks or the Federal 
home loan banks or the Federal Reserve banks. 

\{r. Fiscupacu. You referred to the fact that savings and loan 
associations which are federally chartered and those which are State 
chartered and insured by the insurance company are under the sole 
supervision of the Home Loan Bank Board for supervisory purposes. 

Mr. Huspanp. I said that we had responsibility for secondary 
supervision. 

Mr. Fiscupacn. Will you tell me this, Dr. Husband: To what 
extent do you use independent personnel in discharging whatever 
secondary supervisory function you have? 

Mr. Huspanp. A hundred percent. 

Mr. Fiscnpacn. You have your own staff, do you? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscnspacn. And do they operate independently from the super- 
visory staff of the Home Loan Bark Board? 

\Mr. Husspanp. Independent in thought. We cooperate with the 
primary supervisory folks for the reason that the practical skills and 
knowledge of real estate values and mortgage lending we would have 
because we have receiverships and because we pass upon insurance 
applications. We do have those men cooperate at times with the 
supervisory folks under the Home Loan Bank Board. ‘There aren’t 
many oeeasions. I would say a half dozen. 

Mr. Fiscupacu. With regard to the field activities of the Insurance 
Corporation, would you briefly describe their orbit? Apart from the 
insurance function? 

Mr. Huspanp. The field activities apart from the insurance func- 
tion? 

\fr. Fiscupacn. Yes. Your field activities in supervision. 

\ir. Huspanp. None. 

Mr. Fiscnpacu. None whatever? 

\fr. Huspanp. No, sir. 

Mr. Fiscusacnu. So I take it that the supervisory functions that 
you have are all performed here in Washington. 

Mr. Huspanp. Through the central responsibility, which is under 
Mr. Wyman. That is true of both State chartered and federally 
chartered. By Board resolution in January 1949, confirming a prac- 
tice of long standing, Mr. Wyman, as the chief supervisor of the 
Board, handles supervisory problems of the Board and is charged with 
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the duty of meeting with the State supervisors and meeting the 
problem that comes up with State-supervisors. 

It is not until an institution is approaching a trouble stage that 
we come in. We have only 70 people on our staff. 

Mr. Fiscusacu. Do they all operate out of Washington? 

Mr. Husspanp. With one exception. We have one man in New 
York whose main function is the development of new insurance. He 
covers the New England States, New York, and the Pittsburgh area 

Mr. Fiscuspacnu. Is there any condition in those areas that re- 
quires the attention of a specially assigned representative as dis- 
tinguished from other areas throughout the United States? 

Mr. Huspanp. We have felt so, because insurance was developing 
more slowly in those areas, and he has more than earned his way in 
the last 6 months. 

Mr. Fiscupacu. I take it, then, his principal mission is in the nature 
of promotional activities? 

Mr. Huspanp. One hundred percent, yes, sir. 

Mr. Fiscupacn. I see. 

Is that because in those areas there may be State statutes which 
supply insurance? 

Mr. Huspanp. Yes, sir, partly. 

Mr. Fiscupacu. So what your man in the field is doing is endeavor- 
ing to sell the Federal insurance as distinguished from the State? 

Mr. Huspanp. That is correct. 

Mr. Hourrretp. May I ask a question at this point? What is the 
basic reason for desiring to promote Federal insurance rather than the 
State msurance, Dr. Husband? 

Mr. Huspanp. We think that we are charged by the law to make 
the protection of insurance available to the public and that the State 
insurance does not supplant that responsibility. You understand 
there is no pressure. We have the best relations with the State 
insurance people. The State insurance exists in only the State of 
Massachusetts. 

Mr. Hourrre.p. Do you feel that the Federal insurance is a superior 
insurance to that of the State, or wouldn’t you care to say? 

Mr. Husspanp. I have debated that on a friendly basis with the 
State folks. As I have told them, there is one basic flaw in the State 
insurance. The underlying principle of insurance is diversification, 
and you cannot get that in one State. 

Mr. Houtrietp. You mean diversification of premiums, of your 
reserve? 

Mr. Huspanp. The risk. To illustrate very pointedly, Mr. Holi- 
field. The HOLC had States which lost money. As a matter of 
fact, as early as 1941, the HOLC would have been in the black if it 
weren’t for three States. One of those three States happended to be 
the one State which has this State insurance fund. 

Mr. Houtrreip. I was interested in one of the remarks you made, 
Dr. Husband, when you said you spoke with some feeling and you 
resented the suit of the Long Beach Federal Association against the 
Insurance Corporation, but I am somewhat puzzled at that, when 
order No. 2015 was issued in the name of the Insurance Corporation 
and therefore you were brought into the litigation. 

Mr. Hussanp. Suit was started long before order No. 2015, and 
the order is in the name of the Home Loan Bank Board, not in the 
name of the Insurance Corporation. 
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Mr. Fiscusnacu. What you are suggesting is that the Insurance 
Corporation was named in the order, not that order No. 2015 was 
issued in the name of the Cor poration. The Insurance Corporation 
was named in the order as the receiver. 

Mr. Houirievp. That is it. My memory is at fault on that. The 
Insurance Corporation was named as the proposed receiver. 

Mr. Hussanp. That is right. 

Mr. Miuter. But the Insurance Corporation was named a party 
defendant in the action way back, when the pleadings were supple- 
mented and money damages were asked for, in 1948, was it not? 

Mr. Hussanp. The Insurance Corporation was not named until 
order No. 2015 made its appearance in 1949. The Home Loan Bank 
Board—— 

Mr. Fiscusacu. I think you are in error there. It appears in the 
record that in November 1949, the Insurance Corporation was named 
as a party defendant in the southern California court. 

Mr. Husspanp. That is my point. The date of the order is in 1949. 

Mr. Fiscupacu. You are absolutely correct. 

Mr. Hussanp. Furthermore, the Insurance Corporation could not 
name itself as conservator. It is no different than if a court appointed 
us or would say, ‘‘We appoint you.”’ We were an independent party. 

Mr. Houirretp. May I explore that point just a moment? You say 
you are completely independent, but, as I understand it, one of the 
defenses that is being used against the Long Beach Assoc iation is the 
fact that you are a part of the Home Loan Bank Board and therefore 
not subject to suit. Is that true? 

Mr. Huspanp. That ismy memory onit. At no time, Mr. Holifield, 
did I participate in the deliberations or the reasons given for sayi ng 
we were not subject to suit or service. I have read it. 

Mr. Hourrrevp. I realize that is not your personal responsibility, 
but I was recalling what, to my mind, was a fact, that the defense was 
made that you could not be sued because you were a part of the Home 
Loan Bank Board and, unless the Home Loan Bank Board agreed to 
a suit, you were not suable. 

Mr. Husranp. If that is a fact, I would be very glad to have the 
attorney answer the question. 

Mr. MacGutngas. That is not the situation. The pleadings of the 
Long Beach Association allege a fraudulent conspiracy and the alleged 
parties to the conspiracy, among others, are the Home Loan Bank 
Board and the Insurance Corporation. That being the allegations 
of the Long Beach pleading, one of the defenses raised was that the 
members of the Home Loan Bank Board were indispensably parties 
to the action, but at no time has it been alleged that the insurance 
company as such is not subject to suit. 

Have I made that clear? 

Mr. Hourrteup. Fairly clear. 

Mr. Fiscupacn. You indicated that the original Board which 
existed before Executive Order 9070 abolished it—you were a member 
of that Board and you were unseated, so to speak, by virtue of that 
Executive order. 

Mr. Husspanp. Yes, sir. 

Mr. Fiscnnacu. What happened as far as you were concerned? 
What was your official position after the making of Executive Order 
9070 by President Roosevelt? Did you have any connection with the 
Home Loan Bank Administration? 
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Mr. Hussanp. No. I left Washington right after the expiration 
of the 60 days that we were given with pay without duty, after the 
order on February 24. 

Mr. Fiscupacnu. That was what year? February 24, 1940? 

Mr. Huspanp. 1942. And I began my service with the Firs: 
Federal Savings and Loan of Water bury, Conn. I was here during the 
60-day interval without any office whatsoever. 

I can assure you, Mr. Fischbach, it was a cut-off like that [indicat- 
ing]. I do not know how we will get that in the notes here, but it was 
like that anyway. 

Mr. Fiscupacn. Your connection with the Home Loan Bank 
System dates or picks up from June 1, 1944? 

Mr. Huspanp. Not with the Home Loan Bank System, with the 
Federal Savings and Loan Corporation exclusively and entirely. 

Mr. Fiscusacn. You were in office in charge of the affairs of th 
insurance company in May of 1946 when Mr. Fahey took the action 
which he did in connection with Long Beach Federal? 

Mr. Hussanp. Yes, sir. 

Mr. Fiscuspacn. Were you aware of any statements made in behalf 
of the Federal Home Loan Bank Administration in which the nam: 
of the insurance company might have been used which were publicized 
in the community of Long Beach, Calif., at that time? 

Mr. Hussanp. None whatsoever. 

Mr. Fiscusacu. Were you consulted about it? 

Mr. Hussanp. No, sir. I did attend one meeting only, as I have 
done on possibly five or six occasions, to discuss things which should be 
examined. Because of my experience in the field and my background 
in general, if they have any problems, I am consulted, also to get the 
Insurance Corporation interest in protecting our financial position, 
I am consulted on things we would like to have examined. 

Mr. Fiscupacnu. All right, Dr. Husband. Did you participate 
ip any activities of the Federal Home Loan Bank Administration 
which took place after Mr. Ammann was appointed as conservator 
and which was designed to justify the grounds upon which the ap- 
pointment was made? 

Mr. Huspanp. None whatsoever. 

Mr. Fiscupacu. Do you know that such activity took place in the 
Administration? 

Mr. Huspanp. To justify? 

Mr. Fiscunacu. Yes. 

Mr. Huspanp. Just from hearing around the lunch table, I heard 
discussions of the examination that was being made and the reported 
early discoveries that were published in the newspapers, as you know 
That is all I know. 

Mr. Fiscupacn. As I understand your testimony, you were no! 
consulted in connection with the release of any publicity? 

Mr. Hussanp. No, sir; not in any way whatsoever. 

Mr. Fiscusacu. And no one else on behalf of the insurance com- 
pany was consulted? 

Mr. Huspanp. No, sir. 

Mr. Fiscupacu. Let’s s go from 1946 to the period immediate!) 
after Mr. Ammann was let out as conservator, immediately after 
January 24, 1948, when order No. 388 was made. Were you con- 
sulted in connection with the making of order No. 388? 
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Mr. Huspanp. In no way whatsoever. 

Mr. Fiscusacu. You did not know anything about it, I believe 
you indicated before, until after the order had been made? 

" Mr. Husspanp. That is correct. 

Mr. Fiscupacu. We will move from that to order No. 2015. You 
indicated in your previous statement before recess that vou had made 
inquiry from time to time over a period of months. 

Mr. Hussanp. Yes, sir. 

Mr. Fiscuspacn. You were endeavoring in that inquiry to ascer- 
tain whether or not the counsel for the Home Loan Bank Board could 
shed any light on whether Long Beach Federal had paid its insurance 
premium; isn’t that correct? 

Mr. Hussanp. That is correct. 

Mr. Fiscupacu. You were advised, I believe you stated, that at no 
time while you were making such inquiry were you informed that the 
money had been paid into court until there were discussions with 
regard to Order No. 2015; is that correct? 

Mr. Hussanpb. That is correct. 

| would say I was informed in April 1949, for the first time. 

Mr. Fiscusacn. You were informed in April 1949, for the first time 
that a deposit had been made in court? 

Mr. Hussanp. Yes, sir. 

Mr. Fiscnpacn. Weren’t vou informed about that time that the 
deposit was made pursuant to a petition filed in the court? 

Mr. Hussanp. Not to my knowledge, sir. 

Mr. Fiscusacnu. Well, if you had been shown the document of the 
character that I will now place before you——-and what I am putting 
before you appears in volume 14 of the records in the court of appeals 
for the ninth circuit in Fahey v. Mallonee, and so forth, at page 6473 et 
sequiter. It is quite extensive. 

Mr. Husspanp. I know I haven't. 

Mr. Fiscnpacn. You know you have never seen such a document? 

Mr. Hussanp. It could have passed over my desk. I have never 
read it or studied it. 

Mr. Fiscupacu. I would like you to read the caption or any other 
part of the document to which | called your attention and let us see 
if it isn’t your best recollection, Dr. Husband, that you never did see 
the original of that document? Or any counterpart of it? 

Mr. Husspanp. My very definite recollection is that I have not seen 
the original. ad 

Mr. Fiscxpacn. I thought so, Doctor. ”" 

Would you turn, please, to page 6504 and the pages subsequent 
thereto, up to and including 6512, and examine the contents of the 
document reproduced in that record and tell us whether you were 
ever consulted in connection with that document or any allegations 
therein made. 

The first document I showed the witness was the petition for inter- 
pleader which was served on the Insurance Corporation and the 
Home Lean Bank Board. I presume that service was made on 
counsel as distinguished from the witness. 

Mr. Hussanp. I have never seen that before, Mr. Fischbach. 

Mr. Fiscupacn. All right. 

Let the record reflect that the document which Dr. Husband stated 
he had not seen before was Memorandum in Opposition to the Peti- 
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tion in the Nature of Interpleader and Motion for Acceptance of De. 
posit in Court of Insurance Premiums or Other Payments Upon Insur- 
ance on Deposit Insurance of Long Beach Federal Savings and Loan 
Association. 

» That was filed in the Federal court by James M. Carter, United 
States attorney, acting in behalf of whom was Assistant United 
States Attorney Arline Martin. Appended to it at page 6508 of the 
record is the affidavit sworn to in the District of Columbia of John \. 
Wyman under date of April 26, 1949, sworn to before Paul Pfeiffer, a 
notary public. Also, the affidavit of Charles K. Berlin, sworn to in 
the District of Columbia on April 26, 1949, and the affidavit of Mr, 
Berlin at page 6510 identifies the affiant as the comptroller of the 
Federal Savings and Loan Insurance Corporation. 

Mr. Minuer. What is his name? 

Mr. Fiscupacu. Charles K. Berlin, B-e-r-l-i-n. 

In answer to your question, Congressman Miller, | am afraid—— 

Mr. Mituer. In the light of what you have just told me, I do not 
think my question makes any difference. I do not care upon whom 
process was served. I understand you must know Mr. Berlin. 

Mr. Huspanp. He is our comptroller. 

Mr. Miuuer. He signed the affidavit in connection with the 
proceedings. 

Mr. Hussanp. He frequently certifies to financial information in 
connection with the Board’s financial operations. 

Mr. Fiscuspacu. You were not consulted in connection with the 
pleadings referred to here? 

Mr. Hussanp. That is correct. 

Mr. Fiscuspacn. Were you ever informed, Dr. Husband, that, when 
the Long Beach filed their petition in the Federal court in which they 
sought permission of that court to pay the money into the registry of 
the court, the Insurance Corporation resisted that application? 

Mr. Hussanp. Not too definitely. But, as I told you this morning, 
we did get advice from our counsel who, in turn, got advice from the 
Department of Justice, that the payment in court did not constitute 
compliance with the statutory obligation. 

Mr. Fiscupacu. You indicated that before, Dr. Husband, but I 
would like to inquire as to the extent of the information imparted to 
you. In other words, it appears from the record that not only was 
this application made on notice to the Insurance Corporation and to 
the Home Loan Bank Board, but the Insurance Corporation resisted 
the application in the court and, after there was a contest about it in 
the court, the judge made a ruling. Were you ever informed that the 
judge made a ruling about it? 

Mr. Huspann. Not to my knowledge, although, frankly, I would 
have encouraged the resistance, Mr. Fischbach, if I had been consulted. 

Mr. Fiscupacu. I don’t question that at all, but what I am trying 
to ascertain and what you are testifying to, in effect, is that you were 
not informed about these things by your colleagues up there. 

Mr. Hussanp. As I mentioned this morning, I hesitate to inject 
this. 

The only reason I do it is in fairness to the Board. Because of 
illness in my family, I was out, off and on, beginning as early as March 
1949 and, as it got progressively worse, until August and September. 
I mention that, I repeat, only in fairness to the Board. They did not 
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turn over many duties that I normally would see. That is the reason 
[mentionit. If I had been consulted in this, I would have encouraged 
resistance. 

Mr. Fiscupacu. That you would have done as a matter of business 
judgment, you indicated ‘that before? 

Mr. Huspanp. Yes. 

Mr. Fiscupacu. We have no quarrel with you at all in connection 
with that, but, coming back to the facts of this matter, were you ever 
apprised that the court, after hearing a petition on the one hand 
seeking relief, which Long Beach went into court to seek, namely, the 
right to deposit this money in the registry of the court, that the 
Insurance Corporation met that application by going into ‘court and 
resisting the application and the judge, after a ‘hearing on the matter, 
made an order granting the application? 

Mr. Hussanp. I do not recall being so advised. 

Mr. Fiscuspacnu. The order of the court granting the application, to 
which we have referred, appears at pages 7098 and 7099 of volume 15. 
Now, Dr. Husband, were you ever informed that the counsel who 
handled this matter in court never appealed from the order made by 
the court? 

Mr. Huspanp. No, sir. 

Mr. Fiscupacu. On that point, Mr. MacGuineas, it is a fact that 
the Government never did appeal the interpleader of these insurance 
funds? 

Mr. MacGutneas. That is certainly true with respect to the early 
interpleaders. It also should be stated, however, that that issue as 
to whether or not the district court has any jurisdiction of this so- 
called interpleader is one of the issues which is now before the court of 
appeals on the pending appeal, which it has for decision, because that 
interpleader is one of the bases of jurisdiction of the case on which the 
district court relied, and we challenged that issue, and that issue is 
before the court of appeals for decision. 

Mr. Fiscupacnu. It is my understanding that, when Judge Hall 
made his order permitting Long Beach Federal to pay this money into 
court, the Government never filed an appeal from that order. 

Mr. MacGutnzeas. I believe you are correct about that, but there 
isa question whether that is an appealable order. 

Mr. Mituier. Hasn’t Judge Hall claimed that his orders were in- 
terim orders, so you could not appeal them? 

Mr. MacGutneas. He has taken that point of view. 

Mr. Fiscupacn. Have you been met in the court of appeals with a 
motion to dismiss any appeal on the ground that it was an interim 
order? 

Mr. MacGutneas. No; we in the Department of Justice must 
make up our own minds whether it is the proper basis for an appeal or 
not before we take an appeal. 

Mr. Fiscusacnu. I agree with you completely. 

I understand, Dr. ‘Husband, because you stated it repeatedly, 
that you would have resisted, you would have counseled resistance, to 
the application of Long Beach or any other association seeking an 
order to deposit money in controversy, which was insurance premium, 
to deposit it in the registry of the court. 

Mr. Mitier. May I ask why? 
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Mr. Fiscnspacn. Would you explain to us why you would haye 
taken that position and why you took the position in connection with 
that subject that you have stated here? 

Mr. Huspanp. In order to carry out my duties prescribed by |avy, 
the statute is very specific that the payment of the premium musi 
be made to the Corporation. Second, it is a matter of common sense 
The court does not assume the risk if anything would happen to that 
association and we would have to go in and pay out. 

Mr. Fiscupacnu. Did your counsel ever call to your attention the 
decisions of the Supreme Court relating to the right of a citizen to 
interplead money in dispute into the registry of the court? 

Mr. Huspann. No, sir. On the contrary, as I mentioned, we have 
a memorandum of advice that the payment into the court did not 
constitute compliance with our statute. 

Mr. Frscusacn. Will you state for the subcommittee’s benefit the 
circumstances under which you made the memorandum, and would 
you produce the memorandum so it can be received in evidence here? 

Mr. Huspanp. Persistently and consistently we went to our legal 
counsel to ask what the previous status was of the premium they 
offered. ‘The memorandum was written by Mr. Charles K. Berlin 
I will produce it in just one second. It was written as the result of a 
conference and meeting with the legal department, asking about the 
collection of that premium. I will find the memorandum. 

I may say, Mr. Fischbach, this is a complete file on the premium 
history, and you are welcome to review it. 

Mr. Fiscuracu. We will be glad to have the use of it, I assure you. 
Please refer to the premium you received from the memorandum you 
made. Dr. Husband, you have a statement to make in connection 
with this memorandum? 

Mr. Hussanp. I previously stated that we had a memorandum 
indicating that we received advice from the legal department about 
the existence of this statutory right. 1 would like to correct that to 
say that we were advised of the position taken by the Department of 
Justice and our legal department said that the deposit in the court 
did not in any way affect our statutory right and duty to collect the 
premium, 

Mr. Friscupacu. But I take it, to the extent that your testimony 
heretofore referred to a memorandum you yourself had made on the 
subject, that should stand corrected? 

Mr. Huspanp. That is right, sir. 

Mr. Fiscuspacn. And upon examination of your papers you find 
that you did not make any such memorandum, that you are relying 
on a chronological memorandum of certain facts which was prepared 
June 29, 1951? 

Mr. Huspanp. Yes, sir. 

I would like to have this further understanding. If I conveyed the 
impression I made the memorandums in each instance, that is not 
correct. Most of the time I talked to our comptroller who, in turn, 
consulted the legal department, and most of these memorandums 
were written by the comptroller of the Insurance Corporation. 

Mr. Fiscusacu. Is Mr. Berlin here? 

Mr. Hussanp. No, sir; he is down at the office. Would you like 
to have him called? 

Mr. Fiscusacn. Not at this point, Dr. Husband. 
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I take it, had you been advised by your counsel or by the Depart- 
ment of Justice that payment into court, pursuant to an order of the 
court, was the equivalent of payment to the Insurance Corporation, 
you would have accepted that advice, wouldn’t you? 

’ Mr. Huspanp. Yes, sir; 1 think I would have to. 

Mr. Fiscupacu. But, having been advised directly to the contrary, 

you acted upon that advice? 

Mr. Husspanp. Yes. I repeat, I agreed from a businessman’s 
point of view with that decision. 

Mr. Hourrretp. Mr. Husband, I am a little bit concerned about 
that statement. I have a businessman’s background, and it has been 
common knowledge to me that, if a sum of money is in controversy 
between litigants A and B, it is a customary practice from a business 
standpoint to place that sum of money, or an approximate amount to 
that sum of money, in the hands of an impartial third party, C, until 
the determination of the dispute is made. 

So, as a businessman, I would say that the resort to that type of 
settling a controversy would be an ordinary business practice. 

Mr. Husspanp. Mr. Holifield, insurance may be a little different. 
You have to keep in mind the continued existence of this risk. Our 
risk has been increased as a result of all this controversy. 

Mr. Hourrreip. That is right. 

Mr. Husspanp. Secondly, as I mentioned this morning, the failure 
to pay a life-insurance premium is a serious thing. It causes the 
policy to go into default. As I mentioned very clearly in my morning 
statement, I was concerned about the effect on the shareholders. 

The court did not relieve us. The court did not determine whether 
or not that insurance was still effective. It bothered me a lot. 

Mr. Houtrietp. Do you mean to tell me if I had an insurance 
contract with a life-insurance company which required payment of a 
certain sum of money as a premium and if some dispute arose as to 
that premium and I deposited the equivalent amount in court, my 
insurance would be lapsed? 

Mr. Hussanp. I would advise you to pay the premium. 

Mr. Houirie tp. Pay it under protest? 

Mr. Huspanp. Pay it under protest. I suggested that in my 
“— talk with Mr. Chapman; why they didn’t pay it under protest, 

[do not know. That was the businesslike thing to do. 

Mr. Ho.irtetp. There are two ways to do it. You can pay under 
protest and you can appeal to a court to determine it. 

Mr. Hussanp. May I ask you a question? 

Mr. Houir1evp. I think it is fair. Go ahead. 

Mr. Husspanp. As a gentleman, wouldn’t you at least say to your 
varty first that you were going to pay this into the court instead of 
paying it into court and telling him about it later? 

Mr. Houirienp. There are a lot of things in this litigation I would 
have done differently. That might have been one of the things I 
would have done differently. I also might have called this group 
together on some of these charges and had an informal talk with them. 
If I had been the Board, I might have sent the supervisor out to 
Long Beach to talk to them, as they did in these other sections of the 
country where there were differences of opinion as to the way the 
management was running. 
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There are a lot of things I would have done differently. I think 
we are wasting time discussing that. 

Mr. Huspanp. I am sure you would have done that and I would 
have done it. 

Mr. Fiscupacu. As a businessman, you certainly were caught 
between the advice of your own counsel and the advice of one of your 
customer’s lawyers, weren’t you? 

Mr. Hussanp. Yes. 

Mr. Fiscupacu. Surely, as a businessman and the gentleman in 
charge of the Insurance Corporation, you wouldn’t deny the right of 
an insured association to follow the advice of its own counsel, would 
you? 

Mr. Huspanp. I think their reason would be about the same, Mr, 
Fischbach. 

Mr. Mruuter. May I ask a hypothetical question at this stage? 
Assuming either way, as to the advice of counsel, if, as a matter of 
fact, as you stated, you acted under advice of counsel—— 

Mr. Huspanp. I think I did. 

Mr. Miuuer. As a consequence, I think you stated that you would 
not blame Long Beach Federal for acting under advice of their 
counsel, would you? 

Mr. Huspanp. I just said their reasoning would be the same. 

Mr. Mitier. You would presume they paid that money into court 
on the advice of their counsel, wouldn’t you? 

Mr. HussBanp. Yes. 

Mr. Miuuer. In the event that was not a compliance with the 
statute, as a businessman if you knew they paid into court pursuant 
to a court order, you certainly would not think that was grounds for 
a receivership, would you? 

Mr. Husspanp. I at no time recommended a receivership. | 
recommended termination of insurance. 

Mr. Miuuer. I am asking a hypothetical question. As a business- 
man, if that situation were brought to your attention—— 

Mr. Huspanp. I want to stress this was a call for a hearing. 

Mr. Mriuer. I understand. 

Mr. Hussanp. The Insurance Corporation has had a few other cases 
to call for a hearing for termination of insurance, and we have never 
even had to hold a hearing because it is an effective device to get the 
thing done without a receivership and without the hearing. 

I want to stress that the purpose of order No. 2015, as far as | 
know anything about it, was to bring that about, to solve this thing. 
As I was advised, settlement was being negotiated, but it fell 
through, as I mentioned this morning. We were advised by our 
attorneys in January 1949 to forget about the premium. It was 
going to be settled. We abided by that advice. We were advised 
later that the settlement provisions had broken down or settlement 
possibilities had broken down. We had no alternative except to go 
ahead. 

I want to stress that it was a call for a hearing. The hearing was 
intended to bring this thing to a head. 

Mr. Fiscuspacu. How do you know it was intended to bring this 
thing to a head, as you say? 

Mr. Hussanp. I heard one of the Board members say—I think if 
was Mr. Adams—that since settlement apparently could not be 
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effected, there was just nothing else to do but to try some other 
course of action. 

Mr. Fiscupacn. You do not know of your own knowledge, then, 
that the Home Loan Bank Board intended to sit down and discuss 
this matter, nor do you know of your own knowledge whether they 
intended to have a hearing stenographer present and a trial examiner, 
and so forth? Or do you? 

Mr. Hussanp. I know this, that under our law, Mr. Fischbach, we 
cannot terminate insurance without a hearing. I cannot conceive of 
that Board carrying on anything other than a normal, regular, and 
orderly hearing. 

Mr. Fiscupacnu. And at one end of the hearing was the proposal to 
appoint the Insurance Corporation as the receiver of the institution, 
notwithstanding the insurance premiums had been paid into court 
pursuant to a court order? 

Mr. Hussanp. That is one of the provisions which would have been 
discussed at that hearing; yes, sir. 

Mr. Fiscupacn. Isn’t that some of the action that would have been 
taken, too? 

Mr. Huspanp. Failing to get the premium, I would say so. 

Mr. Fiscupacnu. So that, notwithstanding the fact that the money 
had already been paid into court, at the hearing, unless Long Beach 
yielded and acted contrary to the advice of its counsel and the order of 
the court, the Insurance Corporation would have been appointed as 
receiver. 

Mr. Huspanp. I think that would follow; yes, sir. 

Mr. Fiscupacu. All right. 

Dr. Husband, in computing premiums on insurance, isn’t it the 
practice of the Insurance Corporation to calculate the amount due 
just on the basis of the share liability; in other words, the amount of 
savings in the insured association? 

Mr. Husspanp. Share savings plus the creditor obligation. 

Mr. Fiscupacnu. So, in determining how much premium is due from 
any given association, you have to take into account what its liabilities 
are? 

Mr. Huspanp. That is right. 

Mr. Fiscuracnu. | take it that somewhere along the line you have 
heard that the Long Beach Federal was disputing a liability of 
$6,300,000 which arose out of notes paid by Mr. Ammann while he 
was conservator, and which were made in favor of the San Francisco 
bank? 

Mr. Huspanp. I know that of my own xnowledge, and it was con- 
tained in that letter sent to the Insurance Corporation by Mr. 
Chapman. 

Mr. Fiscupacn. You also know that, while that liability of the 
association was in dispute, you calculated or the Insurance Corpora- 
tion necessarily calculated the insurance premiums due from Long 
Beach Federal, which were payable by Long Beach Federal, and 
included in the calculations of the amount of premium liability the 
$6,300,000 in notes, which the association denied? 

Mr. Hussanp. If my memory is correct, Mr. Fischbach, we sub- 
mitted a premium amount only in the first two or three bills; since 
December 1949 we have not submitted any amount, but our bill is 
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simply stated because of our inability to compute accurate premium; 
we are simply putting the association on notice. 

Mr. Fiscusacu. I appreciate that, but I refer specifically to the 
amount stated in item 3 of order No. 2015, the amount of $36,487.25. 
and inquire, as I believe I once before inquired, whether that amount 
contemplated by the Insurance Corporation is the exact amount that 
was paid in to court, to the penny. 

Mr. Hvuspanp. It is the amount. I agree with you. 

Mr. Fiscuspacn. $36,487.25? 

Mr. Huspanp. That is correct. That lines up with the bills we 
submitted. 

Mr. Fiscusacu. So there is no question at all but the precise 
amount that you asked for was the precise amount that was deposited 
in court? 

Mr. Hussanp. According to the information that was reported to 
us; yes, sir. 

Mr. Fiscupacn. Sure. 

Mr. Hussanp. You understand, we did not get advice from the 
court itself. We got advice from a Miss Martin, who, I think, is the 
assistant United States attorney out there. 

Mr. Fiscupacnu. That is correct. 

Dr. Husband, were you ever advised, either by Miss Martin, or 
Mr. McKenna, or anyone else, acting in a legal capacity in behalf of 
the Insurance Corporation or the Board, that, to the extent that the 
insurance premiums paid in to the registry of the court were not in 
dispute, the Insurance Corporation could have them at any time? 

Mr. Huspanp. No, sir. 

Mr. Fiscusacn. If such information had been conveyed to you }) 
counsel in the case, would you have availed yourself of those funds 
and would you have accepted the undisputed portion of the premiums 
and credited the account of the Long Beach Federal on the books of 
the Insurance Corporation for them? 

Mr. Huspanp. I can give you a personal reaction to that, 
officially and properly I was told to clear these things with counsel. 
If my counsel had advised me not to accept, I would not have accepted. 
As a businessman I would have accepted it. 

Mr. Mitier. Let me ask a question there. I tried to be fair, but 
there is one situation that has arisen in your testimony that concerns 
me considerably. You realize, of course, that a Federal court is an 
instrumentality of the Federal Government. 

Mr. Huspanp. Yes, sir. 

Mr. Miuver. You realize that, following your line of thinking, if 
this administrative hearing had been held pursuant to the show-cause 
order, this order we are talking about, on the question of insuran 
premiums, and the Home Loan Board had decided that the insurance 
premiums should be paid or the insurance canceled, their determina- 
tion as an administrative board would have been circumventing an 
order of the Federal court. You would have an administrative board 
in the city of Washington creating nullities of our Federal court orders. 

Don’t you people in W ashington feel you are bound by Federal- 
court decisions, or does it mean we are and nobody else is? 

Mr. Huspanp. I would speak to that, and say that I would respect, 
at all times, the orders and decisions of any court, much as I would 
disagree with those decisions. 
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On the other hand, Mr. Miller, as I stated, mv counsel advised me 
that this was not compliance with statutory obligation. If, as a law- 
yer, you would like to discuss that with ‘the counsel, that is not a 
decision for me to make as general manager. I think you do appre- 
ciate that. 

Mr. Miuter. Even not being a lawyer, you do appreciate that, 
actually, if there was a court order issued by a court of competent 
jurisdiction which directed the payment of these funds in to court, 
into a registry, and that order not being appealed from and being a 
valid order, you held a hearing here in Washington—any board or 
rae agin Mt bureau—and decided you were not going to be bound 
by that order, but directed the association to pay the insurance 
premium to the Insurance Corporation or it would be canceled insofar 
as the insurance was concerned, you would, in effect, be rendering 
useless the order of the court. 

Mr. Huspanpb. May I ask whether or not the court order covered 
the filmg of the monthly report and the annual report? 

Mr. Mituer. | think it only had to do with the payment of money. 

Apparently, there is no dispute based upon the order itself, the 
amount you claim due to the Insurance Corporation, and that was 
paid in the court. 

Mr. Fiscupacn. However, I might make this observation. I am 
advised that Judge Hall’s order, which is now before the circuit court 
of appeals, specifically found, as a fact, that the Long Beach Associa- 
tion could not make these monthly reports without yielding matters 
that were in litigation and which were before the court for determina- 
tion. In other words, to preserve the status quo that was in litigation, 
Long Beach was debarred from making these monthly reports. 

Mr. Mituer. Can we hear from Mr. MacGuineas on this point? 

Mr. MacGutneas. You stated it very well, Congressman, when 
you said if a court of competent jurisdiction issued such an order, it 
would be binding. That is the real issue about which we are litigating. 

Mr. Mitier. Isn’t it an administrative board decision? If it 
proceeds to hold a hearing concerning the very matters over which 
the court has at least issued an order, if the ‘vy then vote a hearing and 
cancel the insurance, unless the premium is paid, hasn’t the Board, 
id a sense, decided the jurisdictional issue and everything else before 
the court of appeals has had a chance to do so? I may be enjoined 
from conveying property. Maybe the court hasn’t got jurisdiction. 
But lam at my peril if | deed the property to somebody else without 
awaiting the court’s determination. 

Mr. MacGurneas. You are correct. When the district court 
issued its injunctions, which is the analogy you present, the Home 
Loan Bank Board and the Department of Justice fully complied with 
that. In other words, they refrained from holding their administra- 
tive hearings even though we were convinced that the court had no 
authority to issue that injunction. So there we did not violate any 
order, 

Mr. Mixtuer. There you did not, but the one step previous to that, 
it was indicated you would have, according to Dr. Husband’s testi- 
mony, if the hearing had gone on. 

Mr. MacGuineas. No one can say what would have happened if 
the Board had held the hearing under order No. 2015. That would 
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be a matter for the Board to decide. No one can say how the Board 
would make up its mind. 

Mr. Mixtuer. As a practicing attorney, I would be chagrined if [| 
advised my client that they should pay the insurance premium in to 
court—and I felt I was acting correctly in representing their interest— 
and they did pay it in to court and then the administrative board in 
Washington held a hearing and canceled the insurance because of the 
fact that the premium was not paid to them directly regardless of a 
court order. 

Mr. MacGuineas. That may have been a difficult situation for 
Long Beach to be placed in. 

Mr. Minter. Not only difficult, but it is not consistent with my 
ideas of the principles of jurisprudence. 

Mr. MacGurneas. Many a man has gone to jail because of the 
advice of his counsel. If a man violates the law, merely because he 
followed the advice of a counsel, is no excuse. 

(Discussion off the record.) 

Mr. Houirisip. I might make one remark. I might address this 
to Mr. MacGuineas. You raised the point, of course, that the Federal 
district court was not a court of competent jurisdiction for this type 
of litigat‘on. Would you care to tell the committee where a court of 
competent jurisdiction could be found? 

Mr. MacGutneas. That raises the issue as to whether this was a 
genuine interpleader. In our view it was not at all. It was a bogus 
interpleader, in this sense: The Long Beach Association interpleaded 
its own shareholders on the one hand and the Insurance Corporation 
on the other. The Supreme Court had held, when this case was up 
there before, that the shareholders were merely acting in a derivative 
‘apacity to assert the rights of the Long Beach Association. So 
what the Long Beach Association was doing was to interplead itself 
and the Insurance Corporation. That is not a genuine and proper 
interpleader by any test of the law of which I know. In other words, 
this was not a case for imierpleader at all. 

Mr. Hourrietp. This port is under consideration now? 

Mr. MacGuineas. That is the very point that is before the court 
of appeals. 

Mr. Frscusacu. Right on this proposition, I have read through 
the petition which was filed in the Federal court, verified by Mr. 
Gregory, and it is signed by Mr. Chapman. I take it, Mr. Mac- 
Guineas, that you would not impute to Mr. Chapman the word 
“bogus” in connection with the petition that he filed here and signed 
as a member of the bar of the court, in which he asks the court for 
permission to deposit this disputed premium to the Insurance Cor- 
poration into the regisiry of the court? 

Mr. MacGurveas. All I want to say is, from my view of the law, 
there is no rational basis for considerimg this to be a valid case for 
interpleader under the Federal interpleader statutes. 

Mr. Husspanp. It should not have been started at all from a 
rational pot of view. 

Mr. Fiscupacu. Under the rules governing the conduct of civil 
litigation in the Federal court, there is a certain responsibility that 
attaches to any lawyer who signs a pleading, and that, in accordance 
with the rules that prevail in ‘the Federal court, when a lawyer finds 
a pleading, he certifies to the court that, as far as he knows, the facts 
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set forth are true and correct. Without the signature of the counsel, 
the court would not regard the pleading as a proper pleading under 
the specific rules of Federal procedure. Isn’t that true? 

Mr. MacGurneas. Yes; if you are asking me that question. 

Mr. Frscupacu. And I observe that at page 6484, the signature of 
Mr. Chapman appears subscribed to the petition for permission to 
pay this money in to the court and the affidavit of Mr. Gregory sworn 
to April 16, 1949, appears to be appended to it. 

Mr. MacGurneas. I am not attempting to probe the inner recesses 
of Mr. Chapman’s mind. I am merely stating what I conceive to 
be the right of interpleader. 

Mr. Fiscupacu. The use of the word “bogus” did not apply to this 
application? 

Mr. MacGurneas. Yes; it did. It is utterly and completely 
untenable on any rational view of the interpleader law. 

Mr. Fiscupacn. Dr. Husband, it appears to me that back in 
November or December, when the subcommittee was holding hear- 
ings, there was introduced in evidence a letter from Mr. Chapman to 
the Insurance Corporation, which he wrote in September 1948, in 
which the Corporation was generally advised that it was the intention 
of Long Beach Federal to pay this money into court. 

Mr. Hussanp. That is correct. He also wrote again in December 
of 1948. 

Mr. Fiscusacn. If you had notice of that in September of 1948 
and you had notice of it later on, it did not come as a matter of sur- 
prise to you that the money was paid into the court in April of 1949; 
did it? 

Mr. Huspanp. I was very much surprised, Mr. Fischbach, when 
he wrote on September 1 that they were going to deposit and they 
didn’t make the deposit until April 1949. 

Mr. Fiscusacu. It might have been that Mr. Chapman was busy 
with some of the matters in litigation with Mr. MacGuineas and others, 
Did that ever occur to you? 

Mr. Huspanp. No;I did not quite visualize that. 

Mr. Fiscuspacu. When you got his letter in September of 1949, 
advising you that it was the intention of Long Beach to pay this 
money into court, did you take exception to that in any communica- 
tion to Mr. Chapman or the Long Beach Federal? 

Mr. Huspanp. No, sir. We let “Legal” handle it. 

Mr. Fisonspacnu. Did ‘Legal’ take exception to it and advise you 
that that was their position? 

Mr. Hussanp. Not to my knowledge. As I said before, we were 
in that settlement phase in which I was advised, in January 1949, 
that settlement negotiations were under way and that would take 
care of everything. 

Mr. Fiscuspacn. When was it that you were advised that settle- 
ment negotiations would not succeed? 

Mr. Huspanp. I never had any formal or definite advice. My 
best memory of it is April 1949. 

Mr. Fiscupacn. And in April of 1949 the question of the insurance 
became a matter of concern again, to you? 

Mr. Hussanp. Yes. 

Mr. Fiscuspacnu. So what did you do about it at that point? 
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Mr. Huspanp. We sent our bill in May, and that bill was cleared 
with “Legal’—the language and the amount. That is all we did 

Mr. Fiscupacuw. Do you have any memorandum that you made 
with regard to conversations that you had with counsel and the 
advice you got? 

Mr. Husspanp. Memos from the legal department to us? 

Mr. Fiscupacu. No. Memos that you wrote, yourself, following 
a conference or telephone conversation with members of the legal 
department. 

Mr. Huspanp. That I wrote, myself? No, sir. That was written 
by the Comptroller of the Insurance Corporation; yes, sir. 

Mr. Fiscupacu. Could I have those memorandums? 

Mr. Huspanp. I am not sure I have them. I have the chronology 
here, but not the memorandums. Would you like to have me bring 
those when we resume? 

Mr. Fiscupacu. Yes; I would. Could you send for them now 
Dr. Husband? 

Mr. Huspanp. Yes. 

Mr. Fiscanacn. Could | refer to your chronology of events, as you 
have it there before you? Do you have an extra copy? 

Mr. Husspanp. Yes; I should have. I call attention to one item 
here. You can take the duplicate. You will even see that I held a 
staff meeting of my own people. My first reaction as a businessman, 
when I got this letter from Mr. Chapman, was to fight back in a suit 
I got a staff meeting together. The Board does not know that meeting 
was ever held. There is the vote of the staff. 

Mr. Fiscupacu. I observe that the chronology you refer to was 
prepared June 29, 1951. 

Mr. Huspanp. Yes, sir. 

Mr. Fiscuspacu. The source stated was the general manager's files. 

Mr. HussBanp. Yes, sir. 

Mr. Fiscupacu. I also observe that it is headed ‘A partial chron 
ology relating to the premium, question of Long Beach Federal 
Savings and Loan Association.” 

Mr. Hussanp. Yes, sir. 

Mr. Fiscupacn. Is there any reason for its being a partial 
chronology? 

Mr. Husspanp. No, sir. 

Mr. Fiscupacn. Was that just a typographical error? 

Mr. Hussanp. In order to prepare myself for a meeting with this 
committee, as you know, I was almost totally unprepared because of 
having no contacts with the case earlier and I wanted to come to 
this committee with the most information possible; so, I asked for a 
quick summary of the trend on premium items. 

Mr. Fiscupacu. And this is what was produced? 

Mr. Huspanp. Yes, sir. If we had any designs, we would not bave 
put No. 2 in there. 

Mr. Fiscusacn. I don’t suggest that you bad any designs. The 
word “partial” is used in relation to chronology, and it suggests itself 
to me that possibly there were additional data, not that you had an) 
designs to cull anything out. 

Mr. Huspanp. I didn’t even see it. I simply asked my assistan| 
to run through and give me a sort of running story, so I would } 
clear on the trend of events. 
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Mr. Fiscnracn. You never suggested that suit be brought against 
the Federal Savings and Loan Association of Long Beach for any of 
the insurance premiums that were claimed; did you? You never 
suggested that a suit be brought to recover the premiums? 

Mr. Huspanp. Yes. I discussed it, as I mentioned, in that staff 
meeting. 

Mr. Fiscupacu. I see. The staff meeting you refer to on September 
13, 1948, those present voted 9 to 1 against suing? 

Mr. Husranp. Not even the legal department knows of that 
meeting. Iwas trying to get a business position. You will appreciate 
my feeling when we got this suit slapped on us without warning; the 
tendency was to fight back. Whenever you have a feeling, you better 
get hold of your staff and have a meeting and do a little conferring. 

Mr. Fiscupacu. That is a smart business. 

Mr. Huspanp. I called a meeting of my staff. No lawyer was 
present. The vote you have is the second item on that chronology. 

Mr. Fiscuracn. Did the legal department ever suggest that the 
Insurance Corporation might bring a suit to collect these premiums? 

Mr. Hussanp. No, sir. At no time. 

Mr. Fiscuracn. Who, in the legal department, gave you the 
specific advice that payment into the court was not equivalent to 
payment to the Insurance Corporation and that the Insurance Cor- 
poration should take a position such as it did in this matter? 

Mr. Huspanp. I obtained that advice through my comptroller, 
and I have asked him to come over when he brings those memo- 
randums. 

Mr. Fiscusacu. You do not recall who it was with whom he had 
contact in the legal department? 

Mr. McKenna. I think I gave such an opinion, Mr. Fischbach. | 
believe that. My opinion is, as Mr. MacGuineas has explained, that 
this was not an interpleader in any sense of the word. 1 might raise 
this thing, which might respond to Mr. Miller’s previous question and 
be relevant at this point. As we considered these items, we had no 
more right and probably less than a private citizen to violate any 
order of a court. We have to show an example to the private citizen 
by respecting orders of the court. However, if the court issues a non- 
binding order, an order which does not compel, an order which is not 
in the nature of an injunction, we have the right to proceed to the 
point where the court reduces it to an injunctive order, an order that 
is intended to compel or direct. 

Before administrative order No. 2015 there was no injunctive order, 
no restraining order, of the district court, which we understood to 
apply to this situation. We were fully justified to take the next step, 
then, and it was up to the court to determine whether or not it would 
issue an injunctive order. When that injunctive order issued, we 
suspended our administrative provision in obedience to the injunctive 
order and then took the appeal, which process was not available to us 
before. That was why we issued order No. 2015. In spite of the fact 
that there was an order of the court which expressed its opinion that 
the Long Beach was justified in putting the money into the court, 
that was an advisory opinion, an unbinding opinion on us. We pro- 
ceeded to the point where the court issued its injunctive order, which 
we fully respected. That resulted in our suspending our Administra- 
tive order No. 2015 and our taking an appeal. 
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Mr. Miuuier. Regardless of whether it is an interim or an appealab|e 
or final order, when they made a motion for interpleading and then, 
by court order, paid the insurance premiums into the court 

Mr. McKenna. That would be the limit of the effect. We recog- 
nize they paid money into the court. But that had no effect on us, 

Mr. Mituier. That is true. It would have been dignifying the 
action of the Long Beach in putting the money into court by a court 
order authorizing them to do so? Right? 

Mr. McKenna. To that extent, yes, sir. 

Mr. Mitier. My point is that I realize vou are not enjoined by 
that near-permissive order from issuing order No. 2015. I under- 
stand that. But the thing that concerned me was one of the bases 
for the discussion before the administrative board hearing—namely, 
this question of insurance premiums—and, if the Long Beach had not 
had competent counsel and money to fight these things all the time and 
go in and enjoin the hearing, the effect would have been different. 
I am talking about a little fellow now. Without sufficient legal staff 
and funds to get injunctive relief, you would then have proceeded under 
your show-cause order and gone on to determine the insurance ques- 
tion and perhaps made an administrative finding that the payment 
into court was not a payment to the Corporation and, therefore, they 
were justified in canceling the insurance. 

The Long Beach Association would have had its insurance canceled, 
although they had paid that premium into court under the permission 
of a court order, to which the Home Loan Bank Board and the Insur- 
ance Corporation were interpleaded as parties. Am I stating that 
correctly or not? 

Mr. Fiscupacnu. You are. 

Mr. McKenna. You are putting together a sequence of possi- 
bilities. 

Mr. Mituer. That is all I am worried about. I am here to decide 
no questions concerning the litigation. I am only interested in the 
existence of regulations and laws and statutes that permit these things 
to happen to people that cannot afford expensive litigation, which is a 
bad proposition. 

Mr. McKenna. We are dealing with associations which have 
means. We are not dealing with individuals. 

Mr. Mitier. That forms no basis to have the Government be a 
party to the dissipation of them. 

Mr. McKenna. Then the next point is that the most efficient and 
most economical way to handle that situation is to come in and talk 
it over. 

Mr. Houtrtevp. Let us carry this show-cause order just a. little 
further, Mr. Miller’s procedure there. If you had an administrative 
hearing and if you had made the decison that Mr. Miller suggested, 
and if you had gone further and decided to liquidate this institution, 
to appoint a receiver, you would have been in your rights under the 
administrative hearing to appoint a receiver. 

Mr. McKenna. Not if the Long Beach association was correct in 
interpleading this money into court. 

Mr. Fiscunacn. You shoot first and ask questions later. 

Mr. McKenna. Shooting was asking them to come in. That is 
hardly shooting. 
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Mr. Houirretp. But they would have jeopardized the very suits 
they had against the Board for wrongdoing. You would have dis- 
missed those suits as a receiver. You would not have taken over the 
function of the institution and failed to dismiss the suits. 

Mr. McKenna. We would not. If we were in there as a receiver 
and one shareholder felt that there was some action that should be 
maintained, which we, as the receiver, were not maintaining, they 
could go into the court under a derivative law and under the receiver- 
ship law they might have made the Loan Corporation pay the expenses 
of the suit. 

Mr. Houirrevp. That is what happened. They had a shareholders’ 
committee licensed by the State of California to do that very thing. 

Mr. McKenna. I misunderstood your question. I thought you 
were talking about the possibilities after the appointment of a receiver. 

Mr. Houirievp. | was. 

Mr. McKenna. We haven’t appointed a receiver. We haven’t 
been permitted to talk the situation over with them. The suit now 
is a derivative suit in the name of shareholders to recover damages 
from the Corporation. It is a derivative suit in the name of share- 
holders. 

Mr. Fiscupacn. I am sure you know a lot more about this case 
than I will ever know, but it occurs to me that something you said 
might be amplified somewhat. I vaguely recollect that at the time 
this interpleader was sought in the Federal court there was an accom- 
panying action by the law firm of Westover & Smith on behalf of the 
shareholders of Long Beach Federal and that Judge Hall had on his 
calendar an application for an injunction to prevent the cancellation 
of the insurance, and that Judge Hall, on assurances either of Arline 
Martin or yourself, or Mr. MacGuineas, or Judge Carter, marked 
that application for an injunction off the calendar, and the court was 
assured that it would not be necessary for action to be taken on the 
application for an injunction because the insurance company did not 
have any intention of canceling the insurance. As I say, that is my 
recollection. I premise that on my statement that I am sure you 
are much more familiar with it than lam. Have I stated something 
that you know to be correct? 

Mr. McKenna. You demonstrated, first, that you know more 
about the case than I do. Secondly, I would say that my recollection 
is this: The shareholders filed an opposition to the motion of the 
Insurance Corporation to dismiss and a bill in the nature of an inter- 
pleader. They filed that. Whether you call that an amended or 
supplemental complaint or what vou call that, I don’t know. Inci- 
dently, this is subject to correction, because there is too much there 
for me to remember. 

In that, they may have asked for injunctive relief. I am not sure 
of that. Then, the Corporation, in whose name the shareholders 
were already suing in a derivative capacity, filed another petition in 
the nature of an interpleader. After that, they both filed new plead- 
ings, against the indemnity company on Ammann’s bond and the 
Insurance Corporation, and there again the shareholders may have 
asked for some sort of injunctive relief. I have no recollection of any 
discussion of what the intention of the insurance company was. 
That should be a matter of record. 
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Mr. Fiscusacu. Mr. Chapman, was there assurance extended to 
Judge Hall of the nature that I have indicated in my question to 
Mr. McKenna? 

Mr. Cuapman. There were. I would want to read the transcript. 
however, and have them exact rather than to try to quote them from 
my memory. This much I do recall: That the motion for deposit 
included an injunction to present cancellation of insurance, which we 
thought had been threatened in the affidavit of Mr. Berlin and the 
affidavit of Mr. Wyman, to which you referred when you questioned 
Dr. Husband. And, at the time of those hearings, the money was 
accepted into court and there was renewal of settlement proposals 
In fact, I think invitations were then issued for us to return for 
conferences in Washington. In the light of the settlement proposals 
then under active consideration, we thought it was not necessary to 
obtain an injunction when we were asked to discuss settlement. 

Mr. Fiscunacu. Wasn’t the application for injunction marked off 
the calendar? 

Mr. CuHapmMan. Yes, with leave to renew without notice in case 
cancellation was threatened. I think there is a minute order some- 
where in this. 

Mr. McKenna. I might point out even as of this date there isn’t a 
threat to terminate insurance. There isn’t a show-cause order. If 
any such commitment was given, it hasn’t been violated. 

Mr. Fiscusacnu. I appreciate that, but I want to have my recollec- 
tion verified. 

Mr. McKenna. No receiver has been appointed and the insurance 
has not been terminated. No show-cause order, with respect to ter- 
mination of insurance, has been issued. 

Mr. CuapMan. I believe I can find the minute order, if you want 
me to take the time. 

Mr. Fiscupacu. I don’t think it is that important. If it becomes 
important, I will make a statement later on based on the record itself. 

Dr. Husband, I believe you located in your file the request that 
you made of the general counsel of the Home Loan Bank Board for 
specific advice in connection with these insurance premiums. 

Mr. Huspanp. Yes, sir. 

Mr. Fiscupacu. And also the answer that you got from Mr. Heisler? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscnspacn. Would you identify those documents as to date 
and contents? 

Mr. Huspanp. Under date of December 19, 1950, I wrote to Mr. 
Heisler and raised these three questions. 

Mr. Fiscupacu. Was it December 19, 1950? 

Mr. Huspanp. Yes. 

The questions had been raised orally before, though this was just a 
continuation, a follow through, as each premium date came along. 
The three questions I asked were the following: 

1. Have the unpaid insurance premiums been placed in eserow with any court’ 

2. If such premiums are held in escrow, what is the dollar amount? 

3. Do the terms under which such premiums are held in escrow provide for 
payment of interest to the Corporation? 

Mr. Fiscasacu. What answer did you get back and under what 
date? 
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Mr. Husspanp. The answer is dated January 11, 1951: 

Reference is made to your memorandum of December 19, 1950, requesting 
information as to insurance premiums deposited by the above association with 
the clerk of the United States District Court in Los Angeles. According to infor- 
mation which we have received from the United States attorney at Los Anzeles, 
the above association has deposited with the clerk of the United States district 
court, pursuant to order entered in connection with so-called petitions in inter- 
pleader, which have been filed, following sums. 


Then he lists four items totaling $59,026.33. 


So far as we are aware, the orders do not provide for the payment of interest 
to the Corporation. Under the usual rules of interpleader, it is doubtful that 
those sums could be said to have been deposited in escrow for the Corporation, 

Mr. Fischbach, that letter was signed by Kenneth G. Heisler, 
ceneral counsel. 

Mr. Fiscuracu. Between now and our next hearing, I would like 
vou to ascertain, from your counsel, all your counsel, whether it is 
possible for the Insurance Corporation to receive the moneys that 
have been deposited in court that are not in dispute and whether 
those moneys can be made over to you, so that you can do with them 
in the Insurance Corporation whatever you will without prejudice to 
any position that has heretofore been taken or may hereafter be urged 
by the Government. 

Mr. Mitter. I take it the counsel are all available to this sub- 
committee. 

Mr. MacGuingeas. We will give the committee our assurance 
right now. 

Mr. Fiscnracnu. Mr. MacGuineas says he will give the subcommittee 
that assurance right now. 

Mr. MacGuineas. Certainly. 

Mr. Fiscuracu. I take it from the assurance you h>ve here given 
by Mr. MacGuineas that you would have been satisfi> | on behalf of 
the insurance company that those funds in court to the extent they 
are not in dispute are available to vou and have been available to you 
from the time they have been deposited. 

Mr. Husranp. I would accept that and regard that as a gesture of 
good faith, which I think has been missing. 

Mr. Fiscyracu. Why don’t you go ahead and get it? 

Mr. MacGuineas. Are you asking whether we could go to court 
and get it, or Long Beach could pay it to the association with assurance 
that we would not be prejudicing their case? 

Mr. Fiscuracn. It has been reported to me—and I have found 
upon my investigation of the status of the case—that these funds in 
the registry of the court, to the extent that they are not in dispute, 
are now, and always have been, available to the Insurance Corporation 
without prejudice to any position that the Government has taken, or 
may hereafter take. 

Mr. MacGurneas. If Long Beach wants to pay that money to the 
Corporation, they can go to the court today or tomorrow and get that 
money back from the court and pay it to the Corporation and have 
the assurance of Government counsel that it will not prejudice their 
position in the suit, in the litigation. 

Mr. Fiscuracn. That is a constructive suggestion, and [ must 
congratulate you for advancing it. 
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Mr. Husranp. I would be happy for the Long Beach to do that. 
It would help cover some gap in that. 

Mr. Fiscnrsacnu. I cannot speak for Long Beach. 

Mr. Gregory, insofar as it is within the power of Long Beach Federal 
to pay the money directly to the insurance company without preju- 
dicing the position of Long Beach in connection with the litigation, 
would you be willing to do so? 

Mr. Grecory. As I understand the status of the thing, the court 
has offered to release those funds to the Insurance Corporation if it 
will stipulate the amount of the funds that are not in dispute. 

Mr. Fiscupacu. The reason I am so delighted, Mr. Chairman, and 
Congressman Miller, at this development here, is that, to my know!- 
edge, it is the first evidence of a willingness on the part of anybody in 
this controversial litigation to deal with the situation in the practical, 
sensible way. I think whatever the subcommittee can do to foster it, 
ought to be done. 

Mr. MacGutneas. I want to be plain and have it understood in 
everybody’s mind that the Government is not going to make an agree- 
ment with the court about this because we deny the court has any 
jurisdiction to deal with this. What I said is that Long Beach can 
get the money out of the court. Long Beach can pay the money to 
the Corporation. Long Beach will receive an assurance from Goy- 
ernment counsel that their position in the litigation will not be preju- 
diced thereby. 

Mr. Fiscusacu. All I say is, I hope we can work something out. 

Mr. Houtrieip. I have one or two questions I want to ask Dr. 
Husband as a businessman, not as a lawyer. 

Mr. Husspanp. That is wonderful, Mr. Chairman. 

Mr. Houtrtetp. I have been studying the text of the National 
Housing Act, section 402, where it says: 


From the date of enactment of this Act, the Corporation— 


referring to your Federal Savings and Loan Insurance Corporation— 


shall become a body corporate and shall be an instrumentality of the United States 
and, as such, shall have power (1) to adopt and use the corporate seal; (2) to have 
succession until dissolved by Act of Congress; (3) to make contracts. 

I assume that all of those things have been done. 

Mr. Huspanp. That is right. 

Mr. Houirte.p (reading): 

(4) To sue and be sued, complain and defend in any court of law or equity 
State or Federal. 

The Federal Deposit Insurance Corporation Act specifically pro- 
vides that agents shall be appointed throughout the United States, 
and I assume that one of the reasons for that is so they can be sued 
and sue. I realize that this act does not provide that particular 
section, but I want you to tell me, as one businessman to another, 
how I could sue the Insurance Corporation in the town of Montebello, 
Calif., where I live, or in the city of Los Angeles or in the city of 
Buffalo, N. Y. 

Mr. Huspanp. When we bring suit, as we have done against people 
who have absconded with funds, we go out there. 

Mr. Hourrtevp. That is right. 

Mr. Husnanp. We have gone to Tennessee. We have gone to 
Missouri. We haven’t gone to California. I hope we never have to 
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do it out there. We go out there. The Long Beach Federal Savings 
and Loan Association can come here in the District of Columbia and 
sue us. It is a $30 million company. 

Mr. Houirtetp. Dr. Husband, you are going to be responsive 
to my question, | am sure. I want to know how I, as a shareholder, 
in a Federal savings and loan association, with $183.40 on deposit— 
and a question comes up as to whether it is $183.40 or $283.40, and I 
want to know how I can sue your Corporation in the city of Monte- 
bello or the city of Los Angeles, where the nearest Federal court is 
located, because there is a dispute between myself, as a shareholder, 
and the Insurance Corporation as to the amount that should be 

paid me. 

Mr. Hussanp. And the association is not in trouble? 

Mr. Houirievp. The association is in trouble, let us say. 

Mr. Hussanp. Is in trouble, and we are paying insurance? 

Mr. Houirisip. Assume there is a dispute. 

Mr. Hussanp. We have a representative right there and you could 
sue that man. As a businessman, we never, in this good world, would 
deny a shareholder that right. 

Mr. FiscHpacu. Suppose Congressman Holifield was over in Guam 
for 3 or 4 years and when he came back the representative wasn’t 
there. You do not keep a representative there all the time. 

Mr. Husspanp. Just within the last 6 months we have paid a $3,200 
claim on a receivership that was started in 1940 and closed in 1948. 
You wouldn’t have any problems dealing with the Insurance Corpo- 
ration on that. 

Mr. Mituter. But Dr. Husband, we are not talking about person- 
alities. You, as an individual, would so direct. Maybe you won’t 
always be in charge of the operations. Maybe somebody else will 
be. Maybe somebody will be in charge who doesn’t feel like you do. 
Our point is not to point out any isolated case of defalcation or default, 
but any litigation, any single individual in America who isn’t a $30 
million’ corporation and hasn’t the money to hire counsel and go to 
the District of Columbia and sue when he has a $200 or $300 claim. 
If it is your principle that process agents should be sent to the areas 
where trouble arises, so as to facilitate the right of those people to sue 
and serve process, why don’t you think it ought to be mandatorily so 
by statute, so, if a person with a different philosophy than you have 
comes into the situation, the rights of the individual will be protected? 

Mr. Huspanp. First, out of 17 vears of experience with three differ- 
ent general managers, that experience is not suggested. I realize that 
it can happen. Then there is the experience of HOLC, the other 
system. 

If the committee would legislate in that direction, then you ought 
to give us, as I pointed out, the protective provisions that are given 
to the FDIC. 

Mr. Hourrrecp. I think there would be no argument about it. 

Mr. Miter. All we are saying is that we think there ought to be 

a statutory provision to make mandatory what you believe to be a 
soad policy. 

Mr. Ho.trretp. But on which you, in the last analysis, make the 
decision. You make the decision to send an agent out to Monte- 
bello, so I can sue you. But, if you make the decision not to send 
an agent out there, regardless of my rights, if your decision happens 
to be one that i impinges upon my rights, I am incapable of suing you. 
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Mr. Huspanp. If the Congress believes that it ought to go so far 
and encourage the vast cost and inconvenience of setting up agents 
in 48 States for that exceptional thing—— 

Mr. Miuurer. That is a simple thing. 

Mr. Houirreitp. You are going into the details. If a citizen’s rig!its 
are involved, then the cost of setting that up, particularly when that 
cost comes from the institutions themselves and not out of the general 
funds, from premiums which are collected from the people themsel es 
and the operation of the institutions themselves, it is not an impor- 
tant matter and we could argue, as far as that is concerned, that every 
United States attorney could be designated as the agent. You go to 
them for your defense. Why shouldn’t they be the agent to receiv: 
suits? That wouldn’t cost a dime. 

Mr. Mituer. Every corporation in America practically doing busi- 
ness has to establish the secretary of state or some person within the 
State upon whom service may be made of process. That is done in 
every State in which they do business. Why shouldn’t a corporate 
entity of the Government, acting as a separate entity and having power 
to do things within their discretion, some of which may be all right and 
some of which may not, also be made, under the law, to have people 
to accept process in litigation, so as to make them as easy to sue as 
anybody else? God knows they are no better than anybody else. 

Mr. Huspanp. If there is doubt that the public would be protected, 
even to that last individual, I can appreciate that point of view, but 
I cannot conceive of any general manager disputing or not making 
available or rather responding to a court response where it involves an 
insured shareholder. 

Mr. Houirretp. You haven’t made an individual available in Cali- 
fornia. 

Mr. Huspanp. On the contrary, I mentioned this suit this morning 
as a good reason why the present law should be continued. 

Mr. Ho.wirtetp. So that people cannot sue you. 

Mr. Huspanp. For.this kind of suit. 

Mr. Houirre.p. Are you going to set yourself in judgment as to 
the validity of a suit? 

Mr. Husspanp. No. They can sue us here. I am saying they have 
to come here. 

Mr. Houirtevp. If I, as an individual shareholder—— 

Mr. Husspanp. You are jumping from the association—— 

Mr. Houirietp. Wait a minute. If I, as an individual shareholder 
want to sue you on a completely untenable ground, and my attorne) 
and I believe it is a good ground, but it is an untenable ground, | still 
have to bear the expense of coming to Washington, D. C., in order to 
file that suit and find out I have no suit? 

Mr. Hussanp. That is right. 

Mr. Houirtertp. That is according to your belief. In effect, you are 
saying that you wish to make actions in the courts difficult for the ord- 
nary citizen. ‘That is the effect of your decision, sir. 

I think we will have to adjourn because of prior commitments of 
subcommittee and counsel. I will have to call this subcommittee mec! 
ing adjourned. I do not want to take advantage of you by making 
statement and not getting your answer, but, if you want to look 01 
the testimony and answer Monday, that will be all right. We will 
adjourn until Monday. 

(Whereupon, at 4:15 p. m., the subcommittee adjourned, to reco 
vene Monday, July 9, 1951.) 
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MONDAY, JULY 9, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DrEparTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:15 a. m., 
in room 1302, New House Office Building, Hon. Chet Holifield 
(chairman of the subcommittee) presiding. 

Present: Representatives Holifield and Karsten. 

Also present: Hyman I. Fischbach, special counsel to the sub- 
committee, Herbert Roback, subcommittee staff director, and Dor- 
othy Morrison, clerk. 

Mr. Hourrretp. The subcommittee will be in order. 

Two of the members are out of town and the other two will be here 
a little later. In order to expedite the hearings and utilize the time 
of the witnesses, we are going to proceed with the hearings at this 
point. There will be no meeting this afternoon and there will be no 
meeting tomorrow afternoon of the subcommittee. There will be a 
meeting tomorrow morning of the subcommittee and the room will 
be designated later. 

Mr. Fischbach, whom do you wish on the stand first? 

Mr. Fiscuspacu. Dr. Husband. 

Mr. Hourrtetp. Dr. Husband, will you please take the stand. 


FURTHER TESTIMONY OF WILLIAM H. HUSBAND, GENERAL 
MANAGER, FEDERAL SAVINGS AND LOAN INSURANCE CORPO- 
RATION 


Mr. Husspanp. May I make two requests of the Chair before you 
cross-examine me? 

Mr. Fiscunacu. Surely. 

Mr. Husspanp. My first request, Mr. Chairman, is that I be 
permitted to amend the statement I made last Tuesday, and my second 
request is that I give the answer to the question that you left with me 
last Tuesday. 

Mr. Hourrrevp. Yes. 

Mr. Hussanp. As to the amendment—— 

Mr. Houirietp. What part of the record do you wish to amend, 
Dr. Husband? 

Mr. Huspanp. I was asked if I had seen or knew about the inter- 
pleader action filed by the Long Beach Federal Association and also 
our answer to that. When I left here I had the folks at the office 
check the files thoroughly, and I wish to verify my previous statement 
that I did not see or note the interpleader action filed by the Long 
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Beach Federal Association, but I did see and note, according to our 
files, our opposition to it. 

I will be very glad to be cross-examined with that change 
although I do not think it changes the substance of my position. 

Shall I continue, then, with the answer to your question? 

Mr. Houtrrevp. Yes. 

Mr. Husspanp. You recall you asked that if, as a shareholder, in a 
hypothetical sense, you had an account in a savings and loan asso- 
ciation, I think you said, of $185 or $285, how you could protect 
yourself in the event of a dispute with the Insurance Corporation. 
I responded by saying that we would have a man in the field whom 
you could sue. Then counsel, to make it a little more interesting, | 
think, said, “Well, assume that vou were out of the country for 3 
years and that when you got back our representative was no longer 
there.” 

Now, in answering that question—first, we may take a look at, 
the FDIC situation under their system. If you were out of the 
country for 3 vears and consequently failed to file your claim, you, 
of course, would be barred under the statute of limitations in bring- 
ing your claim against the FDIC. Under our system you still 
would have a basis for claiming or questioning the correctness of the 
amount because you at least could contact us in Washington. 

For that reason I want to urge the committee to consider, if it 
goes ahead with the plan of enacting legislation or recommending 
legislation to appoint agents, that it give consideration to a statute 
of limitations for the Federal Savings and Loan Insurance Corpora- 
tion. 

I say that, Mr. Chairman, in the face of considerable conflict in 
my thinking about the fairness of a statute of limitations to share- 
holders. As I mentioned once before, we have paid an account 
within the last 6 or 7 months that was 10 years old. 

Purely by way of preliminary thinking, however, if it is opened up 
by having agents all over the country so that suit is very easy, I do 
think that we should have a statute of limitations. I would recom- 
mend—and this is a personal recommendation and not Board con- 
sideration—that the period be not less than 5 years, even though in 
the case of the FDIC it is only 18 months. 

Those are the two preliminary statements I wish to make, and I 
appreciate your courtesy in hearing them. 

Mr. Houirretp. Thank you. Your suggestions will be considered. 

All right, Mr. Fischbach. 

Mr. Fiscuspacu. Dr. Husband, I note from House Document 251, 
filed in the first session of the Eighty-first Congress, which is a report 
on audit of the Federal Savings and Loan Insurance Corporation, 
that since its inception the Corporation made contributions totaling 
$5,374,125 to 28 institutions. 

Mr. Husspanp. That is the gross contribution, Mr. Fischbach. 
We have had recoveries of over—— 

Mr. Fiscusacn. The Corporation paid $6,696,697 claims of insured, 
involving seven institutions which were closed during 1940 and 1941, 
and received a liquidating dividend from those institutions of 
$6,299,468. 

Mr. Huspanp. Yes, sir. 
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Mr. Fiscuspacu. What is the policy of the Insurance Corporation 
with respect to its operation under this type of situation? 

We will assume that association X becomes impaired. What does 
the Corporation do in operating procedure from the point at which 
the association X became impaired? 

Mr. Hussanp. We evaluate the merits of the three routes that we 
can travel. The first route is contribution; the second route is re- 
ceivership; the third route is purchase of assets. 

The choice of one of those routes, of course, depends upon the 
supervisors, the State supervisor in the case of State charter and the 
Federal supervisor in the case of Federal savings and loan association. 

Mr. Fiscupacu. Now would you describe before going any further 
the standards which determine whether a given association shall 
receive the benefit of the contribution or whether a given association 
does not receive the benefit of a contribution? 

To begin with, do you as an insurance corporation have anything 
at all to say about that—whether a given association shall or shall not 
receive a contribution? 

Mr. Hussanp. Oh, yes, sir; we make a recommendation to the 
Board as to our position. 

Mr. Fiscuspacu. Who has the final determination as to whether a 
given association shall receive a contribution? 

Mr. Huspanp. The Board. 

Mr. Fiscnracn. What standards guide you in making a recom- 
mendation? 

Mr. Hussanp. We compute the costs for all three methods—how 
much we would lose by our estimate of the loss by contribution, our 
estimate of what the loss would be by receivership, and our estimate 
of loss by purchase of assets. That is first. 

Secondly, we take into consideration the community and economic 
conditions. To illustrate—-in one contribution case the association 
was the only one in the community and within an area of 25 or 30 
miles. In that case we would lean naturally in the direction of a 
contribution, if other things were not too much out of tune with that 
approach, and favor a contribution. 

Those are the two main tests, and before we can make any payment 
of insurance whatsoever, appreciate that there must be either a de- 
termination of default by some public authority, including the Home 
Loan Bank Board, or to prevent such a determination. 

Mr. Fiscusacn. Are the policies under which you proceed a 
matter of formal record anywhere? 

Mr. Husspanp. We have a recommendation on each case, Mr. 
Fischbach, with our recommendation and analysis of the case. 

Mr. Fiscusacu. Well, do you have a manual of procedure set up 
which is a matter of record anywhere? 

Mr. Huspanp. We have an internal manual, yes, sir. : 

Mr. Fiscupacu. And when was that formulated? 

Mr. Husspanp. Let me check the date of that. 

Mr. Fiscupacnu. Yes. 

Mr. Huspanp. Back to the early forties. And you understand 
there have been amendments since that time. The one for purchase 
of assets I think was prepared only at the time of this last case. The 
one for purchase of assets was prepared only about a year or so ago 
when we had our first case of that type. 
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Mr. Fiscupacu. So when the Insurance Corporation makes a coi- 
tribution is that an outright gift or is it a contribution receivable «i 
a later date? 

Mr. Hussanp. The contribution may not be made unless there is 
an impairment, but we do provide for recoveries in the event that the 
assets, specific assets listed, sell for more than their appraised value, 
which we use as a basis for computing the contribution. That amount 
will be paid back to the Corporation. 

Allowance is also made for selling costs, foreclosure costs, and 
other similar items before determining the amount of recovery. 

Mr. Fiscupacnu. Is the contribution made against specific assets 
of the association? 

Mr. HussBanp. Yes, sir. 

Mr. Fiscupacu. Then the contribution is really a loan that is 
secured by specific assets. 

Mr. Huspanp. No, sir; it could not be a loan because a loan would 
not remove the impairment. In other words, the association would 
still be impaired if you made a loan, because you would increase the 
assets by an amount and the liability by the same amount, hence the 
impairment remaining. So the contribution method cannot be on 
a loan basis for that reason. 

Mr. Fiscunacn. Will you explain, then, on what basis it is that 
the Insurance Corporation anticipates recovery of any portion of the 
contribution? 

Mr. Hussanp. Let us take an association, association X, and we 
will assume it has assets of $100,000, and liabilities of $100,000 
no reserves. We have an appraised value of the assets of $90,000. 
We make a contribution—specific assets of $90,000. We make a 
contribution of $10,000. Here are two pieces of property, let us say, 
that sold, or we will say that the properties that were appraised sold 
for $95,000 instead of $90,000. Then that $5,000 would be returned 
to us. 

Mr. Fiscupacu. Then the contribution is really recoverable only 
against certain contingencies such as you have described? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscupacu. The determination of whether a contribution 
should be made or should not be made is a matter that stems from your 
recommendation and the Board’s action; is that correct? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscupacn. What prevents you from favoring one institution 
as against another in a given situation, whether one institution should 
have a contribution and another institution should not have a 
contribution? 

Mr. Hussanp. In the first place, our record will show, Mr. Fischi- 
bach, that in 95 percent of the cases management has been removed 
as a condition for the contribution. In other words, they pay a price, 
and we hold the old management responsible for the trouble. There 
are only extreme conditions where that is not true. The evidence 
must be clear that the management was not responsible. 

Second, we do have cost and loss estimates made of the difference 
in the three methods. 

Third, we are audited by the General Accounting Office; and they, 
of course, have complete access to our records and our files to double- 
check us on that feature. 
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Fourth, and the most important element in my opinion, is that of 
good faith and competence of management. 

Mr. Fiscupacu. Is there anything in the law as it now exists which 
would prevent you from favoring one institution as against another 
in the matter of contributions? 

Mr. Huspanp. I think so. The law states, as you know, the con- 
tribution cannot exceed an amount which is reasonably necessary to 
avoid or save the costs of receivership. 

Mr. Fiscupacu. There is no doubt but what under the law you 
have the authority to make a contribution. It occurs to me that 
there is nothing in the law whatever that in any way establishes 
the standards upon which contributions shall or shall not be made. 

Mr. Hussanp. Other than that brief reference which I mentioned, 
that is correct. 

Mr. Fiscupacu. You mentioned that in 95 percent of the cases in 
which you have already made contributions there has been a change of 
management. 

Mr. Husspanp. Yes, sir. 

Mr. Fiscupacu. In how many of those instances would you say 
personnel previously identified with the Board or with the Insurance 
Corporation or the Home Loan Bank Administration became iden- 
tified with the association receiving the contribution? 

Mr. Huspanpb. Only one comes to my mind. 

Mr. Fiscupacu. Will you name that one? 

Mr. Hussanp. I will be very glad to, but first I want to point out 
that the association is in existence and that I would want to be 
relieved of any responsibility for possible adverse effect upon the 
institution. 

Mr. Fiscupacu. Can you conceive of any adverse effect flowing 
from your naming the association? 

Mr. Hussanp. I| would think not, for one reason mainly, Mr. Fisch- 
bach—because it is a case already named by the General Accounting 
Office and, therefore, is a matter of record. I would be very glad to 
give you the facts in that case if you wish. 

Mr. Fiscusacu. All right, proceed. 

Mr. Hussanpb. I was not on the Board when the institution was 
approved for insurance in January 1935. It applied for a Federal 
charter in the spring of 1934. 

Mr. Fiscupacn. Will you name the association? 

Mr. Huspanp. The Safety Federal Savings and Loan Association, 
Kansas City, Mo. 

It applied for a Federal charter in the spring of 1934 and had assets 
a little in excess of $10,000,000. It had real estate owned of just a 
little under 25 percent. It had reserves and undivided profits in 
excess of 8 percent. All real estate and slow loans—that is, the 
property under the slow s—were appraised and analyzed for loss 
possibilities. In the aggregate the indicated gains on those properties 
exceeded by far the indicated losses. As a matter of fact, the indi- 
cated losses were very slight, and the association would probably 
have reserves of about 7 perce ent if you deducted those losses. 

That was, | repeat—and the date is important—May 1934, May 31. 

Now the Insurance Corporation was created in June, June 27, 1934, 
just about 27 days after the date of this examination. In the ‘fall of 





1006 INVESTIGATION OF HOME LOAN BANK BOARD 


that year the insurance angle necessarily came out because all Federals 
were required to have insurance, but the charter was not yet granted, 

Now the General Accounting Office indicated that no examination 
wasmade. The Insurance Cor poration, according to my examination 
of the records, used the examination that I previously described, and 
granted insurance on that basis. The association became involved. 
if my memory is correct, in 1938. I will check the date. And it 
became our heaviest loss case, as the General Accounting Office 
pointed out. I was on the Board that voted for that contribution. 

The facts are these: The Safety Federal Savings and Loan Associa- 
tion is a key institution in that area. Its name and reputation has 
urportance throughout the entire State of Missouri. It was in the 
thirties, and we were moving with proper vigor to combat the serious 
depression. Kansas City was probably one of the worst hit in the 
United States. 

{ was in Kansas City in 1938 and 1939. I spoke to the Kansas 
City Real Estate Board once or twice because they were interested 
in the outlook for real-estate conditions. They had a vacancy of 15 
percent. In other words, no one could have anticipated in 1935 that 
Kansas City would have ‘lagged so far behind the rest of the United 
Ste tes. 

When the association did become involved because of impairment 
and the failure of real-estate values to recover, we considered the al- 
ternatives—-contribution, liquidation, purchase of assets. It was our 
best judgment that we would lose less money by the contribution than 
by any other method. 

In turn, we required new management. I was sitting in the board of 
directors when.a telephone call came through from Kansas City asking 
if we would recommend the naming of the then chief examiner, John 
Ballard, as the manager of that association. Our answer was that it is 
not our policy ever to recommend any specific management because 
we want their board of directors to have its own responsibility, and 
that has been our policy in every single case—not to recommend new 
management. Because all we would be doing—if anything would 
happen in the future, the responsibility would be ours, and we want 
the responsibility to rest in the local board of directors. 

That, in brief, is the summary of what transpired, Mr. Fischbach. 

Mr. Fiscupacu. In connection with that particular case, were there 
any contingencies such as you described before with respect to the 
repayment ‘of the contribution? 

Mr. Huspanp. Yes; and the Board was wrong again. The amount 
of contribution that we initially computed was not sufficient because 
of the continued condition of very serious real-estate conditions, and 
arrangement was therefore worked out to make successive contribu- 
tions after the need was known. 

We finally did recover back from the association between $100,000 
and $150,000, so that our net final amount was just a little over 
$1,300,000. 

Mr. Fiscupacu. Now, you described a second method of operation, 
the second alternative to contribution. 

Mr. Huspanp. Yes, sir. 

Mr. Fiscnpacu. Would you tell us what standards govern you in 
determining upon that method? 
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Mr. Hussanp. The same standards as for contribution. We would 
follow the receivership method, for instance, if a city already has 
enough institutions, in our opinion; we would favor the receivership 
route as distinguished from the contribution route. Or, if the pattern 
of operations of the association was far from economical, we would 
recommend receivership. 

To illustrate: In one month we had the two largest associations in 
the State, and this may identify, but, of course, that cannot hurt the 
institution that has already been liquidated—had those two associ- 
ations get in trouble at the same time, almost the same day. One 
received a contribution; the other was liquidated. They were right in 
the same city. The one that was liquidated had loans scattered over 
two States, one or two in a county. The basis was such one couldn’t 
justify the future success. It was uneconomical because of its very 
small and scattered lending activities. 

In the other case you had concentrated lending, and for that reason 
we made a contribution to one and we liquidated the other. 

Mr. Fiscupacu. Was there any recommendation from the Federal 
home loan bank of that district with regard to the continuation of 
either of the two associations? 

Mr. Hussanp. I do not recall, but I would be very glad to have 
the point checked. 

Mr. Fiscusacu. Is it policy to seek a recommendation from the 
Federal home loan bank for any given district in which such a situation 
develops? 

Mr. Huspanp. Yes; it is, and I would be surprised if we do not 
have recommendations in these two cases. 

Mr. Fiscupacnu. The third method that you described was the 
method of purchasing the assets. 

Mr. Huspanp. Yes, sir. 

Mr. Fiscupacu. When you follow that, how do you go about it? 

Mr. Huspanp. We have had only one case of purchase of assets, 
and that was a year ago this spring. 

Mr. Fiscupacu. In Chicago? 

Mr. Huspanp. In Chicago. 

Mr. Fiscupacu. How did you go about it in that case? 

Mr. Huspanp. Working with the State department, a meeting of 
the shareholders was called. The shareholders voted to liquidate the 
association and accordingly named three trustees. In turn, the three 
trustees sold the assets to the Insurance Corporation in bulk for cash 
in an amount equal to the sum total of the savings accounts plus all 
creditor obligations. 

Mr. Fiscupacu. What was the consideration that the shareholders 
of that association in Chicago received for selling the assets? 

Mr. Huspanp. One-hundred-percent payment of their savings 
accounts. 

Mr. Fiscupacu. Was that 100-percent payment of their savings 
accounts to amounts in excess of $10,000? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscupacu. Were you advised that such a transaction was 
permissible under the law? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscusacn. By whom? 
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Mr. Hussanp. The general counsel. 

Mr. Fiscupacu. Were you given such an opinion in writing? 

Mr. Huspanp. I would have to verify the writing part. I know 
it was delivered orally, because I met with the Board and Mr. Heisler 
in discussing that poimt. 

Mr. Fiscuspacu. How many shareholders were there who had funds 
in excess of $10,000 in that institution? 

Mr. Huspanp. I think the largest account was $18,000 or $19,000 
We can get the exact information. I can give you my estimate if you 
wish that, Mr. Fischbach. 

Mr. Fiscusacn. I would like to have the detailed information, 
and I would like your estimate at this time. (See p. 1042.) 

Mr. Husspanp. I would estimate that easily less than 50. 

Mr. Fiscupacnw. And what percentage of the total did the 50 
represent? 

Mr. Hussanp. In amount or number? 

Mr. Fiscupacn. In number. 

Mr. Hussanpb. In number, about 1 percent or less. 

Mr. Fiscuracu. So that at least 99 percent of the shareholders had 
accounts which aggregated less than $10,000? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscupacu. And, as to those persons, didn’t they already have 
the obligation of the Insurance Corporation to pay them 100 percent 
of their share amount? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscupacn. And did not at least the 99 percent of those share- 
holders have also the inherent right to receive a portion of the surplus 
of the institution? 

Mr. Husspanp. There was no surplus in the final sense of the word. 

Mr. Fiscuspacu. That isn’t what I asked you. Did they not have 
the right to participate in any distribution of any surplus that might 
have existed? 

Mr. Huspanp. If any surplus exists, they would have the right, 
but we were advised by the State department the association was 
impaired. 

Mr. Fiscupacu. An association can be impaired notwithstanding 
the existence of a surplus; could it not? 

Mr. Husspanp. You cannot have real surplus and be impaired. 
You can have it on the books. 

Mr. Fiscnnacu. Oftentimes that which you have on the books 
later turns into real cash. That has been your business experience; 
has it not? 

Mr. Huspanp. It has worked both ways, Mr. Fischbach. 

Mr. Fiscusacu. Of course it has. 

Mr. Huspanp. Yes. 

Mr. Fiscuracu. As to those persons who had less than $10,000 in 
the association, what consideration, if any, did they receive for selling 
the assets? 

Mr. Huspanp. You realize that that question is a supervisory 
question which can be determined only by the State department out 
there. As far as we are concerned, it is a business deal. We compute 
it from our point of view. The Insurance Corporation was better 
off by the purchase of assets. Our dealings with the shareholders 
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cannot be in terms of calling meetings. We couldn’t call that meeting; 
only the State department could. 

Mr. Fiscusacu. But you take the position that the Insurance 
Corporation was better off, and when I inquire about the matter you 
point out that the Insurance Corporation did pay some of the people 
in that association moneys in excess of the amount that they were 
entitled to receive under the charter. 

Mr. Hussanp. The Insurance Corporation paid the association 
that amount of cash, and the trustees of the association in turn paid 
the shareholders and the creditors. In other words, we had a busi- 
ness transaction. We purchased the assets outright. 

Mr. Fiscupacu. If any of the shareholders of that association in 
Chicago had funds in excess of $10,000 with the association, how was 
the Insurance Corporation better off as a result of buying the assets 
when, if it didn’t buy the assets, its liability would have been limited 
to $10,000 per shareholder? 

Mr. Husspanp. We made that calculation, and I will make it a 
little worse for myself by saying that the accounts in excess of $10,000 
participate in any loss if any develops from liquidation. 

Now we analyzed the records of receivership in Llinois, analyzed 
the system paying a flat fee to liquidators. We discovered that in 
the 3 years ending 1948 of some 20 associations liquidated—and if 
there were a member of your committee from Illinois I am sure he 
would not want me to say this—we found in at least five of the cases 
liquidated the shareholders didn’t receive 5 cents, that the highest paid 
was 80 percent. The costs of receivership are notoriously high in 
some States. We knew if it went through the receivership that we 
would incur a serious loss. Therefore you have to do what any busi- 
nessman does, you make a decision. We took the decision, we made 
the decision by recommending to the State department the purchase of 
assets, with which they agreed. The net result is a small profit in 
excess of the amount paid by the Insurance Corporation, but a loss 
after allowing for the cost of money. 

Mr. Fiscunacuw. Am I correct in inferring from your testimony, 
Dr. Husband, that the Insurance Corporation could not have liqui- 
dated this Chicago association itself? 

Mr. Huspanp. That is correct; we do not have that—in Illinois the 
law does not provide for the Insurance Corporation serving as re- 
ceiver, 

Mr. Fiscupacn. So that under the law as it now exists, notwith- 
standing the Insurance Corporation has a liability in connection 
with the activities of an association which it insures, the Insurance 
Corporation hasn’t the power to determine whether or not it shall 
become receiver of an association where it is called upon to make good 
on its insurance and sometimes has to vield to State jurisdiction? 

Mr. Huspanp. Yes, sir We can make recommendations for both 
Federal and State charters, the Federal to the Home Loan Bank 
Board, and the State charters to State supervisory departments. 

Mr. Fiscuspacnu. That isn’t quite what I asked vou. 

Mr. Huspanp. I am sorry; I misunderstood your question. 

Mr. Fiscupacn. Under the law as it exists now the Insurance 
Corporation assumes certain liabilities in connection with the affairs 
and activities of an association whose accounts it insures? 

Mr. Huspanp. Yes, sir. 
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Mr. Fiscuracn. Now isn’t it true that under existing law, notwith- 
standing that obligation, the Insurance Corporation may be called 
upon to make good its liability but still may have to submit to State 
liquidation? 

Mr. Huspanp. That is correct; yes, sir. 

Mr. Fiscunacu. Do you have any comment to make in connection 
with that? 

Mr. Hussanp. Well, we have diligently 

Mr. Houirretp. That applies, Mr. Husband, to both State- and 
Federal-chartered? 

Mr. Huspanp. No. In the Federal we are by law receiver by 
compulsion. 

Mr. Houtrretp. I see. But you can’t go in and act as receiver 
in State-chartered institutions? 

Mr. Huspanp. We may if they tender 

Mr. Houtrre.tp. You can’t go in as a matter of right? 

Mr. Hussanp. No, sir. I might say, however, because of diligent 
effort to have the States name us—because we feel that having paid 
the money out we certainly are entitled to recover our own money. 
Now a few States have responded by specifying in their statutes that 
the Federal Savings and Loan Insurance Corporation shall be the 
receiver; for example, Louisiana and Texas. 

Mr. Houirretp. Are not you put in a position of disadvantage in 
those States that have not made it possible for you to act as receiver 
for State institutions? 

Mr. Hussanp. Yes, sir; but we are helpless on it. 

Mr. Houtrietp. Why are you helpless? Could that not be solved 
by regulation which would make a condition of insurance of a State 
institution the requirement that you be allowed to act as a receiver? 

Mr. Huspanp. I am not a lawyer, but I think not because that 
would be a Federal authority regulating the internal affairs of a State. 

Mr. Hourrrevp. Not necessarily. If a State institution wished to 
execute papers which would allow in case of necessity the Federal 
institution to come in as a receiver, could they not do that as a 
condition of obtaining insurance? 

Mr. Hussanp. I wish we could. The FDIC, as you know, is 
faced with the same problem, and I know that our thinking is in tune 
with theirs—that we are helpless to appoint a receiver in the case of 
a State-chartered association and wholly dependent upon the decision 
of the State officials. 

Mr. Hourrrevp. Is that a matter that should be brought to the 
attention of the Congress for legislation? 

Mr. Huspanp. The way it has been presented to me over the years 
is that it is just the constitutional authority is lacking, Mr. Holifield. 

Mr. Fiscusacn. Dr. Husband, it is a fact, isn’t it, that there is 
no law that compels the State institution to apply for Federal in- 
surance? 

Mr. Huspanp. That is true. 

Mr. Houirretp. One question right there. Is there a law that 
compels you to give a State Federal insurance in case it applies? 

Mr. Huspanp. On the contrary, the law reads that we must reject 
it if it is impaired, or if it has unsound management and unsound 
operation. 
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Mr. Ho.irretp. Could you reject a State institution in a State 
which did not allow you that privilege of going in and acting as 
receiver? Is it within your present authority to reject insuring that 
corporation? 

Mr. Hussanp. There will be a difference of opinion on that. I 

may make it worse for myself and say candidly in my own opinion I 
think you could, 

Mr. Hotrrietp. I think you could too, because there is no manda- 
tory provision that I know of that you would have to insure the State 
institutions. 

Mr. Huspanp. May I add one further statement so my position is 
clear. I said that is my opinion, and I am inclined to take a liberal 
view of our powers. I want to repeat that the law says you can reject 
because of unsound management, unsound financial operation, im- 
pairment. The law does not say you can reject for that reason. 

Now I am reading a liberal personal interpretation into the law 
when I say that I think you could. As a matter of fact, the previous 
Board did it on one occasion. We absolutely refused to insure any 
single additional institution in the State of New Jersey unless they 
provided a coreceivership law as a minimum. 

I assure you it was a battle. The State did pass the law. The 
experience now teaches us that a coreceivership is almost as bad, if not 
worse, than not being receiver at all. 

Mr. Houtrrevp. Is the policy of the Home Loan Bank Board so 
ambitious as to obtain additional institutions to insure that they are 
making concessions in those States that do not give you the right to 
protect your recovery procedures? 

Mr. Huspanp. No, sir. 

Let’s take a look at the picture. As of December 31, 1950, you had 
a total of 5,980 savings and loan associations in the United States. 
On the same day you had 3,894 members of the Federal Home Loan 
Bank System, and you had only 2,860 insured institutions. In other 
words, we have insured less than one-half of the institutions existing 
in the country. 

Mr. Hourrretp. Let the record show that Mr. Karsten is now 
present. 

Mr. Fiscnspacu. Dr. Husband, is there anything in the law which 
now would prevent you from requiring the right to liquidate a State 
association as a condition to the granting of insurance to such a State 
association? 

Mr. Hussanp. I speak as a layman or businessman. Personally 
I think that could be done. As to whether it can be done legally, the 
lawyers would have tc say. But I question whether the lawyers would 
say that we would have that right. 

‘Mr. Fiscupacn. Have you ever discussed it with the counsel? 

Mr. Husspanp. Not to my knowledge. 

Mr. Frscuracu. It would be desirable, would it not, to require a 
condition to the granting of insurance to a State institution that in the 
event the Insurance Corporation was called upon to make a payment 
or a contribution that the Insurance Corporation could be designated 
as receiver if that condition were necessary? 

Mr. Hussanpb. From a cold-blooded business point of view, yes, 
but in view of the history of States’ rights, in view of the companion 
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experience of the FDIC, in view of the fact that you would immedi- 
ately run into conflict with the State laws, which laws state that the 
State shall be appointed receiver, I question whether it can be done 
practically. 

Mr. Fiscusacn. Is there any State law that you know of which 
says that the State authority shall be appointed receivers for State 
associations notwithstanding they may be insured by the Insurance 
Corporation? : 

Mr. Hussanp. Those laws, most of them, were passed prior to 
insurance. They simply provide in some States the State supervisors 
will be the receiver. In other cases the courts will appoint the 
receiver. But it is definitely covered by statutes in all the States. 

Mr. Fiscuracn. Yes; but those statutes didn’t contemplate the 
assumption of a liability in connection with the operations of that 
association by a federally created and operated and funded insurance 
corporation. 

Mr. Hussanp. Some did. For instance, in the State of Wisconsin 
it provides that if our liability is equal to some such figure as 90 or 95 
percent of the total, then the Insurance Corporation will be the 
receiver. But if it is less than that, then the State will be th: 
receiver. So in some States you have had specific determination in 
the light of the existence of the Insurance Corporation. 

Mr. Fiscuracn. Yet the motivating factor, if I interpret your 
testimony correctly, which impels the Insurance Corporation to 
purchase the assets of this Chicago association was the cost of liaui- 
dating the Chicago association. 

Mr. Husranp. Yes, sir. 

Mr. Fiscunacnu. And that cost would have been predicated upon 
a State-managed liquidation. 

Mr. Hussanp. Yes, sir. 

Mr. Fiscusacu. That cost would have been less or more than your 
own cost of liquidation? 

Mr. Hussanp. In my opinion, and beyond a shadow of doubt on 
that basis, much more. 

Mr. Fiscunacu. So if you had the right in the case of the Chicago 
association to insist upon liquidating the association under your own 
aegis, as distinguished from the State authorities, you would not have 
purchased the assets? 

Mr. Hussanp. I wouldn’t go entirely that far because, as you know, 
in a purchase of assets you avoid some of the routine and red tape 
that you have under receivership. 

Mr. Fiscuspacn. That was the first time the Insurance Corporation 
purchased any assets; is that correct? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscupacu. And te whom did the Insurance Corporation sell 
those assets? 

Mr. Hussanp. We first made public offering in August 1950 by 
packages or bulk of possibly 50 percent of the assets. 

Mr. Fiscupacu. Did you sell those assets to one or more persons? 

Mr. Huspanp. Yes, sir; we sold them finally to, I would say, four 
or five savings and loan. associations, after they were put in shape. 
You see there were a lot of construction loans in that case, and we had 
to complete the properties and get them in shape before we could 
dispose of the assets. 
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Mr. Fiscupacu. What was your recovery in relation to your 
outlay? 

Mr. Hussanp. Omitting the cost of our money 

Mr. Fiscupacnu. No; don’t omit the cost. 

Mr. Huspanp, All right. You see we can’t pay ourselves the cost 
of money, but if you leave—not allowing for the cost of money, our 
present estimated $20,000, as compared with the assets that. the 
institution had when it got in trouble of $5 million. 

Mr. Fiscupacu. Is there anything in the law that permits you to 
engage in that kind of an operation? 

Mr. Husspanp. The law says we have the right to purchase assets 
to prevent a default. 

Mr. Fiscuspacu. Was the purpose of the purchase of the assets in 
the Chicago institution to prevent a default? 

Mr. Huspanp. Yes, sir; and to prevent the bad effects upon the 
whole financial community in Chicago. This case was played up in 
the newspapers a great deal, received headlines on the front page. 
The community was disturbed. We moved with vigor to quiet that. 
In the old days, Mr. Fischbach, you would have had the beginnings 
of financial trouble. 

Mr. Fiscupacn. Let’s stay on the Chicago situation. As you 
interpret the law in the operation of the Insurance C orporation, when 
you have permission under the act to buy assets to prevent a default, 
does that or does it not contemplate the continued operation of the 
association involved? 

Mr. Huspanp. Offhand I doubt if it anticipates either. Rather 
it anticipates that the soundest course of action would be pursued. 
In this instance every single director and the managing officer were out. 

Mr. Fiscusacn. Notwithstanding that, Dr. Husband, do you 
interpret the basic authority of the act to purchase assets to prevent 
a default as an authority which would authorize the Insurance 
Corporation to engage in the type of transaction in which it did 
engage in Chicago? 

Mr. Hussanp. I most certainly do, Mr. Fischbach. I think that 
the Congress had in mind that we would have enough courage to stop 
financial troubles and panics and crises. And if we resolved those 
questions on the basis of some technicality, I am afraid we would 
pay a fearful price. I think the law was definitely formulated with 
that in mind. That was the spirit of the thinking in the thirties. 
We did things in the thirties we wouldn’t do today. We insured 
institutions in the thirties we wouldn’t insure today. 

Mr. Fiscunacn. Well, the Chicago situation took place a year ago, 
did it not? 

Mr. Huspanp. Yes, and it was the second trouble case in Chicago, 
because you had another uninsured institution of 5 million with some 
16,000 shareholders which had failed just ahead of this one. So 
when this came on the heels of the other one, there was considerable 
uneasiness in Chicago. 

Mr. Fiscupacu. You were not involved in the other one? 

Mr. Hussanp. No, sir. We later insured it, ] might say—just so 
I am not trying—we later insured the other one. 

Mr. Fiscupacn. After it was reorganized? 

Mr. Husspanp. Management, all directors removed, the managing 
officer changed, quarters of the association moved, the reserves 
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developed up to 5 percent, the ability to pay 100 percent on the 
dollar in cash on demand—after doing all those things, we later 
insured it, and that helped stabilize Chicago. I just wanted to put 
that in so it wouldn’t appear I was trying to bypass it. 

Mr. Fiscupacu. As I see your regulations, when the Insurance 
Corporation pays a claim of a shareholder it becomes subrogated. 

Mr. Huspanp. Yes, sir. 

Mr. Fiscusacu. To the regular shareholder? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscuspacu. To the extent of the shareholder’s 

Mr. Hussanp. Insured interest. 

Mr. Fiscusacu. Insured interest. 

Mr. Huspanp. Yes, sir. 

Mr. Fiscupacu. But I haven’t found any regulation at all which 
governs the situation that is created by the purchase of the assets 
of an insured institution. 

Mr. Hussanp. We have no regulations on that because in that 
instance your shareholders are removed. We are not dealing with 
the shareholders in that instance. That is true in the case of receiver- 
ship, but we do have that internal manual that I mentioned to you. 

Mr. Fiscusacu. That internal manual has never been published 
either in the Federal Register or anywhere else? 

Mr. Huspanp. No, sir; we consider it to be a management and 
working document to handle such cases. 

Mr. Fiscusacu. In connection with the Chicago association, you 
say you realized some $20,000 more than you paid? 

Mr. Hussanp. Yes, sir. 

Mr. Fiscupacu. When the assets were sold? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscupacu. Did it ever occur to you that possibly the share- 
holders might have made a similar recovery? 

Mr. Hussanp. Yes, sir. 

Mr. Fiscnunacn. And had they made a similar recovery they would 
have participated in that $20,000? 

Mr. Husranp. Yes, and we recommended to the Board that we 
use the equity purchase plan. 

Mr. Fiscusacu. You recommended to the Board that what? 

Mr. Husspanp. That we use what is called the -equity purchase 
plan, Mr. Fischbach, which means that everything over your costs 
would be returned to the shareholders. Now in this instance they 
wouldn’t have gotten a cent because you compute your cost of money, 
and we lost after allowing for cost of money. 

Mr. Fiscusacu. In this instance was the surplus that was realized 
by the Insurance Corporation made available to the shareholders of 
the Chicago institution? 

Mr. Huspanp. No, sir; because there was no surplus after deducting 
our cost of money. That’s common practice. The FDIC does the 
same thing. 

Mr. Fiscusacnu. In your testimony a few minutes ago you said 
the reason you were eliminating your cost of money was that you 
couldn’t pay yourself interest, and now apparently you are reversing 
that stand. How do you justify that? 

Mr. Hussanp. Because there are many accounting practices, Mr. 
Fischbach, that are not in terms of cash. For instance, depreciation— 
you debit depreciation expense and credit allowance for depreciation. 
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The same thing is true when you construct a building. One of the 
costs which is computed when you determine its value is the capitaliza- 
tion of interest on your money. That’s common practice. 

Mr. Fiscunacu. Is it not a fact that a few minutes ago you testified 
that if you did not include the cost of the Insurance Corporation’s 
money you came out $20,000 ahead on this Chicago transaction? 

Mr. Huspanp. That is correct. 

Mr. Fiscusacu. And didn’t you also say, notwithstanding I sug- 
gested that you consider the cost of your money—didn’t you in effect 
indicate ‘‘No, we couldn’t pass off interest’’? 

Mr. Huspanp. I said that. 

Mr. Fiscupacu. All right. 

Mr. Huspanpb. That doesn’t mean that the shareholders would get 
anything. 

Mr. Bocce You wound up with $20,000 more in the Chicago. 
situation than you paid out. 

Mr. HussBanp. Yes, sir. 

Mr. Fiscupacu. Did you make that $20,000 available to the share- 
holders of that association? 

Mr. Huspanp. No, sir. 

Mr. Fiscusacu. Why not? 

Mr. HusBanp. Because in keeping with recognized practice, before 
you determine any further payments to the shareholders, you further 
deduct an amount equal to the return you would have on your money 
if you had it for investment, and it is only the balance which is paid 
out to the shareholders. 

Mr. Fiscuspacu. Is there anything in the operating statement of 
the Insurance Corporation which claims as income the $20,000 that. 
you refer to as emanating from the Chicago operation? 

Mr. Hussanp. I don’t think it is recognized. You see the case 
isn’t wholly complete yet, Mr. Fischbach. 

Let me check with my deputy comptroller. 

Mr. Fiscupacu. Yes. 

Mr. Huspanp. He stated there will be a capital gain when that is 
completed. 

Mr. Fiscupacu. Will there be anything in the operating statement 
of the Insurance Corporation which will show a cost of the Insurance: 
Corporation’s money in that transaction? 

Mr. Huspanp. No, sir. 

Mr. Fiscusacu. Do you want to check that with your comptroller? 

Mr. Hussanp. I will, but I am sure of it. He concurs. 

Mr. Fiscusacu. All right. So that for the purpose of your own 
operating statement, which I presume will be audited by the General. 
Accounting Office? 

Mr. HusBanp. Yes, sir. 

Mr. Fiscusacu. There will not be any item of cost represented in 
the books and records of the Insurance Corporation as a result of the: 
use of its funds for the Chicago transaction? 

Mr. Hussanp. Only in mental form, not as a formal count. It willl 
not appear as a formal count. 

Mr. Fiscupacu. Yet to this subcommittee you state that the reason: 
you did not make the $20,000 available to the shareholders of that 
association was because of the cost of the money, and that cost is not 
being reflected on the books of the Insurance Corporation. 
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Mr. Huspanp. May I reenact this? In the first place, manage. 
= did recommend to the Board the use of the equity purchase 
plan. 

Mr. Fiscnpacn. You have mentioned that before. Now what 
happened to the recommendation? Was it approved or disapproved? 

Mr. Hussanp. It was disapproved. 

Mr, Fiscupacu. Who on the Board disapproved it? 

Mr. Hussanp. The entire Board. 

Mr. Fiscupacn. And was there a meeting of the Board at which 
that action was recorded and the vote of the Board recorded? 

Mr. Hussanp. I would have to check the secretary’s office. | 
would think so. 

Mr. Fiscupacn. What were the details of this equity plan that 
you recommended to the Board? 

Mr. Husspanp. That after we recover our outlay, plus the cost of 
our money, the balance be returned to the shareholders. Now, as | 
indicated, the shareholders wouldn’t have gotten anything anyway 
under that equity purchase plan. 

Mr. Fiscupacu. Why did you recommend that you be allowed the 
cost of your money if in fact you are not charging the Insurance 
Corporation books with the cost of that money? 

Mr. HussBanp. Because it’s an indirect and real cost and is accepted 
and expected practice where this method is available, such as the 
FDIC, 

Mr. Fiscuspacn. Doctor, were you in effect recommending to 
the Board a means whereby the shareholders of that association 
would get nothing? 

Mr. Hussanp. No, sir. On the contrary, if the assets brought 
more than our outlay plus cost of money, we were trying to open the 
gates so they would get it. We don’t want their money. It is theirs. 
We are only an agent, even though we bought the assets, even though 
we are buying the assets. It was an attempt to recognize that very 
principle, Mr. Fischbach. 

Mr. Fiscupacn. But the Board disagreed with you? 

Mr. Hussanp. The Board in this case rejected that recommenda- 
tion; yes sir. 

Mr. Fiscuzacn. Did they reject it before they knew what the ul- 
timate recovery would be? 

Mr. HussBanp., Well, at that time it would have to be an estimate. 
We had estimated a slight loss. On the other hand, to be on the safe 
side in recognizing the principle, we wanted to return the shareholders’ 
money if we recovered our outlay plus the cost of money. 

Mr. Fiscupacn. Then I take it you did recognize the principle 
that the shareholders were entitled to participate in any surplus that 
might remain? 

Mr. Hussanp. Oh, gladly, yes, sir; it’s their money. 

Mr. Fiscusacu. Dr. Husband, has the Insurance Corporation had 
occasion to bring a suit against anybody for premiums? 

Mr. Hussanp. Yes, sir. I want to check here whether I should 
divulge the name of the institution. May I check with my counsel 
on that, please? 

Mr. Fiscusacn. Surely. 

Mr. Hussanp. He advises me that it was a court case and therefore 
is a matter of public knowledge. 
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Mr. Fiscupacu. It would have to be if you brought a lawsuit. 

Mr. Huspanp. It would have to be. 

Mr. Fiscuspacnu. Yes. 

Mr. Huspanp. That point escaped me at the time. 

We sued the Edison Savings and Loan Association of New York 
City when it terminated insurance. Under the law, as it existed at 
that time, under voluntary termination, insurance stops at the end 
of 90 days, but the institution is liable for a premium of 3 years. 
They refused to pay that premium. We brought suit and recovered. 

Mr. Fiscupacu. In what court? 

Mr. Husspanp. In New York. The Federal District Court, South- 
ern District, New York. 

Mr. Fiscupacn. And in that lawsuit did you engage private counsel 
or were you represented by the United States attorney? 

Mr. Husnanp. My friends at the Edison won’t like this, but the 
ease was so essential, Mr. Fischbach, that we did not use the United 
States attorney; we used a man in New York who was on the payroll 
of the Home Owners’ Loan Corporation, because it would cost us the 
least, and we were so certain of the outcome that we followed that 
course. 

Mr. Fiscusacu. Did you use the services as a Government attorney 
or did you use the services as private counsel? 

Mr. Hussanp. We used it more for convenience rather than making 
any determination as to whether it is private or Government. 

Mr. Fiscupacn. Do you happen to know, Mr. McKenna? 

Mr. McKenna. Yes. We drew most of the pleadings here in 
Washington, and this gentleman on the staff of HOLC, which is one 
of our corporations, of course, represented us in court in New York. 

Mr. Fiscuspacn. As an attorney for the Home Loan Bank Board 
or the Insurance Corporation? 

Mr. McKenna. Or the Home Owners’ Loan Corporation, but cer- 
tainly as an attorney for the Home Loan Bank Board. 

Mr. Fiscunacu. Thank you. 

Mr. McKenna. Maybe you do have this point in mind: He was not 
paid anything additional to his regular salary. 

Mr. Fiscupacn. I gathered from your testimony he acted in an 
official capacity. 

Mr. McKenna. Yes. 

Mr. Fiscupacu. Dr. Husband, was there any other occasion where 
suit was filed by the Insurance Corporation as party plaintiff in any 
other court in the United States? 

Mr. Huspanp. One was started in North Dakota, and we paid a 
small fee to a private attorney. But when the Edison decision came 
along the association paid their premium, and it did not go to court, 
ifmy memory is correct. 

Mr. McKenna thinks we did have a decision. It may have been 
that they did not appeal it to the higher court because of the Edison 
decision. 

Those are the only two premium cases that I know of. 

_ Mr. Fiscupacu. Were there any other lawsuits that the Insurance 
Corporation appeared in as party plaintiff? 

Mr. Huspanp. Yes, sit. Where there is chance of recovery in 
embezzlement or defalcation cases we bring suit. One such case is 
the Liberty Federal of Missouri. It is now settled. 
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Another such case is the First Fidelity of Nashville, Tenn., which js 
still in process. So far in the latter case, we have paid attorneys’ fees 
of about $6,500. We have already recovered $10,000. We anticipate 
further recovery of from $20,000 to $40,000. 

Mr. Fiscuspacn. Now, in those cases were you represented by 
private counsel or did you call on the United States attorney in the 
district involved to handle the matter? 

Mr. Husspanp. Our attorneys here arranged for private-fee attor- 
neys in the area. 

Mr. Fiscusacu. All right. Now, in what cases other than the 
cases in southern California has the Insurance Corporation been 
named as a party defendant? 

Mr. Huspanp. None to my knowledge, but let me check with our 
attorney. 

Mr. McKenna knows of none. That is my own clear opinion, too, 

Mr. Fiscuspacu. Dr. Husband, I note in various reports submitted 
by the Comptroller General to the Congress, specifically in House 
Document No. 706, second session, Eightieth Congress, and in House 
Document No. 578, second session, Eighty-first Congress, there is the 
statement: 

Certain officers of several banks— 


and I interpolate at that point the several banks referred to the various 
Federal home loan banks— 

have been appointed agents of the Home Loan Bank Board, Federal Savings and 
Loan Insurance Corporation, and Home Owners’ Loan Corporation. Thus the 
banks perform various functions relating to the processing of Federal Savings and 
Loan charters and insurance applications, 


and the statement goes on. 

In the light of that, Doctor, would you tell this subcommittee, 
please, to what extent officers of the home loan banks have been ap- 
pointed agents of the Insurance Corporation, what is the character of 
their agencies, and what is their function with respect to insurance 
applications? 

Mr. Husspanp. Pursuant to regulations 101.10 and 101.11—I 
think those are the correct numbers—the Home Loan Bank Board 
itself, the presidents or other officers or employees of the banks may 
be named and are named in each of the 11 bank districts to act as 
agents for the Insurance Corporation for such things as processing 
applications for msurance of accounts, passing and processing the 
numerous applications that we get for approval of security forms, 
similar clearance and processing of bylaws of State-chartered associa- 
tions relatmg to security forms, processing and making recommenda- 
tions as to the designation of the State Pew reserve account as the 
Federal insurance-reserve account. 

Those are the major activities, but in no district has any bank 
president ever served as an agent for the payment of insurance or 
in connection with its receivership duties. 

Mr. Fiscupacu. Have you described the full extent of the agency 
of the various presidents of the several banks? ; 

Mr. Hussanp. I think [have given the substance. I will be very 
glad to read the regulations if you would like to have the exact 
literal statement for the record. 

Mr. Fiscusacu. I think it would be helpful. 

Mr. HussBanp (reading): 
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Sec. 101.10. Officers as agents.—For the following purposes, officers and em- 
ployees of a Federal home-ioan bank, when designated by the Board, shall be 
the agents of the Board and the Federal Savings and Loan Insurance Corporation 
and the counsel of the bank shall render to said agents such legal services as may 
be necessary to enable them properly to carry out such duties: 

It shall be the specific duty of said agents to give consideration to applications 
pertaining to organization of Federal Savings and Loan Associations, conversions, 
and insurance of accounts by the Federal Savings and Loan Insurance Corpora- 
tion, together with such supplemental information as may be available to them, 
and properly to make comments and recommendations upon such applications. 
Said agents shall transmit such applications to the Board, together with their 
comments and recommendations thereon. Such comments and recommenda- 
tions shall be signed by the agents favoring same, and any agent disagreeing 
therewith shall make a separate report which shall be forwarded at the same time. 
An agent shall forward to applicant advices of actions taken by the Board and 
the Federal Savings and Loan Insurance Corporation upon applications, and 
instructions and other communications from the Board and the Federal Savings 
and Loan Insurance Corporation. 

Sec. 101.11. President as agent.—For the following purposes, the president 
of each Federal home-loan bank shall be the agent of the Board and the Federal 
Savings and Loan Insurance Corporation, and the counsel of the bank shall render 
to said agent such legal services as may be necessary to enable him properly to 
carry out such duties: Provided, however, when designated by the Board, some 
officer or employee of the bank other than, or in addition to, the president, may 
act as agent of the Board and the Federal Savings and Loan Insurance Corpora- 
tion: Said agent shall represent the Board and the Federal Savings and Loan 
Insurance Corporations in supervising Federal savings and loan associations 
and other institutions in the bank’s district which are insured by the Federal 
Savings and Loan Insurance Corporation. When, in his opinion, such action 
should be taken, he shall advise and endeavor to assist Federal savings and loan 
associations and other insured institutions in his bank district to conduct their 
operations in conformity with the statutes and the rules and regulations govern- 
ing them. He shall confer and negotiate, pursuant to instructions from the 
Board and the Federal Savings and Loan Insurance Corporation, with applicants 
and with officers, directors, members or creditors of applicant institutions, individ- 
ually, in group meetings, and otherwise as the Board and the Federal Savings and 
Loan Insurance Corporation may request in writing. He shall see thaé all Federal 
savings and loan associations and other insured institutions in his bank district 
submit to him for his consideration such matters as applications for Board approval 
of amendments or bylaws, for Board permission to establish branch offices, appli- 
cations for Board approval of the purchase of assets or of consolidations, disso- 
lutions, or mergers, and such other sjmilar matters as are required to be approved 
by the Board or the Federal Savings and Loan Insurance Corporation under the 
statutes and rules and regulations. When these matters come to the attention 
of said agent he shall, after giving them due consideration, submit them, together 
with such supplemental information as may be available to him, to the Board 
with his recommendations thereon. After the issuance by the Board of a charter 
for a Federal savings and loan association, said agent shall follow up the cor- 
porate actions taken by the association in the completion of its organization, and 
shall require the association to comply with the laws, the rules and regulations 
made thereunder, and such other requirements as may be applicable thereto. 
Upon receiving from the district examiner two copies of a report of a supervisory 
examination of a Federal savings and loan association or other insured institu- 
tion, together with the district examiner’s analysis thereof, said agent shall make 
a careful study of such report and analysis, and shall transmit to the institution 
examined its copy of the report of the examination, and, if necessary, a super- 
visory letter on stationery provided by the Board and the Federal Savings and 
Loan Insurance Corporation for such purposes. Said agent shall forward 
promptly to the Board copies of all transmittal and other supervisory letters, 
and reports of supervisory conferences or meetings with officers or directors of 
Federal savings and loan associations and other insured institutions. The Board 
will consider the documents so forwarded and will advise the said agent concern- 
ing such matters as may appear to be appropriate. Any instructions or recom- 
mendations from the Board to the said agent with respect to his duties as agent 
of the Board and the Federal Savings and Loan Insurance Corporation shall be 
acted upon promptly. 


79631—52—— 66 
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Mr. Fiscuspacn. Dr. Husband, have you ever considered that those 
regulations were insufficient to cover the representation of the In- 
surance Corporation throughout the United States? 

Mr. Huspanp. I have never raised any questions about the regula- 
tions, Mr. Fischbach, but I have questioned, mainly orally, the super- 
visory arrangement. 

Mr. Fiscupacn. Have you found the supervisory arrangement to 
be satisfactory or unsatisfactory? 

Mr. Huspanp. I could bring no example where we have been 
affected adversely, but I think that the Insurance Corporation should 
deal at arm’s length with both Federal supervisors and State super- 
visors. And, as I think I mentioned last Tuesday, the present 
dealings, other than loss cases with State supervisors, are handled by 
Mr. Wyman, supervisor of the Board. 

Mr. Fiscusacnu. Is it your feeling that the Insurance Corporation 
should have more to say about the subject than it does have? 

Mr. Hussanp. Yes, sir. 

Mr. Fiscupacu. Has anybody in the Board ever taken action in 
connection with that matter? 

Mr. Huspanp. Yes, sir.. I would say some 2 or 3 years ago a 
committee of the bank presidents was appointed to consider it, and 
the final conclusion was continuance of the present system. 

Mr. Houirietp. May I ask if that was part of your advisory 
committee? 

Mr. Hussanp. It was not part of the advisory council, which is 
what I think you have in mind, Mr. Chairman. 

Mr. Hourrievp. Yes. 

Mr. Fiscuspacu. You referred to two lawsuits in Tennessee and in 
Missouri. 

Mr. HussBanp. Yes. 

Mr. Fiscupacu. Were they in the Federal courts of those States? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscnpacn. I notice that the General Accounting Office made 
certain recommendations with regard to the sufficiency of the fidelity 
bonds that are commonly on file in the office of the various savings 
and loan associations. Are you familiar with those observations? 

Mr. Husspanp. Yes, sir. 

Mr. Fiscusacu. The General Accounting Office seemed to be of the 
opinion that many losses that have been experienced could be avoided 
if the responsible officers and employees were adequately and properly 
bonded. 

Mr. Huspanp. I don’t agree with the observation, Mr. Fischbach, 
but we did change the regulations and increase the bond, and the 
General Accounting Office now is wholly satisfied that the bonds are 
sufficient, I believe. At least they have not questioned or raised the 
point after we increased the bonds which previously were in effect. 

Mr. Fiscupacu. When the Insurance Corporation undertakes to 
act as the receiver, does it put up a bond to answer to the shareholders 
for any dereliction? 

Mr. Hussanp. Yes, sir; but I want to double-check my answer. 

Mr. Fiscusacu. All right. 

Mr. Huspanp. Fidelity bonds on the employees and the agents, 
and now we carry a blanket bond to cover all contingencies. 
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Mr. Fiscunacn. And is the amount of the bond a fixed amount or 
does it vary according to the size of the institution involved? 

Mr. Huspanp. It is $100,000. 

Mr. Fiscusacna. In light of the fact that you have brought suit for 
premiums, would you explain, why if you were dissatisfied with the 
deposit in the court of the premiums by Long Beech Federal, you 
didn’t bring a lawsuit to recover those premiums? 

Mr. Hussanp. Personally, I would have brought suit. 

In the first place, Mr. Fischbach, the association had signed a 
contract saying that finally and conclusively they would accept our 
determination of the amount of insured accounts. They violated 
that contract. TI can tell you that I would have brought the suit, 
or at least request for a hearing, and I probably would have taken the 
hearing route in the fall of 1948 when there wouldn’t have been any 
question about the payment of the funds into the court, because those 
funds were not paid in, as you know, until April 1949. 

Mr. Fiscuspacu. Didn’t you discuss with the counsel the possibility 
of bringing a suit, and didn’t they advise you that since there was a 
settlement in the offing you should just wait? 

Mr. Huspanp. I would say that the discussion was more along the 
lines of the bringing of a hearing to show cause why the Insurance 
Corporation should not be appointed as conservator or receiver 
because of failure to pay the premium, and they did advise the counsel 
that because of the prospect for settlement that we should do nothing. 

Mr. Fiscuspacn. Then along about April you were advised that the 
settlement was all off, and then you cleared a bill in May. 

Mr. Huspanp. However, in fairness to the Board, Mr. Fischbach 
the period of time from March 1949 to October 1949 is an unusual 
period. I think you could count on the fingers of your hand the 
number of nights of continuous sleep that I had. I didn’t sleep in 
my bed for that whole period. 

Mr. Fiscupacn. I appreciate that. 

Mr. Huspanp. So, that is one reason why my memory slipped me 
on that second document—our opposition to the interpleader action— 
which I said previously I had not seen. My review of the records, 
as mentioned, reveals that I did see it. 

Moreover, the members of the staff and the Board deliberately 
tried to save me from certain work that I would normally do. 

Mr. Fiscusacu. I appreciate that, Dr. Husband, but a bill was 
cleared in May of 1949 with the legal department. 

Mr. Hussanp. Yes, sir. 

Mr. Fiscupacn. And that was in the face of the fact that the settle- 
ment you had previously been anticipating was out of the question. 

Mr. Huspanp. Yes. Every bill from the beginning has been 
cleared with the legal department. 

Mr. Fiscupacu. Dr. Husband, in light of the fact that the Insur- 
ance Corporation’s premiums are calculated in part on the amount of 
liabilities, does the Insurance Corporation insure the liabilities of the 
association that it covers? 

Mr. Hussanp. It does not insure because, as a practical matter, 
it has to pay them off in order to recover its own funds on the subro- 
gated shares. You know these are mutual institutions. They have 
a large base of equity money, and superimposed on that you have a 
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relatively small amount of creditor obligations, limited in the case of 
Federals to not more than 50 percent of their share accounts. Now, 
those creditors have prior claim. So, when we take over, in order to 
get recoveries on the subrogated shares, we have to pay off the creditor 
obligations. 

Mr. Fiscusacu. Now, applying this principle to the Long Beach 
Federal, it would seem that the Insurance Corporation is really in- 
suring the $6,300,000 in conservator’s notes that are in dispute and 
are held by the San Francisco bank. Is that not so? 

Mr. Husspanp. It is tantamount to that. 

Mr. Fiscupacu. There is no question about it. 

Mr. Huspanp. Well, legally we aren’t insuring them; but if it ever 
got into trouble, we would have to pay it off in order to get back our 
money on the subrogated shares. 

Mr. Fiscupacn. Is that a reason, Dr. Husband, for the Insurance 
Corporation’s refusal to accept the payment of the insurance pre- 
miums in court? 

Mr. Hussanp. We think that the law says that the premiums must 
be paid to us. 

Mr. Fiscuspacu. Did you have that in mind at the time that you 
objected to the deposit of the insurance premiums in court? 

Mr. Huspanp. Definitely, and that is all. As I mentioned, I 
would do it for any institution. 

Mr. Fiscuspacu. Did you have in mind the possible obligation of 
the Insurance Corporation to pay the $6,300,000 in notes? 

Mr. Hussanp. From the beginning I have had in mind the possi- 
bility we may have to pay off the creditor obligations and the shares. 

Mr. HouiF1etp. May I interpose a question here. Am I to under- 
stand, Dr. Husband, that the creditor liability takes precedence 
over 

Mr. Hussanp. Over the shares. 

Mr. Houirre_p. The shareholders’ deposits? 

Mr. Huspanp. Yes, sir; the shareholders. 

Mr. Houirie_p. You do charge a premium on the amount, accord- 
ing to the amount of the shareholders’ saving deposits, and also 
according to the amount of creditor liability? 

Mr. Huspanp. That is correct. 

Mr. HouirieLp. As computed on the basis, I believe, of one-eighth 
now? 

Mr. Huspanp. It is one-twelfth. 

Mr. Houirie.p. It was one-eighth and you changed it to a twelfth, 
I believe? 

Mr. Hussanp. Yes. 

Mr. Houirievp. Is that eighth arrived at on some type of a table, 
or is it a matter of experience that has caused Congress to set it? 
I know the Congress sets the amount, but it must have set it upon 
recommendations made by your organization as a result of your 
experience. 

Mr. Huspanp. I think it is what you would call a guesstimate— 
a reasonable guess as to what a fair premium would be. 

Mr. HoutrieLtp. How much reserve have you accumulated by the 
premiums that have been charged? 

Mr. Huspanp. By the premiums being charged and the interest on 
our investments we have accumulated reserves as of March 31, 1951, 
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of $97,000,000, after paying $33.5 million to the Treasury as dividends 
on their capital investment, and after absorbing all losses and expenses. 

Mr. Ho.uirievp. So your total accumulated reserve is now around 
$97,000,000 as of March? 

Mr. Hussanp. Asof March. It is about ninety-nine or one hundred 
million right now, Mr. Chairman. 

Mr. Hourrietp. Do you consider that sufficient to offset losses in 
case of a depression such as we had in 1930 and 1931? 

Mr. Huspanp. That’s a compliment to be asked such a question. 
If I knew the answer, I would be a millionaire. 

But I can say this for the peace of mind of the Congress and of the 
people of the United States: That our insured members have reserves 
of their own of about a billion. See, we are secondary again. Now 
I hope that the reserves of the member institutions of a billion dollars, 
plus our own reserves of 100 million, plus our stock of 100 million, 
plus our right to go to the Treasury to borrow 750 million, will take 
care of the problems that can develop in the future. 

You see the power is this: Being concentrated, it can go to any 
point of trouble. If you spread it out, it is not effective. But that 
is the strength of insurance—that you can immediately bring its full 
force to bear upon any one point of weakness and stop the trouble 
from accumulating. That was the problem in the thirties—it spread 
like a fire, as you know. 

Mr. Houirieip. I am glad to have that assurance. 

Mr. Hussanp. We have the further protection, of course, that 30 
percent of the mortgage loans of the insured savings and loan associa- 
tions are guaranteed or insured by the FHA or VA. 

I have the corrected date on that Safety Federal if you would like 
to have it for the record. 

Mr. Fiscuspacu. | would like to have it for the record; yes. 

Mr. Hussanp. The association became a problem case on June 2, 
1939, and the first contribution was made in December 1939. 

Mr. Fiscusacu. Dr. Husband, were there other cases of contri- 
butions than those that you have mentioned? 

Mr. Hussanp. We have had 28 cases of contribution. 

Mr. Fiscnpacn. What type of circumstance other than that which 
you have already mentioned underlay the contribution in those cases? 

Mr. Hussanp. It is very difficult, Mr. Fischbach, to classify the 
reasons for failure, but suppose I give you a quick picture according 
to the best of our ability. Of the 36 closed cases, including the receiver- 
ships, 11 have resulted from defaleation, 7 from abnormal local con- 
ditions, such as drought in the Southwest, movement of an industry 
out of an area. Thirteen, we think, have arisen because of bad lending 
policy, and five because of unsound financial policy. Roughly that 
same kind of reasoning would apply to your contribution cases as 
well as the seven receivership cases. 

Mr. Fiscuspacn. Now here is a case of drought in the Southwest 
occasioning contribution? 

Mr. Huspanp. Yes, sir. Not a contribution. That one happened 
to be a receivership case, but it wouldn’t have made any difference if 
it were deemed that the outlook was such it would warrant a contri- 
bution. We were so effective in that particular instance, Mr. Fisch- 
bach, within 3 days we had 16 inches of snow and broke the 7-year 
drought. So we got all of our money back from the receivership. 
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Mr. Fiscupacu. Were there any contributions occasioned by 
hurricane in the northeastern part of the United States? 

Mr. Huspanp. No, sir. 

Mr. Fiscuspacn. Are you sure of that? 

Mr. Hussanp. Yes, sir. I can tell you the three loss cases we had 
in New England, if you want. 

Mr. Fiscuspacu. They came in the category you have already 
mentioned? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscusacn. Dr. Husband, in further connection with the Long 
Beach case, who represented you if you were not available during the 
period from March of 1949 or April of 1949 to the time that the order 
No. 2015 was adopted, in connection with conferences on adoption of 
order No. 2015? 

Mr. Hussanp. I was at the office, Mr. Fischbach, most of the time. 
I have my leave record here by days in March, April, and May. 
But I would usually take 4 hours off, 2 hours off. So I was there and 
available in that sense. 

My memory is, however, other than the discussion of the premium 
bills there was practically no discussion of the order until, as I men- 
tioned, September, or, as I stated before, I did check with the Secre- 
tary’s office and found the first meeting on that order to be September 
2, 1949, at which I wasn’t present; then on September 6, at which 
I wasn’t present; and then September 7, when I was present and the 
order was passed on September 9 when I was not present. 

Mr. Fiscupacu. Was the Insurance Corporation represented at the 
meeting of September 2 and September 3? 

Mr. Husspanp. No, sir. 

Mr. Fiscupacu. Was it represented at the meeting on Septem- 
ber 9? 

Mr. Huspanp. No, sir. 

Mr. Fiscupacn. Could you tell us who was present when you 
participated in ie meeting on September 7? 

Mr. Huspanp. Yes, sir. The three Board members, Mr. Heisler, 
Mr. McKenna, Mr. Wyman, and myself in the morning. I was not 
present at the afternoon meeting. The record shows that Mr. 
McKenna was not present at the afternoon meeting. I forget as to 
whether Mr. Wyman was present at the afternoon meeting or not. 

Mr. Fiscupacu. Was the Insurance Corporation represented 1 in the 
afternoon meeting? 

Mr. HusBAnp. No, sir. 

Mr. Fiscusacu. Now in computing the premiums that were claimed 
on behalf of the Insurance Corporation, to what extent, if any, did 
you rely upon the reports of examination that were, submitted by 
Mr. Turner as of July 1949—July 16, 1949? 

Mr. Huspanp. The first—I think you have that record there and 
you can verify or r check my memory. But if my memory is correct, 

eginning in December 1949, and from there on out, we did not show 
any amount in the bill submitted. 

Mr. Fiscuzacu. Then I take it you didn’t rely at all on the exami- 
nation that was made by Mr. Turner. 

Mr. Huspanp. Put it this way, Mr. Fischbach: It wasn’t a matter 
of reliance. We knew it was in dispute, and we simply relied on lega! 
advice not to include an amount. 
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See, this thing is in a circle. I am afraid only the courts can break 
it. The association refuses to submit a monthly report or annual 
report because of fear of incriminating itself by some figures presented. 
In turn, the examiners go in there and the examination statement is 
not accepted by the association. You just go around in that circle. 
I frankly think only the court can resolve that. 

Mr. Fiscupacn. Have you always felt that, Mr. Husband? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscupacu. Then why did you not take such action or recom- 
mend such action in connection with the insurance premiums as they 
were already deposited in court? 

Mr. Huspanp. I did orally to the Board members recommend 
that they let the courts settle it. They will be very glad to confirm 
that. 

Mr. Fiscupacnu. I understood you to say, however, that you take 
full responsibility for the third ground of order No. 2015. 

Mr. Huspanp. I take full responsibility for recommending it. I 
think I initiated that thought, except—and you will recall I men- 
tioned that my approach was termination of insurance. Then we 
ran into that legal interpretation that you can’t terminate insurance 
of a Federal. I probably started that idea for one reason only—the 
defense of the Insurance Corporation because we were attacked. 

Mr. Fiscupacu. And it was more in retaliation than in good admin- 
istration? 

Mr. Husspanp. No, sir. You can’t have retaliation against inani- 
mate objects such as the corporation. As I told you before, I would 
take that action for any institution in the United States—I don’t care 
Whether it is the smallest or the largest. 

I am a firm believer in collecting debts. I did it in the association 
Iran. We didn’t have one slow account, Mr. Fischbach. You can 
call that rigorous business policy, but I can assure you there wasn’t 
one iota of retaliation in it. 

Mr. Fiscupacu. Would you have recommended such action had you 
not been sued? 

Mr. Hussanp. No, sir; and we didn’t. We didn’t participate; 
we didn’t do anything until we were sued. 

Mr. Fiscupacu. But as soon as you were sued you recommended, 
first, termination of insurance, and then ground No.3 of order No. 
2015. 

Mr. Huspanp. To me ground No. 3 is termination, but it was put 
on the basis set forth in ground No. 3 because Legal said, ““You can’t 
terminate a Federal; you have to appoint a conservator and liquidate 
it,” 

Mr. Fiscupacn. And had it not been for the intervention of judicial 
process, I take it you would have liquidated Leng Beach by now. 

Mr. Huspanp. I wouldn’t say so. I encouraged and agreed with 
the industry people when they wanted a hearing before insurance 
could be terminated, and that was put into our law a yearago. There 
would have been a hearing in this case. I would hope that reasonable 
men sitting around a table could resolve that question. I regret that 
the association didn’t pay the premium under protest. I think it 
would have solved all of these difficulties as far as the Insurance Cor- 
poration is concerned. Instead, they elected to take it to court. 
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We did what in my opinion any person would do, any person of 
respect—you defend yourself. 

Mr. Fiscusacu. You defended yourself in the court. You opposed 
the application; didn’t you? 

Mr. Hussanp. We opposed the application of what? 

Mr. Fiscupacn. You opposed the application of the Long Beach 
Federal to pay this money into court. 

Mr. Husspanp. Our legal counsel took that course. On_ that 
I played no active part, although I will say that I personally do not 
regard the payment in a court as compliance. 

Mr. Fiscupacu. I know, but the point of the matter is this: That 
Long Beach sought to pay the money into court and gave you notice 
of such an application; the Insurance Corporation went into court and 
resisted that application. 

Mr. Huspanp. Yes, sir. 

Mr. Fiscnusacu. The Insurance Corporation lost in court. 

Mr. Huspanp. All right. 

Mr. Fiscupacu. And then in spite of having lost in court, what 
happened? 

Mr. Husspanp. Our legal advice was that the payment into the 
court cannot constitute compliance with the statute. So we then 
instituted order No. 2015. When the court did issue an injunction 
against that order, we haven’t resisted or moved a hand since, pending 
the outcome of that suit. 

Mr. Fiscupacn. You instituted your part of order No. 2015 after 
the court had ruled against you on your resistance to the deposit of 
the premiums in court. 

Mr. Huspanp. Yes, sir. 

Mr. Fiscupacu. So when you said before that you recommended 
that the matter be settled in court, you didn’t mean that you recom- 
mended that the matter of the insurance premiums be settled in 
court, did you? 

Mr. Hussanp. I didn’t know. I had in mind the whole case. 

Mr. Fiscuspacu. You knew the whole case involved your insurance 
premiums, too. 

Mr. Hussanp. Remember that was in 1948. 

Mr. Fiscusacu. There never has been a time since 1948 when you 
were advised by your counsel that the case in southern California 
didn’t also embrace the insurance premiums, has there? 

Mr. Husspanp. No. I know we have been involved ever since 
September 1948. 

Mr. Fiscupacn. In 1948 you recommended that the matter be 
resolved in court. 

Mr. Hussanp. Yes, and I still—— 

Mr. Fiscnpacn. And in 1948 you received notice from Long Beach 
Federal that they proposed to pay the money into court. 

Mr. Husspanp. Yes, which they didn’t do until April 1949. 

Mr. Fiscupacu. They paid it into court. 

Incidentally, didn’t you have notice from Arline Martin, the assist- 
ant United States attorney out in southern California, that the matter 
of paying the money into court was awaiting an opportune time on the 
calendar of the court? 

Mr. Huspanpv. Not until—no, sir, we didn’t receive any prelimi- 
nary advice, and we followed up time and time again, and we got the 
information pursuant to our own follow-up of a collection item. 
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Mr. Fiscupacu. There appears to be in your own file, that is, the 
file that you loaned to me the other day, a letter dated April 15, 
1949, signed “Arline Martin,” addressed to William McKenna, in 
which the statement is made in the second paragraph: 

We have in our files a copy of a letter dated December 31, 1948, from Mr. 
Chapman to the Federal Savings and Loan Insurance Corporation in Washing- 
ton in which he states that the premium ‘‘will be tendered into the registry of the 
United States district court upon hearing of a motion by said court for such 
deposit. Filing of the motion has been awaiting an opportune time for hearing 
on the court’s calendar.”’ 

Mr. Huspanp. Yes; and I have seen a copy of that letter, as I 
have mentioned before. Mr. Chapman did write the Insurance 
Corporation to that effect. 

Mr. Fiscupacu. So in 1948 you knew not only that it was the 
intention of the Long Beach Association to pay the money into court, 
but you also knew by virtue of a letter addressed to the Insurance 
Corporation December 31, 1948, which you undoubtedly received in 
1949, that the filing of that motion was aw aiting an opportune time 
on the calendar of the court. 

Mr. Huspanp. At no time, Mr. Fischbach, have we ever been 
advised voluntarily by the court that deposits have been made into 
that account. In every single instance we have written out to our 
attorneys for information. How the court can determine the amount 
of the premium is beyond me. 

Mr. Fiscupacu. The court didn’t undertake to determine the 
amount of the premium. 

Mr. Husspanp. That’s what worries me. 

Mr. Fiscusacnu. It would appear that the amounts that you billed 
the Long Beach Federal was the amount that was deposited in the 
courts. 

Mr. Hussanp. It is the amount since then. You see, we have 
sent no amount since December 1949, it is only the first three pay- 
ments where we showed the amount, and those amounts were paid 
into court. Now, since that time we have indicated no amount in 
our premium bill. 

Mr. Fiscusacn. I understood that to be the fact, and I also 
understood that vou never challenged the amount that was computed 
by Long Beach Federal and paid into court subseqeunt to the send- 
ing of bills for specific amounts. 

Mr. Huspanp. There was no occasion to challenge the amount if, 
in the first place, your legal advice is that you don’t recognize the 
payment into court at all. As [ told you the other day, having sent 
out the amounts, the amounts put in the court do agree. 

Mr. Fiscusacn. Now as of the date order No. 2015 was made and 
included ground No. 3, there is no question whatever, is there, that 
the amount you claimed to be due was the amount that was paid 
into court? 

Mr. Huspanp. That is correct. 

Mr. Fiscupacu. There never has been any argument about that, 
and there isn’t now? 

Mr. Hussanp. About the amount as of that time; no, sir. 

Mr. Fiscnpacu. And if there has since then, since the making of 
order No. 2015, arisen in your mind any question as to the amount 
of insurance premiums that Long Beach Federal is obligated to pay, 
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vou haven’t expressed that to Long Beach Federal or to the court, 
have you? 

Mr. Huspanp. I have no contact with either the court or the Long 
Beach Federal. As you know, it has been turned entirely over to 
the legal department for handling. 

Mr. Fiscupacn. And as you know, Dr. Husband, your lawyers 
have not challenged the sufficiency of the amounts that have been 
subsequently deposited in the courts. 

Mr. Hussanp. Not to my knowledge. They would have to speak 
for themselves on that, however, but not to my knowledge. 

Mr. Fiscupacu. They never even discussed that with you? 

Mr. Huspanp. No, sir. 

Mr. Fiscupacn. And you never discussed it with them? 

Mr. Hussanp. No, sir. 

Mr. Fiscusacu. So that as of this particular day and hour there 
has been no dispute between the Insurance Corporation on the one 
hand and Long Beach Federal on the other? 

Mr. Huspanp. Not to my knowledge. 

Mr. Fiscusacu. As to the sufficiency of the amounts of money 
that have been deposited in the courts. 

Mr. Hussanp. Not to my knowledge, no, sir. 

Mr. Houitrietp. May I ask a question at this point. During the 
3 months that you billed the Long Beach Association, did you follow 
a standard formula of billing computed against their savings and their 
creditor liabilities at that time? 

Mr. Hussanp. Yes, sir; one-twelfth of the savings accounts plus 
the creditor obligations. 

Mr. Houtrreitp. Where did you get that information—from Mr. 
Noon? 

Mr. Hussanp. No, sir, we got it from the examination report. 

Mr. Houirretp. From the examination report? 

Mr. Husspanp. When the conservatorship was closed out. 

Mr. Hourrretp. Assuming that that same formula of remission to 
the court was followed subsequently, there would be no complaint 
then as to the sufficiency of the amount, would there? 

Mr. Huspanp. As to the sufficiency of the amount paid to the 
court? 

Mr. Hourrrevp. Yes. 

Mr. Hussanp. I wouldn’t see any grounds for dispute as to the 
amount. You see we don’t make our own statements or balance 
sheets for determining premiums; we compute them from the monthly 
reports submitted by the association. The law says you take the latest 
available financial report. In this instance the latest available was 
first the examination report in January 1948, when the conservator 
went out. The next report was in July 1949. But after that we show 
no amount. 

Mr. Houirretp. At the time of your last billing I believe thie 
formula was one-twelfth of 1 percent premium on the gross amount of 
the creditor liabilities and the savings, was it not? 

Mr. Huspanp. You mean the last one? 

Mr. Houtrrevp. Yes, before the law was changed. 

Mr. Hussanp. We haven’t sent a bill with an amount expressed 

Mr. Houirietp. Excuse me. I meant it was one-eighth at that 
time. 
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Mr. Huspanp. It was one-eighth at that time, and my deputy 
comptroller advises me in each bill we did state “Subject to adjust- 
ments.” 

Mr. Houtrreip. Yes. 

Mr. Hussanp. But even so, I will repeat: To the best of my knowl- 
edge we have not disputed the amount. 

Do you know of anything to the contrary? 

Mr. McKenna. We had no basis of figures on which the amounts 
would be computed. That was our difficulty. 

Mr. Huspanp. The bill did say, “Subject to adjustments.” 

Mr. Houirretp. Assuming that the Long Beach Association, in 
exercising what it believed to be its rights according to legal counsel, 
deposited in the court the one-iwelfih of 1 perce it of their total sav- 
ings and creditor liabilities up until the law changed, and then assum- 
ing further that when the law changed from one-twelfth of 1 percent 
to one-eighth they changed to the one-eighth computation and from 
that time on to the best of their ability and knowledge of their own 
books they deposited in the court under the one-eighth formula a suffi- 
cient amount to cover its obligations, then there should be in the court 
at this time a total of premium payments sufficient to cover the pre- 
mium liability, insurance liabilities? 

Mr. Huspanp. There should be. 

Mr. Hourrretp. There should be but you have no personal know]l- 
edge of it. That is the point that you make? 

Mr. Huspanp. We have done this, Mr. Chairman: We have made 
estimates for internal purposes, and we think the association is defi- 
cient about $13,000 now in premiums due. We could be wrong on that. 

Mr. Houtrretp. You have made those computations since your last 
examiner’s report? 

Mr. Huspanp. Yes, sir. 

Mr. Houirretp. How have you made computations without the 
knowledge of the monthly condition of the association? 

Mr. Huspanp. Among other things, we estimated the rate of 
growth of other associations in that area and applied that to this 
institution, and we came up with a figure that would have no stand- 
ing in court. Our figures may be wrong, but we still were trying as 
businessmen to have some idea. 

Mr. Houtrretp. Rather than looking into the glass ball as you 
apparently did, did you at any time approach the association and 
ask to look at its books during that period of time? 

Mr. Husranp. I couldn’t. 

Mr. Houirietp. You couldn’t because of counsel’s advice? 

Mr. Huspanp. That is right. 

Mr. Houtrieip. Did they advise you not to go in or to send your 
examiners in? 

Mr. Hussanp. Yes, and like the Board members I was advised to 
stay out of California. 

Mr. Hourrretp. Well, when I said “you,’ 
of your agents—Mr. Noon, perhaps. 

Mr. Huspanp. Well, we were involved in this question, Mr. 
Chairman, as you know, after you get through it is not right. That’s 
why the sensible thing, I think, is to put no amount in and let the 
court resolve it. See, | am not taking issue in any way whatsoever 
with the rights of Long Beach Federal. On the other hand, I want to 
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have the same privilege to enforce the rights, as I see them, to the 
best of my ability in carrying out my duties, and I will defend the 
Insurance Corporation to the last ditch. 

Mr. Houtrievp. I think that is your duty, sir; and: I compliment 
you on your zeal of defending the Insurance Corporation’s assets. 

Mr. Huspanp. That is trustee money, as you know. 

Mr. Hourrietp. I am not criticizing you at this time. I do 
wonder why you use such a flexible means of “guesstimate” as you 
termed it, to determine that they owe you $13,000. 

Mr. Huspanp. No determination was made. I would never pub- 
licize the figure. 

Mr. Houtrrevp. I see. 

Mr. Hussanp. It was simply to get some rough idea as to where 
we stood. 

Mr. Fiscupacu. Why do you proceed on that basis when you have 
a report from a fully accredited examiner of the Home Loan Bank 
Board, which reports to Washington the condition of the Long Beach 
Association as of July 16, 1949? : 

Mr. Huspanp. We did use that examination, and we used it as a 
basis for the next premium calculations as we got further away from 
that, Mr. Fischbach. 

Mr. Fiscupacn. Now if you used the report of Mr. Turner as of 
July 16, 1949, in making the calculations, why couldn’t you use 
similar information available to you through Mr. Noon? Certainly 
Mr. Noon would be in a position to determine the share liability as 
shown by the books of the Long Beach Association, would he not? 

Mr. Huspanp. They wouldn’t have paid us the money anyway. 

Mr. Fiscuspacu. Then your reason is that it would be a useless 
gesture because they would be paying the money into court? 

Mr. Hussanp. Don’t misunderstand me. I would rather have 
them pay it into court than not at all. It is not utterly useless. 

Mr. Fiscusacu. I appreciate that, Doctor. 

Mr. Hussanp. But I think my duty is to get that..money in the 
Insurance Corporation. 

Mr. Fiscupacu. And I would think it would be your duty to follow 
the advice of your lawyers, too. 

Mr. Hussanp. Yes. 

Mr. Fiscupacu. Even as Mr. MacGuineas said the other day. 

Mr. Hussanp. To jail, if necessary. 

Mr. Fiscupacu. That is right. [Laughter.] 

Mr. Ho.uirievp. I believe Mr. MacGuineas said the other day that 
he would follow his legal convictions and take the risk of contempt, if 
necessary, to follow his convictions in regard to his legal rights. Is 
that substantially what you said? 

Mr. MacGuineas. I don’t know that I said it, but I will say it now. 
[Laughter.] 

Mr. Houirieip. What will you say now, Mr. MacGuineas? I 
would rather for you to say than me. My memory probably is faulty. 

I think you were being questioned at that time in regard to the 
hazards which you just had undergone in the Dollar Line case where 
I believe the court had ordered some of the Department of Justice—— 

Mr. MacGuingas. Do you want this on the record? 

Mr. Houiriep. It might as well be on.the record. 
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The conversation was going along that line, and I believe you made 
a statement in regard to standing by your own convictions as to your 
legal rights. 

Mr. MacGurneas. Well, I am willing to state now that in pursuit 
of what I conceive to be my duty to represent the interest of the 
United States, I will follow my own legal convictions even if it means 
going to jail; yes. 

Mr. Houirievp. All right. 

Mr. MacGurneas. Because I conceive that is my duty to the 
Government. 

Mr. Houirrevp. I believe that is a high concept of duty, sir, even 
though it might be somewhat hazardous. [Laughter.] 

(Discussion off the record.) 

Mr. Houirietp. Dr. Husband, you may be excused at this time 
from the stand and we will ask Mr. Crew to come forward, please. 
We will proceed for 30 minutes unless we are interrupted by a call 
to the floor. 

Mr. Hussanp. Thank you. 

Mr. Houirietp. Mr. Crew, will you raise your right hand? Do 
you swear that the test mony you will give to this subcon mittee will 

e the truth, the whole truth, and nothing but the truth, so help 
you God? 

Mr. Crew. I do. 

Mr. Houiriretp. Thank you. Sit down. 

“roast may identify yourself, your official position, to Secs reporter, 
please 


TESTIMONY OF ALBERT CREW, DEPUTY COMPTROLLER, FEDERAL 
SAVINGS AND LOAN INSURANCE CORPORATION 


Mr. Crew. My name is Albert Crew. I am deputy comptroller 
of the Federal Savings and Loan Insurance Corporation. 

Mr. Fiscupacu. How long have you been identified with the 
Insurance Corporation, Mr. Crew? 

Mr. Crew. Since November 1935. 

Mr. Fiscupacu. And what was your background that you brought 
to the Insurance Corporation? 

Mr. Crew. Since 1933 I was assistant chief accountant at the 
Federal Intermediate Credit Bank at Louisville. Before that I was 
with the accounting department, Frigidaire, for a short period, and 
from 1929 to 1933 I was in the university of Oxford, Ohio—Miami 
University. 

Mr. Fiscuspacu. What are your duties as deputy comptroller of 
the Insurance Corporation? 

Mr. Crew. As deputy comptroller I supervise the general accont- 
ing activities of the Corporation and the issuance of financial reports, 
take care of the disbursing, and under the direction of the comptroller 
collect the moneys, and so forth, due to the Corporation. 

Mr. Fiscuspacn. What has been your participation, if any, in the 
making of order No. 2015? 

Mr. Crew. None whatsoever, sir. 

Mr. Fiscuspacn. Did you make any recommendation which under- 
lay the third ground of that order? 
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Mr. Crew. Well, I am not familiar enough with the order, sir. 
Could you refresh my memory as to what ground 3. is? 

Mr. Fiscupacu. The third ground of the order was the ground 
upon which it was alleged a certain amount of money was due th) 
Insurance Corporation. 

Mr. Crew. I naturally participated in the computation of the 
premiums, the estimates that were made of the premiums due, ani 
in discussions with the legal department as to the type of bills which 
should be submitted to the institution. 

Mr. Fiscupacu. What was the advice that you received from the 
legal department in connection with the bill or communications of 
May of 1949 to the Long Beach Federal? 

Mr. Crew. Well, in May 1949 we were sending out purely a semi- 
annual notice. Our bills, as you know, are sent out annually, and this 
particular institution, December 5 of each year is the anniversary 
date. So that we discussed the form of the bill, and as I recall, that 
one had an amount on it that was figured back in November 1948, 
from the January 24, 1948, examination report. So that that bill at 
the end of 1948 carried a notation, to my recollection, that the pre- 
mium was subject to adjustment because we used a statement that 
was quite old. 

Mr. Fiscupacu. Have you had occasion in the past to render bills 
that were subject to adjustment to other insured institutions? 

Mr. Crew. Yes; I believe we have in a few instances where they 
were just coming into the imsura’ce program and they wished to have 
insurance by a particular date, and the financial data was quite old, 
we have sent out bills subject to adjustment. 

Mr. Fiscusacu. So that there was nothing extraordinary about 
sending out the bill of May 23, 1949, in that respect as far as regular 
practice? 

Mr. Crew. It was extraordinary due to the fact that the data was 
much older than I ever recollect using on any other institution. 

Mr. Fiscupacu. Now in your subsequent billings to the Long Beach 
Association you had available the report of examination of July 16, 
1949? 

Mr. Crew. That is correct. 

Mr. Fiscupacu. And did you compute an amount of premium 
based upon the report of examination of July 16, 1949? 

Mr. Crew: No, sir: we used that particular examination report as 
a basis for making an estimate of what we believed the institution 
would have in the way of share and creditor obligations at the time 
of billing. But we did not compute the premium on that, particular 
statement. 

Mr. Fiscupacu. Why not? 

Mr. Crew. We customarily bill insurance premiums on statements 
of condition within 60 days of the anniversary date of insurance. In 
fact, the rules and regulations for insurance of accounts at the present 
require us to use a statement within 60 days, or the latest one sub- 
mitted pursuant to the requirements of the law and regulations. So 
that we have had such a rapid growth in savings and loan associations 
over the past few years, and since we bill a year in advance, in order 
to get a reasonable premium for the risk carried, it is necessary that 
we get a current statement, ; 
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Mr. Fiscupacu. | take it your had some accounting experience be- 
fore you went to the Insurance Corporation. 

Mr. Crew. Yes, sir. I was two and a half years, as I said, the 
assistant chief accountant at a bank at Louisville, and a few months 
with Frigidaire, and I carry a bachelor’s degree in accounting and a 
master’s degree. 

Mr. Fiscupacu. With that background, could you say whether 
it would be possible for any association which has assets in dispute, 
liabilities in dispute, to furnish a statement such as required by the 
regulations prior to a resolution of those disputed aspects of the 
balance sheet? 

Mr. Crew. Well, any organization can put out a financial state- 
ment if it keeps books at all, and, of course, footnote any items which 
are in dispute. Undoubtedly any institution operating will make 
financial statements for its own use; it has to to operate. 

Mr. Fiscupacu. How could a balance sheet be constructed unless 
there were a basis upon which the assets of the association could be 
either evaluated or the amount of reserves.established which would 
anticipate the adjustment of the values attributed to the assets? 

Mr. Crew. The balance sheet could only, of course, reflect what 
the records show. If such assets or liabilities are subject to dispute, 
1 believe that the statement should carry a footnote as you see so 
many organizations do. 

Mr. Fiscusacu. Now, if you were constructing a balance sheet for 
the Long Beach Federal how would you treat an item of $6,300,000 
that was in dispute and which arose out of the making of notes by the 
conservator? 

Mr. Crew. Since that liability would be reflected upon the books, 
and since there were other assets naturally offsetting that liability, 
I believe I would show it in a footnote statement to the effect that 
those were under dispute. 

Mr. Fiscupacn. Now, if at the same time that the liability of 
$6,300,000 was in dispute, it was brought to your attention that there 
was impounded in the court certain assets which had been used to 
collateralize that loan, and it was contended that the assets used to 
collateralize that loan were improperly appropriated in the first 
instance, you would show that on the balance sheet, too? 

Mr. Crew. If the association had title to those assets, I think they 
would have to show them in their statement. 

Mr. Fiscupacu. Now, in effect, if you were undertaking to prepare 
a balance sheet for the Long Beach Federal, would you not, as an 
accountant, following accepted principles of accounting, feel obliged 
to summarize all of the financial aspects of the controversy that was 
still unresolved in the courts? 

Mr. Crew. Well, the extent to which it would be summarized, of 
course, is a matter of opinion of the individual accountant preparing 
the statement.’ 

Mr. Fiscupacu. That we recognize. 

Mr. Crew. Certainly the reader of the statement at least should 
have knowledge that there is a questionable item appearing on that 
statement which is subject to dispute. 

Mr. Fiscupacu. If you had received a balance sheet of the Long 
Beach Federal which showed that there was $6,300,000 in conservator’s 
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notes that were in dispute, which also showed that there was im- 
pounded in the court collateral for that obligation, which also showed 
that the association claimed that the collateral had been improperly 
applied in the first instance and that the notes themselves represented 
no obligation of the association, and also that there were contingent 
liabilities asserted against the association that was insured, and that 
the association was subject to the payment of counsel fees that might 
or might not be awarded against it in whole or in part—in short, if you 
had received a financial statement which truly and correctly reflected 
all of the matters in controversy and that are still unresolved, not only 
in the court but also with respect to Mr. Ammann’s accounting, would 
you have been one whit better off in calculating the insurance pre- 
miums than you were on the basis of the information that was avail- 
able to you? 

Mr. Crew. Yes; I would have been better off in this way, sir: 
that we would have at least known the amount of share liabilities, 
which is always the biggest part of the premium base. Insofar as the 
contingent liabilities are concerned, they would not have entered into 
it because the law requires that we can use only creditor obligations, 
which would be a definite obligation, and insofar as the creditor 
obligation of the $6,000,000 or $6,300,000 under dispute is concerned, 
in that case it would have been included in the premium base because 
we feel it is our responsibility to collect the total amount of premium 
due the Corporation. And if that is in dispute, there is a possibility 
that the premium on it is due, so we would rather collect it and permit 
any institution to pay it under protest and refund it if we are wrong. 
We always try to collect the maximum rather than the minimum 
premium. 

Mr. Fiscuspacn. I can understand your desire to collect the maxi- 
mum rather than the minimum to be on the safe side. 

Mr. Crew. That is right. 

Mr. Fiscupacn. And that is good practice to pursue. But was not 
the share liability of the Long Beach Federal available to the exam- 
iners of the Home Loan Bank System? 

Mr. Crew: It was as of July 16, 1949. 

Mr. Fiscuspacu. Was it as of July 17, 1949, or July 18, 1949? 

Mr. Crew. I do not have any knowledge of that, sir. All I was 
going on was the examination report date. 

Mr. Fiscusacn. Mr. Crew, has there ever been a time when the 
books and records of any Federal association are not instantly avail- 
able to any examiner of the Home Loan Bank Board? 

Mr. Crew. That I do not know, sir, because I am in the Insurance 
Corporation, not closely enough connected with the Examining Divi- 
sion to know if there have been any cases where they have not been. 

Mr. Fiscupacnu. Let’s assume that you are in the Insurance 
Corporation, and on a given Wednesday afternoon you want to ascer- 
tain what the share liability of a given association is. How would 
you go about it? 

Mr. Crew. I would probably call—I couldn’t tell on that particular 
date. I will take that back. I would probably call for the docket file 
of that institution and observe the latest monthly report the institution 
had filed. 

Mr. Fiscusacu. Suppose it had not filed a monthly report, how 
would you go about getting the information as to the amount of share 
liability the association had? 
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Mr. Crew. We would write to the association and request a current 
statement of condition. 

Mr. Fiscusacu. Did you ever request of Long Beach Federal specific 
information as to how much its share liability was as of the end of any 
given month, either in the calendar year 1949 or the calendar year 
19507 

Mr. Crew. No, sir. 

Mr. Fiscusacn. Did you ever want that information? 

Mr. Crew. We would have liked to have the information to make 
an accurate premium. 

Mr. Fiscupacu. Why didn’t you write a letter and ask for it? 

Mr. Crew. Because this particular case was in the hands of the 
legal department, and therefore every premium computation was, 
of course, discussed with them, and in several instances we requested 
their advice as to whether or not to write for a statement before mak- 
ing the premium computation. 

Mr. Fiscupacn. Were you advised not to? 

Mr. Crew. Yes, sir. 

Mr. Fiscupacn. You were advised not to request that information 
by whom in the legal department? 

Mr. Crew. It would be one of several individuals. That far back 
I couldn’t recall exactly, but I do know I have discussed the premium 
computation several times with Mr. McKenna and once or twice I 
belive with Mr. Meininger. 

Mr. Fiscuspacu. But for that advice there would have been a letter 
requesting that information? 

Mr. Crew. ThatI can’t say, sir, because usually when an institution 
is in the hands of the legal department all correspondence to the 
institution goes through the legal or is cleared with the legal department. 

Mr. Fiscupacu. Did you ever make it clear to the legal department 
that you wanted that information in order to calculate the amount of 
premiums that might be due? 

Mr. Crew. Well, I think the legal department, of course, realized, 
as we did, the policy of the Corporation in computing premiums on 
current financial information. And to illustrate—we had an examina- 
tion report of July 16, 1949, which was just 3 or 4 months before the 
due date of December 5, 1949, yet we did not use that examination 
report except for the basis of an estimate, and that was done after 
discussion of that computation with representatives of the legal 
department. 

Mr. Fiscupacn. Yet, if you needed the amount of share liability 
in order to calculate the amount of premium, the only thing ap- 
parently that stood between you and getting that information was the 
advice of the legal department not to write for it. 

Mr. Crew. That is correct. 

Mr. Fiscupacn. I am assuming, of course, the absence of monthly 
reports. 

Mr. Crew. And, of course, assuming that the institution would 
have furnished it. 

Mr. Fiscupacnu. Yes. Now wasn’t Mr. Noon available to secure 
that information without writing to Long Beach Federal? 

Mr. Crew. He was available to a request, yes, sir. 

Mr. Fiscusacu. And did you ever request of Mr. Noon that he 
ascertain the share liabilities? 

79631—52——67 
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Mr. Crew. No, sir. 

Mr. Fiscusacu. Why not? 

Mr. Crew. For the reason, of course, that the organization felt 
that the Long Beach was required by the regulations to submit 
financial reports to the Corporation, and they had not done so. 
So the legal department advised us to estimate the premiums and 
merely refer to the fact that we could not compute a premium because 
no financial report had been submitted. 

Mr. Fiscuspacn. Well, are you content with the estimate of the 
premiums that was calculated on the basis of the advice of the lega/ 
department? 

Mr. Crew. I do not believe they are wholly accurate, no, sir. 

Mr. Fiscnsacn. Did you ever protest their inaccuracy to the legal 
department? 

Mr. Crew. No, I wouldn’t say that I protested. We discussed 
the fact that they would be purely estimates. 

Mr. Fiscupacu. And the legal department was satisfied with that’ 

Mr. Crew. I couldn’t speak for the legal department, that they 
were satisfied, sir. I believe they recognized, as we did, there were 
going to be some adjustments at such time as we did actually deter- 
mine the share and creditor obligations of the institution. 

Mr. Fiscupacu. But they were satisfied to have you go along on 
the basis of the estimate? 

Mr. Crew. It was their recommendation, I believe, that that was 
the best. course to follow at that time. 

Mr. Fiscupacu. Has anything occurred since that advice was 
given you which in any way changed the validity of that position 
since it was taken? 

Mr. Crew. Not to my knowledge, no, sir. 

Mr. Fiscnpacn. So that as of now you haven't been advised by 
the legal department not to rest on the validity of your estimate? 

Mr. Crew. No, sir; they have merely consulted with us to the 
extent that it was felt until financial reports were submitted that 
we would make estimates of the premiums due the Corporation in 
order that our financial statement might to some extent reflect the 
receivable that the Corporation has. 

Mr. Fiscupacu. Have you ever constructed any tentative balanc 
sheet for Long Beach Federal on the basis of the information you have? 

Mr. Crew. No, sir; never a balance sheet. We would only esti- 
mate the share and creditor obligations. 

Mr. Fiscupacu. Have you ever tentatively constructed a state- 
ment estimating the share liability of Long Beach Federal and its 
creditor obligations? 

Mr. Crew. By that you mean a complete financial statement? 

Mr. Fiscupacu. No. By that I mean merely the limited type of 
statement that you indicated in your previous answer. 

Mr. Crew. Yes. In December 1949 we did make an estimate of 
around 30 million, using the July 16, 1949, report which showed, | 
believe, somewhere around 28 million. At that time we estimated 
30 million in the latter part of the year and used that as a basis. 

Mr. Fiscuspacu. And what did .you estimate for the creditor 
liability? 

Mr. Crew. I believe we used the $6,300,000 bank advances stil! 
outstanding as a creditor obligation to be included. 
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Mr. Fiscupacu. So you proceeded on the hypothesis that that was a 
perfectly valid obligation notwithstanding its dispute by the asso- 
ciation? 

Mr. Crew. On the hypothesis that it might be; so, therefore, in 
order to collect the maximum premium due the Corporation, we 
included it. 

Mr. Fiscuspacu. All right. Now did you make a billing for a 
specific amount of insurance premium in dollars and cents? 

Mr. Crew. No, sir. 

Mr. Fiscusacu. From time to time, I take it, you have had advice 
from the legal department as to how much money has been paid 
into the court by Long Beach Federal for insurance premiums? 

Mr. Crew. | believe we received advice around January of 1951 
and again in May of 1951. 

Mr. Fiscupacu. Did you take the amount that was paid into 
court and calculate that amount on the basis of your own figures to 
determine whether it was sufficient or insufficient? 

Mr. Crew. We did make comparisons, yes, sir. 

Mr. Fiscupacu. What was the result of the comparisons you made? 

Mr. Crew. Based upon our estimates, which are subject to adjust- 
ment and I believe low, the particular deposits made would be ade- 
quate if compared to the estimates, with the exception that to the 
best information we have, no deposit has been made into the court for 
the installment due on June 5, 1951. 

Mr. Fiscupacu. On the basis of the comparisons that you made of 
the amourt deposited in the court against what you tentatively 
calculate the liabilities of the Long Beach Federal to be, you say the 
amount deposited in the court compared favorably with your tentative 
calculations? 

Mr. Crew. Yes, sir. In fact, if you separate the deposits by the 
particular premium installments, they were very close to the estimates. 

Mr. Fiscupacu. Then I take it also that Long Beach Federal in 
paying the premiums into court is also following the principle that 
you followed in making your tentative estimates of cluding the 
$6,300,000 of conservator notes as a possible liability. 

Mr. Crew. I would have to assume that, yes. It was so close it 
couldn’t be otherwise. 

Mr. Fiscuspacu. And if it should be held that those notes were not 
a liability of the Long Beach Federal, the amount deposited in court 
would be more than adequate to cover the amount of insurance 
premiums? 

Mr. Crew. If the deposit is made for the installment due June 5, 
yes, 1 would say so. 

Mr. Fiscupacn. Is there any period of time under the regulations 
in which an insurance institution may deposit a given installment? 
In other words, is there a period of 30 days grace? 

Mr. Crew. We have no particular grace period specifically as such, 
to my knowledge, in the regulations. 

Mr. Fiscuspacu. What is the grace period as a matter of practice? 

Mr. Crew. As a matter of practice we follow up about 2 weeks 
after a premium is due with a letter, 10 days after that with another 
letter, and about a week after that with a telegram; and at that point 
we would take it up with the home loan bank of the district if no 
premium had been paid. 
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Mr. Houirretp. Mr. Gregory, will you come forward, please, for 
a moment? 

Mr. Grecory. Yes, sir. 

Mr. Fiscupacn. Mr. Gregory, it has been indicated in the testi- 
mony of Mr. Crew just a moment ago that there was an insurance 
premium due on the 5th of June 1951. 

Mr. Grecory. That is right. 

Mr. Fiscupacn. And apparently that amount has neither been 
tendered to the Insurance Corporation or deposited in the court. 
Can you throw any light on that situation? 

Mr. Grecory. Yes, sir. The matter has been referred to the legal 
department and the deposit is in preparation. 

Mr. Fiscnpacu. It is now in the course of preparation? 

Mr. Grecory. That is right. The association has made the funds 
available to the legal department. Because of something in the 
court, they haven’t gotten it in yet. 

Mr. Fiscusacu. Do you know whether that is a fact, Mr. Crew? 

Mr. Crew. Mr. Gregory’s testimony? 

Mr. Fiscupacu. Yes. 

Mr. Crew. No, sir; I have no personal knowledge of that. 

Mr. Fiscuracn. By the way, Mr. Gregory, could you throw some 
light on this aspect of the insurance premiums? Are the amounts of 
share liabilities and the amounts of creditor liabilities or any other 
information made available to Mr. Noon or any other official of the 
Home Loan Bank Board? 

Mr. Grecory. They have always been available to whoever asked 
for it. 

Mr. Fiscnpacn. Has Mr. Noon requested that information? 

Mr. Grecory. He has been to our office on some occasions and 
taken figures off the books, yes, sir. 

Mr. Fiscupacn. You don’t know what he does with those figures? 

Mr. Grecory. No, sir; I don’t know what he does with them. 

Mr. Fiscusacn. All right. 

Mr. Crew could you tell us whether the Insurance Corporation has 
ever received any advice from Mr. Noon as to the amount of share 
liability or creditor liability of the Long Beach Federal? 

Mr. Crew. I have not seen any, no, sir. 

Mr. Fiscupacnw. Do you know if the legal department gets that 
information? 

Mr. Crew. I do not know that they have any particular facts on it, 
no, sir. 

Mr. Fiscunacn. Does the Insurance Corporation have any per- 
sonnel which it could assign to the business of making an examination 
of any insured institution at any time? 

Mr. Crew. No, sir; we carry no examiners on the pay roll. All of 
our examining is done by examiners of the Home Loan Bank Board. 

Mr. FiscuBacn. Have you ever requested an examination of the 
Long Beach Federal since Mr. Ammann was terminated as con- 
servator? 

Mr. Crew. It would be difficult for me to answer that question, Mr. 
Fischbach, because the comptroller’s office has not. I can state that 
as a fact. Whether the management end has, I would not know. 

Mr. Fiscupacn. Dr. Husband, could you throw any light on that? 
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Mr. Huspanp. No, sir. To the best of my knowledge we have not 
asked for any such examination. : 

Mr. Fiscusacu. Is it the practice of the Insurance Corporation to 
rest.eontent with the number of examinations that are made by the 
Home Loan Bank Board of the institutions? 

Mr. Crew. That would be outside of the scope of my particular 
position, Mr. Fischbach. I wouldn’t know because that is manage- 
ment decision, and I am in the comptroller’s end. 

Mr. Fiscupacn. Well, you indicate that from time to time you have 
recourse to the monthly statements? 

Mr. Crew. That is right. 

Mr. Fiscupacn. Now in the Long Beach case, there being no 
monthly statements, I would like to ascertain whether you had 
recourse to any other facilities to ascertain the information that you 
normally obtain from the monthly statements. 

Mr. Crew. Of course, we would have the facilities of writing to 
any insured institution at any time. 

Mr. Fiscupacu. We understand that in this case you can’t write 
to the Long Beach? 

Mr. Crew. That is right. 

Mr. Fiscnsacu. Because there is the necessity of clearing it with 
the legal department and the legal department has, you have indi- 
cated, vetoed any such practice. But wouldn’t you also have the 
facility of requesting an examination as of, let us say, June 30, 1951? 

Mr. Crew. I believe the Corporation could request the Board to 
do it because I believe it would be a Board matter. 

Mr. Fiscusacu. So it would be up to the Board to decide whether 
or not you could have an examination or report of the condition of 
any insured institution as of any given date? 

Mr. Crew. In view of the litigation, I believe it would be a Board 
matter, yes, sir. 

Mr. Fiscupacnu. Now, apart from this particular case, suppose you 
want to ascertain what. the condition of an association in South 
Dakota was as of June 30, 1951, how would you go about it? 

Mr. Crew. For premium purposes we would rely upon the June 
30, 1951, statement normally submitted within 10 days after the 
close of the month by the institution. If it was not available and 
we needed it for premium computations, we would write to the 
institution. 

Mr. Fiscupacu. I think that is all. 

Mr. Hourrie.p. We will excuse you at this time, Mr. Crew. 

Mr. Crew. Thank you, sir. 

Mr. Houtrte.p. The subcommittee will stand adjourned until 
tomorrow morning at 10 o’clock. 

(Whereupon, at 1:05 p. m., the subcommittee adjourned, to recon- 
vene at 10 a. m., Tuesday, July 10, 1951.) 
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TUESDAY, JULY 10, 1951 


Hovsr or REPRESENTATIVES, 
COMMITTEE ON EXPENDITURES IN THE 
Executive DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:10 a. m., 
in room 429, Old House Office Building, Hon. Chet Holifield (chair- 
man of the subcommittee) presiding. 

Present: Representatives Holifield, Lanham, Karsten, Hoffman, 
and Miller. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee, Herbert Roback; subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Houtrie_p. The subcommittee will be in order. 

Who is the first witness this morning? 

Mr. Fiscupacu. I would like to recall Dr. Husband. 

Mr. Houirreip. Dr. Husband, will you please come forward. 


FURTHER TESTIMONY OF WILLIAM H. HUSBAND, GENERAL MAN- 
AGER, FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 


Mr. Fiscupacu. Mr. Chairman and members of the subcommittee, 
yesterday there was testimony with respect to Dr. Husband’s recom- 
mendation to the members of the Board of the adoption in connection 
with the liquidation of a Chicago association which was insured by 
the Insurance Corporation, that the Board adopt what Dr. Husband 
referred to as the equity purchase plan. I gathered it was the sense 
of his testimony that what he referred to in the equity purchase plan 
was @ means whereby such surpluses which might be realized after 
the liquidation of the association should be paid over to the share- 
holders of that association. I inquired during the course of my exam- 
ination of Dr. Husband as to whether there had been a meeting and 
whether there were any recorded notes of the meeting that he referred 
to with the Board, and Mrs. Morrison handed me a memorandum this 
morning indicating that she had been in communication with Mr. 
Moore, secretary of the Board, and had been advised that there were 
no minutes of any such meeting. 

It is in connection with that that I would like to interrogate Dr. 
Husband. 

Dr. Husband, do you recall your testimony yesterday with respect 
to your meeting with the members of the Board and your suggesting 
in connection with the Chicago association that there be adopted 
what you termed an equity purchase plan? 

Mr. Hussanp. Yes, sir; I recall saying that I sent a memorandum 
to the Board, and I have a copy of it here. And there was oral dis- 
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cussion with the Board members individually, and the decision finally 
came orally from the chairman that the Board was not in agreement 
with the plan. 

Mr. Fiscuspacu. Would you submit a copy of the memorandum to 
which you refer? 

Mr. Husspanp, Yes. Also with your permission, to show that this 
plan was not devised purely.for this association, I have a memorandum, 
internal memorandum, showing it was discussed as early as May 1948 
in which I commended our staff for developing the plan. 

I would also like to add, Mr. Counsellor, that I did state yesterday 
that no distribution would have been made to the shareholders irre- 
spective of whether the equity purchase plan was used or if the assets 
were purchased outright, as they were. 

Mr. Fiscupacu. You indicated in your testimony yesterday, 
Dr. Husband, that shareholders of the association involved in Chicago 
were paid the full amount of the deposits and that they included 
persons who had deposits in excess of $10,000. 

Mr. Hussanp. Yes, sir. 

Mr. Fiscusacn. Do you have the figures on that? 

Mr. Huspanp. Yes, sir. There were 9 accounts out of 2,685 
accounts in total, with amounts in excess of $10,000. There was one 
account which had exactly $10,000. The total dollar amount of the 
accounts in excess of $10,000 was $122,880, which less $90,000, and 
the $10,000, would mean that $32,880 out of the total of all savings 
accounts of 4% million were in excess of $10,000. 

Mr. Fiscusacu. In the light of the fact that the Insurance Corpo- 
ration’s statutory obligation was limited to the sum of $5,000, and 
then was increased to $10,000, I ask you what the statutory limit at 
the time of the Chicago association transaction was. 

Mr. Huspanp. It was $5,000 at the time, and I have the same 
figures on that basis if you would like to have those. 

Mr. Fiscuspacn. What was the date involved in the Chicago 
association? 

Mr. Hussanp. Approximately April 1950. 

Mr. Fiscupacn. And how many persons had share accounts in 
excess of $5,000? 

Mr. Husspanp. There were 151 accounts out of the 2,685 in excess 
fo $5,000, and the uninsured portion would have been $180,429. 

Mr. Fiscupacu. And as a result of the transaction that you made 
the persons whose accounts exceeded $5,000 were paid 100 cents on the 
dollar? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscuspacu. And that was done with funds of the Insurance 
Corporation? 

Mr. HusBanp. Yes, sir. 

Mr. Fiscupacn. Dr. Husband, I asked you yesterday whether you 
had consulted with your counsel, and you indicated that you had; 
is that not so? 

Mr. Huspanp. Yes, sir; and I have the legal opinion in writing on 
the purchase of the assets if you would like to have that. 

Mr. Fiscnpacu. Yes, I would like to have it. 

Mr. Huspanp. It is addressed to Mr. O’Brien who was the head 
of that division dealing with the liquidation trouble cases. 
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Mr. Fiscupacu. I notice the name of Mose Silverman on this 
memorandum. 

Mr. Huspanp. He is an attorney in the general counsel’s office. 

Mr. Fiscusacu. And who is John O’Brien? 

Mr. Husspanp. Mr. O’Brien is Assistant General Manager of the 
Insurance Corporation in charge of the Division of Liquidation and 
Recoveries. : 

Mr. Fiscusacu. And the opinion you received was the opinion of 
Mose Silverman? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscusacu. I would like the opinion, which is dated January 
30, 1950, the memorandum which is dated February 16, 1950, and 
the memorandum which is dated May 5, 1948, marked as appropriate 
exhibits of the Insurance Corporation. 

Mr. Hussanp. Mr. Counsel—— 

Mr. Fiscupacnu. Just a moment, please. 

Mr. Ho.irretp. Without objection they will be received and 
marked accordingly. 

(The documents referred to were marked ‘Insurance Corporation 
Exhibits Nos. 1, 2, and 3,” and are as follows:) 


INSURANCE CORPORATION Exurpit No. 1 


JANUARY 30, 1950. 
To: Mr. John O’Brien. 
From: Mose Silverman. 
Subject: Koruna Savings and Loan Association, Chicago, II. 

Reference is made to your memorandum of January 26, 1950, in which you 
set out some of the facts concerning the above insured association. Your precise 
question, as I understand it, is whether or not the Federal Savings and Loan 
Insuranee Corporation is authorized by title IV of the National Housing Act to 
purchase the assets of the association in order to avoid the appointment by the 
State authorities of a receiver for the purpose of liquidation, a procedure which 
you say would be expensive and might cause loss to or increase the loss of the 
Insurance Corporation. 

I am of the opinion that section 406 (f) authorizes such purchase under the 
conditions and for the purpose stated. One of the purposes for which the Cor- 
poration is authorized by that section to purchase the assets of an insured associa- 
tion is “‘to prevent a default”. ‘‘ Default” is defined by section 401 (d) as ‘‘an 
adjudication * * * pursuant to which a * * * receiver * * ¥* is 
appointed * * * for the purpose of liquidation”. Section 406 (f) therefore, 
by its terms, authorizes the proposed purchase of assets because the purchase 
would be for the purpose of preventing an adjudication pursuant to which, under 
chapter 32, section 250 of Illinois statutes (See. 38, Building and Loan Act of 
1949) a receiver will be appointed. 

Section 406 (f) makes prevention of default the criterion rather than prevention 
of liquidation. And the purpose of preventing default is to avoid the expense 
of liquidation through a receiver or other such officer, which expense would fall 
in whole or in part upon the Insurance Corporation. 

Section 406 (f) was added to title IV of the National Housing Act in 1935. 
There was little discussion covering it in either House of Congress. However, 
Mr. Russell in testifying before the committee considering the bill indicated that 
to some extent at least the purpose of the amendment was to avoid the expense 
attendant upon receivership. : 

I do not here discuss methods affecting such purchase if it is made. There 
would necessarily be involved questions of Illinois law which would have to be 
explored. I discussed some of those questions with you this morning. Nor do 
I diseuss other possibilities, as for instance, a contribution in connection with a 
merger. 

Mose SILVERMAN. 
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INSURANCE CORPORATION Exuibsit No. 2 


May 5, 1948 
To: Mr. Berlin. 
From: William H. Husband. 
Subject: Purchase of assets (section 406 (f), National Housing Act). 
Thank you for your thoughtful memo of May 5 on the subject of purchase of 
assets. The points you make are eminently sound and I am glad to have tl, 
suggestions as a background for future cases. 


W. H. 


MEMORANDUM 
May 5, 1948 
To: Dr. Husband. 
From: C. K. Berlin. 
Subject: Purchase of assets (section 406 (f), National Housing Act). 

While reviewing the accounting procedure to be employed by the Corporation 
in the event assets should be purchased to prevent a default in any insured jp- 
stitution, we were impressed with the advantages of the so-called equity purchas 
of assets method. It was the consensus that our conclusions should be called t 
your attention. 

As you know, under an equity purchase of assets the Corporation would enter 
into an agreement to remove an impairment by purchasing certain poor asset 
Upon recovery by the Corporation of (1) the initial purchase price, (2) advances 
for the maintenance, protection, and improvement of the collateral and payment 
of claims, (3) liquidation expenses, and (4) an equitable return on the capita 
invested, any excess recovery would be returned to the shareholders of record as 
of the date of the origina! purchase. 

It seems to us that this procedure has several definite advantages over an out- 
right purchase of assets. 

1. It complies with the principle stated by the Congress in section 406 (| 
of the National Housing Act providing for the participation by each shareholder 
in any excess proceeds resulting from the liquidation of a Federal savings and 
loan association in default. As a matter of equity the shareholders are entitled 
to receive any excess recovery. 

2. It will facilitate the action taken by the Corporation to prevent a default by 
minimizing disputes in connection with the valuation of assets. 

3. It will build good will for the Corporation in the eyes of the industry sinc 
the action will result only in the prevention of loss to shareholders, for which th: 
Corporation was created, and will never result in a profit at the expense of sucli 
shareholders. 

4. It will place the savings and loan associations on a par with the benefits 
received by banks. The Federal Deposit Insurance Corporation makes an out- 
right purchase of assets only to terminate the liquidation of a loan or a receiver- 
ship. 

5. It would eliminate the possibility of adverse criticism of the action taken by) 
the Corporation in the event the assets purchased should be liquidated at a muc! 
higher figure than originally anticipated. 

We would like to emphasize that these conclusions are not motivated by an\ 
accounting expediency. The Comptroller’s Division would be required to main- 
tain almost the same accounting breakdown for an outright purchase of assets as 
would be maintained for an equity purchase of assets. 

It was our thought that the above points may be of assistance to you in con- 
sidering the method to be adopted in preventing a default in an insured institutio! 


C. K. Berwin 
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INSURANCE CORPORATION Exuibit No. 3 


‘ MEMORANDUM 
Fesruary 16, 1950. 
To: Mr. Divers. 
Mr. Adams. 
Mr. LaRoque. 
From: W. H. Husband. 
Subject: Equity Purchases of Assets. 

Desiring to be prepared for the possible alternative solutions of the Koruna case, 
the attached raises questions with respect to purchase of assets by the Insurance 
Corporation. 

W. H. H. 


MEMORANDUM 
Fespruary 10, 1950. 
To: Dr. Husband. 
From: C. K. Berlin. 
Subject: Equity Purchases of Assets. 

As you know, beginning as long as several years ago, the Corporation has given 
considerable thought to the procedures which should be adopted to account for 
the acquisition and disposition of assets purchased from an insured institution to 
prevent default under section 406 (f) of the National Housing Act. 

The two methods of purchasing assets from an insured institution would be 
first, the typical outright purchase plan under which the Corporation would ac- 
quire title to the assets and reflect as part of its operations the costs of liquidation 
and any losses or gains in connection therewith. The second method is the so- 
called equity purchase of assets. The latter term derives its name from the fact 
that any excess proceeds resulting from the disposition of the assets over the 
amount required to fully reimburse the Corporation for its expenditures would be 
returned to the shareholders of the institution in default. 

The guiding principle we have followed in developing our procedures has been 
the equity purchases of assets. Specifically, this method of preventing default is 
briefly this: After the Corporation has recovered from the proceeds of the asset: 
purchased, (1) the initial purchase price, (2) advances for the protection, mainte- 
nance, operation, and improvement of collateral and payment of claims, (3) all 
liquidation expenses, and (4) an adequate return on the capital invested, all pro- 
ceeds would be refunded to the shareholders of record as of the date of purchase. 

Although we know you agree with this principle and we have previously stated 
our views, we should like again to express our conclusions in order that they may 
serve as a basis for discussion of this particular type of problem. We are sincere 
in our statements that arguments in favor of this method are not primarily moti- 
vated by accounting operations. Regardless of the procedure followed by the 
Corporation in purchasing assets, the Comptroller’s Division will, in our opinion’ 
find it necessary to account for the following operations: 

The purchase price of the assets including payment for liabilities assumed. 
Advances by types. 

Liquidating expenses by types. 

Collections by source (type of asset). 

Collateral purchased, mortgage loans, real estate, contracts, etc. 

Manner of acquisition and disposition of collateral for final report. 

The arguments in favor of an equity purchase of assets appear to far outweigh 
the advantages of a direct purchase with no agreement to return excess proceeds 
to the shareholders. These arguments may be summarized as follows: 

1. The Federal Savings and Loan Insurance Corporation was established as an 
insuring agency to prevent loss to small savers in insured savings and loan associa- 
tions. There is no expressed intent in the act which would permit operations for 
speculative profit whether the assets concerned be securities, assets purchased, or 
otherwise. 

2. On the contrary, Congress established the principle that no profit should 
accrue to the Corporation in its liquidating operations by providing that any excess 
proceeds from the receivership of an insured association must be returned to the 
shareholders. In two cases the Corporation has liquidated institutions at a profit 
which has been paid to the original shareholders. 

3. The value of a parcel of real estate or a mortgage loan held by an institution 
in difficulty is usually determined by an appraisal. It is common knowledge that 
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an appraisal is an informed guess or opinion and does not necessarily represent. the 
value at which the property will be subsequently sold. It is believed that an agree- 
ment to return any excess proceeds of assets to the owners would eliminate con- 
siderable bickering as to the purchase price, as well as subsequent criticism of the 
Corporation and possible suits if the assets should liquidate at a value in excess of 
the estimate. 

4. The principle of equity purchases of assets is followed by the Federal Deposit 
Insurance Corporation in preventing default of insured banks. If the Federal 
Savings and Loan Insurance Corporation should adopt a different procedure which 
in some cases would result in profits to the Corporation, an opportunity would be 
available, to those who desired to use it, for unfavorabie comparisons between the 
banks and savings and loan associations. 

5. The expressed intent of the Corporation, through execution of agreements 
which would prevent profits at the expense of individual savers, would create 
good will for and confidence in the Corporation. 

In considering the advantages of this suggested procedure, it should be recog- 
nized that the Corporation in all probability would make very few refunds under 
agreements for equity purchases of assets. 

C. K. Beruin. 


Mr. Fiscnupacu. Dr. Husband, do you have any statement which 
shows what the assets and liabilities and surplus of the Chicago asso- 
ciation were? 

Mr. Huspanp. That was the statement I was going to make. I 
have here my firm recommendation to the Board that we purchase 
the assets, along with the estimate of loss by the three methods— 
contribution, purchase, and receivership—and it tells a fairly com- 
plete story, which I will be very glad to submit. 

Mr. Fiscusacn. I would like that to be marked as the next appro- 
priate exhibit. 

Mr. Ho.uirietp. Without objection it will be received and marked 
accordingly. 

(The document referred to was marked as “Insurance Corporation 
Exhibit No. 4” and follows:) 


INSURANCE CORPORATION ExuHiBiT No. 4 


MEMORANDUM 
Marcu 23, 1950. 
To: Home Loan Bank Board. 
From: William H. Husband. 
Subject: Koruna Savings and Loan Association, Chicago, III. 


At this time it is possible to bring my memorandum of March 7 up to date, 
since our facts about the subject association are now fairly complete. You wil! 
recall that in my previous communication I recommended without reservation 
that we submit an offer to purchase the assets of the Koruna, and it is now clear 
that this method of settlement is the most advantageous. 

While action by the Koruna shareholders to approve voluntary liquidation of 
the institution with sale of the assets to the Insurance Corporation has not yet 
been taken, it is possible at this time to set forth the different methods of disposal 
of the assets by the Insurance Corporation. Before doing so, it may be helpful 
to establish one or two points of background interest. 

First, the purchase of assets method has been suggested by the General Account- 
ing Office on more than one occasion. In its proposed draft of the audit report 
for the fiscal year 1949, the General Accounting Office recommended as follows: 

“Examination of the records of past contributions discloses that funds were 
supplied well in advance of their use by the distressed institutions. We recom- 
mend that the management consider the advisability of making future contribu- 
tions in installments timed to coincide with the developing requirements for funds. 
We believe that Federal Savings and Loan Insurance Corporation should obtain 
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title to and possession of frozen or doubtful assets and hold such assets, if neces- 
sary, to obtain the advantage of a favorable market.” 

In the 1947 report, the following comment was made: ‘‘We believe that, 
irrespective of the method (loan, asset purchase, or contribution) chosen by the 
Corporation, all agreements of this nature should require not merely the segre- 
gation of assets of doubtful value but their actual delivery to the Corporation for 
such disposition as it may deem to be for the best interests of all parties. We 
suggest also that the advisability of establishing a longer liquidation period be 
considered.” 

In the 1945-46 report. the following opinion was expressed: ‘“‘We believe that 
the management should give further consideration to the adoption of a policy of 
making loans to, or purchasing the assets of, institutions in financial difficulties, 
which is provided for in section 406 of the National Housing Act (48 Stat. 1256), 
as amended. Both of these policies have proved to he successful in the case of 
Federal Deposit Iusurance Corporation.” 

In order to test the different methods of liquidation, estimates of cost will be 
submitted below covering disposition of all the assets on a 6-month, 2-year, and 
6-year basis, as well as liquidation only of the questionable assets. 

Second, in the consideration of the various alternatives by the Board, it should 
be helpful to have a summary picture of the assets of the subject association. 
There is now no real estate owned, either in the form of acquired property or 
office building, and while there is a small amount of real-estate contracts (approxi- 
mately $100,000), the basie problem of asset liquidation relates almost entirely 
to the mortgage portfolio consisting of direct reduction loans. To get a picture 
of the mortgage loans, they may be classified according to the percentage of unpaid 
loan balance as of the date of our examination (January 23, 1950) to available 
appraised values. The latter are made up of independent appraisals for all 
questionable loans and appraisals by the association itself for loans in good stand- 
ing. The results may be summarized as follows: 


Summary of mortgage loan account 





Percent of - 
Amount total Average 


Percent loan balance to appraisal 


| Number of! Percent of 
| loans tota 





Under 50 percent , $371, 879. 69 , $4, 505 
51 to 60 percent ¢ 256, 906. 18 .§ 6, 587 
61 to 70 percent ; 962, 543. 93 ; 11, 193 
71 to 80 percent 4 860, 410. 92 ‘ 13, 037 
81 percent and over ‘ 913, 776. 88 J 19, 037 
No appraisal d 50, 036. 51 ; 5, 560 


3, 415, 554. 11 , 10, 319 























Third, in order to appraise the various methods of disposing of the assets, it 
is, of course, necessary to establish certain basic assumptions. The most impor- 
tant of these are as follows: 

1. It is assumed that properties could be liquidated for the appraised values. 
Obviously, such figures may change in response to conditions in the real-estate 
market, but, at the same time, there is no other pessible basis for computing an 
estimate at this time. 

2. If the Insurance Corporation were to liquidate the assets, it is assumed 
that the expenses would amount to an annual charge of 2 percent of the assets 
adjusted annually. 

3. Allowance is made for the cost of money at 2 percent on the average recov- 
erable amount that we would have outstanding each year. 

4. It is assumed that 44 properties may have to be foreclosed. Because of 
this contingency, no income is included on the loans representing these properties 
for a period of 18 months, since this is the period of redemption permitted under 
Illinois statutes. 

5. In our calculation of the estimated loss, an allowance is made for foreclosure 
costs, selling expenses, and other miscellaneous items on a standard basis. 
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an appraisal is an informed guess or opinion and does not necessarily represent. the 
value at which the property will be subsequently sold. It is believed that an agree- 
ment to return any excess proceeds of assets to the owners would eliminate con- 
siderable bickering as to the purchase price, as well as subsequent criticism of the 
Corporation and possible suits if the assets should liquidate at a value in excess of 
the estimate. 

4. The principle of equity purchases of assets is followed by the Federal Deposit 
Insurance Corporation in preventing default of insured banks. If the Federal 
Savings and Loan Insurance Corporation should adopt a different procedure which 
in some cases would result in profits to the Corporation, an opportunity would be 
available, to those who desired to use it, for unfavorable comparisons between the 
banks and savings and loan associations. 

5. The expressed intent of the Corporation, through execution of agreements 
which would prevent profits at the expense of individual savers, would create 
good will for and confidence in the Corporation. 

In considering the advantages of this suggested procedure, it should be recog- 
nized that the Corporation in all probability would make very few refunds under 
agreements for equity purchases of assets. 

C. K. Beri. 


Mr. Fiscupacu. Dr. Husband, do you have any statement which 
shows what the assets and liabilities and surplus of the Chicago asso- 
ciation were? 

Mr. Husspanp. That was the statement I was going to make. I 
have here my firm recommendation to the Board that we purchase 
the assets, along with the estimate of loss by the three methods— 
contribution, purchase, and receivership—and it tells a fairly com- 
plete story, which I will be very glad to submit. 

Mr. Fiscusacn. I would like that to be marked as the next appro- 
priate exhibit. 

Mr. Houirietp. Without objection it will be received and marked 
accordingly. 

(The document referred to was marked as “Insurance Corporation 
Exhibit No. 4” and follows:) 


INSURANCE CORPORATION Exuisit No. 4 


MEMORANDUM 
Marcu 23, 1950. 
To: Home Loan Bank Board. 
From: William H. Husband. 
Subject: Koruna Savings and Loan Association, Chicago, III. 

At this time it is possible to bring my memorandum of March 7 up to date, 
since our facts about the subject association are now fairly complete. You wil 
recall that in my previous communication I recommended without reservation 
that we submit an offer to purchase the assets of the Koruna, and it is now clear 
that this method of settlement is the most advantageous. 

While action by the Koruna shareholders to approve voluntary liquidation of 
the institution with sale of the assets to the Insurance Corporation has not yet 
been taken, it is possible at this time to set forth the different methods of disposal 
of the assets by the Insurance Corporation. Before doing so, it may be helpful 
to establish one or two points of background interest. 

First, the purchase of assets method has been suggested by the General Account- 
ing Office on more than one occasion. In its proposed draft of the audit report 
for the fiscal year 1949, the General Accounting Office recommended as follows: 

“Examination of the records of past contributions discloses that funds were 
supplied well in advance of their use by the distressed institutions. We recom- 
mend that the management consider the advisability of making future contribu- 
tions in installments timed to coincide with the developing requirements for funds. 
We believe that Federal Savings and Loan Insurance Corporation should obtain 
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title to and possession of frozen or doubtful assets and hold such assets, if neces- 
sary, to obtain the advantage of a favorable market.” 

In the 1947 report, the following comment was made: ‘‘We believe that, 
irrespective of the method (loan, asset purchase, or contribution) chosen by the 
Corporation, all agreements of this nature should require not merely the segre- 
gation of assets of doubtful value but their actual delivery to the Corporation for 
such disposition as it may deem to be for the best interests of all parties. We 
suggest also that the advisability of establishing a longer liquidation period be 
considered.” 

In the 1945-46 report. the following opinion was expressed: ‘‘We believe that 
the management should give further consideration to the adoption of a policy of 
making loans to, or purchasing the assets of, institutions in financial difficulties, 
which is provided for in section 406 of the National Housing Act (48 Stat. 1256), 
as amended. Both of these policies have proved to be successful in the case of 
Federal Deposit Iusurance Corporation.” 

In order to test the different methods of liquidation, estimates of cost will be 
submitted below covering disposition of all the assets on a 6-month, 2-year, and 
6-year basis, as well as liquidation only of the questionable assets. 

Second, in the consideration of the various alternatives by the Board, it should 
be helpful to have a summary picture of the assets of the subject association. 
There is now no real estate owned, either in the form of acquired property or 
office building, and while there is a small amount of real-estate contracts (approxi- 
mately $100,000), the basie problem of asset liquidation relates almost entirely 
to the mortgage portfolio consisting of direct reduction loans. To get a picture 
of the mortgage loans, they may be classified according to the percentage of unpaid 
loan balance as of the date of our examination (January 23, 1950) to available 
appraised values. The latter are made up of independent appraisals for all 
questionable loans and appraisals by the association itself for loans in good stand- 
ing. The results may be summarized as follows: 


Summary of mortgage loan account 





Is | | 
; Numb | Pe f iP f 
Percent loan balance to appraisal | porns of) Pe peer " Amount van o' | Average 





$4, 505 
6, 587 
11, 193 
13, 037 
19, 037 
5, 560 


10, 319 


Under 50 percent ’ $371, 879. 69 
51 to 60 percent___........-- Becta od BS ¢ : 256, 906. 18 
61 to 70 percent : 962, 543. 93 
71 to 80 percent : 860, 410. 92 
81 percent and over . 913, 776. 88 
No appraisal 5 50, 036. 51 


3, 415, 554. 11 
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Third, in order to appraise the various methods of disposing of the assets, it 
is, of course, necessary to establish certain basic assumptions. ‘The most impor- 
tant of these are as follows: 

1. It is assumed that properties could be liquidated for the appraised values. 
Obviously, such figures may change in response to conditions in the real-estate 
market, but, at the same time, there is no other pessible basis for computing an 
estimate at this time. 

2. If the Insurance Corporation were to liquidate the assets, it is assumed 
that the expenses would amount to an annual charge of 2 percent of the assets 
adjusted annually, 

3. Allowance is made for the cost of money at 2 percent on the average recov- 
erable amount that we would have outstanding each year. 

4. It is assumed that 44 properties may have to be foreclosed. Because of 
this contingency, no income is included on the loans representing these properties 
for a period of 18 months, since this is the period of redemption permitted under 
Illinois statutes. 

5. In our calculation of the estimated loss, an allowance is made for foreclosure 
costs, selling expenses, and other miscellaneous items on a standard basis. 





1048 INVESTIGATION OF HOME LOAN BANK BOARD 


Detailed schedules of our loss estimates are attached and they may be shown 
in summary form as follows. - 
Acquisition of ail assets: 
Ligesention im GC enewtlie 6. ki te a or ae $113, 900 
Liquidation in 2 years 165, 900 
Liquidation in 6 years : 107, 700 
Acquisition of questionable assets only: Liquidation in 2 years (this 
length of time required because of the period of redemption previ- 
ously mentioned)___.______- 167, 600 
Receivership by the State with liquidation in 6 years: 
Assuming a 5 percent loss on assets over and above operating ex- 
penses 320, 300 
Assuming a 10 percent loss on assets over and above operating ex- 
Be rained cence, : 434, 200 
Nore,—My previous memorandum of Mar. 7 includes fur- 
ther comments on the past record of receiverships in the State 
of Illinois. 
Sale of assets to a savings and loan association: Based on sale of all 
assets other than cash, Government bonds, and FHLB stock 135, 500 
While a contribution was made impossible in this case by virtue of the decision 
of the State authorities not to continue the association as an independent unit 
or to merge it with another institution, it may be of some value to note that 
our estimate of the cost of contribution would have been as follows: 
Leaving no reserves with the association $134, 350 
Permitting part of the reserves to remain 201, 250 
It is believed that the above facts will give the Board the basic information 
which it may need for arriving at a final decision. However, if any further 
details or facts are desired, we would be glad to furnish the information. 


Mr. Friscupacn. Mr. Chairman, may I state something off the 
record for the benefit of the members who were not here yesterday? 

Mr. Hourrrevp. Yes. 

(There was discussion off the record.) 

Mr. Hourrretp. Let the record show that the ranking minority 
member, Mr. Hoffman, is now present. 

Mr. Fiscupacu. Mr. Husband, will you be good enough, please, to 
supply the balance sheet of the Koruna Savings and Loan Association 
of Chicago? 

Mr. Hussanp. I presume you mean as of the date of taking over, 
and we will be very glad to do that. 

Mr. Fiscupacn. That is right. 

One other subject in connection with this association, Dr. Husband. 
When the Insurance Corporation sold the assets which it acquired, 
you indicated that the sale was at public auction. 

Mr. Husspanp. I indicated we tried to sell them by advertising for 
bids, did not succeed except for one or two small packages, and then 
sold the assets by negotiation direct. 

Mr. Fiscuspacu. And to whom were the assets sold? 

Mr. Hussanp. To about four or five other savings and loan asso- 
ciations. 

Mr. Fiscuzacnu. I take it they were sold at a price which would 
give those associations a profit? 

Mr. Hussanp. None were sold under par, and we sold one or two 
lots at a premium, I think up to one point. _ 

Mr. Fiscupacn. Do you have the data on those sales available at 
your office? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscusacu. I will be over to examine them. 

Mr. Husspanp. Fine. Thank you. 
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Mr. Fiscnnpacn. Dr. Husband, there came a time, did there not, 
when by virtue of an act of Congress the premiums payable by sav- 
ings and loan associations which were insured was reduced from 
one-eighth of 1 percent to one-twelfth of 1 percent? 

Mr. Huspanp. Yes, sir. 

Mr. Fiscunacu. At that time it appears that you made up a credit 
memorandum for the Long Beach Federal. 

\Iir. Huspanp. We made up a credit memorandum for all insured 
members, and I think the Long Beach was also made but it was not 
mailed. 

\Ir. Fiscupacu. So that while the memorandum existed in your 
file it was never transmitted to Long Beach? 

\ir. Hussanp. That is correct. 

\fr. Fiscupacu. What was the reason for that? 

Mr. Husnanp. Legal advice. 

Mr. Frscusnacu. Who in the Legal Department advised you to do 
that? 

Mr. Hussanp. 1 would have to ask my Deputy Comptroller to 
testify on that point because he handled that transaction. 

Mr. McKenna. I did. 

\(r. Fiscunacu. Was there a written opinion, Mr. McKenna? 

Mr. McKenna. I believe there was. 

Mr. Fiscunacu. Would you produce it please, Dr. Husband? 

Mr. Hussanp. In the event there is a written one I will be glad to 
produce it for the subcommittee. 

Mr. Fiscnsacnu. Thank you. 

Mr. Heisler. 

Mr. Huspanp. Are you through with me? 

\Mr. Houirietp. You may be excused. 

Mr. Houirretp. Mr. Heisler, will you please be sworn. Do you 
swear that the testimony you are about to give before this sub- 
committee will be the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. Hersuer. I do. 

Mr. Houtrietp. Thank you. 


TESTIMONY OF KENNETH G. HEISLER, GENERAL COUNSEL, HOME 
LOAN BANK BOARD 


Mr. Fiscnsacn. Will you state your full name, please, and your 
connection with the Home Loan Bank Board. 

Mr. Hetster. My name is Kenneth G. Heisler. I am general 
counsel of the Home Loan Bank Board. 

Mr. Fiscunacu. You were general counsel to the Federal Home 
Loan Bank Administration too, were you not, Mr. Heisler? 

Mr. Hetsuer. Yes. 

Mr. Fiscuspacu. When did you become connected with the Federal 
Home Loan Bank Administration or the Federal Home Loan Bank 
Board, if that was the first connection? 

Mr. Hetsuer. July 1934. 

Mr. Fiscuracnu. At that time, July of 1934, what was your position 
with the Federal Home Loan Bank Board? 

Mr. Hetsier. I came in as an attorney. 

Mr. Fiscuspacn. And how long did you continue in that capacity? 
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Mr. Hetsuer. I was in a legal capacity until the present time. 

Mr. Fiscuspacu. When did you become general counsel? 

Mr. Hetster. Around April 1946. 

Mr. Fiscuspacu. I believe when you appeared before the Smith 
committee you testified that you had actually drawn orders Nos. 5082. 
5083, and 5084, which were the orders that were signed by Mr. Fahey 
in connection with the dissolution of the Los Angeles bank. 

Mr. Hetsuer. I don’t know whether I testified that I had drawn 
them. I was responsible for the drawing. 

Mr. Fiscuspacn. And were you also responsible for the drawing of 
the order which resulted in the appointment of Mr. Ammann as 
conservator for the Long Beach Federal? 

Mr. Hersuer. As I recollect I cleared that order. I did not draw 
it but I cleared it. 

Mr. Fiscupacnu. Who did draw it? 

Mr. Heister. A person by the name of Bob Pollard is my recollee- 
tion. 

Mr. Fiscusacu. Is he still with the Board? 

Mr. Hersuer. No. 

Mr. Fiscusacu. Have you had occasion in the last 6 or 7 months 
to keep abreast of the testimony of the various members of the Home 
Loan Bank Board before this subcommittee? 

Mr. Hetsier. Not too well, I am afraid. 

Mr. Fiscunacn. Mr. Adams testified that when he became a 
member of the Board a Mr. Dyke was a member of the Board and so 
was Mr. Fahey, and that in the period which followed the creation 
of the present Board and prior to the time that Mr. Divers became 
a member of it, there were various meetings with Mr. Fahey which 
were recorded in the minutes of the Board itself. Were you present 
at the meetings of the Board which took place in the interim period 
between the creation of the Board and Mr. Divers becoming a member 
of the Board? 

Mr. Hetster. I don’t believe I was present at a single meeting. 

Mr. Fiscusacu. Did you know or were you consulted at the time 
that action was taken by Mr. Fahey for the setting of an adminis- 
trative hearing in connection with the Long Beach Federal, that is 
immediately after the Supreme Court decision? 

Mr. Hetster. I am sure I knew of it. 

Mr. Fiscunacu. Were you consulted about it by Mr. Fahey? 

Mr. Hetster. I must have been. 

Mr. Fiscusacu. Did you participate in any action that Mr. Fahey 
directed in that direction? 

Mr. Hetster. I must have as general counsel. 

Mr. Fiscusacu. Did you know that Mr. Dyke and Mr. Adams had 
not been informed of that action? 

Mr. Hersuter. No; I didn’t know that. I know there was some 
trouble there between views of the chairman and two members of 
the Board, but that wasn’t any of my affair, nor did I participate in it 
or know to what extent it occurred or went on. 

Mr. Fiscusnacu. Weren’t you acquainted with the fact that two 
members of the Board, namely Mr. Adams and Mr. Dyke, had 
information conveyed to them with regard to Mr. Fahey’s action in 
a setting of that administrative hearing without consultation with 
them? 
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Mr. Herster. No; I didn’t know that. 

Mr. Fiscupacu. Did you ever learn about it? 

Mr. Hetsuter. My best recollection of what occurred at that time 
was that Mr. Dyke and Mr. Adams were quite undecided as to what 
should be done in connection with the administrative hearing. I do 
not recollect that they took any definite action. I might be. wrong, 
but my recollection—I don’t recollect. that they took any definite 
action which would have definitely interfered with that. They were 
considering postponing it, as I remember. 

Mr. Fiscusacu. Don’t you know as a matter of fact, Mr. Heisler, 
that Mr. Dyke and Mr. Adams insisted that there be a meeting of the 
Board and that they in fact recorded in the minutes of the meeting 
of the Board, that they had not been consulted by Mr. Fahey in con- 
nection with the setting of an administrative hearing, and that they 
voted in the negative on the question as to whether the Board should 
have an administrative hearing? 

Mr. Hetsuer. No; that isn’t my recollection. It could be true, 
but my recollection is that they were agreeable to a postponement 
of the administrative hearing requested by the Long Beach asso- 
ciation. 

Mr. Fiscupacu. Haven’t you read the minutes of the Board with 
respect to the cancellation of the administrative hearing that had been 
set by Mr. Fahey? 

Mr. Hetsurer. No, I haven’t read them. 

Mr. Fiscupacu. Do you know anything about the adoption of 
order No. 388? 

Mr. Heiser. I was present in their meeting with the Department 
of Justice. I did not participate in the drafting of order No. 388, 
I was not present when it was issued. 

*Mr. Fiscupacw. Whom did you meet with in the Department of 
Justice in connection with order No. 388? 

Mr. Heister. My best recollection is that Mr. Divers and Mr. 
Adams were present, Mr. Bergson, Mr. Gregory, I believe Mr. 
Wallace, and the gentleman that handled our cases in the Supreme 
Court. 

Mr. Fiscupacn. Mr. Davis? 

Mr. Hetsuter. Mr. Davis. There may have been others present. 
I don’t now recollect anyone else. 

Mr. Fiscuspacu. Were you present when the order was adopted 
by the Board? 

Mr. Hetsuer. No, I was not. 

Mr. Fiscupacu. Were you present when the order was delivered? 

Mr. Hetsurr. No, I was not. 

Mr. Fiscupacu. Didn’t you participate in subsequent proceedings 
in court in connection with order No. 388, at least to the extent of 
directing the activities of Mr. McKenna? 

Mr. Hetsutrer. My only participation was to ascertain the Board’s 
wishes and to communicate them on to Mr. McKenna. 

Mr. Fiscupsacu. Didn’t you receive frequent reports from Mr. 
McKenna as to the progress of matters before the court relating to 
order No. 388? 

Mr. Hetsuer. I received occasional reports. He was pretty much 
on his own. 

Mr. Fiscupacu. Didn’t he report to you very frequently? 


79631—52 68 





1052 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Hersuer. I don’t believe so. I had full confidence in his 
ability to carry on. There was nothing I could do. 

Mr. Fiscupacu. To what extent, if any, did you direct his activities? 

Mr. Hetster. I would say general supervision and direction, 
namely ascertaining what the Board’s wishes were and communicating 
them on to him, and then letting him exercise his judgment inde- 
pendently, advising with him if he had any questions. 

Mr. Fiscapacu. Mr. Heisler, to what degree, if any, did you 
participate in the Board’s adoption of order No. 2015? 

Mr. Hetsitrer. I was present at some, if not all the meetings. | 
recollect being present at at least one. 

Mr. Fiscuspacu. Were you called upon to give the Board any advice 
or guidance in connection with the order? 

Mr. Hetster. I was not asked my views on policy. The only 
request was whether the action would be legal. 

Mr. Fiscupacn. You knew at the time that order No. 2015 was to 
be issued that there was in contemplation the liquidation of Long 
Beach Federal? 

Mr. Hetster. No, I did not. 

Mr. Fiscupacu. Why was the Insurance Corporation named as 
the proposed receiver? 

Mr. Hersuer. In fact I think—my understanding of the meeting | 
participated in was that was very far and remote in the Board’s mind. 

Mr. Fiscupacu. Why was the Insurance Corporation named as 
the proposed receiver if liquidation was not contemplated? 

Mr. Heisuer. It was a technical order in which notice was given 
of the fact that the Board wanted the association’s officers to come in 
and talk the matter over, and in order to bring this matter officially 
before them the worst possible thing that could occur was put in 
there so they would have full notice of it. It had to be brought up 
some way Officially. 

Mr. Fiscupacu. Was it contemplated at all that the Insurance 
Corporation would be the receiver? 

Mr. Hetster. I don’t believe it was seriously contemplated at all. 

Mr. Fiscupacu. ‘Was Long Beach notified that it wasn’t seriously 
contemplated? 

Mr. Hetsiter. No, because it would give notice that if it didn’t 
abide by the order that would have been one of the things that may 
have happened. Although how we could put a receiver in there 
without an army to back us up, I don’t know, with the United States 
district court there stopping any of our actions. 

Mr. Fiscupacnu. You wouldn’t have designated the Insurance 
Corporation if you didn’t have any intention of appointing it as the 
receiver, would you? 

Mr. Hetsiter. Depending on what transpired. I suppose if the 
worst came to the worst, why, we would have designated the Insurance 
Corporation as receiver. 

Mr. Fiscusacu. And that would have been to liquidate? 

Mr. Hetsuer. If that were done it would have been to liquidate. 

Mr. Fiscusacu. There is no question about that. 

Mr. Hetster. I don’t believe so. I say again I think that was very 
remote in the Board’s mind. What the Board was interested in was 
supervision of this institution. 
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Mr. Fiscupacn. Mr. Heisler, will you tell us whether to your 
knowledge representatives of the Long Beach Federal were present in 
Washington on occasions prior to the adoption of order No. 2015? 

Mr. Hertsuer. I assume they were. I assume they were, and we 
could have called them in informally. 

Mr. Fiscupacu. Why didn’t you? 

Mr. Hetster. The technical situation as I understand it—the 
Board felt that it was supervising 1,500 Federal associations, and 
here was one who was distinctly not complying with certain of its 
regulations; it wasn’t paying the insurance premiums, it wasn’t filing 
monthly or annual reports. Now we knew the reason why they 
weren’t filing these reports, and they may have been very good 
reasons. They were participating in this court litigation, and it may 
have been a very sound reason, but we wanted them to come in and 
present their arguments to us officially and formally. 

Mr. Fiscuspacu. You knew perfectly well why they were not filing 
monthly reports, didn’t you? 

Mr. Hetster. I don’t know that the Board did. I felt I did, but 
I don’t believe the Board felt they were justified. 

Mr. Fiscnsacn. Did you tell the Board that you knew the reasons 
why Long Beach Federal was not filing monthly reports? 

Mr. Hetsuter. I wouldn’t say I knew the reasons because we had 
never been officially told why they were not filing them or to what 
extent they were filing them. In other words, we wanted a clear-cut 
issue, as I understand it, whether we were supervising this institution 
or whether it was on its own. 

Mr. Fiscuspacn. Did you want a clear-cut issue, Mr. Heisler, or 
did you want an opportunity to talk it over—which is it? 

Mr. Hetster. We wanted an opportunity to talk it over and have 
the issues clearly define what we were talking over and what might 
arise out of it. 

Mr. Fiscunacn. Weren’t you looking for a means whereby some 
tactical condition would be created? 

Mr. Herster. How do you mean? 

Mr. Fiscusacn. Did it ever occur to you that order No. 2015 
might be a good tactical maneuver on the part of the Board? 

Mr. Hetster. No. To me we had all we could handle. I wasn’t 
looking for any more side issues. 

Mr. Fiscnsacnu. Did you ever hear it said, Mr. Heisler, that order 
No. 2015 would be a good tactical maneuver on the part of the Board? 

Mr. Hetster. I don’t recollect. It possibly was said, but I think 
the chairman told me that somebody had told him that. I don’t 
believe that was any part of the purpose, if that is your question. 

Mr. Fiscusacnu. In your opinion it was no part of the purpose? 

Mr. Hetster. That is my best opinion. 

Mr. Fiscnupacn. My question was whether you had ever heard it 
said. 

Mr. Hester. I don’t recollect having heard it said. 

Mr. Fiscupacu. But you do recollect the chairman having said 
that somebody else told him that would be a good tactical maneuver? 

Mr. Hetsuer. Yes. 

Mr. Fiscupacu. Could you probe your recollection to the extent 
of telling this subcommittee who it was who made that observation 
to Mr. Divers? 
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Mr. Herster. No; I don’t know. 

Mr. Fiscupacu. You don’t recall that? 

Mr. Hersuer. I never knew. 

Mr. Fiscuspacnu. Now do you remember when it was that order 
No. 2015 was made? 

Mr. Herster. The date? 

Mr. Fiscuspacu. Yes. 

Mr. Hetsuer. I believe it was September 9, 1949. Is that correct? 

Mr. Fiscupacu. That is right. 

Mr. Hetster. Approximately. 

Mr. Fiscupacu. Now in relation to that date do you know when 
it was that Mr. Gregory and Mr. Chapman, counsel for Long Beach, 
were last in Washington? 

Mr. Hetsier. I don’t recollect offhand unless it was in July, or 
it seems to me that Mr. Fussell was here in July, and they may 
have been here in August. : 

Mr. Fiscupacnw. And do you recall what the purpose of Mr. 
Gregory and Mr. Chapman and Mr. Fussell being in Washington 
was? 

Mr. Hetster. No, I don’t. Mr. Fussell talked to the Board about 
settling the bank case. I don’t know whether that was his purpose 
in Washington. 

Mr. Fiscuspacu. There were meetings set up with the Department 
of Justice, were there not? 

Mr. Hetsuer. I believe that is right. 

Mr. Fiscupacu. And the purpose of those meetings was to en- 
deavor to arrive at a compromise of the litigation. 

Mr. Heiser. I believe that is right. 

Mr. Fiscupacu. And the compromise contemplated the reestab- 
lishment of the Los Angeles bank and the determination of all the 
other matters in controversy between Long Beach Federal and the 
Board and the Insurance Corporation and so forth? 

Mr. Hersuer. That could be true. 

Mr. Fiscusacn. Isn’t it a fact? 

Mr. Heiser. It probably is. I have no recollection. 

Mr. Fiscupacu. Don’t you know? 

Mr. Hetsuer. No. 

Mr. Fiscupacn. Weren’t you consulted in relation or in.conneetion 
with those matters? 

Mr. Hester. Very little, if any. 

Mr. Fiscupacu. Do you know whether members of the Board had 
been invited to participate in those meetings? 

Mr. Hetsier. I don’t know. I understand—I just don’t know. 
The record is probably clear on that—whbether they were invited or 
not. 

Mr. Fiscupacu. Don’t you know as a matter of fact they were 
invited and they declined to attend? 

Mr. Hetster. And you are stating who invited them? 

Mr. Fiscupacu. No; I am not stating who invited them. I asked 
you whether you knew as a matter of fact they were invited and 
they declined to attend the meeting. 

Mr. Hester. I don’t recall that, no. 

Mr. Fiscupacu. Were you ever advised of a meeting which was 
arranged by Congressman King and which took place at Mr. Ford’s 
office, Mr. Peyton Ford’s office in the Department of Justice? 
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Mr. Heisuer. I got in on the tail end of one of those meetings. 
That may have been the one you refer to. They called me to come 
ore and I got there as it was breaking up. But that was considerably 
earlier. 

Mr. Fiscuspacu. Did you ever suggest to the members of the Board 
that if they had anything to discuss in connection with supervision 
of Long Beach Federal that they might discuss it with Mr. Gregory 
and Mr. Chapman while they were in Washington on numerous occa- 
sions in 1949 prior to the adoption of order No. 2015? 

Mr. Hetster. No; I never did. 

Mr. Fiscupacu. When was it that the thought was expressed that 
order No. 2015 was necessary in order to get these people to come in 
and talk it over? 

Mr. Hetster. My best recollection is that the Board was con- 
cerned over supervision of the Long Beach Association, and when 
the examination report came in they thought that something should 
be done about it. I believe that the thought was expressed that it 
would be very desirable to terminate the insurance for nonpayment 
of premium. 

Mr. Fiscuspacn. Right on that point—did you express yourself in 
connection with the nonpayment of premiums? 

Mr. Heisurr. I don’t know that we expressed ourselves formally. 
We have always thought—— 

Mr. Fiscupacu. Well, did you express yourselves informally? 

Mr. Herster. I would say informally that it would be legally 
undesirable to terminate insurance of any Federal savings and loan 
association. 

Mr. Fiscusacu. Did you express yourselves on the subject, or did 
you call attention to the fact that the insurance premiums had been 
paid into court pursuant to an order of the court made on notice to 
the Board and after the opposition of the Board had been overruled? 

Mr. Heisuer. I don’t recall bringing that to the attention of the 
Board. I do believe that the Board knew that. 

Mr. Fiscusacu. Did you know those facts? 

Mr. Heisurr. Did I know them? 

Mr. Fiscupacnu. Yes. 

Mr. Hetsuer. I knew the insurance premiums had been paid into 
court. 

Mr. Fiscusacn. Did you know, Mr. Heisler, at the time that the 
insurance premiums were paid into court there existed an order of 
the court permitting them to be paid into court, which order had 
been made after opposition by the Board? 

Mr. Hetster. I knew that; yes, sir. 

Mr. Fiscunacn. And you didn’t call attention of those facts to the 
members of the Board? 

Mr. Hetster. I don’t recall specifically calling attention to that. 

Mr. Fiscusacn. Didn’t you think it was your duty as general 
counsel for the Board to call those facts to the attention of the Board? 

Mr. Hetsuer. We tried to keep the Board informed of the broad 
outlines of the litigation as it progressed. 

Mr. Fiscuracn. Mr. Heisler, right on the point of a conference 
with the members of the Board in which they proposed to take action 
adopting order No. 2015, which in part was predicated upon the non- 
payment of insurance premiums, didn’t you consider it your duty to 
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call attention’to the fact that the premiums had been paid into court 
after the court had made an order overruling your objections to the 
payment of the premiums into court? 

Mr. Hetster. Let me consult with Mr. McKenna. Do you recall] 
whether we advised the Board? 

Mr. McKenna. There is no question, Mr. Heisler, but that we did 
give the Board the details of the legal proceedings as they progressed, 
and that the Board was informed of our legal appraisal of the situa- 
tion, including the orders of the court. 

Mr. Fiscuracu. Mr. Heisler, let’s ascertain right now whether you 
were advising the Board or w bathe Mr. McKenna was advising the 
Board on that subject. 

Mr. Hetster. Well, he says that we advised the Board. He did 
the advising because he knew more ‘about the case than I did. 

Mr. Lanuam. The Board then did have full knowledge at the time 
they acted on this order No. 2015 that the money was being paid into 
court, Mr. Heisler? 

Mr. Hetsuer. I believe that is true. 

Mr. Lannam. And they acted in utter contempt of the court in 
seeking to seize this association on the ground that they were not 
paying these premiums when they knew the premiums were being 
paid into court? 

Mr. Herster. No. It was my testimony here that they did not 
have in mind putting the Insurance Cor poration in as receiver. 
What they had in mind was bringing the parties in for an official dis- 
cussion of the matter and then making a determination. 

Mr. Lannam. The order was to show cause why it should not be 
seized and put in the hands of the conservator. 

Mr. Fiscuspacu. Receiver. 

Mr. Lanuam. The receiver. 

Mr. Hetster. Well, the order was to show cause why certain 
actions should rot be taken, including the appointment of the Insur- 
ance Corporat . as receiver. But we had this situation—that the 
Board felt it was charged with the legal responsibility of supervising 
this Long Beach Association, yet it was not actually in fact supervising 
it. It felt that that issue should be decided—— 

Mr. Lanuam. That issue had been decided by the court. It looks 
like utter contempt of the court to me. 

Mr. Hetsuer. No; that issue had not been before the court; that 
was not before the court watil after the Board acted. 

Mr. Lannam. The questions of paying the premiums had been 
before the court, you have already testified, aad the court had passed 
an order directing the company to pay the premiums into court. 
Isn’t that true? And yet the Board acted in utter disregard of that 
court order. 

Mr. Miuuer. As I understand it the court didn’t direct the premium 
be paid into the court, it was permissive authorization to pay into 
court, was it not? 

Mr. Herster. Mr. McKenna, do you know that? 

Mr. McKenna. That is my undersiandiag. 

Mr. Lanuam. I would like to see that order. 

Mr. Hetsuer. Of course, I think the Board felt that some day it !s 
going to have to be determined just what the situation is with refer- 
ence to supervision of the savings and loan asscoiation, whether before 
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it is able to exercise any supervisory action it has to go to the court 
and get a court order. 

Now I am not saying here that the Board would object to that pro- 
cedure, but it needs to know, because at the present time it is unable 
to carry Out any supervisory action against any Federal association 
because the existing precedent is that a United States district court 
can come in and enjoin the action of the Board before an administrative 
hearing, before the Board ever has an opportunity to have a hearing or 
make up its mind. The Board had not made up its mind at all, didn’t 
have the facts before it, and was seeking information, didn’t have 
Gregory’s position before it. It was asking him to come in and put his 
position before it. 

Mr. Mituier. Would you say that this decision of the court in 
California would be any precedent, that is, any legal precedent which 
would affect the normal activities of the Board in asking for or pro- 
ceeding with adminisirative hearings? You got aa unusual situation 
here ta that you got the whole proposition in litigation at the time that 
the injunction was granted to order No. 2015. I don’t know that that 
would be any legal precedent which a court might follow in a normal 
routine case where the matter was not in complete litigation as this 
matter was. 

Mr. Hetster. Well, of course, the prior orders of the court would 
serve as precedent, which would hamper our supervision. 

Mr. Fiscupacu. Now just a minute, Mr. Heisler. You made the 
statement here that there was no possibility of supervision because of 
the orders of the court. Now isn’t that a pretty reckless statement 
when you sit right back and analyze it for a minute? 

Mr. Hersuter. I don’t know that I stated it that broadly, but I 
believe the Board felt that it should be supervising this association, 
and that it had wanted to determine whether it had the supervision 
of it or whether the court was supervising it. 

Mr. Lanuam. You had an appeal, didn’t you, from the court’s 
decision? 

Mr. Hetsier. We took an appeal from the injunction against the 
administrative hearing. 

Mr. Lanna. All right, don’t you think the Board was bound by 
the court order until that appeal was decided? 

Mr. Hetster. That came after the court’s order, that came after 
the Board’s order. 

Mr. Lanuam. The appeal? 

Mr. Hersier. No, the injunction. There was no injunction 
against Board action until after the Board had acted. 

Mr. Lanuam. You mean on order No. 2015? 

Mr. Hetsier. Yes. I don’t believe in my opinion, and | certainly 
wouldn’t have cleared order No. 2015 if I had thought there was any 
violation of any court order or injunction whatsoever. 

Mr. Lanuam. But you were satel the court order to the 


company to pay the money into court. 
Mr. Hetster. I didn’t so consider it. 
Mr. Lanuam. Hadn’t you appealed that order? 
Mr. Mituer. They didn’t appeal the order authorizing payments—— 
Mr. LANHAM. Let him answer. 
Mr. Hetster. No, that would be an interim order not appealable. 
Mr. Lanuam. Had you taken exceptions to it? 
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Mr. Hetster. Oh, yes. 

Mr. Lanuam. The thing that disturbs me is that in this testimony, 
all through, and in other recent cases, the departments of the Govern- 
ment seem to treat the court with utter contempt. I am alarmed at 
the situation, and it seems to me although the Department of Justice 
is a party to advising the departments to do that thing—it seems to 
me a very serious matter, and I am very sorry to see it. 

Mr. Herster. I don’t believe we have here a violation of a court 
order at any time. 

Mr. Lanuam. No, it is just utter disregard of it. 

Mr. Hetster. What we are seeking is to find out what the court’s 
views are and then we can govern our actions accordingly. 

Mr. Lanna. That is what I think you ought to do—wait until the 
matter is decided before you take administrative action in contradic- 
tion to what the court has ordered. 

Mr. Fiscupacu. Mr. Lanham, this is the petition that was filed by 
Long Beach to pay the money into the court. 

Mr. Lannam. Where is the order? 

Mr. Fiscusacu. Here is the order. 

Mr. Lanuam. The court order was granted directing the clerk 
to deposit said insurance premiums within the registry of this court 
and 60 days allowed defendants in which to plea. 

Mr. Fiscupacu. The court’s finding, Judge Lanham, page 8266 
of the record, is: 

That item No. 3 of said Home Loan Bank Order No. 2015 alleges that the sum 
of $36,487.25 in insurance premiums was not paid. Said statement in order No. 
2015 was made after said $36,487.25 was deposited, and now is still on deposit in 
the registry of this court, in interpleader, deposited pursuant to orders by this 
court, for such deposit, after hearing, over the objections of defendants Home 
Loan Bank Board, Federal Savings and Loan Insurance Corporation, and the 
various members and trustees thereof, respectively, defendant Ammann, Con- 
servator, and his or their various deputies or subordinates. 

Mr. Lanuam. That is the finding of the court? 

Mr. Fiscupacu. That is the finding of the court, yes, sir. 

Mr. Lanuam. That is what I thought. That is all. 

Mr. Fiscupacu. Now, in connection with supervision and your 
statements to the subcommittee, Mr. Heisler, in point of fact there 
was no quarrel whatever as to the right of the Home Loan Bank 
Board to supervise Long Beach Federal or any other association 
until order No. 2015 was made; isn’t that true? 

Mr. Hetsuer. Well, I think the fact of the matter is that all the 
other associations in the country were paying their insurance premiums 
and making annual and monthly reports; the Long Beach association 
was not doing so. 

Mr. Fiscuspacn. Was any other association than Long Beach 
Federal involved in litigation with the Board? 

Mr. Hetster. None other. 

Mr. Fiscupacu. The fact of the matter is that the Board never 
made any representations either to Long Beach Federal or to the 
court with regard to the inability to supervise or that its style was 
being cramped in this matter before order No. 2015 was made. 
Isn’t that true? 

Mr. Hetster. That’s true. 

Mr. Fiscupacu. And it is also true that Mr. Gregory and Mr 
Chapman were available in Washington on many occasions. before 
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order No. 2015 was made, and that the members of the Board did 
not invite them to come in and talk it over? 

Mr. Hetsuer. Well, I think they met and talked with the Board 
quite often. I can’t answer that question now. 

Mr. Fiscusacu. It is true? 

Mr. Hetster. I would say generally at that time they were not 
invited in to talk it over. 

Mr. Fiscupacu. It is true that they met with the Board on many 
occasions, and it is also true, is it not, Mr. Heisler, to your own 
personal knowledge that the Board never brought up for discussion 
any of the matters that are embraced in order No. 2015? 

Mr. Hetster. That is my opinion. 

Mr. Fiscusacu. It is your knowledge, as a matter of fact, is it not? 

Mr. Hetster. To my best knowledge and belief. 

Mr. Fiscupacu. So again I ask you, Where did this idea about 
“come in and talk it over’’ originate? 

Mr. Hetrster. It originated, as I stated originally, in the desire 
of the Board to carry out its duties under the law to supervise the 
1,500 Federal associations that it had. It felt that here was an insti- 
tution not complying with its regulations. I believe that if it had an 
official answer on its books, that the association was not complying 
because of certain reasons, and after study it appeared to the eal 
department they were good and ample and sufficient reasons, I 
believe the Board would have been satisfied. 

Mr. Fiscnsacu. But this question arose right after the examination 
by Mr. Turner came in; isn’t that right? 

Mr. Hetsuer. I believe that is right. 

Mr. Fiscuspacn. And order No. 2015 charged as a ground for its 
issuance that the Long Beach Federal-had declined to sign an affidavit 
that its books and records were correct; is that not right? 

Mr. Hersuer. I am not familiar with that. 

Mr. Fiscupacu. Well, have a look at order No. 2015, and I par- 
ticularly call your attention to the second ground. 

Mr. Hetsuer. I have read the second ground, and it is in the second 
ground, but I am not familiar with the background of that. 

Mr. Fiscunacu. Doesn’t the second ground say that the association 
failed and refused to furnish an affidavit of its president that the books 
correctly reflect the financial condition of the association? 

Mr. Herster. That is right. 

Mr. Fiscupacu. Now, didn’t Mr. Turner’s examination contain 
exactly that kind of an affidavit? 

Mr. Hetsier. I can’t answer that because I am just not familiar 
with that ground or the reasons underlying that ground. 

Mr. Fiscunacu. Did you ever look at this report of examination of 
July 16, 1949? 

Mr. Hetsuer. I believe I have seen it. 

Mr. Fiscupacu. Didn’t you see Mr. Gregory’s affidavit? 

Mr. Hersuer. I never checked point 2. I know nothing about 
what underlies it or any detail on it. You can ask Mr. McKenna for 
that. 

Mr. Lanuam. Did you testify that you advised the Board about 
the issuance of order No. 2015? 

Mr. Hersurr. Yes, I testified that I cleared the legality of order 
No. 2015. 
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Mr. Lanuam. Then you must have advised the Board that the 
grounds, each of the grounds were based on fact or law and were sound, 
did you not? 

Mr. Hersuter. Yes, except 

Mr. Lanuam. You mean that you didn’t investigate the facts to 
know whether or not the allegations in order No. 2015 or the grounds 
were correct? 

Mr. Hetsier. Well, I was aware of all of the facts except ground 2, 
and Mr. McKenna checked that for me. 

Mr. Fiscnpacn. Mr. McKenna, will you step up here at this point. 
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Mr. Fiscusacu. In connection with order No. 2015, ground 2, did 
not Mr. Turner’s examination contain and transmit to the Board an 
affidavit by Mr. Gregory that the books and records of the association 
were correct subject to the outcome of the litigation? 

Mr. McKenna. That is not my recollection of the affidavit, 
Mr. Fischbach. 

Mr. Fiscupacu. What is vour recollection of the affidavit? 

Mr. McKenna. I recall a very long affidavit which—this is my 
recollection and I don’t want to certify this as being my opinion until 
after 1 have restudied it—but my recollection is this: That the affi- 
davit divided the period of the bookkeeping into three parts; that the 
affidavit assumed no responsibility for the books and records and 
entries therein kept and made by Mr. Gregory and the directors prior 
to appointment of the conservator; that it assumed no responsibility 
for the books and records and the entries therein made and kept by 
Mr. Ammann while he was conservator; but that it did assume 
responsibility, at least to some extent—TI can’t say to what extent 
for the entries made in the books and records and the books and 
records kept after January 24, 1948. 

Mr. Fiscupacn. Now that affidavit was part of Home Loan Bank 
exhibit No. 6 which was turned back to you in its original form. 

Mr. McKenna. It was part of the examination report of July of 
1949, I think. 

Mr. Fiscuzacn. Since those papers were turned back to you, would 
you be good enough, please, to have them brought up to the sub- 
committee as soon as possible? 

Mr. McKenna. Yes, sir; I can check your copy if you want me to 
read it. 

Mr. Fiscusaca. I have a photographic copy of the original notes 
we do not want put in evidence at this time. 

Mr. McKenna. You realize it is the only copy we have and we don't 
want. to lose it. 

Mr. Fiscuzacn. I realize that and that is why I turned it back, and 
that is why I am asking you to bring it up again. 

Mr. McKenna. We will bring it up. 

Mr. Fiscuspacnu. Now, please. 

Mr. McKenna. Do you have any further questions, Mr. Fischbach? 

Mr. Fiscuspacu. No; not until we get the affidavit here. 

Mr. McKenna. Mr. Wyman tells me he may have that here. 

Mr. Fiscusacn. All right. 
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This affidavit to which I refer is part of our exhibit No. 6 of the 
Home Loan Bank Board, and the affidavit specifically reads as follows: 

Mr. Lannam. Do you want this on the record? 

Mr. Fiscusacn. No. 

(There was discussion off the record.) 

Mr. LanuaM. Were there other grounds than the two, the failure 
to pay premiums and the failure to sign the affidavit and make 
reports, listed as a basis for order No. 2015? 

Mr. Fiscupacn. Yes, Judge Lanham. Ground No. 1 was failure 
to file monthly reports. Ground No. 4, which was the only other 
ground, was a repetition of what had taken place prior to May of 
1946 when the conservator was appointed. Ground No. 4 restates 
the charges which were cited before the Smith committee and found 
to be no basis for the appointment of the conservator. 

Mr. Lannam. And which members of the Board had decided at 
one time were not grounds? 

Mr. Fiscuspacn. Which members of the Board had knowledge of 
when they turned the association back. 

Mr. McKenna. May I comment on that, Mr. Fischbach? 

Mr. Fiscupacn. You may comment on anything that I have 
stated, certainly. 

Mr. McKenna. My comment is this: First, to the direct point of 
whether or not item 2 supports the action of the Board, it does support 
an order to the association to come in and talk over that situation. 

It may be that Mr. Ammann was reckless in his keeping of the 
books of this association. Possibly he committed crimes in his man- 
agement of the association. The Board doesn’t know that. Possibly 
the association was committing crimes. The Board likewise didn’t 


know that. The Board, however, had a history before it. It had a 
letter from Mr. Gregory with respect to the 1946 examination report 
in which Mr. Gregory said in part, and you have the whole letter 
here: 


Upon the advice of the association’s attorney I am requesting that the matters 
upon which you desire information be communicated to me in writing. 

And the rest of the letter goes on to show that he will not par- 
ticipate in all discussions with the examiner in charge with respect to 
these matters. 

| might further point out that Mr. Fischbach is not stating the 
facts when he states that these matters were presented to the Smith 
committee. The Board itself didn’t know the bulk of these things, 
the details of them and the bulk of them, until after the Smith com- 
mittee hearings were closed. And Mr. Wyman presented a state- 
ment the other day of the reasons why he decided that these matters 
had to be looked into in an administrative hearing and so recommended 
to the Board. 

Now, the entire question of whether or not these four grounds do 
substantiate the order to come in and talk over this question is 
presently before the United States Court of Appeals for the Ninth 
Cireuit. That court has had the matter before it for over 2 months. 
This entire matter that is now being taken up by this subcommittee 
is in issue and before the courts, and we are not going to act in dis- 
obedience of any order of the court. 

We put it before the court. We have asked the court to decide it, 
and we will be bound by the ultimate decisions of the court. 
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That is my appraisal of the situation. 

Mr. Fiscusacu. I would like to clarify a point made by Mr. 
McKenna as to ground 4. Ground 4 of the order reads as follows: 

Said association and its officers have committed and are committing overt, 


violations of law and regulations including violations set out in the more definite 
statement submitted to the association on May 29, 1946. 


Now, of course it is my recollection that on May 29, 1946, the 
Smith committee had before it a detailed statement of what these 
alleged grounds upon which Mr. Ammann was appointed as con- 
servator consisted of. 

I would match my recollection and the record against Mr. McKenna’s 
statement. 

Mr. McKenna. May I reply, Mr. Fischbach? 

1 think the members of the subcommittee ‘could answer that for 
themselves simply by comparing the order or more definite statement 
of May 1946, with the statement of Mr. Wyman before this subcom- 
mittee the other day, and I think the members of the subcommittee, 
on the slightest perusal of the two documents, will agree with me that 
the great bulk of those materials are not contained in the more definite 
statement of May 1946. 

Mr. Mititer. May I ask a question here? I think this is important, 
and I think in any event at some time in the hearings this should get 
into the record. 

My understanding is that the report of examination in 1946, that 
those examinations were conducted between May 18, 1946, and Sep- 
tember 30, 1946. Is that not correct? 

Mr. McKenna. That is my understanding. 

Mr. Mituer. And that the Smith committee hearings were held 
in June 1946. 

Mr. McKenna. That is my understanding. 

Mr. Miuuier. And that the final examination report, which included 
many of the things you are referring to, didn’t come before the Home 
Loan Bank Board until September when the examimation was finished, 
and that was a long time after the Smith committee had arose and 
given its report. 

Mr. McKenna. That is it in a nutshell, sir. 

Mr. Miter. Mr. Wyman, do you have with you the 1946 report of 
examination? 

Mr. McKenna. I have it here, sir. 

Mr. Mituer. You have it. Is that in the record here? 

Mr. McKenna. Yes. 

Mr. Fiscuspacu. That has heretofore been referred to as exhibit C. 

Mr. Miter. If it is in our record, all right. 

Mr. McKenna. I might also point out that since the end of 1946, 
of course, a great bulk of other material has been, developed by Mr. 
Wyman, and he has presented that to this subcommittee in his sworn 
statement of the other day. 

Mr. Fiscuspacu. However, Mr. McKenna, we agree, do we not, 
that the fourth ground of order No. 2015 refers to the more definite 
statement? 

Mr. McKenna. No. To my knowledge, to my understanding it 
refers to it, but it did not intend to be limited to it. That is only one 
of the things covered in ground 4. 
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Mr. Fiscuspacn. Let me read the fourth ground. 


Said association and its officers have committed and are committing other 
violations of law and regulations including violations set out in a more definite 
statement submitted to the association on May 29, 1946. 

Mr. McKenna. The use of the word in the present tense there 
makes it impossible that it be limited to that. 

Mr. Fiscupacu. Let me ask you this, Mr. McKenna: To the extent 
that ground 4 is predicated upon the grounds submitted to the asso- 
ciation on May 29, 1946, are they or are they not the grounds that 
were submitted to the Smith committee? 

Mr. McKenna. I will have to answer that in my own way. The 
statement of May 29, 1946, I understand was presented to the Smith 
committee. However, I understand that is a very minor part of the 
bulk of the charges that the supervisory authorities now want to dis- 
cuss with the management of the Long Beach—— 

Mr. Miturer. Which are now contained in that report? 

Mr. McKenna. Part of which are contained in the report and the 
rest of which are contained in the sworn statement of Mr. Wyman 
before this subcommittee. 

Mr. Lanuam. Has not the majority of this Board said by its action 
in turning the association back that they didn’t believe any of these 
allegations and charges that have been made were true? 

Mr. McKenna. Judge Lanham, they have sworn that was not 
their understanding of what they were doing, that they never had 
that intention. 

Mr. Lanuam. They made many statements that they thought 
Mr. Fahey’s action was wholly unjustified and they were turning it 
back. 

Mr. McKenna. As I understand it, Judge, and of course I don’t 
like to be quoting other people—— 

Mr. Lannam. They didn’t deny that they said they had taken it 
from Mr. Gregory and they were giving it back. 

Mr. McKenna. I think they stated they had no recollection of 
that. 

Mr. Lanuam. They didn’t deny it? 

Mr. McKenna. Well, somebody could say a lot of things—that 
was 4 years ago. 

Mr. Lanuam. The testimony is positive such statement was made. 
If I had not made such a statement, I would remember it. 

Mr. McKenna. I think they positively stated under oath, Judge 
Lanham—I could be wrong, it is my recollection—that they did not 
so intend order No. 388 to wash away the other charges. I think the 
gist of what they said is that they had not inquired into the veracity of 
these charges, but that they were not willing to sacrifice the associa- 
tion in order to insist upon a certain course of administrative proced- 
ure. They were willing to be flexible in the course of their adminis- 
trative proceedings in order to protect the association. 

Mr. Lanuam. If they had not investigated, then they were negli- 
gent, and they attended a party, as I understand it, at which every- 
body was jolly and happy and all the differences were settled, and this 
thing was being washed away. 

Mr. McKenna. No one—— 

Mr. Lanuam. It is a bad record. 
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Mr. McKenna. No one—— 

Mr. Lannam. Either they were negligent, terribly negligent, or they 
knew at the time there was nothing to the charges, and they changed 
their mind since this litigation came up. 

Mr. McKenna. I think, Judge, it might be well if I state what a: 
least is my understanding of the way we have to look at these things. 
Of course I can be just 100 percent wrong. 

Mr. Lanuam. Are you making a speech to the jury now? 

Mr. McKenna. No; I am trying to stick to the point. Iam trying 
to be of some help. ld 

It seems to me in the supervision of financial institutions you can’t 
deal at arms’ length, you have to be concerned, particularly in the 
case of a mutual cooperative savings association. And we are familiar 
with the case history and legal history of the rest of the savings inst itw- 
tions. You have to deal very closely with management. I think it 
was Adolph Grove who said that the managers of these institutions 
were quasi-public officials. 

In that supervision, if you decide that a manager is a sort of a person 
with whom you can’t have dinner, you are no longer in a position to 
supervise that manager, and that should be the final step. In fact, 
not even a judge does that to a criminal he sends to jail. 

Mr. Mituer. I think we are getting away from the point. | 
think the point the judge brings up, and which bothers me about the 
thing too, is that many of these charges which are incorporated 
finally—I mean we won’t telk about the Smith committee, but I mean 
all of these charges incorporated in the 1946 examination report as 
finally submitted in September, and things that occurred after con- 
tain some pretty serious charges. We don’t need to talk about arms’ 
length. Some of these charges almost amount to the allegation of 
acts constituting crimes. 

Mr. McKenna. They were. 

Mr. Miuier. Actually if there were any truth in these things, it 
certainly would be incumbent upon the Board, would it not, to 
immediately go to the root of the problem and to determine the truth 
or falsity of those allegations before restoring the association back 
to the very people whom this report charged with these crimes? 

Mr. McKenna. Well, of course—— 

Mr. Miter. And yet it did so, and it turned it back to the man- 
agement, or to Mr. Gregory. And regardless of that technicality o! 
shareholders—let’s forget about that—they turned it back and took 
it out of their own supervision where they had a conservator in and 
gave it back to somebody out in California, with all of these pending 
charges undetermined as to the truth or falsity thereof. They did 
that in 1948 after they had all these charges for 2 years before them. 

Now then, along comes order No. 2015 and they reassert these 
charges as the ground for predicating a hearing, which seems to me, 
as the judge points out, either they didn’t have much faith in the 
charges in the original instance, or they were terribly negligent in 
not going m to determine the truth or falsity of them before the) 
restored the institution back to some group in California and took it 
out of the close jurisdiction of the Board that the Board then had by 
having its own conservator in the bank. 

Do you follow me on that point? 
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Mr. McKenna. I follow your point, Mr. Miller, and I see how 
superficially, at least, it is appealing. 

I might point out though there are practical circumstances here. 
The Board did say it was not its intention to turn the association back 
to the original management. 

Mr. Lanuam. It didn’t say so at the time. 

Mr. McKenna. They say they did say so at the time and from 
other communications it was fairly understood. 

I am in the same situation that you are, Judge: I have no further 
knowledge than you about it. 

However, the management of the association is the only aspect of 
the association that has been criticized here. That is the only thing 
criticized, not the condition of the association. 

Then we get to the further point that the Board did not drop 
these charges then but entered into discussion with the management 
to try to find out a way of getting to the bottom of them to protect 
the association. 

But the overpowering fact, and the one we cannot forget, is that 
in January 1948 in the Board’s judgment it was faced with the alter- 
native of either disposing of the conservatorship immediately or 
liquidating the Long Beach association. The District Court had 
impounded $1,600,000 of the operating funds of the association. 
That was a progressive impounding. Every time the conservator 
had a certain real estate deal, instead of the money, mortgage deal, 
instead of the proceeds of the paid-off loans coming to him they went 
to the court. He still had to pay his dividends, still had to operate 
his association, but the money was sterilized. 

The Board—and it could have been right or wrong because it was a 
business judgment—in looking at that decided it had to dispose of the 
conservatorship some way or another then and there. So it met with 
Mr. Gregory and with his people and tried to reach what they thought 
would be an amicable agreement for continuing association operations 
pending the determination of these factors in issue. They said, the 
Board said and Mr. Gregory said the contrary—but the Board swears 
at least that at that time it understood that everybody understood 
that the old management was not to come back in. Now one or the 
other can be wrong. Maybe they talked to each other and each got 
the opposite impression. I can’t answer that any more than you, but 
at least the understanding then and there was to find some means 
for continuing the association until they could look into these things 
and resolve them either by a settlement or by administrative proceed- 
ings or court proceedings, or some other way, without liquidating the 
association. 

Mr. Mutter. Order No. 388, the number of the order restoring the 
association, did not say anything of the kind. Good _ heavens. 
Would the staff of counsel for the Home Loan Bank and the Justice 
Department and everything else—my heavens, if that was the agree- 
ment reached, it would seem to me that some sort of a stipulation or 
agreement or something, some kind of an order that would make 
sense and would reflect what you are now saying would be drawn. 
But the order restoring the association didn’t say anything like that 
in my mind. 
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Mr. McKenna. Of course, Mr. Miller, nobody was dictating terms 
here. They were discussing, and whatever was done had to be 
agreed to by both sides. 

Mr. Miuuer. If it were agreed, why wasn’t there some memo- 
randum or order restoring the association? This is a pretty serious 
thing, a $26 million institution. If it is being restored under some 
kind of an agreement such as now being related, it would seem to me 
that there should be some written proof of the fact that that was the 
agreement and understanding under which the association was being 
returned in the face of the fact that there were pending all these 
serious charges. 

Mr. McKenna. Well, of course, I don’t want to enter into any 
analysis of order No. 388 and correspondence there, because all of us 
have thumbed out just what it does mean without going into the back- 
ground evidence. However, order No. 388 does say their books and 
records will be made available to the shareholders by the conservator, 
which implies certainly that the conservator was not intended to turn 
over right away; otherwise what is the sense of that provision? 

And there was a contemporaneous letter from the Board to the 
conservator stating he was to stay there until further instructions. 

Then there was another exchange of correspondence, I believe—I 
have it in the back of my mind that Mr. Divers pointed out—to the 
same end. 

So why the parties, both sides, didn’t agree to a more detailed 
expression of what their intention was and whether they in good faith 
had conflicting ideas of what was intended——— 

Mr. Miuuer. The only thing, it seems to me that order No. 388, 
whether drawn by Mr. Chapman and then approved by the Justice 
Department or vice versa, pretty well reflects what the Long Beach 
people say their understanding was. I mean the order did not reflect 
at all what you people say the agreement was, and you had more 
lawyers than they did. 

Mr. McKenna. I don’t think any of our lawyers, or one or two, 
were permitted in the discussion. 

Mr. Lanuam. You don’t mean to say the Board signed that order 
without consulting with legal counsel? 

Mr. McKenna. I can’t answer that. I wasn’t even here in Wash- 
ington. I don’t know the answer. I assume they did. My remark 
was out of line. 

Mr. Houirtetp. As a matter of fact, the testimony shows they 
cleared this order No. 388 with their legal counsel and with the Depart- 
ment of Justice, I believe. 

Mr. McKenna. Order No. 388 does have factors in it inconsistent 
with either position, of course. 

Mr. Miuuer. Minor little factors, like Ammann going to stay there 
temporarily. That to me would mean, as a lawyer, he isn’t going to 
walk out at midnight when Mr. Gregory is here in Washington, but 
maybe wait until he gets back. I don’t see they have great import. 

Mr. McKenna. The regulations carry specific procedures for re- 
turning an association to management, and mangement could have been 
inserted in there just as well as shareholders. The fact that the 
regulatory procedure was not yet invoked—— 

Mr. Mixer. There was no provision in the thing which would 
prevent—if it were going to be returned to the shareholders, there 
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wasn’t any prohibition which would prevent the shareholders from 
calling a meeting that night and electing the same management again. 

Mr. Lannam. They did that. 

Mr. Mitier. Yes. I can’t see why, if the agreement was specifi- 
cally that proposition was to be foreclosed—by that I mean definitely 
that old management was not to take charge—why order No. 388 
would not have stipulated so. 

Mr. Hourrreip. You were dealing with the shareholders’ committee, 
which was legally recognized by the State of California as being the 
legal representative of the 16,000 shareholders. ‘These people were 
their legal representatives. They were the committee that was 
recognized by the State as being the responsible entity with which 
anyone would have to deal if they wanted to deal with the shareholders. 

Mr. McKenna. Well, Mr. Chairman, I think the regulations do 
provide that the management or directors of the association continue 
in office for these purposes and, if that is correct, then a shareholders’ 
committee would be effective only as to the extent of its position 
adverse to that of management. So I don’t think you have a question 
of dealing with shareholders here except to the extent that position 
might be adverse to management. You have a question of dealing 
with Mr. Gregory and the actual management of the association. 

Mr. Fiscupacu. May I call the attention of the committee to some 
real evidence on this proposition? 

This is not a hypothesis such as many of Mr. McKenna’s observa- 
tions were necessarily based on. This is a copy of a letter dated 
February 10, 1948, which Mr. Divers wrote to Senator Taft. 

Mr. Miiier. About 16 days after they restored it? 

Mr. Fiscupacu. That is correct. 

Mr. McKenna. What is the date? 

Mr. Fiscupacu. February 10, 1948. 

Mr. Lanna. Written to whom? 

Mr. Fiscusacu. Written to Senator Taft. 

Now the file in which this letter appears shows the reason why the 
letter was written. Linnell and Smith, lawyers in Long Beach, Calif., 
wrote a letter to Senator Taft, a copy of which is contained in this 
file, protesting the return of the association pursuant to order No. 388. 

Senator Taft sent that letter to Mr. Divers, and Mr. Divers replied 
to Senator Taft as follows 

Mr. Mituer. Were they the attorneys for the shareholders? 

Mr. Fiscuspacu. They were attorneys who claimed to have repre- 
sented two shareholders, one of whom-—well, Mr. Smith testified that 
one of his clients was his cousin. His cousin testified before Mr. 
Holifield in California that there were circumstances about the bring- 
ing of this suit by Linnell and Smith which will be before the sub- 
committee, but Linnell and Smith brought a lawsuit to give effect 
to this very examination that Mr. McKenna has before him—the 
350-page document. That document, although it is supposed to be 
a confidential and untried document, and the Board still takes the 
position before us that they don’t know about the truth of this docu- 
ment, they made that document available to Smith although they 
had not made it available to Long Beach Federal. 
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Now in February of 1948 this was what Mr. Divers said to Senator 
Taft as the reason for turning the association back pursuant to order 
No. 388: 

On December 20, 1947— 
and this is addressed to ‘‘ Dear Senator Taft’’— 


new appointments were made to the Home Loan Bank Board. Shortly thereafter 
the Board carefully considered this entire matter which has been in the courts for 
almost 2 vears and concluded that it was in the public interest to effect an ex- 
peditious return of this association to its shareholders, and adopted a resolution 
to that end. 

That is Mr. Divers’ statement. 

Mr. McKenna. There is nothing inconsistent with that and what 
I said. 

Mr. Fiscunacnu. Iam not suggesting there is. Let the subcommittee 
decide that. 

Mr. McKenna. It is just exactly what I have said as far as I can 
understand it. 

Mr. Fiscuspacnu. And now may we go on with Mr. Heisler’s ex- 
amination? 

Mr. Hourrietp. Yes. 

Mr. McKenna. Do you want me here? 

Mr. Fiscuspacu. No; [ just want to continue with Mr. Heisler. 
I think we have had enough, thank vou. 


FURTHER TESTIMONY OF KENNETH G. HEISLER, GENERAL COUN. 
SEL, HOME LOAN BANK BOARD 


Mr. Fiscuracr. Mr. Heisler, in connection with order No. 2015, 
we were at ground No. 2, and I believe you said you took no respon- 
sibility for its inclusion? 

Mr. Hersuter. That is right. 

Mr. Fiscuspacu. And you did rely on Mr. McKenna’s advice to the 
Board in connection with ground No. 2? 

Mr. Hester. That is right. 

Mr. Fiscusacu. So in effect you testify vou had responsibility 
for the Board making order No. 2015, and if vou so testified, you want 
to amend your statement that you had responsibility for order No. 
2015 except ground No. 2? 

Mr. Hetster. No. I would say I assume responsibility for ground 
No. 2 but did not know the background on it. 

Mr. Fiscuspacnu. All right. What about ground No. 1? 

Mr. Heiser. Let's see. Now that was the annual and monthly 
reports? 

Mr. Fiscnusacu. That is right. 

Mr. Hetster. And your question? 

Mr. Fiscupacn. The question is: What was your participation in 
the recommendation to the Board that ground No. 1 be included in 
order No. 2015? 

Mr. Hetsuer. I don’t know that I had any participation in stating 
what grounds should be included. I believe the grounds were set 
out by the chief supervisor. All I did was pass on the legality of 
the order. 

Mr. Fiscupacn. What was there about order No. 2015, which to 
your mind was valid? 
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Mr. Hetster. The entire order in my opinion is valid. The mat- 
ter is before the circuit court of appeals, and I don’t believe the 
question of its legality has been questioned. 

Mr. Fiscusacn. Just a moment now. Order No. 2015 was not 
before the court of appeals when it was adopted, was it? 

Mr. Hetster. No; not when it was adopted. 

Mr. Fiscuspacn. You took responsibility for the legality of the 
order when it was adopted? 

Mr. Herster. That is correct. 

Mr. Fiscusacn. All right. Tell me on what basis you concluded 
that the order was valid legally? 

Mr. Hetster. Well, it is my opinion that the Home Loan Bank 
Board has under the basic statutes the authority and duty and re- 
sponsibility to supervise these Federal savings and loan associations, 
and that in doing that it has the duty and responsibility, if it believes 
some of its regulations are not being complied with, to call in the 
management of an association and have the matter formally discussed. 

Mr. Fiscuspacn. How long have you been of that opinion, Mr. 
Heisler? 

Mr. Heisuer. It has been my opinion right along. 

Mr. Fiscupacu. Then why didn’t you take such a position in 
connection with the appointment of the conservator in the first 
instance? 

Mr. Herster. There is nothing at variance there with my state- 
ment on that. In other words, I am not stating here that the Board 
doesn’t have the authority to put a conservator in first without a 
hearing. 

Mr. Fiscupacu. Can you point to anything in the regulations 
which authorizes the Board to maintain a show-cause hearing? 


Mr. Hersuer. Well, I can’t off hand. 

Mr. Fiscupacu. | will give vou a copy of the regulations [handing 
document to witness]. 

Mr. Hersuer. All right. 

Mr. McKenna. May I consult? 

Mr. Fiscnpacu. Let him answer the question. 

Mr. Hetster. Section 142.2 states: 


The Board may order a hearing in connection with the consideration of any 
matter arising under any provision of the rules and regulations in the subchapter, 
whether or not any requests therefor has been made by any person, 

Mr. Fiscupacu. Is that the section you rely upon to maintain a 
show-cause hearing? 

Mr. Herster. Well, yes; that was the first step in a formal show- 
cause hearing. 

The second step, if it had come to that, would be found in 148.1, 
which says: 

Whenever in the opinion of the Home Loan Bank Board any Federal savings 
and loan association has refused or failed to observe a lawful order of the Home 
Loan Bank Boord, the Home Loan Bank Board may appoint the Federal Savings 
and Loan Insurance Corporation as receiver. 

And then it goes on—— 

Mr. Fiscusacu. Point to the first section that you referred to. 

Mr. Herster. May I mark it? 

Mr. Fiscuspacu. Surely. 
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Part 142.2 refers, does it not, to amendment of rules and regula- 
tions? 

_ Mr. Herster. No; 142.1 refers to amendment of rules and regula- 
tions and 142.2 refers to hearings. 

Mr. Fiscupacu. And 142.2 is the authority upon which you relied 
for the issuance of order No. 2015? , 

Mr. Hersier. Yes, sir. In addition I believe basic authority 
exists under the basic act. 

Mr. Miter. Administrative Procedures Act? 

Mr. Heisuer. Yes. 

Mr. Fiscupacn. When you refer to the basic act, do you mean the 
Administrative Procedures Act? 

Mr. Herster. Taken in conjunction with the Administrative 
Procedures Act. 

Mr. Fiscunacn. Do you take the position that the Board is subject 
to the Administrative Procedures Act? 

Mr. Heisuer. It is subject to it. It would not be subject to it on 
this hearing. We, however, tried to comply with it, although we were 
not subject to it. We tried to comply with its form. We are subject 
to the act and comply with it. 

Mr. Fiscupacu. But you say that it is not subject to the act in this 
hearing? 

Mr. Heister. This hearing would not have been a hearing under 
the Administrative Procedures Act since it was not a hearing required 
by statute. 

Mr. Fiscupacu. Was it a hearing authorized by statute? 

Mr. Hetster. In my opinion; yes. 

Mr. Fiscupacu. By what statute? 

Mr. Hetsuer. By our basic act—Home Owners’ Loan Act. 

Mr. Fiscupacu. Was it a hearing required under the act? 

Mr. Heister. No; it was not required. 

Mr. Fiscnpacu. So it is purely a matter of grace that you gave 
notice in this instance; is that right? 

Mr. Hetster. That is correct. 

Mr. Fiscusacu. Entirely a matter of grace? 

Mr. Hetsuter. By that vou mean we wouldn’t have had to have 
given notice? 

Mr. Fiscupacu. Correct. 

Mr. Hetster. I wouldn’t want to make that statement. 

Mr. Fiscupacu. You have had charge of all interpretations of the 
act for a good many years and I would like to get your views. 

Mr. Hetsuer. I wouldn’t want to say that in this case we could 
have put a receiver in without notice, if that is your question. 

Mr. Fiscupacu. Could you have put a conservator in without 
notice in this case? 

Mr. Heisuier. I wouldn’t want to say that we could have in the 
2015 proceedings. Certainly it was not the intent—I don’t want to 
get away from that point, that it was not the intent here to seize or 
take over the institution. The intent was to carry out the super- 
visory responsibility of the Board the only way it was open to it. 

Mr. Fiscusacn. Did you consider the grounds upon which order 
No. 2015 was issued to be more grave or less grave than those included 
in the order which designated Mr. Ammann as conservator? 

Mr. Hetsier. The same gravity but not the same urgency. 
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Mr. Fiscuspacn. The same gravity but not the same urgency? 

Mr. Hetsuter. That is correct. 

Mr. Fiscupacu. And because it did not have the same urgency you 
thought it advisable to have a hearing? 

Mr. Hetsuter. That is correct. 

Mr. Fiscusacu. And the urgency in connection with the appoint- 
ment of Mr. Ammann was the Long Beach Federal’s action through its 
board of directors in setting up a budget in connection with Los 
Angeles Bank and Mr. Fahey’s contemplated actions in connection 
with Long Beach Federal? 

Mr. Heister. The urgency, as testified by administrative officials, 
was the threatened appropriation from the association of $100,000 for 
the purpose of—well, the administrative officials stated “to fight super- 
vision,’ Which amount was not covered by a bond. 

And then further acts, one of which was an attempt to obtain con- 
trol of this mutual institution by the issuance of 21,000 $1 share 
accounts. And there are other things. 

Mr. Mituer. Mr. Heisler, regardless of the urgency of this particu- 
lar case, do I understand your legal opinion to be the Home Loan 
Bank Board has the authority to appoint a conservator or receiver 
either on notice or without notice? 

Mr. Hetster. Within the bounds of the Supreme Court decision, 
Mallonee versus Fahey, which states that the Board does have the 
right and indicates that it should be exercised only in extraordinary 
cases. 

Mr. Miuuer. But it is your legal opinion that that is the law? 

Mr. Hetsuer. I could have no other conclusion from the recent 
Supreme Court opinion. 

Mr. Fiscupacn. Mr. Heisler, with relation to bonds generally, you 
now have before you the compendium of charges which were reduced 
to writing and completed in 1946. I take it you have had knowledge 
of the existence of those charges for at least 5 years? 

Mr. Hetster. General knowledge; yes. 

Mr. Fiscupacn. Did you at any time instruct Mr. Ammann while 
he was conservator to bring a suit on those charges? 

Mr. Herster. I did not. We at all times tried to restrict this 
litigation to its narrowest and simplest issues. We didn’t try to start 
any new fires. We felt that a decision on the major issue would be a 
decision that would settle the whole matter. We were not going 
around starting collateral suits, and we thought that was in the best 
interest of the Government. 

Mr. Fiscupacn. If those charges are true, the association has been 
very substantially damaged, has it not? 

Mr. Hetster. I would like to make another point clear—that the 
Board and myself do not take any stand as to the truth or falsity of 
the charges because the matter may come before the Board on an 
administrative hearing on which the Board will have to sit as judges. 

Mr. Fiscusacu. Now if those charges are true, the association has 
been very substantially damaged, has it not? 

Mr. Hetsuer. I believe that is right. 

Mr. Hourrretp. May I ask you the import of your previous state- 
ment there, that because these charges may come before your Board 
for an administrative hearing at some time in the future? 

Mr. Hetsier. That is correct. 
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Mr. Houtrretp. You do not want to commit yourself upon their 
rightness or wrongness? 

Mr. Hetsier. That is correct. 

Mr. Mituer. Are you talking about the charges made by Long 
Beach against the Board itself? ‘ 

Mr. Hetsuer. No; I am speaking of the charges made by our chief 
supervisor against the Long Beach Association and contained in this 
report, and others. 

I believe that the Board has remained quite aloof from all these 
accusations and would be very well qualified to pass on the truth or 
falsity of the charges if the matter came before them in an admin- 
istrative hearing. 

Mr. Miuuter. But they have also remained quite aloof out in Cali- 
fornia by not even accepting process. 

Mr. Hetsuer. Well, that has been for legal reasons, by which you 
couldn’t charge them with negligence there because we have tried to 
get rid of this litigation as quickly as possible. 

Mr. Fiscuspacn. Why didn’t you submit to the jurisdiction of the 
court then? 

Mr. Hester. That’s a decision for the Department of Justice. 

Mr. Fiscupacu. When did the Department of Justice come into 
this matter? 

Mr. Hetsuter. It has been in it all along. 

Mr. Fiscuspacu. Now is that true, Mr. Heisler? 

Mr. Hetster. As far as I know. 

Mr. Fiscuspacu. Wasn’t there a long time before the Department 
of Justice ever came into the case? 

Mr. Hetster. No; it was in it from the very start as far as I can 
remember, from the minute the litigation started. We do not appear 
in any court on behalf of the Home Loan Bank Board. 

Mr. Fiscuspacu. Does Mr. McKenna appear on behalf of the Home 
Loan Bank Board? 
™@ Mr. Hetster. He does as a representative of the Department of 
Justice. 

Is that true, Mr. McKenna? 

Mr. McKenna. The only reason I am able to appear in this case, 
Mr. Fischbach, is that the United States attorney approved my mis- 
sion of counsel for him. I am very, very much under his supervision 
in whatever I do in the courts out there. 

Mr. Fiscupacu. Mr. Heisler, in connection with the administrative 
hearing contemplated by order No. 2015 you indicated that the Board 
intended to pass upon the sufficiency of the grounds upon which thie 
order was issued. 

Mr. Hetster. When it came before them on a hearing. They 
would then hear what Mr. Gregory had to say, his answers, and they 
might very well have decided he had perfectly good excuses on all 
the charges that were made. 

Mr. Fiscupacu. And if they decided otherwise what would have 
happened? 

Mr. Herster. Well, there probably would have been a direction 
for him to comply, spelled out pretty clearly; what he should do, 
what he should not do, and what would happen if he didn’t do it. 

Mr. Fiscusacu. Was it contemplated that there would be a hearing 
officer? 
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Mr. Hetsuer. As I recollect, we provided for the Board to hear it 
or a member of the Board or a hearing officer. 

Mr. Fiscupacu. How did you make that provision? 

Mr. Heister. What do you mean? 

Mr. Fiscupacn. You say you provided three things. 

Mr. Hetsuer. Provided in an order, order No. 2015, that the hear- 
ings should be before the Home Loan ‘Board, a member of the Board 
or a hearing officer shall be determined by the Board. 

Mr. Fiscuspacu. Was it ever determined by the Board how the 
hearing would be held? 

Mr. Hersuer. It never was. 

Mr. Fiscuspacn. When was that determination to be made? 

Mr. Hetster. The Board wanted to hear the case. It felt it should 
hear the case. It felt if it couldn’t hear the case, then a member of 
the Board should hear it. But it all depended on when it would come, 
whether members of the Board would then be available. It was 
anticipated: 

Mr. Mituer. They set a date in the order, didn’t they, for a 
hearing? 

Mr. Hetsuer. Yes. 

Mr. Miuuier. Didn’t they know when they issued the order 
whether they were going to be available? They set the date them- 
selves? 

Mr. Heiser. Many of these orders they set a date, and then parties 
come in and say that date is inconvenient to them—‘‘Will you post- 
pone it?”’ The date is generally 30 days in advance. 

Mr. Fiscupacn. When was Long Beach given notice of the is- 
suance of this order? 

Mr. Hersuer. I believe right after its issuance. 

Mr. Fiscnpacw. How was it given notice? 

Mr. Hetster. I cannot be sure, but I assume it was by registered 
mail. 

Mr. Fiscuspacu. Do you know it happened, if it did happen, that 
the order was first announced in court before Judge Hall? 

Mr. Hetster. No; I don’t. 

Mr. Fiscupacnu. Do you know that anything such as I suggested 
did happen? 

Mr. Hetsuter. No; I don’t. 

Mr. Fiscupacn. When was it decided to issue this order? 

Mr. Hetsuer. I have no recollection. It was considered, I would 
say, around the Ist to the 9th of September, and I would assume that 
there was no decision until it was actually issued. 

Mr. Fiscuspacnu. Several drafts of this order were prepared; is 
that not true? 

Mr. Hetster. I don’t know. Generally we do have several drafts. 

Mr. Fiscuspacu. Was it not also contemplated that there would be 
findings of fact? 

Mr. Hetster. Findings of fact if not decided by a member of the 
Board, as ‘I recollect, or if not decided by the Board. 

Mr. FiscHpacu. Why was it decided to hold this hearing in Wash- 
ington? 

Mr. Hetsuter. We have had requests all over the United States for 
hearings to be out in the States, and the Board decided that it didn’t 
have the funds and the time to go to the various places in the United 
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States and hold hearings. As a result the present policy of the Board 
has been in existence for quite a while prior to that, I believe, which 
was to hold hearings in Washington. 

Mr. Fiscunacn. How do you account for the fact that the hearing 
which Mr. Fahey himself set and which was subsequently canceled by 
action of Mr. Adams and Mr. Dyke was set for Los Angeles as dis- 
tinguished from Washington? 

Mr. Hetster. The only way I could account for that is that at 
that time we were not having the volume of hearings that we have 
now. , 

Mr. Fiscusacnu. Isn’t it true that when you hold hearings in ac- 
cordance with the provisions of the Administrative Procedure Act, 
you are supposed to have due regard to what the convenience of the 
parties involved is? 

Mr. Hetster. That is correct. 

Mr. Fiscusacn. But you indicated that you were not proceeding 
here under the Administrative Procedure Act. 

Mr. Hersuer. I indicated that we were proceeding under the form 
of the Administrative Procedures Act as closely as we could, but were 
not—this was not a hearing under the Administrative Procedure Act. 

Mr. Fiscusacu. Did you ever make any recommendations to the 
Board with regard to the dissolution of the San Francisco bank? 

Mr. Hersuer. I expect I did. I made a lot of recommendations. 

Mr. Fiscupacu. What position did you take on that subject? 

Mr. Hersuer. I don’t believe I took any position as to whether or 
not it should be done, but I took a position as to how it could be done 
if the Board wanted to do it. 

Mr. Fiscuspacu. Did you think you were called upon to make any 
specific recommendation as to what the Board’s action should be? 

Mr. Heister. Not as to whether or not it should do it, but rather 
how it should be done if the Board decided to do it. 

Mr. Fiscupacu. Did you ever recommend to the Board that the 
Board should not decide to do it? 

Mr. Heister. Not on the policy question. I may have recom- 
mended that due to litigation it would be undesirable. I don’t have 
any recollection of that. 

Mr. Fiscupacu. You indicate that you might have, but you have 
no recollection of having done so? 

Mr. Herster. That is right. 

Mr. Fiscupacu. Was there another problem of equal moment be- 
fore the Board in the years that you have been associated with it 
since its reorganization under the President’s Reorganization Plan of 
1947? 

Mr. Hetster. Another problem? 

Mr. Fiscuspacu. Of equal moment; yes. 

Mr. Herster. No; I would say that no other problem of equal 
moment. 

Mr. Fiscupacu. Can’t you recall whether you ever took a position 
on whether the Los Angeles bank should be reestablished? 

Mr. Hetster. Well, I certainly tried not to take a position. Now, 
whether I slipped up and took a position I can’t be sure, but I tried 
to stick within my own beilrwick, and that was legal advise to the 


Board. 
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Mr. Fiscusacn. Did you advise the Board at any time in connection 
with the operations of the San Francisco bank? 

Mr. Hersuer. I don’t believe so. If I did, it was solely from the 
standpoint of litigation. But I don’t believe I ever did. 1 don’t now 
recollect having done so. 

Mr. Fiscupacu. Now, from the standpoint of the litigation, did 
you ever advise the Board that there was a problem involved in 
connection with Mr. Ammann’s notes for $6,300,000 which were 
held by the San Francisco bank? 

Mr. Heister. Not to my recollection. 

Mr. Fiscuspacu. What did you advise the Board on in connection 
with the litigation involved in the San Francisco bank? 

Mr. Hersuer. I don’t believe I advised the Board about anything. 

Mr. Fiscupacu. Who did? . 

Mr. Hersuer. I don’t know that anyone did. Did you, Bill? 

Mr. McKewna. I don’t pin-point the question. 

Mr. Miuuer. As I understand this line of questioning, I don’t 
quite see it either. I mean this fellow is the general counsel. Now, 
he would not be called upon to pass upon matters of policy as to the 
consolidation of the banks or liquidation of the San Francisco bank 
and reestablishment of two in the district. He would not be called 
upon to pass judgment on the truth or falsity of the grounds upon 
which order No. 2015 was issued. He would be called upon as a 
lawyer to determine whether or not the Board had jurisdiction to 
issue a show-cause order and would be called upon as to whether or 
not this complied in form with the legal statutes governing show-cause 
orders, period. You wouldn’t be called upon or it wouldn’t be your 
job to delve into the truth or falsity of the charges, or the policies of 
the bank or the policies of the Board with reference to consolidation 
or anything else; would you? 

Mr. Hetster. That is exactly correct. 

Mr. Mituer. That would be my understanding of it. 

Mr. Fiscupacu. Yes. And I understood Mr. Heisler to say he 
was called upon to advise the Board in connection with the litigation. 

Mr. Miuuier. Perhaps in regard to the litigation. 

Mr. Fiscupacu. That is right. 

Mr. Mixtuier. The Board might say to him, as I understand it: 
“Mr. Heisler, do we have legal authority to dissolve the San Francisco 
bank? And, if we do, what legal procedures do we follow in doing it?”’ 

I mean, if they arrived at a decision as to whether or not they should 
do it, he would not be a party to arriving at the decision. 

Mr. Hetsuer. That is right. 

Mr. Fiscuspacu. Have you had anything to do with litigation in 
which the San Francisco bank was involved? 

Mr. Hetsuer. | said to the best of my recollection I had nothing 
to do with it. 

Mr. Fiscuspacnu. Who is handling it? 

Mr. Hetster. The San Francisco bank. 

Mr. Fiscupacu. The San Francisco bank litigation. 

Mr. Hersuer. They have their own counsel. 

Mr. Fiscupacu. And how about the Board? 

Mr. Herster. I don’t follow your question. We are represented 
by the Department of Justice. 
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Mr. Fiscupacu. Let me put it to you very specifically. . In con- 
nection with the San Francisco bank participation in the litigation 
in southern California, have you participated in any conference with 
counsel for the San Francisco bank in which you advised a course of 
action, or participated in any discussions with attorneys of the 
Department of Justice in which you advised a course of action? 

Mr. Hetsuer. I don’t recollect having done so. I may have done 
so, but I don’t now recollect it. 

Mr. Fiscupaca. Have you been consulted at all by the attorneys 
in the Department of Justice who are handling the litigation? 

Mr. Hetster. They advise with us from time to time. 

Mr. Fiscusacn. And, in connection with such occurrences, do you 
advise either counsel for the Department of Justice who are handling 
the litigation or the Board as to various positions taken in the litigation? 

Mr. Hester. Well, I generally find out what the Board’s position 
is on what things the Department of Justice feels should be done and 
what they want the Board to do. 

Mr. Fiscnpacu. As a specific illustration, it has been brought to 
the attention of the subcommittee that, in the litigation in southern 
California, the Insurance Corporation filed pleadings in which it was 
contended that it was not subject to suit in California. I am not 
undertaking to paraphrase the precise allegations made in the In- 
surance Corporation’s behalf, but merely calling your attention to 
that subject. 

I eenid like to ask you, Mr. Heisler—were you aware of the fact 
that the Insurance Corporation took a position generally of the 
character I have indicated? 

Mr. Hetster. I am aware that the attorneys took such a position. 

Mr. Fiscupacu. All right. Now, with regard to that, were you 
called upon at all to give any advice to the Insurance Corporation? 

Mr. Hetster. I don’t recollect that Iwas. I believe Mr. McKenna 
may have been. I have no recollection of any advice on that subject. 

Mr. Fiscupacn. You know—do you not—that the Insurance 
Corporation was a corporation which, under the act creating it, the 
Congress said, could sue and be sued? You know that of your own 
knowledge; don’t you? 

Mr. Hersuer. That is right. 

Mr. Fiscuspacn. Are you aware of the position that was taken in 
connection with the suit against the Insurance Corporation? 

Mr. Hetster. The position by the plaintiff? 

Mr. Fiscuspacn. No; the position by the Insurance Corporation. 

Mr. Hersuer. I am aware of the position of the attorneys. 

Mr. Fiscnspacn. Did the attorneys take one position and the 
Insurance Corporation another? 

Mr. Hetsuer. As I gather this Executive order of the President, it 
places the entire power in the Department of Justice to litigate, to 
settle any claims in litigation, and in so doing it is acting for the Gov- 
ernment, not acting for the Home Loan Bank Board. It is the Gov- 
ernment. It’s the client and the attorney at the same time. So, 
when you say ‘“‘the Insurance Corporation,”’ I don’t know whether 
the Insurance Corporation had any say in it. 

Mr. Fiscusacu. I thought the Insurance Corporation could settle 
its own claims. 
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Mr. Hetster. It can. It can. It can sue by its own counsel, 
but in this case the Department of Justice has governed the entire 
litigation. 

Mr. Fiscusacu. You indicate that the Department of Justice is 
doing that because of an Executive order. 

Mr. Heisuer. Well, it is doing it for the Home Loan Bank Board 
because of an Executive order. 

Mr. Fiscnupacu. How about the Insurance Corporation? 

Mr. Heisuer. I couldn’t answer whether the Executive order is 
broad enough to include it or not. I would say that the Insurance 
Corporation would have an independent right there to make a decision. 

Mr. Fiscunpacu. Now, are you aware of the nature of the answer 
that was interposed by the Insurance Corporation in the suit in 
southern California? 

Mr. Hetster. Generally. 

Mr. Fiscnpacnw. What comment, if any, will you make with respect 
to the contention of the Insurance Corporation that it is not subject 
to suit? 

Mr. Heisuer. In California? 

Mr. Fiscusacu. In that lawsuit. 

Mr. Heisuer. I have no strong views one way or the other. 

Mr. Fiscupacu. All right. 

Mr. Houirieip. You will be excused, Mr. Heisler. 

The subcommittee will stand adjourned until tomorrow morning 
at 10 o’clock. 

(Whereupon, at 12:15 p. m., the subcommittee adjourned to recon- 
vene on Wednesday, July 11, 1951, at 10 a. m.) 
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WEDNESDAY, JULY 11, 1951 


Hovusr or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
EXeEcuTiIvE DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:10 a. m., 
in room 445, Old House Office Building, Hon. Chet Holifield (chair- 
man of the subcommittee) presiding. 

Present: Representatives Holifield and Miller. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee, Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, Clark. 

Mr. Houirtetp. The subcommittee will be in order. 

Mr. Fiscupacu. Mr. Heisler. 

Mr. Houtrietp. Proceed, Mr. Fischbach. 


FURTHER TESTIMONY OF KENNETH G. HEISLER, GENERAL 
COUNSEL, HOME LOAN BANK BOARD 


Mr. Fiscusacn. Turning vour attention for a moment to order 
No. 388, do you recall that it contained a provision requiring that 
the conservator file an accounting? 

Mr. Hetsuer. I recall that. 

Mr. Fiscuspacu. Was it the intention at the time of the making 
of order No. 388 that Mr. Ammann account for his stewardship as 
conservator of Long Beach Federal and file an accounting in the 
court? 

Mr. Hester. I didn’t draft order No. 388, nor did I have anything 
to do with its adoption, so I am not in a very good position to testify 
on what the intent was. 

Mr. Fiscupacnu. Well, now—— 

Mr. Hetsuer. I could make a guess. 

Mr. Fiscuspacu. Ordinarily when a conservator is appointed under 
the rules and regulations of the Home Loan Bank System, is he not 
required to account? 

Mr. Hetster. Yes; he files an accounting with the Home Loan 
Bank Board, and that would be passed on by the Home Loan Bank 
Board. 

Mr. Fiscupacn. Now the Home Loan Bank Board did not under- 
take to pass on Mr. Ammann’s accounting in this instance, did it? 

Mr. Heiser. It has not vet, I understand. 

Mr. Fiscupacn. Am I to understand that it has such action in 
contemplation? 

Mr. Hester. As I understand it, the accounting is satisfactory to 
the Board. It has been submitted to the court, and the indications 
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were that some changes were desired, and so as a matter of comity 
the Department of Justice was cooperating in having changes made. 
When that finally is formulated, as it may be now, I am not up to 
date on that, then the Board would take formal action, I presume 

Mr. Fiscupacn. Well, let me advise you, if you are not up to date. 
that Mr. Ammann’s accounting, prepared by agents of the Federa| 
Bureau of Investigation, was formulated and filed some time ago in 
the district court. 

Mr. Hetsuer. Yes. 

Mr. Fiscusacu. And it was filed with a document which named as 
parties who were reserving their claims with respect to the court’s 
jurisdiction, specifically naming Mr. Divers, Mr. Adams, and I believe 
also Mr. La Roque as well as Mr. Ammann. 

Now I take it your recollection is refreshed on that subject by my 
statement? 

Mr. Hersier. I have just not kept up to date, so you haven't 
refreshed my recollection because I don’t believe I knew that situation. 

Mr. Fiscusacu. Now you say that the accounting was filed in 
court as a matter of comity? 

Mr. Hetster. That is my understanding of the situation. 

Mr. Fiscupacu. Purely as a matter of comity between the executive 
branch of the Government as represented by the Department of 
Justice and the Home Loan Bank Board and the judicial branch of 
the Government as represented by the Federal court in the southern 
district of California? 

Mr. Hers_er. That is my understanding. 

Mr. Fiscnuspacu. Was that understanding received by you as result 
of consultation with persons in the Department of Justice? 

Mr. Hetster. It was not reached by me. I had nothing to do with 
the decision. 

Mr. Fiscuspacn. Where did you get that understanding, Mr. 
Heisler? 

Mr. Hetsuter. The first understanding I had of it, I think Mr 
McKenna may have told me. 

Mr. Fiscusacn. Did you ever get verification of that from any- 
body in the Department of Justice? 

Mr. Herster. Not that I know, not that I recollect. I doubt if 
I ever discussed it with anyone in the Department of Justice. 

Mr. Fiscusacu. | would like to ask Mr. McKenna a question at 
this point. 

Is it a fact that the accounting of Mr. Ammann was presented in 
the Federal court as a matter of comity between the executive branch 
of the Goverrment and the judicial branch of the Government, as 
stated by Mr. Heisler according to his understanding? 

Mr. McKenna. As I remember order No. 388, it provided that a 
copy of the accounting be filed in court, and it would certainly seem 
that the purpose there was to keep the court advised of the adminis- 
trative action. As to what the exact position of the Government is, 
of course, I would rather Mr. MacGuineas stated the legal position of 
the Government. 

Mr. Fiscupacu. Is it contended that the accounting of Mr. Am- 
mann is a matter which is not subject to the jurisdiction of the Federal! 
court in southern California? 
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Mr. McKenna. It is my understanding that the accounting should 
be first passed on administratively before it is passed on judicially; 
that Mr. Ammann should have to clarify his accounts with the Board, 
and to get Board action after, I suppose, a hearing or presentation of 
position by parties before the court acts. But again what I say is 
not necessarily the position of the Government. 

Mr. Fiscuspacn. Mr. McKenna, was it ever intended that the court 
in southern California should not have direct and immediate juris- 
diction over Mr. Ammann’s accounting and any surcharges or objec- 
tions that might be made in connection with it? 

Mr. McKenna. Intended by whom, Mr. Fischbach? 

Mr. Fiscupacu. By the Board. 

Mr. McKenna. Well, I suppose the Government’s position is that 
the administrative accounting is first an administrative matter, with 
judicial review afterward. Now if a different sort of accounting by 
the court in connection with the turn-back is deemed necessary, an 
accounting to see that Ammann turns back and accounts for all the 
assets, assuming the validity of his administrative authority, I don’t 
know what the position of the Government would be or has been on 
that form of accounting. 

On the general accounting I would think that the provisions of the 
regulations should be followed for administrative determination first, 
with judicial review as necessary afterward. JI take it there is, how- 
ever, that possibility of another kind of accounting. 

Mr. Fiscupacu. Mr. Heisler, do you know whether it was ever 
intended that the Board or Mr. Ammann or the Department of 
Justice would make an application to the United States District 
Court for the Southern District of California for the judicial settle- 
ment of Mr. Ammann’s accounting? 

Mr. Hersuer. I don’t know that it was so intended. 

Mr. Fiscupacu. Was it never so intended? 

Mr. Hetsuier. If you wanted my opinion, my opinion would be 
that it was never so intended. That’s just my opinion. 

Mr. Fiscuspacn. Mr. MacGuineas having entered the room, I 
would like to ask his testimony on this subject. 

As a matter of background, Mr. MacGuineas-— 

Mr. Houirrevp. You arrived just in time, Mr. MacGuineas. 

Mr. MacGutneas. So it seems. 

Mr. Fiscupaca. As a matter of background I was interrogating 
Mr. Heisler on the subject of Mr. Ammann’s accounting and the juris- 
diction of the court in southern California with respect to objections 
on the accounting and possible surcharges, and all the jurisdiction 
incident to the filing of a fiduciary accounting before a court. Mr. 
Heisler indicated that the accounting had been filed in the court 
solely as a matter of comity between the judicial branch of the Gov- 
ernment as represented by that court and the Department of Justice 
representing the executive branch of the Government. He stated 
that it was his understanding that it was so filed. Mr. McKenna 
was unable to throw any definite light on what the position of the 
Department would be in connection with that matter, and I take 
advantage of your having walked in here to ask you at this time wheth- 
er it is a fact that in filing the accounting of Mr. Ammann and in filing 
the supplemental accounting of Mr. Ammann, the Department of 
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Justice was merely engaging in a gesture of comity from the executive 
branch of the Government to the court representing the judicial 
branch of the Government. 

Mr. MacGuineas. That has been my understanding. Now you 
appreciate that the original accounting was filed by the Department 
of Justice representatives, I take it the United States attorney's 
office, before I got into the case. But it has always been my under- 
standing that it was filed on that basis. 

Now with respect to what you refer to as the supplemental account- 
ing, I take it you are referring there to the FBI accounting which was 
conducted this year. 

Mr. Fiscupacnu. Yes. 

Mr. MacGutneas. That was handled under my supervision, and 
arrangement for that supplemental accounting was made when I was 
in Los Angeles before Judge Hall, and it is certainly my belief that it 
was presented to Judge Hall on the basis that we did not recognize 
that he had any jurisdiction to pass on the accounting or to charge 
or surcharge the conservator, but that we, I think, as you well put it, 
as a gesture of comity, were willing to go that far. 

Mr. Fiscusacu. So that it is officially the position of the Depart- 
ment of Justice that it is solely a gesture of comity to the court? 

Mr. MacGurineas. Well, let me put it this way. It is the official 
position of the Department of Justice that Judge Hall or the court 
has no jurisdiction over the matter of the conservator’s accounting. 
It is our position that that is a matter vested by statute in the Home 
Loan Bank Board. 

Mr. Fiscusacu. All right, thank you, Mr. MacGuineas. 

Now, the last question I asked you, Mr. Heisler, was I believe to 
the effect—perhaps I had better not paraphrase it. Could you read 
back the question and the answer, Mr. Reporter? 

(The reporter read the record, as follows: ) 

Mr. Fiscuracnu. Mr. Heisler, do you know whether it was ever intended that 
the Board or Mr. Ammann or the Department of Justice would make an appli- 
cation to the United States District Court for the Southern District of California 
for the judicial settlement of Mr. Ammann’s accounting? 

Mr. Hetsuer. I don’t know that it was so intended. 

Mr. Fiscuracu. Was it never so intended? 

Mr. Hersuer. If you wanted my opinion, my opinion would be that it was 
never so intended. That’s just my opinion. 

Mr. Fiscupacu. Mr. McKenna, could I inquire of you as to whether 
it was ever intended that Mr. Ammann’s accounting should be the 
subject of any application to the court for approval or disapproval, 
or the subject of any action by the court in connection with objections 
or surcharges? 

Mr. McKenna. I would assume, at least my own premise is that 
the court would have no jurisdiction of that under the statute. With 
that assumption, I certainly couldn’t assume that we would ask the 
court to do something which it was without jurisdiction to do. 

Mr. Fiscuspacu. Was it ever intended by you as counsel for the 
Home Loan Bank Board or as a participating attorney, as you put 
it yesterday, with Mr. Carter when he was United States attorney, 
that an application would be made to the court so that the court 
would pass upon the sufficiency of Mr. Ammann’s accounting? 

Mr. McKenna. I have no recollection of aiy discussions of that 
nature. 
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Mr. Fiscupacu. Mr. McKenna, I observe from the file that on 
August 6, 1948, you had occasion to address a communication from 
room 627 of the Federal Building, Los Angeles, Calif., to Mr. Heisler. 
Would you tell us what room 627 of the Federal Building was? 

Mr. McKenna. It must have been an office I was using at the time. 
Moving from office to office out there and sometimes without any 
office, so I don’t—— 

Mr. Fiscupacu. Was that part of the space or part of the floor that 
was occupied by the United States attorney ta southern California? 

Mr. McKenna. The only room I recall having had there was on 
the sixth floor, and that indicates that was the sixth floor, and the 
United States attorney was on the sixth floor. 

Mr. Fiscusacu. Will you tell us what you meant when you made 
the following statement in the letter that I refer to, the letter of 
August 6, 1948 addressed to Mr. Heisler: 

Mr. Gregory has stated informally to me that he nas substantial objection to 
Mr. Ammann’s conduct of the conservatorship as refiected in the accounting, as 
well as to the form of the accounting. It may therefore be necessary to file the 
accounting with the prospect of resistance to our motion for approval. 

What did you mean by that statement? 

Mr. McKenna. | doubt if I can explain any more than the words, 
because, after all, I haven’t seen that letter in years and would have 
to reconstruct in my Own memory the background. As far as I can 
see, | meant nothing more than the words indicated. 

Mr. Fiscupacn. Would you say that this letter better expresses 
what was ia your mind than the testimony you have just given? 

Mr. McKenna. Well, I would say this: What was in my mind had 
very little relationship to the position of the Government because I 
was the most junior of the junior attorneys on the case. Now I would 
certainly say that that, what was written there, was intended by me 
to be an accurate report to my superior. 

Mr. Fiscusacu. All right. 

Mr. Heisler, when you got this letter and you read the words that I 
have just read therefrom, what did it mean to you? 

Mr. Herster. It meant nothing to me. I had ao responsibility in 
that connection. Merely a report to me of what was gotng on. I 
have no recollection of the matter at all, but I am certata that I did 
nothing about it. 

Mr. Fiscuracn. Are you as certain that you did nothiag about it 
as you are with respect to the fact that there never was any intention 
to make an application to the court for the approval of Mr. Ammann’s 
accounting? 

Mr. Hersuter. I think I have stated from the beginning that I have 
had very little to do, if anything, with the accounting. I haven’t 
followed it and wasn’t in on order No. 388—why it was in there. 

Mr. McKenna. On reflection here, Mr. Fischbach, I might be able 
to add something of help. 1 think that later we did file that aecount- 
ing and the position that the Government took, as I recall vaguely, 
was explained in the preface to the accounting itself. 

Mr. Fiscupacn. What did you mean, Mr. McKenna, when vou 
used the words “four motion for approval’? Perhaps that is not a 
fair question. 

What did you mean when you used those words in the whole sen- 
tence, and I will read the sentence again—‘It may therefore be neces- 
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sary to file the accounting with the prospect of resistance to our motion 
for approval.” 

Mr. McKenna. I may have then had vaguely in mind that the 
Government would decide to file it with some sort of a motion. (Of 
course, whether or not that would be done would not be Mr. Heisler’s 
decision and would not be my decision. I may have just been assum- 
ing that was the way it was to be done. I can’t at this stage say 
what I had in mind at that time. , 

Mr. Fiscupacu. I think it is perfectly obvious that you are not 
stating what you had in mind. 

Mr. McKenna. I will tell you this: I am doing my best to tell 
you what I had in my mind. 

Mr. Fiscupacu. Can you or can’t you state what you had in mind? 

Mr. McKenna. I am giving my best answer as my recollection of 
those events. Now you have had those files since last Christmas, and 
I have not had a chance to look at them even for litigation purposes 
since that time. And the letter is back in the middle of 1948, and as 
you can see, the thickness of that file, how I can possibly recall exactly 
what I had in mind in a few words in the middle of that file is impos- 
sible. 

Mr. Fiscupacu. Suppose you read the letter and see if you can 
tell us what you had in mind. [Handing document to Mr. McKenna] 

Mr. McKenna. As I reconstruct this, and with a hazy memory, it 
seems to me that shortly after the turn-back order, or within a matter 
of at least possibly a couple of months, I informally gave to counse! 
for the association what Mr. Ammann had prepared as an accounting 
which would show exactly what had been done with all the assets of 
the association. I think I furnished that to interested parties at thut 
time informally so that we could possibly get some peaceful arrange- 
ment for handling the matter. And afterwards, after he had that, | 
think Mr. Gregory with good cause complained that a certain number 
of pages of that accounting of this tremendously thick document were 
illegible. So I was here writing for legible copies of the pages which 
Mr. Gregory had complained were illegible. 

Now at that time, according to this letter—and it certainly is 
accurate as I was reporting—Mr. Gregory must have stated to me 
informally that he was going to have objections to the accounting. 
Now, the substance of my report, the essential part of my report to 
Mr. Heisler, would be that he should be aware that this accounting 
was going to be objected to in some form or other unless we could 
further supplement it. 

I think after that—again this is a hazy memory—but I think after 
that we tried to furnish additional pages from time to time or addi- 
tional comments to the attorneys for Mr. Gregory and the association. 

Mr. Fiscupacu. There is no question, is there, that when you 
wrote this letter and stated, as vou did in the last sentence that was 
referred to before, “‘It may therefore be necessary to file the accounting 
with the prospect of resistance to our motion for approval,” that vou 
not only contemplated the filing of the accounting in the court but 
also you contemplated making a motion seeking the approval of the 
accounting before the court? 

Mr. McKenna. I wouldn’t sav that would be true, Mr. Fischbach, 
because while I used the words “‘motion for approval”’ here, I would 
have been acting without consultation with the people who were 
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going to actually make the decision how they would present it, and it 
was completely irrelevant how we were going to present it as far as 
Mr. Heisler or I was concerned. That was a decision for the people 
who represented us in the litigation. All we had to do was with ad- 
ministrative factors. 

Mr. Fiscuspacu. What were you doing out in Los Angeles in the 
United States attorney’s office? 

Mr. McKenna. I was out there, I think, as I recall it, at the 
United States attorney’s request to help them in these matters be- 
cause so many of them were of a technical nature that presumably he 
needed assistance. 

Mr. Fiscupacu. And you mentioned yesterday that the United 
States attorney moved your admission to the bar of the court, didn’t 
you? 

Mr. McKenna. That was for the limited purpose of this particular 
case, as I recall, of counsel to him. 

Mr. Fiscupacn. All right, Mr. McKenna. 

Now, Mr. Heisler, do you deem that you are under any duty o 
obligation to any association with respect to which conservator Oo 
been appointed to recommend to the Board that it take such action 
as was calculated to afford the association an accounting of the acts’ 
of the conservator designated by the Board, or did you deem it your 
sole responsibility to await word from the Board on a subject of that 
character? 

Mr. Heisuier. You are speaking of the instant case? 

Mr. Fiscupacu. Yes. 

Mr. Hetster. I would have no—the decision there depended upon 
what was expedient for purpose of litigation. 

Mr. Fiscusacnu. Is that your best answer to the question? 

Mr. Hetster. Well, I think I answered it previously, that since the 
matter was being filed with the court, as I understood, as a maiter of 
comity, the Board was not going to act, would not take any action 
until the matter was settled in the court one way or the other. 

Mr. Fiscupacu. You present in that statement a rather conflicting 
corollary to the proposition presented by Mr. MacGuineas, in my 
opinion, most respectfully, Mr. Heisler. You say that the filing of 
the accounting with the court was tatended to allow the court first to 
pass upon the matter and the Board second to pass upon the maiter. 

Mr. Hetsuer. First I testified that I had nothing to do with the 
accounting, knew nothing about it, but that my understanding was 
that any filing was done as a matter of comity. Followiag that up, it 
would be my opinion that the Board would not act until any filing as a 
matter of comity with the court was completed to the satisfaction of 
the Government, and if they were going to comply as a matter of 
comity with the court’s wishes, until it was satisfactory with the 
court; then the Board would take such action as it saw fit. 

Mr. Fiscupacnu. Well, Mr. Heisler—— 

Mr. Hetster. The Board is ready to act, I would assume, today, 
but if it makes any differeace—I don’t quiie follow the purpose of the 
question. 

Mr. Fiscnpacnu. Mr. Heisler, I would like to ascertain, and I am 
sure the subcommiiiee would regard it as quite significant, just 
exactly whai is your responsibilicy with respect to the Board’s action 
or nonaction La coniecuon wich the entire Califoraia controversy. 
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Now if you were not the counsel upon whom the Board relied for 
guidance and advice in connection with the entire controversy in 
California, we would like to know it. If you were the counsel upon 
whom the Board relied for guidance and advice in connection with the 
California coniroversy, we would like to know it. Now what is the 
fact? 

Mr. Hersuer. Well, the situation, as I can best describe it, is that 
in all matters before the Board the Board solely passes upon the 
policy question. 

Mr. Fiscnpacn. That you made quite clear yesterday, and we 
apprec iate it. 

Mr. Herster. And I passed only on the legal phases of it. 
Secondly, any matters in which the Home Loan Bank Board 
involved in litigation, or any other cases of the Insurance Corporation 
referred to the Department of Justice, all decisions, the litigation, the 
manner in which the litigation shall be conducted, whether it shall be 
compromised, settled, and the manner in which it shall be, all are 

matters for decision by the Department of Justice. 

Mr. Fiscupacu. So that we would be justified in concluding that 
when the Board members stated in their testimony here that they 
relied upon the advice of counsel they meant counsel other than the 
general counsel of the Board insofar as this litigation is concerned? 

Mr. Hetsuer. I| think that is correct. 

Mr. Fiscupacn. That’s important to us to know, not only in 
evaluating the testimony which has been given heretofore, but also 
in evaluating the part, if any, that you played in this matter. 

With that understanding, Mr. Heisler, if I have stated it cor- 
rectly—have I? 

Mr. Hetsuer. I believe so. 

Mr. Fiscupacn. I would like to turn to another matter. There 
was testimony that at the time of the adoption of the act of June 27, 
1950, which you will recall reduced the effective premium of the 
Insurance Corporation from one-eighth of 1 percent to one-twelfth of 
1 percent, the Insurance Corporation was in the position where it had 
to deal with a statutory refund to Long Beach Federal. I believe 
you testified that it was on your advice that the Insurance Corporation 
did not make the refund to Long Beach Federal. 

Mr. Hetster. No; I didn’t so testify. 

Mr. Fiscupacn. I believe it was testified to that effect. I perhaps 
was in error when I said I believed that you testified. 

Was it upon your advice, Mr. Heisler, that the Insurance Corpora- 
tion didn’t make that refund? 

Mr. Hetster. I don’t believe I directly gave any advice. I may 
have signed memos, but in all those matters they were being handled 
by Mr. McKenna and he drafted or cleared memos for my signature, 
or gave memos of his own, or gave oral advice. That is my best 
recollection of it. 

Mr. Fiscupacu. You were requested, were you not, to bring with 
you a file of the correspondence and memoranda in connection with 
the Long Beach and San Francisco-Los Angeles Bank controversy? 

Mr. Hetster. That is right. 

Mr. Fiscupacu. Yesterday I was handed this file [showing docu- 
ment to Mr. Heisler]. Is this your file? 

Mr. Hersuter. Mr. McKenna prepared it. Is this it? 
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Mr. MacGutngas. He stepped out of the room. 

Mr. Fiscusacu. This is the one given me by Mr. McKenna. 

Mr. Hersuer. Then that is my file, I believe. 

Mr. Fiscupacu. I notice in this file memorandum of June 29, 1950 
with reference to Long Beach Federal Savings and Loan Association, 
the subject berag ‘Premium bill’, and it is a memorandum addressed 
to Mr. C. K. Berlin who, I believe, is the Comptroller of the Insurance 
Corporation. 

Mr. Hetsuter. Yes. 

Mr. Fiscupacu. Are you responsible for this memorandum? 

Mr. Hetsuer. I did not draft it. I merely signed it. Mr. McKenna 
passed on all those matters afier consultation with the Department 
of Justice, aad I presume that expresses the views of the Department 
of Justice which we were passing along. 

Mr. Fiscusaca. Did you have occasion before signing the memo- 
randum of June 29 to refer to the basic memorandum which it pur- 
ported to answer, namely, a memorandum from Mr. Berlin dated 
June 28, 1950 11 conection with the same subject matter? 

Mr. Herszter. I wouldn't recall. 

Mr. Fiscupacnu. I would like to have marked in evidence the 
memorandum of June 29, 1950, the memorandum of June 28, 1950 
to which it replied, and the attachment dated December 1, 1949, 
which is a copy of an tasurance premium billing notice of the Insurance 
Corporation to Long Beach Federal. 

Mr. Houtrretp. The exhibit will be accepted and marked ap- 
propriately. 

Mr. Fiscupacu. Let this be Insurance Corporation exhibit No. 5, 

(The documents referred to were marked “Tnsurance Corporation 
Exhibit No. 5” and follow:) 


INSURANCE CORPORATION ExuiBpir No. 5 


Lone Bracw FrepDERAL SAVINGS AND LOAN ASSOCIATION, 
Long Beach, Calif., June 29, 1950. 
Premium bill 

Mr. C. K. Beruin: Reference is made to your memorandum of June 28, 1950, 
re subject. 

The Long Beach Federal Savings and Loan Association has neither filed its 
monthly reports nor paid its insurance premiums. The Insurance Corporation 
has no means of ascertaining the proper amount due. Accordingly, there can be 
no credit based on the statutory reduction in the insurance premium rate. 

Of course, the reduction in the insurance premium rate is one of the items to be 
considered in any estimates of the amount due from the Long Beach Federal 
Savings and Loan Association. 

KENNETH G. HEISLER, 


Orrick MreMoRANDUM, UNntrEp States GOVERNMENT 


JUNE 28, 1950. 
To: Mr. Heisler. 
From: C. K. Berlin. 
Subject: Long Beach Federal Savings and Loan Association, Long Beach, Calif.— 
Premium bill. 

You will recall that on December 5, 1949, the Corporation mailed a premium 
bill, as per copy attached, to the Long Beach Federal Savings and Loan Associa- 
tion, Long Beach, Calif. 

After consultation with members of the legal department, the Corporation 
entered an estimated premium receivable of $37,500 from this institution in the 





1088 INVESTIGATION OF HOME LOAN BANK BOARD 


accounting records in order that the financial statements issued by the Corporation 
might more nearly reflect the correct amount of total assets. 

The adoption of the act of June 27, 1950, reducing the premium rate from one- 
eighth of 1 percent to one-twelfth of 1 percent, will result in a credit of $15,973.58 
to the Long Beach Federal Savings and Loan Association based upon the premium 
charges of record, both estimated and computed. 

It is not our intention to mail a credit memorandum to the institution. Hoy 
ever, we would like to know of any objections you may have to the recording of 
this credit on the premium receivable record of Long Beach Federal Savings and 
Loan Association. 

Should there be any legal objection to such an entry, we shall appreciate your 
advice as to the proper handling of the credit item. 

C. K. Beruin. 


Attachment. 


FEDERAL Savincs AND LOAN INSURANCE CORPORATION, 
Washington, December 1, 1949. 
Insurance premium notice 


LonG BEAacH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
Long Beach, Calif.: 

Due to the fact that no current report has been filed by your association as 
provided in the rules and regulations for insurance of accounts, the proper 
amount of premium due cannot be stated in this premium notice. You are hereby 
notified that the amount of the first semiannual installment of your insurance 
premium for the year beginning December 5, 1949, for which you are liable in 
accordance with the provisions of title IV of the National Housing Act, 
as amended, and rules and regulations for insurance of accounts, is due and 
payable December 5, 1949. Such amount, of course, is in addition to the premium 
payments which were payable to the Federal Savings and Loan Insurance Cor- 
poration on June 5, 1948, December 5, 1948, and June 5, 1949, and which have 
not been made. 

(Note.— Your canceled check is your receipt. No other form of receipt will 
be furnished unless requested. Make check payable to Federal Savings and Loan 
Insurance Corporation.) 

(To assure proper credit, return yellow copy of this notice with check to C. K. 
Berlin, Comptroller, Federal Savings and Loan Insurance Corporation, 101 Indiana 
Avenue NW., Washington 25, D. C.) 

Mr. Fiscuspacn. As soon as Mr. McKenna is available we will 
interrogate him on that subject, since it is obvious that you had no 
responsibility in connection with exhibit No. 5 of the Insurance 
Corporation other than signing it. 

Mr. Hetsuer. As a conduit, yes. 

Mr. Fiscusacu. I take it also, Mr. Heisler, that it would be appro- 
priate for the subcommittee to conclude from your testimony that 
you played no part in the determination of matters which are in con- 
troversy in the litigation in southern California insofar as those mat- 
ters embraced the Insura:ice Corporation. 

Mr. Hetsuer. Insofar as they embraced litigation involving the 
Insurance Corporation in the California case. 

Mr. Fiscuspacu. Did you ever protest either to the general manager 
of the Insurance Corporation or to the Board members who are ihe 
trustees of the Insurance Corporation that the position which was 
asserted, that the Insurance Corporation was not subject to the eee 
diction of the court in southern California, was a position which de- 
feated the congressional intent as expressed in section 402 of the 
National Housing Act, that the corporation should be one which could 
sue and be sued? 

Mr. Herster. No, I never did. wg 

Mr. Fiscupacu. Were you-ever called upon to express any opiniol 
at all in connection with that? 
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Mr. Hetsuter. No, I never was. 

Mr. Fiscusacu. During the time that you served as general counsel 
for the Federal Home Loan Bank Administration prior to the organi- 
zation of the Board itself under the President’s Reorganization Plan 
No. 3 of 1947, had you ever been consulted by the later administrator 
with respect to the designation of agents for the Insurance Corpora- 
tion’s interest in States throughout the United States? 

Mr. Hetster. No, I never have. 

Mr. Fiscusacnu. Prior to the time that Mr. Fahey was the Admin- 
istrator pursuant to the Executive order, had you been consulted by 
the five-man Board that was created under the basic act with regard 
to implementing any act of the Congress in connection with the suita- 
bility of the Insurance Corporation? 

Mr. Hersuer. I never had been consulted on that precise point. 

Mr. Fiscupacnu. Had it ever been called to your attention, Mr. 
Heisler, that the Insurance Corporation had not designated agents 
to receive process in actions which might be brought against it in the 
courts throughout the United States? 

Mr. Hetster. It had not been called to my attention, but it was 
a fact I was well aware of. 

Mr. Fiscusacn. With that knowledge did you feel that you were 
under any obligation either to the original Board or to the Commis- 
sioner or to the reorganized Board to recommend affirmative action on 
their respective parts in connection with that subject matter? 

Mr. Hetsuer. No. 

I might further amplify my answer in this manner: The question 
had never arisen in connection with the Insurance Corporation or 
Home Owners’ Loan Corporation, and to my knowledge it had not 
arisen in the some 40-odd governmental corporations in the United 
States Government who have similar provisions to sue and be sued, 
and in which the immunity of the Government against suit has been 
removed from these corporations. 

To my knowledge the question has never arisen. 

Now I do know that in the case of the Federal Deposit Insurance 
Corporation by express statutory amendment they put in a specific 
provision that the Corporation should designate agents for the service 
of process, but in putting that in they also put in some other statutory 
privileges, as I recollect. 

Now the question as to whether the Federal Savings and Loan 
Insurance Corporation should designate agents for service of process 
is a broad fundamental question that seems to me should be passed 
on by Congress, and in the light of the need as demonstrated by cases 
that may have arisen in the past involving not only the Insurance 
Corporation but the other 40 governmental corporations that have 
similar language in their acts. 

I would think the committee would want to take into consideration 
why FDIC put it into their act, and what their need has demonstrated, 
and what safeguards it should be surrounded with. But I don’t feel 
that I would be qualified to make any recommendation on the matter 
one way or another. I have had no experience at all. 

Mr. Fiscuspacu. Mr. Heisler, is it your position that when Congress 
enacted section 402 and specified in subdivision C (4) that ‘‘Upon the 
enactment of this act the corporation shall become a body corporate 
and as such shalJl have the power to sue and be sued, complain and 
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defend in any court of law or equity, State or Federal,’ that the 
Congress didn’t go far enough? 

Mr. Heisler. In my opinion that merely removed the immunity of 
the Government from suit from the governmental corporation. 

Mr. Mitier. The Supreme Court has so held, hasn’t it? 

Mr. Hetsuer. I believe it has. 

Mr. Fiscusacu. I would like to know the case, Mr. Heisler. 

Mr. Hetsuer. I believe that the four corners of the Keifer case 
would uphold that. 

Mr. McKenna. I think that is probably right. 

Mr. Fiscupacu. Are you suggesting that the Supreme Court in the 
Keifer case in construing language of this character, namely, ‘“‘to sue 
and be sued,” held that a Government corporation so endowed or 
burdened by an act of Congress, while immune from suit could not 
be sued unless it designated agents? 

Mr. Heisuter. No. My understanding of the Keifer case—you 
would have to read it in the four corners of the opinion and innuendo, 
that all that the sue and be sued does is remove the governmental 
immunity, and that it then places the governmental corporation back 
in the same situation that a private corporation is in. The questions 
of venue, service of process, statute of limitations would then apply 
to the governmental corporation in the same manner and to the same 
extent that they would apply to a private corporation. That is all 
that the words ‘‘to sue and be sued” do. 

Now I could be wrong, but that would be my impression from the 
opinion—it is an innuendo from the opinion and certainly not a 
holding. 

Mr. Hourrire tp. On that point, Mr. Heisler, isn’t it customary in 
the State where a corporation does business for them to comply with 
the State law which requires them to establish themselves as a legal 
entity? 

Mr. Heisuer. I believe it is customary in some cases for some 
corporations if they do business in a State to have to designate the 
secretary of the State for the service of process, and that might be 
desirable in this case. I am not saying it is not. But that would be 
a matter I would want to study myself before I came to any conclu- 
sion. 

Mr. Fiscupacu. Mr. Heisler, have you any views as to whether 
the Insurance Corporation is subject to the service of process in the 
manner provided by the various provisions of title 28 of the United 
States Code? 

Mr. Hetsuer. I assume that the Insurance Corporation clearly is 
subject to service of process in the District of Columbia and can be 
sued in the District of Columbia at any time. The question arose as 
to whether Noon was subject to service of process. 

Mr. Fiscupacu. Did you participate in any deliberations on that 
subject? 

Mr. Hetster. Well, my only participation was to the extent that 
we should not terminate his agency and thereby remove any question. 
I felt that he should continue to be agent for the Insurance Corpora- 
tion, and if under the law he is subject to service of process, why, 
we would abide by that decision. And the decision today is that ie 
is subject to service of process. Tomorrow it may be reversed | 
appellate court, but today that is the decision. So today there is 
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no need for a statute if appellate court upholds that position of the 
United States district court. 

Mr. Fiscupacu. Did you participate in the deliberations which 
we assume took place prior to the formulation of the answer and 
defense of the Insurance Corporation? 

Mr. Hester. No, I did not. 

Mr. Fiscupacu. All right. 

Mr. Hetsuer. Before you start, I seem to have to correct some testi- 
mony here I just gave. I am not sure—Mr. MacGuineas and Mr. 
McKenna indicated that we are not sure that the district court has 
passed on that point vet. He may have passed on it and it may not 
be appealed. So to the extent that I made the statement that it was 
my understanding that the court had passed on it and it was sub- 
ject to the matter of appeal, but apparently it is not. 

Mr. Fiscusacnu. In point of actual fact I didn’t know whether 
the court had passed on it, and I thought you might have brought us 
information of a development that had taken place since the hearings 
have been under way. 

Mr. Hetster. I thought it had, but it had not. 

Mr. Fiscupacn. As the matter now stands, unless the court has 
passed on it, the position of the Insurance Corporation officially today 
is that service of process on an agent of the Insurance Corporation, 
such agent being designated to perform the functions that are pre- 
scribed in the rules and regulations, is not sufficient service. 

Mr. Hetsier. That’s the position of the Department of Justice 
in this litigation, and in which position the Insurance Corporation 
would confirm and coincide, it is my understanding. 

Mr. Houirretp. How do you reconcile the provision in the basic 
Insurance Corporation Act with reference to sue and be sued in any 
State or Federal court? How do you reconcile that statement in 
the law to the present situation of the Insurance Corporation through- 
out the United States? 

Mr. Hetsier. Simply this: That what that means is that if they 
have proper process, or if they have a proper lawsuit or proper service, 
if the venue or services are proper and they have a proper action, 
then they can bring it into a State court or a Federal court without 
being prohibited by the general broad rule that the Government is 
immune from suit. But it is my understanding that those words do 
not go further than that. 

Mr. Houirretp. Who determines as to whether it is a proper suit 
or not? 

Mr. Hetster. That would be up to the court to determine. 

Mr. Hourrietp. And that is one of the points in litigation? 

Mr. Hester. Yes. 

Mr. Hourrtevp. Are you challenging the right of the court to 
determine that? 

Mr. Hersuer. In this case we are challenging the right of the 
court. to determine it because, as I understand it, we claim that the 
court has no jurisdiction of the subject matter. 

Mr. Hourrretp. How do you reconcile the fact that where real 
property is involved in a claim—how do you reconcile the fact that 
the individual claimant would have to come to the District of Colum- 
bia for the purposes of filing a suit involving real property which 
might be under the jurisdiction of the Home Loan Bank Board or the 
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Insurance Corporation, and yet the fact that that real property is not 
in the District of Columbia means there could not be title, as I under- 
stand, conveyed one way or another? 

Mr. Heister. That is not my understanding. My understanding 
is that if real property is involved, then all they have to do is to 
under most state laws, and I think all State laws, would be bring a 
quiet-title action or appropriate action, and then you could have 
substitute service, and the Board then, as the case might be, the 
Department of Justiee or the Home Owners’ Loan Corporation, 
would have to go into that State if it wanted to protect its rights or 
interest in the property. I don’t believe they would come into the 
District of Columbia on any action involving real estate. It is only 
on a personal action, when they seek a personal judgment. Then it 
is the universal rule, as I understand it, that if you seek to sue some- 
one for personal damages you must go into his jurisdiction where you 
can get service on him. 

Mr. Hourrretp. Would that same rule in your mind apply to a 
deposit of money? 

Mr. Hetsuer. I don’t believe so. 

Mr. Houirtetp. Would you differentiate between the deposit of 
money and claim arising as to the amount of restoration that might be 
due a claimant of money? Would you apply the same rule to that as 
you would to real estate? 

Mr. Hetsier. They would be a different legal rule, but a practical 
rule would then come into operation—that wherever we have in the 
past and would in the future liquidate or pay off the claims of an 
association we would send an officer into that State who would be, in 
my opinion, subject to the service of process. 

Mr. Houtrrevp. If you send him in with the credentials and made 
it known to the claimant that he was there. 

Mr. Hetster. Yes. 

Mr. Houtrietp. Then the claimant could serve process upon that 
individual. 

Mr. Hetster. In my opinion. 

Mr. Houtrtevp. And if you did not do that, the claimant would be 
helpless? 

Mr. Hetster. Yes, that is true; he would have to come probably 
to the District of Columbia unless the holding is that Noon, for 
instance, is our agent for the service of process. Then he would go 
to the nearest bank district and serve an agent or catch one of our 
officers going through the State. 

Mr. Houirreip. Are you satisfied with that arrangement, \Ir. 
Heisler? I understand you have been neminated to be the third 
member of the Home Loan Bank Board. 

Mr. Hetster. That is correct. 

Mr. Houtrtetp. You are going into a position, if you are confirmed, 
which will involve added responsibility to the 7 million depositors 
in the United States, and are you satisfied that—leaving aside this 
particular litigation, are you satisfied that you have complied with 
the intent of Congress in furnishing to the individual shareholder 
in the United States the full and complete protection which Congress, 
I believe, intended them to have under the Federal Savings and Loan 
Insurance Corporation, as they did in the case of the Federal Deposit 
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insurance Corporation where they specifically asked that agents be 
appointed? 

Mr. Hetster. Under the legal rules that I am familiar with I 
can’t come to any other conclusion than that there is strict compliance. 

Mr. HouirieLp. Let me understand that. You mean that you are 
at this time in strict legal compliance with the basic act? 

Mr. Hersier. That is right. But the question as. to whether we 
should appoint agents, I just don’t know enough about the need or 
what the decision should be, to make a recommendation at this time 
until I had made a study of it. I think it is a problem common to 
the 40 governmental corporations in the Government, and I think we 
should find out FDIC’s experience on the matter. It is a matter I 
am sure the Board will go into and make its decision based on what 
it thinks is in the public interest. 

Mr. Houirtevp. I believe this subcommittee will want to have a 
representative of the FDIC before it before these hearings conclude 
and get experience on that. I think it is a matter that is quite 
serious and worthy of the attention of both the Home Loan Bank 
Board and the Congress. 

Mr. Herster. Yes; I think that would be very helpful. It might 
be desirable also to have some member of the Department of Justice 
who handles—there may be such a person who handles these claims 
for most of these governmental corporations who would have some 
experience on the question. 

Mr. Fiscupacnu. Talking about Mr. MacGuineas. 

Mr. Hetsuter. No; I didn’t have him in mind. 

Mr. Houtrrevp. I wouldn’t consider that they would be totally 
impartial in their recommendation in view of the fact that if such 
procedure were followed it might involve them in quite a bit more 
litigation than they have at the present time, and add to the burden 
of their work. 

Mr. Hetsuter. Well, that would be a factor the subcommittee might 
want before it. 

Mr. Ho.irretp. Do you think that these hearings have been 
efficient in bringing out some of these matters there that apparently 
have lain dormant and have had little consideration upon the part of 
yourself, as counsel, and upon the part of the Board? 

Mr. Hetsuer. We have tried from time to time to seek beneficial 
legislation. 

About 10 years ago we went before the Banking and Currency 
Committee seeking remedial legislation on conservatorships and 
receiverships. I think we went before them not once but twice, and 
maybe more. 

The committees were very busy and felt, I guess, that we could get 
along adequately under our existing regulations. 

From time to time—well, then the war came on, and then the 
industry was very happy with this new Board, and has not seemed to 
have much of a desire for any change in the statute. I mean I have 
discussed changes that I thought would be desirable. 

Mr. Houirtetp. I think it may be possible that Congress has been 
lax itself in not scrutinizing this act and the way it has been adminis- 
tered, and I am not saying it hasn’t been administered according to 
the law. 
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Mr. Miuuer. It may be a great revelation of these hearings. 

Mr. Houtirievp. It might very well be, and I assure you if we come 
to that conclusion we will not hesitate to say that Congress has 
been lax. 

| would appreciate if you have any memoranda of those recommend- 
ations which you have made in times past to the Congress for remedial 
or corrective or supplementary legislation—I would appreciate having 
a copy of those memoranda if you have them, sir. 

Mr. Hersuer. I would be glad to furnish it to the subcommittee. 
We have currently a draft that might be helpful to the subcommittee. 

Mr. Hourrrevp. Certainly if you have made recommendations 
which have not been followed by the Congress, vou are not to blame 
for Congress not doing that, and Congress itself should take that re- 
sponsibility I think, both for past action and its future responsibility 
on it. 

Mr. Hetsuter. Yes. 

Mr. Hourrrevp. I am somewhat amazed at part of your testimony 
today, in the early part of your testimony where you have disclaimed 
all responsibility in regard to this case, Mr. Heisler, and yet you have 
signed different memoranda regarding this case, such as were broughi 
to your attention and put in the files as exhibits. I can’t quite rec- 
oncile your statement that you have little, if any, responsibility, 
and vet it seems that Mr. McKenna has brought memoranda to you 
that you have signed in your official capacity and made a part of your 
files. 

Mr. Herster. I suppose the answer to that is that in working with 
the Department of Justice on the litigation they pretty largely worked 
through me, and I, in turn, report that on to the heads of our depart- 
ment or to the Board. And then, in turn, if the Board has certain 
views that the Department of Justice wishes, why, I report that back, 
or | may consult with the Board or with the Department of Justice 
officials or with Mr. McKenna in a sort of a liaison capacity. 

Mr. Houtrtevp. In other words, you feel that as far as this par- 
ticular case is concerned you have been pretty much displaced in 
your ordinary official responsibility by the Department of Justice? 

Mr. Hetster. No. No; I wouldn’t say that, because we have no 
responsibility for litigation involving the Home Loan Bank Board. 
So I wouldn’t say I was displaced in my ordinary capacity. 

I might point out further—— 

Mr. Hourrretp. Now let me understand you. You mean in case 
of any litigation at all against the Home Loan Bank Board or the 
Insurance Corporation you, as the counsel, have no responsibility? 

Mr. Hetsuer. I have no authority or responsibility except—— 

Mr. Hourrrevp. In all those cases, does the Department of Justice 
take over completely as. the lawyer? 

Mr. Hetstrer. That is right. 

Then I might point out this further concept that we tried to head 
toward: The Board holds approximately five hearings a month. In 
these hearings I, as general counsel, try to stay out of any controversial 
features. We try to represent all parties before the Board, although 
they may be represented by counsel. We try to stay completely 
unbiased and fair. The Board attempts to keep unbiased on anything 
before it until it has to make its decision. 
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However, if there is a controversial matter in which the Board is 
involved, the Board doesn’t take the burden of bringing out the proof 
because, rather, we have a prosecutor who would do that, not myself, 
but in the capacity of Mr. McKenna. And it would be his job to 
bring out the point, leaving the Board free to make its decision and 
not getting mixed up into the charges or cross charges. It seems 
desirable that the general counsel also remain in the same capacity 
where he could advise the Board freely without bias one way or another 
or even advise parties appearing before the Board. And we have 
followed that procedure. It has been very satisfactory. We have 
never had a hearing that has been taken into court. I think one was 
taken into court and shortly thereafter dismissed by the claimant. 

Mr. Houtrre_p. You stated that you had made several suggestions 
to the appropriate committees in regard to legislation, I believe on 
conservatorships or receiverships. Is it not a fact that the Housing 
and Home Finance Agency has filed adverse reports with the Banking 
and Currency Committee on some of those suggestions? 

Mr. Hetster. They filed adverse reports, I believe, on the Congress- 
man King bill, and that’s all I know of. 

Mr. Houirietp. What reason did they give for filing that adverse 
report, do you remember? 

Mr. Herster. That the matter was under consideration, I believe, 
by the Board, and it was felt that since litigation was pending out in 
California and we don’t know what will come out of the lawsuit 
there—for instance, the present ruling of the United States district 
court is that a conservator does not have legal title or adequate title 
that he can convey if any association that he is the conservator for 
comes in and alleges that he was improperly appointed. 

Now it has been our position, of course, under the law that the 
conservator has the power to convey appropriate title, but that has 
been one of the big disputes ia this case, and it is a matter that I think 
this committee would agree should certainly be cleared up one way 
or the other. 

Mr. Fiscuracu. Mr. Heisler, is not your position under the regula- 
tions that when a conservator is appointed that he acquires title? 

Mr. Hetster. No, no. When the regulations were adopted that 
was the big point in issue between the then Board or Administration 
and the industry, and it was agreed that the conservator would not 
take title but title would remain in the association. 

Mr. Fiscupacu. Then if Mr. Ammann demanded title to the assets 
of the Long Beach Federal, it was completely unauthorized? 

Mr. Hetsier. He does not get title; he gets possession. 

Mr. Fiscupacu. That isn’t what asked you. Assume the hypoth- 
esis that Mr. Ammann demanded title and asserted title to the assets 
of Long Beach Federal. If he did anything like that, the question is, 
Was it authorized or unauthorized? 

Mr. Hetsuer. Using the word “title’’ as a word of art, he would not 
be entitled to title of any assets. 

Mr. Fiscupacu. If he demanded title, that was an act that was 
completely unauthorized? 

Mr. Heisuer. If he demanded tit!e in its use as a word of art—title 
is used loosely at times—but if he demanded it in its use as a word of 
art, meaning the conveyance of legal title, that would not be within 
the purview of our regulations. 





1096 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Fiscupacn. All right, sir. Now, isn’t it a fact that in additioy 
to deferring legislative remedies which were otherwise indicated }o- 
cause of the pendency of this litigation, that the Board itself deferred 
to the litigation with respect to amending its own regulations govern- 
ing conservatorships and receiverships? 

Mr. Herster. I wouldn’t say that it did. I don’t believe we—we 
amended all our regulations except the conservator regulation. 

Mr. Fiscuspacu. Did you abstain from amending the regulations 
governing the conservatorship and the trusteeship contemplated by 
regulations because the regulations themselves were satisfactory :s 
they stood? 

Mr. Hetsier. The conservator regulations are clearly separable 
from the rest. 

Mr. Fiscusacn. Did you abstain from amending them because of 
the litigation? 

Mr. Hetster. They were separable from the rest. Therefore, we 
took them in two bites. We ran into considerable difficulty in our 
amendments of the bulk of the regulations. First, we amended the 
bulk of the regulations, then the insurance regulations. We were 
threatened with litigation on those amendments. So, that was one 
of the reasons we did not seek any further amendments at the moment. 

Mr. Fiscuspacu. What do you mean you were threatened by liti- 
gation in connection with the amendments? 

Mr. Hetsuter. The claim was that the regulations were illegal. 

Mr. Fiscupacu. Who made that claim? 

Mr. Hetster. Chicago bankers. 

Mr. Fiscusacu. Did you hold hearings in connection with those 
claims? 

Mr. Hetster. They requested a hearing but the request came after 
the time elapsed for a hearing. 

Mr. Fiscupacu. Did you hold a hearing? 

Mr. Heisier. We held informal hearings. The matter was noted 
for formal hearing but not held; no one came in. 

Mr. Fiscuspacn. Did you proceed under the Administrative 
Procedure Act? 

Mr. Hetsier. We did. 

Mr. Fiscusacn. Coming back to the two parts of your regulations 
that deal with conservators and receivers, did you abstain from 
amending those parts of your regulations because you were satisfied 
with them, or did you abstain from amending those parts of your 
regulations because of the litigation in southern California? 

Mr. Heisier. I would say there were three factors: one, the fact 
that they were third in time and we had not gotten to them yet. 
Secondly, we had this California situation and wanted to see what 
would come out of that before we amended them. And, third, we 
anticipated that there would be amendments to our basie act, and it 
didn’t seem desirable to amend the regulations until that had been 
done. Fourthly, the Supreme Court of the United States had very 
recently set forth regulations and had held them to be legal and 
appropriate. As a matter of fact, the question wasn’t given much 
consideration. 

Mr. Fiscnsaca. In October of 1948 Mr. McKenna wrote to you 
to the effect that he had some definite views regarding changes in the 
conservator regulations. Do you recall that? 
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Mr. Hersier. I don’t recall that, but that’s—I presume he still 
has definite views, and I rather think a lot of our people at the Board 
have definite views which they would like to see effected in changes. 

Mr. Fiscusacu. Do vou have any views as to whether the part of 
your regulations which deal with the conservatorship and which deal 
with the receivership should be changed, or are they satisfactory in 
your -view? 

’ Mr. Herster. In my opinion, | think that from the experience we 
have had there could be changes made in our operating procedures. 

Mr. Fiscusacn. | would like to suspend the examination of Mr. 
Heisler at this point and call Mr. Kreutz. 

Mr. Fouirrevp. You will be excused, Mr. Heisler. 

Mr. Hetsuer. Yes, sir. 

Mr. Hourrietp. Mr. Kreutz, will you please take the witness 
chair? Will you raise vour right hand, please? Do you swear that 
the testimony you will give this subcommittee will be the truth, the 
whole truth and nothing but the truth, so help you God? 

Mr. Krevrz. I do. 

Mr. Houtrieip. Thank you, sir. You may be seated. 

Mr. Kreutz. Yes, sir. 


TESTIMONY OF OSCAR R. KREUTZ, EXECUTIVE MANAGER, 
NATIONAL SAVINGS AND LOAN LEAGUE 


Mr. Hourrretp. Will you please give your name and your position, 
Mr. Kreutz, to the reporter? 

Mr. Kreutz. My name is Oscar R. Kreutz. I am executive 
manager of the National Savings and Loan League. 

Mr. Houiritetp. How many members do you have in that league, 
Mr Kreutz? 

Mr. Krevurz. Something over 600. 

Mr. HouiFievp. Spread all over the United States I suppose? 

Mr. Krevrz. Yes, sir. 

Mr. Fiscupacu. Where do you live, Mr. Kreutz? 

Mr. Kreutz. In Washington. 

Mr. Fiscusacu. Were you at one time connected with the Federal 
Savings and Loan Insurance Corporation? 

Mr. Kreutz. Yes, in several capacities. 

Mr. Fiscusacn. When and in what capacities? 

Mr. Kreutz. I was General Manager of the Corporation from the 
spring of 1941 to midsummer 1944; and prior to that I was Deputy 
General Manager from, I think, about 1938; and prior to that, from 
1934, I was chairman of the Review Committee of the Home Loan 
Bank Board, which acted for the Insurance Corporation as well. 

Mr. Fiscupacu. You have had no official connection with the 
Insurance Corporation or Home Loan Bank Administration or the 
Home Loan Bank Board since 1944? 

Mr. Krevrz. Not at all; no, sir. 

Mr. Houirie.p. Your position here is as a legislative representative? 

Mr. Kreutz. Not entirely. I am executive manager of the league, 
and that position entails many duties. Included in them, however, 
is work on the Hill in connection with legislation. 

Mr. Hourrretp. You are filed under the Registration Act; are you? 

Mr. Kreutz. Yes, sir. 
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Mr. Fiscuspacn. While you were connected with the Insurance 
Corporation in the capacities which you stated, was your attention 
called to the fact that the Insurance Corporation had not designated 
specific agents to receive process in suits that might be brought 
against it in any court in the United States? 

Mr. Kreutz. Not that I recall, no, sir. 

Mr. Fiscuspacu. Was that subject ever discussed either with mem- 
bers of the Board or Mr. Fahey, who was then sole Administrator, or 
with members of the present Board after it was constituted by the 
President’s reorganization plan in 1947? 

Mr. Kreutz. Not to my knowledge; no, sir. 

Mr. Fiscupacnu. Has the matter ever been subject to discussion in 
connection with any of the counsel that were available to you during 
the period that vou had official connection with the Insurance Cor- 
poration? 

Mr. Krevurz. I think not. 

Mr. Fiscupacn. Did the Board have any policy in connection with 
the suability of the Insurance Corporation during the years that you 
were connected with it? 

Mr. Krevurz. I never heard it discussed. There was, of course, 
always the understanding that in connection with the primary func- 
tion of the Insurance Corporation, which is to make payment of 
insurance in the event of default of an insured institution, the agent 
of the Corporation was on the ground in the community where the 
institution was located, and in any matters connected with the pay- 
ment of insurance or claims by an individual insured member against 
the Insurance Corporation there would be adequate facilities for 
bringing any suits and so forth. That was the oaly kiad of question 
that I recall was ever discussed. 

Mr. Fiscuspacu. What was the authority of the agent who would 
be 0.1 the ground? 

Mr. Kreutz. Well, we had two types of agents of the Corporation 
i connection with liquidation cases and payment of insurance. First 
of all was the agent or agents who went there and made a determina- 
tion of the insured members of the institution and of the amounts to 
which they are entitled. 

Mr. Fiscupacu. Generally speaking, you would place them in the 
category of clerical personnel; would you not? 

Mr. Kreutz. More or less, ves. And then a person would go with 
authority to honor the claims as they were audited and found to be 
correct and to arrange for the payment of insurance under the means 
set forth in the act. 

Mr. Fiscusacu. Would he be a person who would be authorized to 
sign a check of the Insurance Corporation? 

Mr. Kreutz. No;I believe not. As TI recall the procedure, this man 
would forward to the home office a list of the accounts which were 
settled by means of transfers to other insured institutions. 

Mr. Fiscupacn. So, you would place that second individual 
wouldn’t you—in the category of a supervisor to the first? 

Mr. Kreutz. Yes, probably. 

Mr. Fiscusacu. While you were connected with the Insurance 
Corporation, Mr. Kreutz, isn’t it a fact that generally speaking the 
pattern of the Insurance Corporation’s regulations were of the nature 
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that they are today with respect to the filing of claims by persons in 
insured institutions? 

Mr. Kreutz. I assume so; yes, sir. 

Mr. Fiscupacn. And is it not true that in the days in which you 
were connected with the Insurance Corporation under the regulations 
that were then in existence, and as it is today under the regulations 
now in existence, that if a person had a claim in Buffalo, N. Y., to 
illustrate, and there was any controversy about that claim, he would 
have to file a claim with the Insurance Corporation at Washington 
pursuant to its regulations? 

Mr. Kreutz. Yes, I suppose he would. 

Mr. Fiscupacu. And isn’t it true that in the days in which you 
were connected with the Insurance Corporation under its regulations, 
as under its regulations today, if such a claim were passed upon in 
Washington after being filed, and the person in Buffalo were dis- 
satisfied with the action taken in Washington, that the person would 
have no recourse against the Insurance Corporation? 

Mr. Kreutz. Yes. 

Mr. Fiscupacn. And, if the corporation were not subject to suit 
in the city of Buffalo, the claimant would have to bring suit in the 
District of Columbia? 

Mr. Kreutz. I assume so. 

Mr. Fiscusacn. That would have been true in the days you were 
connected with the Insurance Corporation just as it is today? . 

Mr. Kreutz. Yes. 

Mr. Fiscusacu. That would also apply to an individual whether 
his claim was for $185 or whether his claim was for $1,250? 

Mr. Kreutz. Right. 

Mr. Fiscupacu. That would apply not only to depositors, but it 


would apply to creditors of insured institutions? 


Mr. Kreutz. Yes. é; 

Mr. Fiscupacu. In light of that, Mr. Kreutz, I ask you whether 
that subject has ever been on the agenda of the National Savings and 
Loan League or on the agenda of the Advisory Council to the Home 
Loan Bank Board that exists under the basic act? 

Mr. Kreutz. I can’t speak for the agenda of the Advisory Council. 
I don’t remember. I think it has never been on our agenda. 

Mr. Fiscusacu. I have no further questions. 

Mr. Ho.uirretp. Don’t you think, as a representative of the 
industry, and particularly with the background of experience that 
you have, it would be in order for that type of thing to be discussed 
by your industry? 

Mr. Kreutz. Very definitely, yes, sir. 

Mr. Hourrretp. Are you not of the opinion that great hardship 
would be placed upon an individual creditor or an individual share- 
holder with a small account in some distant part of the country if he 
were forced to come to the District of Columbia to pursue his claim? 

Mr. Krevurz. Yes; I can see how that could happen. 

Mr. HouiFre.p. Jt is amazing to me that your industry has not 
been alive to that situation and has not taken some type of action or 
recommended some kind of action along that line. 

Mr. Kreutz. I should say the explanation is that in the case of 
insured members of the association who have had claims there has 
never been any problem, never been any difficulty. 

796381—52——71 

















1100 INVESTIGATION OF HOME LOAN BANK BOARD 





Mr. Houtrrevp. In other words, the point you make is that because 
there has never been any trouble, it has never been brought to your 
attention? 

Mr. Krevurz. Yes. We just had a blind spot on it because there 
had never been any occasion to think much about it. 

Mr. Houirrevp. In your opinion then, this subecommittee’s hearines 
having developed some points on the insurance program which seem 
to be needing remedial legislation: you will possibly bring to the 
attention of your association some of the points that have been brought 
out in this hearing? 

Mr. Krevurz. I think it would be very helpful; yes, sir. 

Mr. Hourrietp. There is one other point on which I wish to 
question you. It developed during the testimony in regard to the 
Chicago corporation whose assets were purchased that individuals 
having more than $5,000 on deposit, and over a hundred of them | 
believe, were paid in full the amount of their deposits regardless of 
what the amount was. In other words, the Insurance Corporation 
proceeded to pay above the statutory $5,000 to the full extent. 

Now, I am not quarreling with that end result. I think natura!|) 
that we want every dollar that is in one of these savings and loan 
banks to be protected in every way possible. But let us assume that 
there were not sufficient assets, as it developed in this case there were, 
and that the shareholders could only be paid 80 percent of their 
savings. What would have been your opinion as to the equity of 
paying depositors who had over $5,000, say they had $10,000, paying 
them 80 percent of their $10,000 deposits and paying those under 
$5,000 80 percent? Do you think that course would have been 
followed, or to the extent of the insurance the assets would have been 
expended up to the $5,000 limit and then those people having over 
$5,000 received a smaller percentage on the balance of their payments? 

Mr. Krevurz. I am not sure to what institution you refer in Chicago. 
I assume it is one of some recent handling. 

Mr. Fiscusacu. If it will help you, it is the Koruna Savings & Loan 

Mr. Kreutz. Koruna. I know a little bit about that but not all 
of the details, of course. But the question you raise, Mr. Chairman, 
is an old one in connection with the operation of the Corporation, as 
you know. 

The Corporation has two ways of meeting a situation where there are 
losses which have rendered an insured institution incapable of pro- 
ceeding normally. The one method is to permit the association to go 
into default and thereafter promptly to make payment of insurance to 
the insured members. When that happens the Insurance Corporation 
pays only to the extent of the amount of insurance as specified by the 
statute—formerly $5,000 and now $10,000. 

Any accounts in excess of those limits have to stand their chance of 
getting recovery in the liquidation of the assets on a pro rata basis 
with the Insurance Corporation itself, which becomes the owner of the 
accounts on which it has made settlement of insurance. 

However, there is another provision in the act with which you are 
familiar, which permits the Insurance Corporation to make loans to, or 
purchase the assets of, or make contributions to insured institutions 
And the amount of contribution which can be made by the Insurance 
Corporation is limited by the amount of expense to the Insurance 
Corporation which would be so involved and which may not exceed 
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under the statute the estimated expense to the Insurance Corporation 
of a liquidation of the institution. 

And so in each case the question is decided, or was decided when I 
was in there, and we had a number of cases of that kind, solely on the 
basis of what is more economical from the standpowt of the Insurance 
Corporation, and then what is best for the community and the mem- 
bers of the institution. 

Mr. Houtrr1etp. In this case, I believe the assets were purchased and 
every depositor and creditor was paid off 100 percent on the dollar. 
Now there was a balance of $20,000 which might be termed a profit 
to the Insurance Corporation. Is it your opinion that that profit in 
that case should be turned in to the general account of the Insurance 
Corporation or should it be divided on a percentage basis among the 
shareholders? 

Mr. Krevrz. Well, if the profit existed after taking into account 
what we used to call ‘‘cost of money”’ of the Insurance Corporation, 
I should say in all fairness it belonged to the members of the insured 
association. If on the other hand——— 

Mr. HoutrieLtp. How do you take into account the cost of money 
when I understand you are prohibited by law from accepting interest 
on the money? 

Mr. Kreutz. Well, we used to have a very nice arrangement. | 
think they still have. We had an arrangement with the Treasury 
whereby the Insurance Corporation received 2 percent on balances on 
a kind of special bond, which made a very nice arrangement for the 
Insurance Corporation, and gave it 2 percent return on all of its funds 
except the amount necessary to carry on its day-to-day operations. 
So that 2-percent computation on the cost of money I think could 
be a very fair and reasonable one to make. 

Mr. Houirietp. Are any of these State-chartered institutions 
members of your association? 

Mr. Kreutz. Oh, ves; about half of our members are State-char- 
tered and about half Federal-chartered. 

Mr. Houirieup. It developed during this testimony that the In- 
surance Corporation, while insuring many of these State corporations, 
did not have the right to go in and act as receiver in case of default. 
Are you familiar with that? 

Mr. Kreutz. I am not sure I understood your question correctly. 
You asked whether the Insurance Corporation had the right in all 
cases to act as receiver in liquidation? 

Mr. Hourrieip. It developed during the testimony—TI believe it 
was testified by Dr. Husband, that he did not have the right in some 
States to go in and act as receiver 6f a State institution. 

Mr. Krevurz. Yes; I think that is correct. We tried to get it in 
all States, but we were not able to get sufficient cooperation in all 
States to get it. 

Mr. Hourrinip. Do you consider it good business practice on the 
part of the Federal Savings and Loan Insurance Corporation to 
insure an institution that will not subrogate its rights of receivership 
to it in case of default? 

Mr. kreurz. Well, I don’t believe it is a question, is it, of the 
position of the insured institutions, but rather that of the statute 
under which it operates. 
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I may say in that connection— 

Mr. Houiriexp. Of course, it is not mandatory for the Insurance 
Corporation to insure a State institution that is prohibited by law 
from doing that. 3 

Mr. Kreutz. No; it is not. 

Mr. Houirietp. Do you think that the Insurance Corporation may 
be placing some of its reserve funds in jeopardy by not protecting it- 
self on that point in those particular State institutions when it reserves 
to itself that privilege in all Federal institutions? 

Mr. Kreutz. Well, may I say in answer, that I can recall making 
a recommendation to the Board of Trustees of the Insurance Corpo- 
ration that we not insure institutions unless the State laws permitted 
some reasonable arrangement, at least, with respect to the receiver- 
ship of the insured associations and provided an adequate safeguard 
to the Insurance Corporation. 

Mr. Houirretp. Which would give prior right of recovery on assets 
to the Insurance Corporation? 

Mr. Kreutz. Yes, sir, and protect the Insurance Corporation 
against expensive liquidations at the expense of the assets. 

Mr. Houirretp. Did you make that recommendation when you 
were in the Insurance Corporation or since? 

Mr. Kreutz. No; at the time I was in there in connection with 
some situations which had developed. I think I should explain, how- 
ever, that in the beginning of the insurance program we all had to 
feel our way pretty much. It was a new thing, and the Board was 
charged with the responsibility of getting this insurance program 
under way. 

The country at that time was in the depth of a very bad depression, 
and one of the things proposed as a means of helping the country to 
recover its financial equilibrium was the FDIC, first, and then the 
FSLIC. We had several very pressing problems in those early days 
of determining eligibility of applicant associations, and of determining 
other conditions for insuring them. And, frankly, it wasn’t until we 
had got along on the program over a period of a few years that some 
of these questions became so apparent as to demand the attention 
of the Board and the management of the Insurance Corporation. I 
think, as I recall it, that particular question came to a head in a case 
where we were confronted 

Mr. HoutrreLtp. What year was that, Mr. Kreutz? 

Mr. Kreutz. When the Corporation got started or when this ques- 
tion arose? 

Mr. Ho.irretp. When this question arose and when you made 
your recommendations. 

Mr. Kreutz. I don’t recall exactly, but I should say in the mid- 
thirties. 

Mr. Houirre.p. And you made your recommendation at that time? 

Mr. Kreutz. Sometime in the thirties; yes, sir. 

Mr. Houtrretp. What did the Board do about that? 

Mr. Krevurz. The Board followed the recommendation in some of 
these cases. 

Mr. Houirretp. What do you mean, it followed—it followed it in 
individual cases but in other cases it did not follow it? 

Mr. Krevurz. Well, in certain States where the statutes were, shall 
we say, derogatory to the interests of the Insurance Corporation, the 
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position was taken, as I recall it, that we would not insure any addi- 
tional associations in those States until the laws were amended, and 
many laws were amended as a direct result. 

Mr. Houirieitp. That position was not rigidly adherred to because 
subsequently to that they did insure, and continue to insure, as I 
understand, State institutions where that condition exists. 

Mr. Kreutz. Yes. I don’t doubt that, because even then the 
matter was not determined on a Nation-wide basis but rather on a 
case basis, or, shall we say, State basis, in that some State laws were 
quite good, they were reasonable. The practices were reasonable and 
good, and in other States that was not so. I.recall that we were con- 
fronted at one time with a situation where we had a threatened default 
of an insured institution 

Mr. Houirieip. Counsel informs me there are only five States that 
permit the Insurance Corporation to act as receiver. Is that true? 

Mr. Kreutz. Well, I don’t know what the exact number is. 

Mr. Houtrrevp. If that is true, then there are 43 States, apparently, 
where the Federal Insurance Corporation cannot go in and act as 
receiver as a matter of right. Of course, you understand, I am not 
saying as a matter of agreement, which it might. 

Mr. Kreutz. Yes. In most States they probably have provided 
permissive legislation, as I recall it. 

Mr. Houirietp. Assuming that we have another depression some 
time in the future—and I think it is a reasonable assumption that 
it might occur in view of past history—it is going to be very important, 
it seems to me, that the assets which have been accumulated in this 
Insurance Corporation are dispensed on the basis of justice and equity 
to all of the insured associations; and if there is a deficiency in some 
of the State laws or a prohibition in some of the State laws which 
prohibits the Insurance Corporation from fulfilling its complete duty 
as a receiver, it would seem then that the rights of those other institu- 
tions in States where they are allowed to come in would be somewhat 
impaired—in the case of a general depression and in case of a need for 
the reserve or something more than the reserve which has been accumu- 
lated in your insurance fund. Would you not say that would be a 
reasonable assumption? 

Mr. Kreurz. Yes; I think that it is that realization that prompted 
the Board at one point in the program to say they would not proceed 
in certain States unless there were enacted legislation of that kind. 

As I pointed out, or started to point out, the program had gone 
along for quite a while before some of these points became apparent, 
or some of these dangers became apparent. 

Mr. Houirietp. Now they have been apparent for some vears, and 
I am just somewhat surprised that you haven't gone into this matter 
and explored it quite fully and possibly come up with recommendations 
from your association of 600 members in this regard. Or would such a 
recommendation embarrass you personally in view of the fact that 
some of the members of your association are State members and are 
obtaining this insurance without the full responsibility to the receiver 
that Federal institutions are responsible for? 

Mr. Krevrz. It certainly wouldn’t embarrass me to have it dis- 
cussed by the organization. 

Mr. Fiscupacu. Mr. Kreutz, have you ever given consideration to 
the sufficiency or the insufficiency of the basic statute governing the 
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activities of the Insurance Corporation with respect to the standards 
upon which contributions can be made so that the terms upon which 
contributions could be made to one institution as against another might 
be spelled out with a view to uniformity? Or do you feel that the 
existing statute is adequate in that respect? 

Mr. Kreutz. I think the existing statute has worked quite satis- 
factorily in that regard. It does place a limit on what the Insurance 
Corporation can do in the way of a contribution, and I think the ex- 
perience by and large has been quite satisfactory in that regard. 

Mr. Fiscnspacn. Is there anything in the existing statute which 
would prohibit any given general manager of the Insurance Corpora- 
tion at any given time from deciding that association A should have a 
contribution, let us say, of a half a million dollars, and association B 
should not have a contribution? 

Mr. Kreutz. Yes; it is the responsibility of the board of trustees 
of the Corporation to pass on that question. The general manager 
is just an administrative officer. 

Mr. Fiscusacu. As the matter now stands, it is solely within the 
conscience of the Board as to whether a given association A should 
receive a direct contribution of half a million dollars; whether a given 
association B should not receive it? 

Mr. Krevurz. I suppose that on a matter of that kind where you 
have so many factors that must be taken into consideration, you have 
got to provide for the exercise of business judgment by the board of 
trustees of the Insurance Corporation and I don’t quite see how it 
could be spelled out completely in the statute. It may be. 

Mr. Fiscusacu. Certamly you know the difference between a 
statute with standards and a statute without standards; don’t you? 

Mr. Kreutz. I am not sure. 

Mr. Fiscusacu. Do you think you do? 

Mr. Krevrz. I think I know what you mean; ves, sir. 

Mr. Fiscupacu. All right. Now we will assume that I am a 
person who has been in the good grace and in the good favor of the 
particular manager of the Insurance Corporation at a given time, 
and that Congressman Holifield hasn’t enjoyed the good grace of 
the gentleman who happens to be the manager of the Insurance 
Corporation at that given time. His association and mine both need 
contributions. Is there anything in the law which would forbid my 
getting a contribution and permit Congressman Holifield to get one, 
or vice versa, at any given time? 

Mr. Krevurz. Yes. I think the restrictions on the amount of the 
contribution in relation to the estimated expense of liquidation would 
be a very definite factor which might prevent the contribution in 
the one case and permit it in the other. 

Mr. Fiscnspacn. Assuming all things are equal in my association 
and Congressman Holifield’s association, isn’t it true that under the 
existing statute it could be determined that my association would 
get the contribution, and as a consequence of that my association 
would go on, whereas Congressman Holifield’s association would not 
get a contribution and his would necessarily be liquidated? 

Mr. Kreutz. Yes, I suppose under the language of the present 
statute that is a possibility. 

Mr. Fiscuspacn. So there is a complete and open proposition of 
the absence of adequate standards to insure totally objective admin- 
istration. 
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Mr. Kreutz. Yes. I think you would have to assume, of course, 
that the general manager, to start with, and his staff who make the 
studies and recommendations, and the board of trustees would not 
be objective in the treatment of these cases, and would, on the other 
hand, be inclined to show partiality. 

Mr. Fiscuspacu. Well, there are no standards in the act that 
prohibit it, are there? 

Mr. Kreutz. No, I believe not. 

Mr. Fiscupacn. All right. In the light of that fact, it’s a matter 
of judgment in a given instance, and there is no appeal from a decision 
to give a contribution, is there? 

Mr. Kreutz. No, I think not. 

Mr. Fiscuspacn. Don’t you think that is a subject which ought to 
be studied by the appropriate committees of the Congress? 

Mr. Krevrz. I think it is worthy of study, ves, sir. 

Mr. Fiscnsacu. And don’t you think it is a subject which ought 
to be studied by the industry and on which possibly the industry 
could be of assistance to the Congress in its deliberations? 

Mr. Kreutz. Yes; I agree. 

Mr. Houirretp. Mr. Kreutz, you have a very responsible position 
as representative of these 600 building and loan associations, and you 
have an extensive background in this work. The subcommittee 
would welcome your perusal of these hearings and your consideration 
of some of the points that have been brought out. If you do see fit 
to submit to the subcommittee some legislative recommendations to 
cure some of these situations, we would be glad to consider them 
because we value your counsel due to your background. 

Mr. Kreutz. Thank you. I would be very glad to do that. Of 
course, I would have to consult with our people, with appropriate 
committees of the league. 

Mr. HourFrevp. Surely. 

Mr. Kreutz. In that connection. 

Mr. Hourrretp. Thank you, sir. 

Mr. Mituer. Mr. Kreutz, I take it that your position is more or 
less the head of this association, which I take to be a voluntary 
association of the savings and loan associations, and outside of the 
general advantages which accrue through concerted action you more 
or less represent them here in Washington in their dealings with the 
Congress, and so forth, with regard to matters of legislation which may 
be beneficial to them as institutions. Is that true? 

Mr. Krevtz. That is true. 

Mr. Mixer. And that is a full-time job for you, is it? 

Mr. Kreutz. Yes, sir. 

Mr. Miuter. Is the Long Beach Federal and Loan Association one 
of your members? 

Mr. Kreutz. Yes, sir. 

Mr. Mixer. And I take it, therefore, that you are entirely familiar 
with all of the transactions and occurrences in connection with the 
matter before this subcommittee and in connection with the conser- 
vatorship and so forth of the Long Beach Savings and Loan Associa- 
tion? 

Mr. Kreutz. I don’t know that I am entirely familiar. It is a 
very complicated case. 

Mr. Miuurr. But you know a lot about it; is that right? 
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Mr. Krevrz. Quite a little, I should say, yes, sir. 

Mr. Mitier. And whom have you conferred with in regard to 
that particular situation? In other words, where did you get your 
information concerning it? 

Mr. Kreutz. That question takes me back some distance, when the 
thing first happened. Then we had a special committee named to 
study the thing in all of its ramifications, and that committee func- 
tioned, made some reports. 

Mr. Mitier. What reports? 

Mr. Kreutz. Made reports to our board of governors. 

Mr. Miuter. Would you kindly tell me what was in the reports, 
to your best knowledge? 

Mr. Kreuz. I am sorry I don’t have a copy with me. 

In essence, they were to the effect that the procedure followed in 
taking possession of the Long Beach Federal was not proper in that 
there should have been a very thorough effort made to iron out any 
difficulties that existed between the association and the supervisory 
authorities through consultation and conference. 

There was the conclusion that the method of consolidating the Los 
Angeles and Portland banks was improper, that there should have 
been a more orderly procedure with hearings and that sort of thing. 

Mr. Houirrep. It was arbitrary action on the part of Mr. Fahey 
and his subordinates? 

Mr. Kreutz. Our committee felt that the procedure was not proper. 

Mr. Hourrretp. Did your committee subscribe wholeheartedly to 
the conclusions of the Smith committee report? Did you approve of 
them? 

Mr. Krevrz. Yes. I am trying to remember exactly what all of 
the conditions were. 

The committee subscribed in general certainly with the conclusions 
of the Smith committee report as to the return of Long Beach Federal 
to the members of the association, and as to the reestablishment of the 
Los Angeles Bank to its previous status, and as to the desirability of 
legislation which would prevent the recurrence of similar action in the 
future. 

Mr. Houirtevtp. Prevent the almost instantaneous seizure of the 
regional banks? 

Mr. Kreutz. Yes, sir. 

Mr. Ho.irre.p. In other words, the industry feels that if a regional 
bank is going to be seized, as the Los Angeles Bank was seized, that 
there should be a proper hearing before such a thing as that is done, 
and that there should be cause shown? 

Mr. Kreutz. Yes. 

Mr. Houirretp. Your answer was ‘‘Yes’’? 

Mr. Kreutz. Yes. 

Mr. Houirre.p. Did you feel the same way about the individual 
association—that an individual association should not be seized with- 
out a show cause of some kind, hearings, notice? 

Mr. Kreutz. Our committee didn’t go into the exact details of 
what the procedure should be. They did feel there ought to be ade- 
quate safeguards against, shall we say, unwarranted action, or is the 
right word “unorderly” action? 

Mr. Mituter. Who did your committee submit those recommenda- 
tions to? 
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Mr. Kreutz. To our board of governors, and the board of gover- 
nors then later adopted a resolution. I think it was at Coronado; 
Coronado, Calif., a meeting there, and made some recommendations. 

Mr. Mitier. To whom was that resolution forwarded? I mean, 
was it called to the attention of any Member of Congress, any of the 
recommendations of your committee? 

Mr. Kreutz. I don’t recall exactly, sir. 

Mr. Hourrreip. Was it sent to the Banking and Currency Com- 
mittee that has jurisdiction over the Home Loan Bank Board, legis- 
latively speaking? 

Mr. Kreutz. I would have to check that. It should have been. 
I don’t recall exactly whether it was sent there. 

Mr. Houirietp. Has the Board taken any action such as your 
resolution recommended since that time to give protection to the 
individual institutions throughout the Nation against unwarranted 
seizure similar to the Long Beach case? 

Mr. Kreurz. The Board has studied the matter. 

Mr. Houirievp. It has what? 

Mr. Kreutz. Has studied the matter. We have had some confer- 
ences with the Board. 

Mr. Houtrievp. Have they set up any standards or any regulations 
or procedures formally, to which they will bind themselves? 

Mr. Kreutz. Not that I know of. 

Mr. Mituer. In effect, when you are talking about conferring with 
" the Board, you are talking of the members of the Home Loan Bank 
f Board? ; 

Mr. Kreutz. Yes, sir. 

f Mr. Miter. Was there anything said by any members of the Home 
Loan Bank Board in the course of your discussions to the effect that 
any changes or amendments which might be indicated could not be 
J made at this particular time because of the pendency of the litigation 
in California, and that such matters might be taken up later at the 
f termination of the litigation? 

Mr. Kreutz. We have had assurances from the Board that they 
were interested and would pursue legislation at some time which would 
clarify this whole procedure of the appointment of conservators and 
so on, 

For example, the Coordinating Committee on Federal Legislation, 
which has in its membership representatives of the industry and of the 
home loan banks, had a series of meetings and had some drafts of 
various proposed bills of this kind which were discussed with the Board. 
As I recall it, one of those drafts was approved by the Board as the 
type of thing which it would support. 

Then, as you know, of course, Mr. King has had a bill pending for 
some time, but there has never been any hearing on it by the Banking 
and Currency Committee. In other words, there has never been an 
opportunity to come in and present our views before the legislative 
committee. 
of | Mr. Fiscuspacn. You know that Mr. Foley addressed himself to 
the Banking and Currency Committee and requested that no con- 
sideration be given to the bill. 

Mr. Kreutz. I didn’t recall that. 

Mr. Hourrteitp. Will you furnish this subcommittee, Mr. Kreutz, 
any resolutions or drafts of legislation which you have recommended? 
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Will you furnish those drafts to this subcommittee in regard to the 
subject matter which we are considering? 

Mr. Kreutz. Yes; I would be very glad to. 

Mr. Houirreip. You probably have them in your records. 

Mr. Krevrz. Oh, I think so; yes, sir. 

Mr. Houtrreip. They will be of value to us in considering this over- 
all problem. 

Mr. Miuuer. Mr. Kreutz, did the members of your committee 
that made this study of the matter and procedure by which the 
Long Beach Federal Savings and Loan Association was taken over 
by the Federal Government make any investigation as to the charges 
which were made by the Home Loan Bank Board as to the reasons 
why it was taken over and as to the conditions which existed in the 
Long Beach Federal Savings and Loan Association as operating under 
the Gregory management? 

Mr. Kreutz. Yes. We had a meeting one day with the then Gov- 
ernor of the Home Loan Bank system, Colonel Lee, who brought to 
our committee some files and spent some time discussing the case 
with us. I should say the position of the committee following that 
discussion was that while they were not prepared to go into the matters 
of the charges and were not qualified to pass on that phase of the 
matter, they still felt that the procedure was wrong. 

Mr. Miuuer. In other words, they felt that the procedure was too 
summarily taken, regardless of the truth or falsity of these charges 
made? 

Mr. Kreutz. Yes, sir. 

Mr. Miuier. Your committee took no stand on the truth or falsity 
of the charges or took no position in regard to the Government’s 
contention as to the conditions which the Government claimed existed 
in the Long Beach Federal Savings and Loan Association? 

Mr. Kreutz. I believe that is correct. 

Mr. Houirtevp. In view of the fact that no standards of procedure 
in regard to conservatorships or receiverships have been set up by the 
Home Loan Bank Board, we must of necessity conclude that, if the 
desire was there, such actions could be performed against any institu- 
tion in the United States that is chartered by them at the present 
time. We must conclude that they could repeat this performance 
if they wanted to? 

Mr. Kreutz. Yes, I assume so. 

Mr. Hourrietp. That certainly should be a matter of intense in- 
terest to the members of your association. 

Mr. Kreutz. We are very well satisfied that the present Board 
would not do so. 

Mr. Houirtexp. I might say that Iam too, Mr. Kreutz, but you and 
I both know the fallacy of depending upon the attitudes of men. 
And I think that the responsibility of the members of your association, 
the responsibility of the Congress, goes much further than the atti- 
tudes of the present Board. I think it goes to the point of seeing that 
legislation is passed which will take this out of the realm of whim and 
personal feeling and put it on the basis of statutory justice to the mem- 
bers of your association. 

Mr. Kreutz. We are heartily in favor of that. 

Mr. Mixer. That is all I have, Mr. Chairman. 
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Mr. Houirretp. The subcommittee will stand adjourned until 
7:30 this evening. 

(Whereupon, at 12:15 p. m., the subcommittee recessed, to recon- 
vene at 7:30 p. m., this same day.) 

(The following material was submitted by Mr. Oscar Kreutz in 
connection with the above testimony.) 


National Savines anD Loan LEaGugE, 
Washington, D. C., July 11, 1961. 
The Honorable Curt HouirFizxp, M. C., 
Chairman, Subcommittee on Investigation of Home Loan Bank Board Matters, 
Committee on Expenditures in the Executive Departments, 
House Office Building, Washington 25, D. C. 


Dear Mr. CnuarrMAN: In response to the request of the committee made during 
my testimony today, I am enclosing certain material covering the views of our 
National Savings and Loan League and the recommendations of the coordinat- 
ing committee on legislation sot up by the Federal Savings and Loan Advisory 
Council, with regard to the ‘‘California matter.” 

First there is a copy of a resolution adopted by our own board of governors 
meeting in Coronado, Calif., October 22, 1947. This was adopted for the express 
purpose of giving directive to me as executive manager to cover discussions of 
items contained in the resolution with the Home Loan Bank Board. Those dis- 
cussions were held and our recommendations were outlined to that Board 
subsequently. 

There is attached a copy of our national letter No. 136 which shows on page 3 
that legislative proposals of the National Savings and Loan League included 
changes in the conservatorship provisions of the statute concerning supervision of 
Federal associations. 

These two enclosures should make clear the viewpoint and policies of the Na- 
tional Savings and Loan League. There is also enclosed the text of a proposal to 
change the conservatorship provisions of the statute which was approved by the 
Coordinating Committee on Legislation of the Federal Savings and Loan Advisory 
Council on March 4, 1949. This committee which was established by the council 
met in 1948 and in 1949 and consisted of representatives of industry and the 
Federal home loan banks. Actions were not necessarily binding on the organiza- 
tions represented, but it comprised a general effort to reach basis agreement on 
legislation needed for the savings and loan business. 

Sincerely yours, 
Oscar R. Kreuz, Executive manager. 


RESOLUTION ADOPTED BY THE BOARD OF GOVERNORS OF THE NATIONAL SAVINGS 
AND Loan LEAGUE IN Fatt MEETING ASSEMBLY, OcTOBER 19-23, 1947, aT 
Hore. DEL Coronabo, Coronapo, CALIF. 


Resolved by the board of governors of the National Savings and Loan League 
in session this 22d day of October 1947, in Coronado, Calif., that: 

In order to emphasize to the Home Loan Bank Board the urgency of a number 
of matters of utmost importance to the savings and loan business, we hereby de- 
clare it to be the policy of the National Savings and Loan League that the follow- 
ing subjects are regarded by it as requiring earliest possible consideration by the 
said Home Loan Bank Board: 

1. A reappraisal of the functions of the Home Loan Bank Board looking toward 
the goal of a better understanding by members of the Federal Home Loan Bank 
System as to what is expected of them; as to the degree of confidence placed in 
management by the Board and its departments; and as to the extent of the 
Board’s sphere of duties expressed or implied in the acts of Congress. 

2. Prompt settlement of all phases of what has generally been known as the 
“California matter,” involving both Long Beach Federal Savings and Loan Asso- 
ciation and consolidation of the Los Angeles and Portland Federal Home Loan 
Banks, as well as any related or kindred questions. 

3. Promulgation of regulations to implement the provisions of H. R. 2800 which 
provides for unsecured and title I FHA loans by Federal savings and loan asso- 
ciations. 

4. A new study of the allocation of supervisory authority to determine whether 
changes should be made in the method of authority. 
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5. Review of the procedure of examination and supervision. 

6. Minimizing of examination costs for all associations and the elimination of 
dual examinations for insured State-chartered associations where State super- 
visory codes provide adequate standards of examination. 

7. Reexamine the procedure for effecting changes in the management of super- 
vised associations to the end that every phase of matters involving criticism of 
management be carefully considered and discussed by the Board and its depart- 
ments with the management and board of directors of an association, in order 
that changes may be made in a judicious fashion, without undue haste and in such 
& way as not to interfere with or undermine the business of the association. 

8. Regularize the procedure for effecting mergers of the Federal home loan 
banks. 

9. Invite coordination of legislative requests and seek a joint program for such 
national legislation. 

10. Attempt to bring about under Board leadership and action a more under- 
standing attitude on the part of examiners of the Federal Deposit Insurance 
Corporation, the Federal Reserve System and the Office of the Comptroller of the 
Currency toward investments by banks in insured accounts of savings and loan 
associations. 

11. Broaden the base of the Federal Home Loan Bank System so as to expand 
the facilities of its member institutions and permit them to serve better the in- 
creasing home financing needs of the Nation. 

12. Streamline terminology which may be used by Federal savings and loan 
associations to describe their operations and themselves. 

All members of the National Savings and Loan League are urged to assist to the 
fullest extent any studies or hearings which may be required by the Home Loan 
Bank Board on the above subjects, to the end that such matters of urgency and 
primary interest to our industry may be resolved as quickly as possible, and we 
pledge our complete cooperation to the Home Loan Bank Board. 


NATIONAL SAVINGS AND Loan LEAGUE LETTER 


Washington 6, D. C. 
No. 136 
DEAR MEMBER: NOVEMBER 1, 1949, 
HIGHLIGHTS OF THIS LETTER 


Legislative résumé of the first session of the Eighty-first Congress. Outlook 
for the second session. Summary of our savings and loan legislative proposals 
and action taken to date. VA legal opinions on redemption rights of the Govy- 
ernment with regard to G. I. loans. Comparison of charter N with charter K 
mailed separately to Federal association members. National League committees 
being announced by President Conner and will be listed in the November Journal. 


LEGISLATIVE RESUME OF FIRST SESSION OF EIGHTY-FIRST CONGRESS 


This is a résumé of the action taken during the first session of the Eighty-first 
Congress on bills of direet or general interest to our business. We also present 
a brief summary of the outlook for the second session, which will be reviewed 
toward the end of 1949 in the light of developments between now and that time. 

H. R. 6316, premium reduction bill—This new bill by Chairman Spence of the 
House Banking and Currency Committee, passed the House and is now before 
the Senate Banking and Currency Committee. Recommended and endorsed by 
the National League. 

S. 1175, conversion of Federals into savings banks.—Passed by the Senate and 
now before the House Banking Committee. This bill permits Federals to con- 
vert to mutual savings banks in those States where State laws permit mutual 
savings banks to convert to savings and loan associations. 

S. 2006, the controversial branch office bill.—Restricting branches to those States 
where State-chartered associations have branches. Approved by the Senate 
Banking Committee, but still pending before the Senate. Views of the National 
League members will be sought in a poll to be made shortly. 

General savings and loan legislation—The House Banking Committee started 
hearings late in the session but had no opportunity to complete them. There 
have been no hearings before the Senate Committee, due principally to the 
reluctance of that committee to start hearings until every effort had been made 
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to reconcile views of the Federal Reserve Board and FDIC with those of the 
Home Loan Bank Board and the savings and loan industry. ; 

Senate Joint Resolution 134, FHA extension and Fanny May expansion.— 
Approved by the Congress and sent to the White House. Provisions include 
extensions of titles I and VI to March 1, 1950; increased title I authorization by 
$25,000,000; increased title II authorization by $750,000,000; increased title VI 
authorization by $500,000,000; authorized mortgage lenders to sell to Fanny 
May all G. I. loans guaranteed under section 501, after date of enactment of the 
resolution, if loans do not exceed $10,000 in original individual principal amount; 
and gave Fanny May $1,000,000,000 more purchasing authority, signed October 25. 

Military housing.—Congress passed and the President signed the Wherry Act 
authorizing FHA Title VIII insurance on housing at or near military installa- 
tions. This has concerned chiefly the large contractors who are bidding in large 
numbers for the available insured housing jobs authorized by the armed 
services. 

Slum clearance and public housing.—The Congress passed and the President 
signed a general housing act authorizing the building of 810,000 public-housing 
units in 6 years, and providing for loans and grants in connection with the gen- 
eral program. Housing and Home Finance Agency has set up a special slum 
clearance division under this act and that division has already received many 
requests for assistance in carrying out local projects. 

Rent control.—This was extended by the Congress to June 30, 1950, 

Actions of general interest.—Congress gave the President new authority to 
reorganize the executive departments subject to congressional veto, and seven 
reorganizations were approved. Congress passed a new farm price support 
measure involving billions of dollars in parity payments on a sliding scale. Con- 
gress extended assistance to Europe, both economically and militarily, and sent 
more funds to Western Europe for financing the expansion of this program. 


LOOKING AHEAD TO SECOND SESSION 


Of utmost importance to every member is the congressional vacation now on, 
which will last until New Year’s. This is an opportune time for you to contact 
your own Congressmen and Senators and discuss with them or present to them 
your views on savings and loan legislative proposals and other bills. 

As we have said many times, the grass-roots contact is essential if our savings 
and loan program is to go through this next session. There have been many 
obscuring statements and interfering maneuvers by enemies of the savings and 
loan system during this past year, and most Representatives and Senators need 
more information on the legislative needs of the savings and loan system. And 
especially, they need to learn from you about the many worth-while services 
rendered by savings and loan associations to the people in their voting districts. 
This is most important. Send financial statements, send reports of loans made, 
of savings created, then talk with your Representative and Senator. 

Our savings and loan legislation covers the following objectives approved by 
the National League: 

1. Treasury support up to $1,000,000,000 for the Federal Home Loan Bank 
System, and orderly retirement of Government stock in those banks. 

2. Treasury support up to $750,000,000 for the FSLIC and orderly retirement 
of the Government stock in that Corporation. 

3. Reduction in the insurance premium. The bill by Mr. Spence reeom- 
mended and endorsed by us, passed the House and is before the Senate, and it 
would give to our associations the same rate as is paid to the FDIC. 

4. A streamlined and more reasonable procedure for the termination of insure 
ance. 

5. Authorization for the FSLIC to pay the insurance in cash on determination 
by the Home Loan Bank Board. 

6. Authority for the FBI to investigate robberies of State associations. 

7. Penalties for the circulation of false rumors against associations. 

8. Increase to $2,500 the authority of Federal associations to make title I 
and other unsecured loans. 

9. Changes in the conservatorship provisions regarding Federal associations. 

It is too early to see whether present bills will be considered adequate or suitable 
for action in the Congress, or whether revised bills will be needed. We shall keep 
you advised of that point, but in your contacts with your Congressmen and 
Senators stress the need for approval of the general program. If vou obtain 
support for the general program, it is reasonable to assume that vour Congressms 
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and Senators will vote for bills embodying objectives of this program regardless 
of the numbers appearing on the bills. 

However, endorsed bills which can be recommended are H. R. 5596 (national 
letter 129), H. R. 6316 (national letter 135), and S. 2384 (national letter 130). 
These bills cover most of the objectives of the general savings and loan program, 

Other legislation of generat interest—Renewed efforts will be made by its backers 
to pass a housing bill further expanding the FHA and G. I. loan program. It is 
assumed that the backers of direct loans by the VA to veterans will be as vociferous 
as ever in their demands. Despite the pressure from national veterans’ groups 
such proposals failed in the first session. General business conditions may de- 
temine to a great extent whether these proposals will have any chance in the 
next session; for example, if 4 percent G. I. financing is plentiful, this would take 
some wind out of the sails of the direct-loan lobby. Proposals for direct loans 
for veterans’ cooperatives remain uncertain and may be determined by reports 
submitted by the Sparkman Subcommittee of the Senate Banking Committee, 
and by the Patman Subcommittee of the House Banking Committee, now making 
surveys of European cooperative housing. 

Billions of dollars are involved in other matters of general interest which will 
come up before the second session. The House has passed a bill expanding social 
security to take in 11,000,000 additional persons and it has also passed the dis- 
placed persons bill which would permit more extensive immigration. A national 
health insurance bill will again be proposed. There is talk of a proposal to increase 
the postal rates. 

If you want to know about the status of any bill now before Congress write us 
and we will send you the information. 

More than many realize, a great deal of our national economy is tied to the 
world political situation. If Tito should be attacked in Yugoslavia the big 
question is: what would our country do and how much more would have to be 
poured into the military budget? Devaluation of currency in many countries 
poses an important problem for us economicaily. 

Aside from the current industrial strife and the foreign outlook, business condi- 
tions are generally very good, as we have reported. But the strike situation has 
already affected collections on loans and the flow of savings in some areas. This 
situation should improve promptly upon the settlement of strikes. 


G. I. LOAN PROGRAM NOTES 


For several months we have been checking into the situation at the VA, brought 
about by views in the Office of the Solicitor that some of the general laws in the 
United States Code with regard to redemption rights of the Government cover 
G. I. or FHA loans. At the present time, the VA is engaged in discussions with 
the FHA as to how best to handle this matter and reassure lenders so that there 
would be no interference with the program of insured or guaranteed mortgages 
by the Government. 

We suggest that you continue to regard this subject as one still undetermined 
finally, until such time as clarification of policy may be made at the VA and the 
FHA or until some clarifying legislative amendment is approved if that happens 
to be necessary. However, we do want to review briefly as follows, some of the 
rulings of the Solicitor at the VA for your general information: 

“Question (1): In the event the VA pays holder’s claim for guaranty on a 
section 505 (a) (second) loan and receives an assignment of bond and warrant to 
confess judgment, and the VA thereupon takes judgment on this bond prior to 
sheriff’s sale resulting from foreclosure of the first mortgage, does the VA have 
a right of redemption for a period of 1 year from the date of sale? 

“Held: Yes. 

“Question (2): If the answer is in the affirmative, is it necessary that the 
Administrator be included as a party to the foreclosure proceeding on the first 
mortgage in order to preclude such right of redemption from coming into existence? 

“Held: The right of redemption is not affected by making, or failing to make, 
the Administrator a party. The sentence in paragraph 18 of serial 120-49 that 
‘to be sure, the question becomes academic in any case in which the United States 
(as lienor) was made a party/defendant to the foreclosure suit, if any,’ is incorrect, 
and is withdrawn. It does not affect any conclusions stated in that opinion or 
this opinion. 

“Question (3): If the Administrator is not a party, is the loan guaranty 
officer authorized to relinquish the Government’s right of redemption? If yes, 
in what manner? 
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“Held: Yes, by release, in a proper case, under section 509—perhaps by quit- 
claim deed. 

“Question (4): In a case in which the VA has guaranteed a home loan made to 
a veteran under section 501 of the act (secured by a first mortgage), and the 
FHA or other Government agency is a junior lienor, will a foreclosure of said 
first mortgage without joinder of junior lienors as parties, extinguish the Gov- 
ernment’s right of redemption? 

“Held: No, nor would joinder extinguish such right if it exists. 

“Question (5): If it is decided that the title is defective and that the defect 
could not be cured for a period of 1 year, should a demand be made on the holder 
to account (i. e., make the final accounting referred to in section 36:4320 (f) of 
the regulations) to the Administrator in the same manner that he would account 
if he had elected to retain the security? 

“Held: Yes; but if there be no title defects except the right of redemption, 
such defect does not relieve the VA of the legal duty to accept a conveyance 
(‘transfer’), otherwise proper, except when the property was bid in for less than 
the amount specified (if any) under section 36:4320 of the regulations in a juris- 
diction in which there exists a right to redeem by paying less than the full indebt- 
edness. See Solicitor’s:opinions, serials 762-48 and 903-47. In the event of a 
conveyance to the Administrator, the final accounting logically and conveniently 
should be made at that time.”’ 

VA officials have advised several Senators that a study is being made of arrange- 
ments for cash escrows to cover the cost of outside improvements, so that some 
present confusion over guaranties applied to loans covering certain repairs may 
be eliminated. We will give you the details after the plan has been evolved. 


COMPARISON OF CHARTER N WITH CHARTER K 


We have mailed to all Federal association members a four-page highspot com- 
parison of charter N with charter K, giving the principal points in which managers 
and boards of directors would be interested in checking, as they consider whether 
a change should be made to the new charter. If any Federal member wishes more 
copies we would be glad to supply them, or if any State-chartered members are 
interested, we would be glad to send copies to them. 


MISCELLANY 


The lists of national league committees for the present league year 1949—50 
are being announced by President Conner in the November journal. Be sure 
you look over these lists and if there is any committee activity in which you are 
interested, and which you had previously not informed us about, please let 
President Conner know. The Savings Banks Association of New York has been 
holding its annual convention on board a cruise ship from New York to Nassau, 
and invitations were extended to some savings and loan people. Both President 
Conner and the executive manager declined invitations. Several national league 
members, however, participated in the cruise and thus the league was represented 
unofficially. An address was delivered by Chairman Divers of the Bank Board. 
In September, Fanny May purchased $64,143,000 worth of G. I. and FHA loans. 
At the end of that month Fanny May held mortgages totaling $637,431,000 and 
had outstanding contracts to acquire additional mortgages aggregating $721,859,- 
000. Revisions in the Fair Labor Standards Act, increasing the minimum wage 
and changing other requirements are being studied by the Wage Hour Division 
of the Federal Government, and late this year detailed regulations will be issued. 
Since the changes in the act are not effective for 90 days this will give the depart- 
ment an opportunity to prepare the explanations for business and industry which 
will interpret the revisions made. President Conner addressed the annual con- 
vention of the Connecticut League at Waterbury last week and then came into 
New York City for a lengthy and constructive conference with the executive 
manager on national league policies and activities. The conference covered the 
whole area of our league program for the balance of this league year and covered 
such items as legislation, committee work, cooperation in the financial field, and 
future meetings. 

Sincerely yours, 
Oscar R. Kreutz, 
Executive Manager. 


P,. S.—Reminder—our address changed last May. We still receive mail from 
several days to 10 days late because it was addressed to our previous location at 
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1835 K Street NW. We moved from that location last May. Some of the letters 
delayed were on important matters requiring immediate replies. If your records 
do not have our new address, we urge you to change them so that none of your 
letters will be held up in the post office here. ; 


Text or Proposep CHANGE IN THE Statute Approved Marcu 4, 1949, py 
THE COORDINATING COMMITTEE ON LEGISLATION OF THE FEDERAL Savines 
AND Loan Apvisory CoUNCIL 


Subsection (d) of section 5 of Home Owners’ Loan Act of 1933, as amended, 
is hereby amended to read as follows: 

“Tf it is determined by the Board that an association— 

‘“(1) has violated any provision of its bylaws or charter, or of rules and 
regulations of the Board or the Federal Savings and Loan Insurance Cor- 
poration, or of any law 

‘“*(2) has refused to submit its books, papers, or records to any examiner or 
lawful agent of the Board, or 

‘“*(3) has concealed its books, papers, records, or assets, 

the Board may by formal order, certified copy of which order shall be served 
upon the association, direct such association to discontinue any such practice or 
to refrain from again performing any such act or to perform any duty required 
by law or regulation. 

“The Board shall have power to appoint a conservator for an association pur- 
suant to a resolution adopted by the association’s members or by its board of 
directors at a valid meeting requesting such appointment or if the Board deter- 
mines by formal order, certified copy of which order shall be served upon the 
association, that one of the following grounds exists: 

““(1) the association is insolvent or impaired in that its assets do not have 
an aggregate value at least equal to the aggregate amount of its liabilities 
to its ereditors and other persons including its members; 

(2) the association or its directors or officers or any of them, knowingly 
failed or refused to comply with an order issued under the foregoing provi- 
sions of this subsection. 

“At the discretion of the Board any such conservator shall have power (1) to 
take possession of the association, (2) to assume and exercise all of the powers of 
the association’s members, board of directors and officers, and (3) to conduct 
the business of the association in such manner and to such extent as the Board 
may prescribe. In the event of the appointment of a conservator or of the issu- 
ance of an order as provided in this subsection, the association, pursuant to 
resolution adopted by its members or by its board of directors, at a valid meeting, 
may within 60 days after service of certified copy of the Board’s order file a 
petition in the district court of the United States for the district in which the 
association is located praying that the conservator be removed or that the order 
of the Board be set aside or modified, and copy of any such petition shall forth- 
with be served upon the Board by registered mail. Upon such filing, the court 
thereupon shall have jurisdiction and power to inquire into the matter de novo 
upon the weight of the evidence and to affirm, modify, or set aside the order of 
the Board in whole or in part, to enforce the order as affirmed, modified, or set 
aside, including the power to remove a conservator, and shall have power to 
grant such temporary relief or restraining order as it deems just and proper. 
The jurisdiction of anv such court shall be exclusive and its judgment and decree 
shall be final except that the same shall be subject to review by the appropriate 
circuit court of appeals and by the Supreme Court of the United States upon 
writ of certiorari or certification as provided in title 28, United States Code, 
section 1254. 

“Any conservatorship of an association shall terminate at the end of 6 months 
unless extended for an additional 6 months by resolution of the Board stating the 
reason therefor, except that it may be continued for the duration of anv pending 
litigation contesting such conservatorship and 3 months thereafter. The Board 
shall have full power to terminate a conservatorship and return the association's 
affairs to its duly elected officers and directors or, with the consent of the associa- 
tion’s members expressed in a resolution adopted at a valid meeting, to terminate 
the conservatorship upon reorganization, or upon merger or consolidation with 
another corporation, and to adopt rules and regulations not ineonsistent with this 
subsection for the appointment, powers and authorities of conservators and receiv- 
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ers, and for reorganizations, mergers and consolidations and liquidations. Except 
where a conservator is removed by court order as hereinbefore authorized, the 
Board may after 60 days from the date of service of notice of the appointment of a 
conservator, or after the conclusion of any litigation contesting such appointment, 
whichever is longer, terminate any conservatorship by appointment of the Federal! 
Savings and Loan Insurance Corporation as receiver pursuant to the provisions of 
section 406 (b) of the National Housing Act, as amended. The Board may 
appoint a receiver for an association pursuant to a resolution adopted by the 
association’s members or by its board of directors at a valid meeting requesting 
such appointment, or the Board may appoint a receiver for an association at any 
time that an association is insolvent or impaired as hereinbefore defined, provided 
that any such association may, within 30 days after notice of the appointment of 
such receiver, contest such appointment in the district court of the United States 
for the district in which such association is located upon the same basis and by the 
same procedure as herein provided for contesting the appointment of a conservator. 

“The Home Loan Bank Board shall also have power in its own name and 
through its attorneys to file an action in any district court of the United States to 
enjoin any violation of law or regulation or to require the performance of any 
duty provided by law or regulation and such courts shall have original jurisdiction 
to consider and determine such actions including the power to grant such tem- 
porary relief or restraining order as may be just and proper and to enter final 
judgments and decrees therein except that the same shall be subject to review by 
the appropriate circuit court of appeals and by the Supreme Court of the United 
States upon writ of certiorari or certification as provided in title 28, United States 
Code, section 1254.”’ 


EVENING SESSION 


Mr. Houirteip. The subcommittee will be in order. 

Mr. Russell, will you please rise? Do you swear that the testimony 
you are about to give before this subcommittee will be the truth, the 
whole truth, and nothing but the truth, so help you God? 

Mr. Russet. I do. 

Mr. Houirietp. Thank you. Be seated. 

Will you identify yourself to the reporter? 


TESTIMONY OF HORACE RUSSELL, ATTORNEY (FORMER GENERAL 
COUNSEL, HOME LOAN BANK BOARD) 


Mr. Russevyt. I am Horace Russell, 7 South Dearborn Street, 
Chicago 3, Ill.; engaged in the private practice of law. 

Mr. Fiscupacu. Mr. Russell, you were at one time general counsel 
for the Home Loan Bank Board? 

Mr. Russeuu. Yes. 

Mr. Fiscnpacn. Will you state the period of time that you were 
connected with the Home Loan Bank Board? 

Mr. Russewu. I was connected with .t from October 1932, to May 
15, 1938, and I suppose I was on the payroll sometime after that 
with some annual leave carried over for a time. 

Mr. Fiscupacu. During that period of time did you have occasion 
to act as counsel in connection with the affairs of the Federal Savings 
and Loan Insurance Corporation? 

Mr. Russeuyi. Yes. During nearly all of that time I was general 
counsel of the Board, which included the Federal Home Loan Bank 
Board, the Federal Savings and Loan System, and the Federal Sav- 
ings and Loan Insurance Corporation, and Home Owners Loan 
Corporation. z 

Mr. Fiscupacu. While you were counsel for the Board, were there 
in effect regulations which provided for notice and opportunity for 
hearing before the Board would take action in connection with the 
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appointment of a conservator or the appointment of a receiver for 
Federally chartered savings and loan association? 

Mr. Russevy. During my connection with the Board, my best 
recollection is that the regulations did not provide for any express 
provision for notice and hearing. 

Mr. Fiscupacn. With regard to insurance, was there any pro- 
vision in the regulations of the Insurance Corporation or the Board 
for the Insurance Corporation which would permit the institution 
of a suit in a local community, anywhere in the United States of any 
claim against the Insurance Corporation? . 

Mr. Russevy. The only provision which I have any knowledge of 
is the statutory provision, which provides that the Corporation shall 
be subject to suit and has the power to sue. 

Mr. Fiscupacu. Mr. Russell, were you concerned, as counsel for the 
Board at the time of the enactment of the legislation creating the 
Insurance Corporation? 

Mr. Russexu. Yes. I drafted that statute as it was approved by 
the Board in the beginning, providing for the Corporation to be sued, 
and subject to suit. 

Mr. Fiscupacu. Was it the intention of the Board in presenting 
that legislation to the Congress that the Corporation should be subject 
to suit only in the District of Columbia, or was it the intention that 
the Corporation should be subject to suit in any State or Federal court 
throughout the United States? 

It might help if I referred you to the provisions of section 402, 
subdivision (c), subdivision 4 of the organic act. 

Mr. Russevyi. I have no means, Mr. Chairman, of judging the 
purpose and intent of the Board, except by what they approved, and 
the Board did approve this language referred to by counsel, which says 
that— 

The Corporation has power to sue and be sued, complain and defend, in any court 
of law or equity, State or Federal. 

There wasn’t any other law or regulation on that subject of which | 
have knowledge up to the time I separated, I resigned as counsel for 
the Board. 

Mr. Fiscuspacn. Did the Insurance Corporation have agents 
throughout the United States? 

Mr. Russet. It had an agent while I was counsel for the Board in 
each of the Federal Home Loan Bank districts, and from time to time 
had other agents, but continuously it had agents in the Federal Home 
Loan Bank districts, including one in Los Angeles, Calif. 

Mr. Fiscupacu. And was it the intention that the agents in the 
various Home Loan Bank districts throughout the United States 
should represent the Insurance Corporation in those districts ip 
connection with its business and affairs in the districts in which the 
banks were located? 

Mr. Russevu. During the period I was connected with the Board, 
the Board designated by resolution a person who was, I believe, in al! 
cases, incidentally an officer of a Federal Home Loan Bank, as a re- 
presentative of the Federal Savings and Loan Insurance Corporation 
in that bank district to represent it there. 

Mr. Fiscupacu. When you refer to a representative sp2cifically in 
the Federal Home Loan Bank of Los Angeles, did you refer to an 
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officer of that bank as being the representative of the Insurance 
Corporation for this district? 

r. Russet. My best recollection is that at all times it was one of 
the “aon of the bank, either the president or vice president of the 
bank. 

Mr. Fiscusacn. While you were counsel for the Home Loan Bank 
Board in the years in which you mentioned, did the Insurance Cor- 
poration have occasion to bring suit in various courts throughout the 
United States? 

Mr. Russevu. No, sir. I don’t think the Home Loan Bank Board 
during my nearly 6 years, or the Insurance Corporation either brought 
a suit or had a suit brought against them during that period in the 
United States. 

Mr. Fiscupacu. Had you ever written any memoranda with respect 
to the suability of the Insurance Corporation under the basic act? 

Mr. Russe.u. I have no knowledge of ever having written one. 
I wrote a great many things during that 6 years, and I might have, 
but I have no recollection of any such memorandum. It is so clear 
in the statute that I would doubt that I would write a memorandum 
on the subject. 

Mr. Fiscupacu. Was it within your contemplation, or to your 
knowledge was it within the contemplation of the Board at the time 
the act incorporating the Insurance Corporation was presented to the 
Congress and adopted by the Congress that in a suit against the 
Insurance Corporation, the Board itself would be a necessary and 
indispensable party? 

Mr. Russe.u. No, it was within my contemplation that any suit 
would be against this corporation. 

Mr. Fiscupacn. And there was no doubt about the fact that the 
Corporation was created as an entity which separate and apart from 
the Board would be subject to suit? 

Mr. Russeuu. Exactly. The statute clearly says that— 

Upon the date of enactment of this act, the Corporation shall become a body 
corporate, and shall be an instrumentality of the United States, and as such shall 
have power 1, 2, 3, 4, to sue and be sued, complain and defend, in any court of 
law or equity, State or Federal. 

Mr. Fiscupacu. While you were officially connected with the 
Board, was there ever any contention by the Department of Justice 
or by any other agency of the Government that the Insurance Cor- 
poration was not subject to suit in any court in the United States? 

Mr. Russexu. Of course, I couldn’t speak for the Department of 
Justice or any other agency of the Government. 

Mr. Fiscupacn. To your knowledge? 

Mr. Russeuu. And I have no knowledge of anybody taking the 
position that the Federal Savings and Loan Insurance Corporation 
was not subject to suit anywhere that you could catch them. 

Mr. Fiscupacu. Did you regard, or was it regarded, Mr. Russell, 
that the Corporation should be subject to suit as a necessary attribute 
of affording to shareholders of the Federal Savings and Loan Associa- 
tions access to their own courts? 

Mr. Russexu. I have drafted this statute and some others in this 
little book I have before me. I am willing to say that it was my opin- 
ion at that time that the public interest required that such a corpora- 
tion should be suable by anybody anywhere in any kind of action. 
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Mr. Fiscupacu. And, while you were officially connected with the 
Board, I take it you never heard any official statement which would 
in any wise militate against that concept? 

Mr. Russevu. No; that question was never raised. 

I might point out in that connection that at the same time I repre- 
sented the Home Owners Loan Corporation, which is a separate cor- 
poration, but a Government corporation wholly owned as this one, 
and that it had three or four thousand suits pending against it at one 
time, and most of the time for 3 or 4 years. 

Mr. Hotrrretp. Where were those suits filed? 

Mr. Russevu. They were filed wherever the cause of action arose 
generally. 

Mr. Houtrrevp. All over the United States? 

Mr. Russexti. They had an office in every State, and for a long 
period had many district and other offices, and they were suable any- 
where they could find an agent and office to serve. 

Mr. Hourriretp. They were suable in both the Federal and State 
courts, or in just the State? 

Mr. Russevu. In both—all kinds of tort and contract actions of 
every character. 

I was surprised when some court held it not subject to garnishment. 
I thought it was subject to garnishment, too, but somebody finally 
satisfied a court or two it wasn’t subject to garnishment, but I still 
think it was. 

Mr. Houirrevp. Well, you are not alone in being an attorney that 
sometimes has a different idea than the court has. 

Mr. Russewu. | find that sometimes, even after the court decided 
my case, I am of the same opinion still. 

Mr. Houirrevp. Are you also acting, Mr. Russell, as legal counsel 
at this time for the United States Savings and Loan League? 

Mr. Russe.t. It is one of my clients; yes, sir. 

Mr. Houirievp. One of your clients? 

Mr. Russe.uu. Yes, sir. 

Mr. Houirtetp. We have no further questions, Mr. Russell. We 
appreciate very much your coming up this evening. 

Mr. Russevyi. Thank you. 

Mr. Hourrtetp. Mr. Ammann, will you please come forward. 


FURTHER TESTIMONY OF A. V. AMMANN, ASSISTANT CHIEF 
SUPERVISOR, HOME LOAN BANK BOARD 


Mr. Fiscupacn. Mr. Ammann, have you your computations which 
would show the amount of the net earnings of the Federal Savings 
and Loan under your administration at Long Beach while you were 
conservator as against the amount of dividends that you paid? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacn. And, in connection with that, in computing the 
net earnings of the association, have you taken into account what 
all the operating charges and expenses of the conservatorship were? 

Mr. Ammann. Yes, insofar as I know of them. 

Mr. Fiscupacu. All right. Now, for the period, Mr. Ammann, 
from July 1, 1946, to December 31, 1946, how much in dividends did 
you pay? 

Mr. AMMANN. From January 1 to December 31, 1946? 
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Mr. Fiscupacu. No; from July 1. 

Mr. AMMANN. July 1 to December 31, the last 6 months of the 
year? 

Mr. Fiscupacu. Yes. 

Mr. AMMANN. The dividends were $150,127, approximately. 

Mr. Fiscusacn. In paying those dividends, did you make use of 
any part of the previously acquired undivided profits or surplus of 
Long Beach Federal? 

Mr. AMMANN. No, sir. The net income of the association during 
that 6 months’ period was $335,200, in round figures, and the divi- 
dends paid were $150,000, in round figures. 

Mr. Fiscupacu. I take it that you made money during each of the 
6 months in the period from July 1, 1946, to December 31, 1946? 

Mr. Ammann. Did I understand you to say July 1, 1946? 

Mr. Fiscupacu. Yes; we are talking about the last 6 months of 
1946. 

Mr. AMMANN. Yes, sir. The income of the association was in 
excess Of the dividends, after the payment of expenses. 

Mr. Fiscupacn. And during that period of time did you file monthly 
reports? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacu. And do you have the monthly reports with you 
that you filed? 

Mr. Ammann. I do. 

Mr. Fiscupacu. Would you refer, please to the monthly report 
for each month during the last 6 months of that year and tell me 
how much profit you made as shown by those reports? 

Mr. AMMANN. The actual profits for the association for the 6 
months could not be determined definitely until the close of the 6 
months. At the end of each month durmg that period I made a 
report showing the amount of expense and the estimated accrual, 
memorandum accrual, for what I estimated to be due to the Home 
Loan Bank Board if they billed it. J didn’t know what they were 
going to bill. 

During that period, as I recall, there may have been a billing, and 
that billing would have bona fide-ed the estimate which I had pre- 
viously made, if the estimate didn’t exactly agree with the billing. 

I mention that in explanation of the fact that I can come down to 
the end of 6 months and tell you what the profits were, but the insti- 
tution operates on a 6-month basis; and, therefore, the figures at the 
end of a month are not conclusive as to the profits for the 6-month 
period. 

Mr. Fiscupacu. Will you please refer to the monthly reports 
during that last half of the year 1946 and call off to me the profits 
you made each month during that period? 

Mr. AMMANN. These figures probably won’t add up to the actual 
profit at the end of 6 months, for the reason I mentioned, but the net 
income for the month of July 1946 is shown to be $157,444.47. That 
includes an estimate of $10,000 accrual for reimbursables due to the 
Board. 

Mr. Fiscupacn. So, your net profit was $157,444; is that correct, 
Mr. Ammann? 

Mr. AmMMANN. It goes back so far I have to read this to see what it 
means. 
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The net income for the month, after the expenses and provision of 
$10,000 for estimate of examination and conservator’s expense, was 
$157,444.47. 

Mr. Fiscusacu. That is for July? 

Mr. Ammann. That is for the month of July; yes, sir. 

Mr. Fiscupacn. All right. Now give us the same data for the 
month of August. 

Mr. Ammann. The net income of the association—this is cumu- 
lative, I believe. I will see whether it adds the two months together, 
or whether they are separate. No. For the month of August, the 
net income of the association above an estimate of $21,000 for charges 
estimated to be due the Board was $184,851.55. 

Mr. Fiscupacu. And for the month of September? 

Mr. Ammann. For the month of September—I see here by reading 
down a little farther on in these statements that the estimated Fed- 
eral insurance requirements haven’t been deducted from those figures. 
So, they are a little less than I said. 

Mr. Fiscupacu. All right. For the month of September? 

Mr. AMMANN. For the month of September, the net income of the 
association, including an estimate of $33,000 accrual due the Home 
Loan Bank Board, was $192,253.14, also before provision for the 
estimated Federal insurance reserve requirements. These figures are 
before dividend requirements, too. 

Mr. Fiscupacu. All right. Now, for the month of October? 

Mr. Ammann. I don’t find the sheet in here. 

Mr. Fiscupacu. Do you find the one for the month of November? 

Mr. Ammann. I find an operating statement here for the period 
July 1 through November 30, but I don’t find the October one. The 
reason may be that, as I recall, the conservator was removed on an 
order of the court at the end of a month before a statement could be 
prepared. We came in, the conservator was returned to the associa- 
tion, as I remember, October 2. 

Mr. Fiscuspacn. You were out for 1 day. 

Mr. AMMANN. Two days. 

Mr. Fiscupacu. Two days. 

Mr. AMMANN. But we had all that 2 days’ business to record in the 
books, in addition to the work of operating the institution, and we 
worked at nights and Sundays there for a period of time, getting that 
done, and that may have been the reason that no operating statemen|! 
was submitted, if none was submitted. There is a monthly report 
here, but I don’t see any operating statement. 

Mr. Fiscuspacu. What does the monthly report show the profit for 
the month to be? 

Mr. AMMANN. It doesn’t show that. 

Mr. Fiscupacn. It doesn’t? 

Mr. AMMANN. No, sir. There is a memorandum here covering op- 
erations from July 1 to November 30. 

Mr. Fiscusacu. Does that show what your profit was in that 
period? 

Mr. AMMANN. $258,605.75. I am still under the impression a report 
was made. ' 

Well, here is a statement—it was the month of October we are 
looking for. I found September. The way I read these I think these 
operating figures are cumulative and not separate for the month. 
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Mr. Fiscupacu. If in that period of 6 months you made approxi- 
mately $335,000 profit, I would take it that, from what you have read 
so far, you made profits every month; is that correct? 

Mr. AMMANN. Each month I have seen here. 

Mr. Fiscupacu. You started with the basic fact that in that 6- 
month period you paid $157,000 dividends; that you didn’t use any 
part of the previously earned undivided profits of the association to 
pay dividends, and that you had made about $335,000 in profit during 
the 6 months covered by the period from July 1, 1946 to December 
31, 1946. 

Mr. AMMANN. Here is an operating statement for the 6-month 
period, the whole 6 months. 

Mr. Fiscupacu. And how much profit does that show? 

Mr. Ammann. That shows net income for the period of $335,225. 

Mr. Fiscnpacu. Against which you paid $157,000 in dividends? 

Mr. AMMAN. $150,187. 

Mr. Fiscnpacu. So you used no part of the undivided profits? 

Mr. Ammann. No part of the previously accumulated undivided 
profits. 

Mr. Fiscusacu. Now, the monthly reports you made are under the 
regulations of the Federal Home Loan Bank Board public records, 
and available for public inspection; are they not? 

Mr. AMMANN. The conservator’s monthly reports are; yes. 

Mr. Fiscusacn. Do they truly and correctly set forth the condi- 
tion of the Long Beach Federal during that period of time? 

Mr. AMMANN. Between the months of July and sometime late in 
December 1946 they were supplemented by this memorandum which 
was attached to them when they were sent in. The two of them do 
together; yes, sir. 

Mr. Fiscnpacu. Are the memoranda public records? 

Mr. AMMANN. All reports of the conservator were in the same status 
in that respect, I understand. 

Mr. Fiscuspacnu. What does the memorandum show as the operat- 
ing profit during the month of November 1946? 

Mr. AMMANN. Well, this is for July to November. I don’t have it 
for the month itself. These are cumulative reports. 

Mr. Fiscupacn. I see. Did you show one thing in the monthly 
report and another thing in the memorandum? 

Mr. Ammann. No, they were part and parcel. 

Mr. Fiscuspacu. They were part and parcel and completely con- 
sistent; were they not? 

Mr. AmMMANN. There is a monthly report and operating statement, 
and this memorandum, all of them come in as one thing to the Board. 
This thing [indicating], this memorandum, the operating statement 
and the monthly report. 

Mr. Fiscupacu. Yes. What about this memorandum to Mr. Lee, 
the Governor, memorandum of December 7, 1946? Is that a part of 
it? 

Mr. AMMANN. No, that has no relation to that. That is a different 
thing. 

Mr. Fiscupacn. I see. 

Mr. AmMMANN. This part of it here [indicating]. 

Mr. Fiscupacn. In the month of December 1946 you reported 
almost $85,000 had been withdrawn from the association. 
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Mr. AMMANN. That is right. 

Mr. Fiscupacnu. But that is no part of it? 

Mr. AMMANN. No part of it, of that; it is a separate report on a 
separate matter entirely. 

Mr. Fiscuspacnu. Is that a public record? 

Mr. AmMMANN. It is all part of the file, yes. I don’t know what they 
did with them when they came in here, you understand. I just sent 
them in. Now this sheet right here is a part of this statement here, 
because during the months beginning i in July of 1946 and continuing 
on sometime through the period, that 6-month period, I did not accrue 
on the books the estimated reimbursables to the Board. I maintaine d 
that in a memorandum record. Toward the end of that period I 
began to set it up on the books, and then it would be in this monthly 
report itself. During those 6 months, or part of them, they would be 
partly here and partly in this supplemental report. 

Mr. Fiscupacn. Have you taken anything out of these files? 

Mr. Ammann. I have not. 

Mr. Fiscusacnu. Has anything been removed from these files, to 
your knowledge? 

Mr. AmMMaAnn. Not to my knowledge, no, sir. They haven’t been 
in my possession. 

Mr. Fiscusacu. I observe on October 10, 1946, in a memorandum 
to the Governor of the Federal Home Loan Bank Administration, 
you reported a net operating loss of $137,129. 

Mr. AmMMANN. Yes, but the net earnings of the institution were— 
they were this figure right here [indicating]. 

Mr. Fiscupacu. Perhaps you didn’t understand me, Mr. Ammann. 
How much money was made or lost in each of the months from the 
period July 1 to December 31, 1946, while you were conservator of 
Long Beach Federal? 

Mr. Ammann. I will find the statement here. It is the same I 
read a minute ago. 

Mr. Fiscupacn. It is the same? 

Mr. Ammann. Yes, sir. The figure you are reading is an entirely 
different figure. If that is the figure you are driving at, I will be glad 
to try to explain it. 

But in answer to your specific question as to what the earnings of 
the institution were in the last half of 1946, I will show vou the state- 
ment here. July 1 to December 31, 1946, net income for the period 
shown there to be $311,225.43. 

Mr. Fiscusacu. Which includes nonoperating income of $132,000 
that you derived from selling bonds; isn’t that right? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscusacn. Bonds that you didn’t buy, but bonds that had 
been bought by the previous management? 

Mr. Ammann. Bonds that belonged to the corporation, yes, sir. 

Mr. Fiscupacn. And bonds that had been bought by the previous 
management; isn’t that right? 

Mr. Ammann. They had been bought by the corporation. Man- 
agement didn’t buy them any more than I bought the later ones, The 
corporation bought the bonds. 

Mr. Fiscupacn. Allright, Mr. Ammann, and how much money did 
you make or lose during each of the months involved in that 6-month 


period? 
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Mr. AmMANN. Well, the profits are totaled at the end of the 6- 
month period. They are not determinable for the period prior to that 
time. At the end of the 6 months, this is the net income, the figure 
that I gave you, the net operating income—I can’t read that line 
across there. The net operating income, exclusive of bond profits for 
those 6 months was $178,644, according to that figure there. The 
figure here, there has been an adjustment. 

Mr. Fiscupacn. You say that the net operating income was 
$178,000; right? We know for a fact you paid out $154,000 in divi- 
dends. Is the figure of $178,000 of net operating income a figure which 
reflects the charges of the conservatorship, the examination reports, 
and all the charges which the association was subject to in that 
period? 

Mr. Ammann. I am not sure I followed your question. 

Mr. Fiscusacu. I will ask you again. In your 6-month operating 
statement that you reported, you showed a net operating income of 
$178,000. I am disregarding the hundreds. You said that you paid 
out $154,000 in dividends. Now I ask you whether the $178,000 
reported as the net operating income is the real net operating income 
of the association after all charges that the association was subjected 
to in that period of time were allocated. 

Mr. AMMANN. Well, there is a difference here. This statement of 
operations shows that the net income of the institution, net operating 
income is, as I have it on the sheet here, $202,700. 

Mr. Fiscupacu. Yes, but in your memorandum—— 

Mr. AmMANN. But over here—— 

Mr. Fiscupacn. In your memorandum to the Governor of the 
Home Loan Bank Administration, you show some $30,000 less. 

Mr. AMMANN. $24,000. This figure right here. 

Mr. Fiscusacn. All right. I asked you before, and I will ask you 
again, does this figure of $178,000 represent the real net operating 
income during that 6-month period under your administration after 
the application of all the charges that the association was subjected 
to in that period of time? 

Can’t you answer that? 

Mr. AmMANN. I would say—well, I haven’t looked at this for 
years. I would say “Yes,” to that. 

Mr. Fiscupacu. Would you please refer to the memorandum that 
you gave to Mr. Lee in the month of September 1946 and tell us 
whether you reported a net operating profit or loss for that month? 

Mr. Ammann. For the month of September? 

Mr. Fiscupacnu. Yes. 

Mr. AMMANN. There is this figure that you are talking about here, 
Mr. Fischbach, this $37,000 net operating loss, which is after an esti- 
mation of $82,000 of dividends. The dividends were not payable until 
the end of December, and that was no more than an estimate. It 
wasn’t payable at that time, and that was just an estimate of what it 
would be. 

Mr. Fiscupacn. You had an additional message to convey to Mr. 
Lee, the Governor of the Home Loan Bank Administration at that 
time, didn’t you? 

Mr. Ammann. In October? 

Mr. Fiscupacu. Yes. Didn’t you convey the message contained 
in the following paragraph after you showed that operating loss, net 
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operating loss of $37,000? What did you say to him? Read it into 
the record, please. 

Mr. AmMMANN. This last paragraph? 

Mr. Fiscuspacu. Yes. 

Mr. AMMANN (reading): 

The unfavorable trend with respect to our operations continued during the 
month of September, largely by reason of the factors mentioned in my report of 
August 12, 1946. Operations for September as shown above do not include 
accrued interest on bonds owned or earned, but unpaid interest on bank advances, 
which accruals have not yet been made due to the large volume of mere urgent 
work made necessary by neglect cf bookkeeping on October 1 and 2. 

Mr. Fiscupacn. Will you please refer to the basic report that you 
gave to Mr. Lee under date of August 12, 1946, in which you explained 
what the profit or loss trends of the association were under your 
stewardship? 

Mr. AmMMANN. There is a red figure there of $9,600, which includes 
an estimate like the one I mentioned before, $29,000 for dividends, 
which were not then payable, and were not definitely determinable 
until the end of the year. 

Mr. Fiscuspacu. What did you say about the operating conditions 
of the association? 

Mr. AMMANN (reading): 

The unfavorable operating result is due to a number of factors, including 
deferment by borrowers of payments on loans in escrow, delayed due to recon- 
veyance complications, relatively high compensation expense, loss of earnings on 
funds in Federal court, and relatively large bank account made necessary by 
certain circumstances of the case. 


Mr. Fiscupacu. What about the month of September? How did 
you make out then? 


Mr. Ammann. There is one other item which we haven’t been 
including here, which I will mention here should be included in the 
other figures. This shows an estimated net operating loss of $14,275 
after an estimated $56,700 for dividends not yet payable, and an esti- 
mated Federal insurance reserve requirement, which also is included 
in these other figures. 

Mr. Fiscupacnu. Now, of course, the association had to make 
deposits in the insurance reserve while it was under the management 
of the conservator, didn’t it? 

Mr. Ammann. It had at the end of each accounting period to add 
to its Federal insurance reserve such amount as necessary to keep it at 
least equal to the requirements of the insurance regulations. That 
could come either from earnings, or from undivided profits so far as 
the Federal regulations are concerned. It makes no difference. 

Mr. Fiscupacn. After you apply to what you said your profit for 
the 6-month period was the statutory obligation to make a transfer 
of funds to insurance reserve, and after you apply the expenses of the 
conservatorship that were incurred in that period, do you still insist 
that in paying $154,000 in dividends, you didn’t make use of the pre- 
vious reserves and undivided profits accumulated under the prior 
management? 

Mr. Ammann. I will find this statement so I can read it right off. 
The dividends paid for the 6 months ended December 31, 1946, were 
less than the net earnings of the association in that 6-month period. 

Mr. Fiscupacu. Now, that is the truth, isn’t it? 
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Mr. Ammann. As far as reading it from here, and my recollection, 

is the truth; yes, sir. 

Mr. Fiscnpacu. The dividends paid were less than the earnings? 

0" AMMANN. Less than the net income of the association for the 
eriod. 

; Mr. Fiscunacn. Didn’t you testify just the opposite the other day? 

Mr. AMMANN. No; I'didn’t. 

Mr. Fiscusacu. Didn’t you testify just the opposite tonight? 

Mr. AMMANN. Not to my knowledge; no, sir. 

Mr. Fiscuspacnu. Now the fact of the matter is, Mr. Ammann, that 
Mr. Gregory was charged here by Mr. Wyman with having paid more 
in dividends than the earnings of the association were in a given 
period. You know that to be a fact, don’t you? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscuspacnu. You did exactly the same thing. 

Mr. Ammann. I did not. 

Mr. Fiscupacu. Didn’t you? 

Mr. AMMANN. No. 

Mr. Fiscuspacu. Now what is the fact? 

Mr. Ammann. The net income for the 6 months ended December 31, 
1946—there is a difference between these two figures, $24,000, so I 
will take the lowest figure. The net income for the 6 months ended 
December 31, 1946, was $311,225.43. 

Mr. Fiscnspacn. But that’s income that was acquired as a result 
at least to the extent of—what was it, $200,000? 

Mr. Ammann. $300,000. 

Mr. Fiscupacn. Was income to the extent of $132,000 that had 
been acquired on the sale of bonds that had been acquired by the 
previous management. Isn’t that true? 

Mr. AMMANN. It was bonds owned by the association; ves, sir. 

Mr. Fiscusacu. All right. 

Mr. Ammann. Now, the income, the association net operating 
income, exclusive of the income from those bonds, the profits on those 
bonds, is shown to be $178,600, in round figures. The dividends for 
that 6-month period were $150,000, or $28,000 less than this net in- 
come exclusive of bond profits. 

Mr. Fiscupacu. Now we are right back at the $178,000 figure. 
Does that $178,000 figure represent the net operating income during 
that period after the payment of insurance reserve, or after making 
provision for insurance reserve, and after making provision for paying 
the expenses of the conservatorship during that period of time? 

Mr. AmMMANN. That $178,000 is the net operating income after the 
payment of expenses and interest, before the payment of dividends, 
before transfers to reserves. 

Mr. Fiscusacu. Before transfers to reserves? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacnu. If you had transferred to reserves what you are 
obliged to transfer to reserves, how much net operating income would 
you have had? 

Mr. Ammann. The same amount I stated. It wouldn’t affect the 
net operating income. Those are two separate earnings. The in- 
come of the institution is received. What you do with it afterward 
doesn’t affect the amount that you receive. 


= 
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Mr. Fiscupacn. We are trying to get at a simple factor, Mr. 
Ammann, and we will get at it if we have to keep you here for another 
15 minutes. 

Mr. Ammann. I want to be responsive, but I don’t want to give 
you a wrong answer if I can avoid it. 

Mr. Fiscusacn. The fact of the matter is that during the period of 
the 6 months we are talking about, the association had operating 
losses of $33,000 during the month of November; isn’t that correct? — 

Mr. AMMANN. No, sir. 

Mr. Fiscusacu. Isn’t it? 

Mr. Ammann. No, sir; I don’t believe it is. Let me find the state- 
ment. No, sir. What I was trying to do in this statement was to 
show him my estimates of dividends, and an estimated reserve trans- 
fer that would be required at the end of the period chargeable down 
to this date. 

Now the net income of the association for the period is not that 
figure of $33,000. The association’s net income, adjusted net income, 
for the period down to November 30 is the figure of $258,600. 

All I was trying to do here was making a memorandum estimate 
of what dividends we would have to pay at the end of the year. 
The dividends were not paid that month. If the money had been 
withdrawn between this date and the end of the month, they never 
would have been paid. 

Mr. Fiscusacn. The fact is that as of the end of November 1946, 
as against adjusted net income of $258,000, after making provision 
for the dividends that had accumulated up to that point, and after 
making provision for the reserve transfer that you would have to 
make at the end of the period, you already showed a net operating 
loss of $33,173. Isn’t that true? 

Mr. AmMMANN. That was merely an estimate, sir. It wasn’t an 
actual charge at all. 

Mr. Fiscupacu. All right. 

Mr. AMMANN. It was merely a guess. 

Mr. Fiscupacn. Now when you got to the end of the period did 
your guessing change? 

Mr. Ammann. I didn’t have to guess when I got to the end of the 
period, I had the actual figures then. The period was closed. 

Mr. Fiscupacu. When you got to the end of the period, did you 
make a transfer to reserve? 

Mr. AMMANN. Would it be responsive to your question to state 
what the reserves were before the close of the period, say, a month 
before, and what they were after the close of the period? Is that 
what you mean? 

Mr. Fiscusacu. No. When you got to the end of the period, 
December 31, 1946, did you transfer the statutory reserves to the 
insurance fund? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacn. And what funds did you use in making that 
transfer? 

Mr. AmMaAnn. All of the net income of the association remaining 
after payment of dividends went into reserves and undivided profits. 

Mr. Fiscnpacu. Now take the amount of funds that you had avail- 
able at the end of the period before the payment of dividends, and 
state what that was. 
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Mr. AmMANN. The adjusted figure is this figure of $311,225. 

Mr. Fiscusacu. Eliminate from that the $132,000 that was realized 
from nonoperating income. 

Mr. Ammann. That leaves $178,600 ip round figures net operating 
income. 

Mr. Fiscupacu. Of that $178,000, did you transfer any portion to 
the insurance reserve? 

Mr. AMMANN. Well, it becomes indistinguishable after that point, 
Mr. Fischbach. There was $178,600 of net operating income. Divi- 
dends paid were $150,000. 

Mr. Fiscuspacu. Just a minute, Mr. Ammann. Let’s start again 
at the figure $178,000. Did you transfer any part of the $178,000 to 
insurance reserve? 

Mr. AmMANN. I want to answer your question but—— 

Mr. Fiscupacu. Did you, yes or no? 

Mr. AMMANN. Well, I will have to answer it this way: That all of 
that net operating income above dividends went into the undivided 
profits account, and so did all the other bond profits go in the undivided 
profits account. Out of the undivided profits account we took the 
transfer to the Federal insurance reserve. Now which dollars went 
out of one account into the other one, 1 don’t think you can distinguish 
after 

Mr. Fiscusacu. That is precisely what we are going to distinguish 
right here now. How much went into the insurance reserve account 
at the end of the period? 

Mr. AMMANN. $29,700—wait a minute. Federal insurance reserve, 
$29,750. 

Mr. Fiscupacu. Now apply that $29,750 to the figure we last had 
before. 

Mr. AMMANN. You mean the $178,000? 

Mr. Fiscupacu. Yes. 

Mr. AmMMANN. Less the dividends, I understand you want? 

Mr. Fiscupacu. No, just apply the $29,000 to the $178,000 and 
we will get at the figure. 

Mr. Ammann. If I understand your question, the answer is that 
the dividends and the transfers to reserves totaled $179,937, which 
would be twelve or thirteen hundred dollars more than net operating 
income. 

Mr. Fiscusacu. We will start at $178,000 and we will subtract from 
that the $29,000 that was required for the insurance reserve. How 
much do you have left? 

Mr. AMMANN. $149,000, roughly. 

Mr. Fiscupacu. All right. Now was that $149,000 or any part of 
it subject 

Mr. Ho.ir1e.p. Just a minute, please. Could I have those figures 
again? Was that $178,000 even? 

Mr. AMMANN. $178,600. I am leaving off the odd dollars to make 
it easy, if you prefer. $178,600. 

Mr. Hourrie.p. $178,600. And what was the $29,000 item? 

Mr. AMMANN. That was the transfer to the Federal insurance re- 
serve. That was $29,750. 

Mr. Houirreip. $29,750. All right. 

Mr. Fiscupacn. That left you $149,000? 

Mr. AMMANN. Roughly. 
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* Mr. Fiscapacn. Was the $149,000, Mr. Ammann, subject to an) 
charges for examination fees or conservator’s expeases? 

Mr. AMMANN. That was after provision— 

Mr. Fiscusacn. Was it or wasn’t it? 

Mr. AMMANN. The $178,000 is after an estimate of $24,000 set up 
for reimbursables to the Board. 

Mr. Fiscunacu. Was the $178,000 subject to any charges for con- 
servator’s expenses? 

Mr. AMMANN. No; that was after the provision for conservator’s 
expenses on the basis of my estimate. 

Mr. Fiscusacu. Was your estimate high or low? 

Mr. AmMMANN. I tired to make it accurate. I can’t tell how it 
turned out because the figures accumulated, and the payments were 
made in other periods than those in which I set it up. So I can’t tell. 

Mr. Fiscusacn. In light of your subsequent 6-month experience, 
was that an accurate estimate? 

Mr. AMMANN. I had accruals of expenses charged against the asso- 
ciation set up as a provision for payment to the Board of more than 
I ever paid. The last billing was never received. I mean for the 
last amount. So I didn’t know when If left the association whether it 
was enough or whether it wasn’t. 

Mr. Fiscupacu. You were in the association for 20 months? 

Mr. AMMANN. Approximately. 

Mr. Fiscupacu. The charges that were billed to the association, 
or at least claimed by the Board to be due as expenses of the con- 
servatorship, you know, do you not, to amount to approximately 
$180,000? 

Mr. AMMANN. No, sir. 

Mr. Fiscupacn. Don’t you? 

Mr. AMMANN. No, sir. 

Mr. Fiscupacu. Would you take my word for it that it has been 
so claimed in GAO reports filed here? 

Mr. AMMANN. It is not in the report you showed me the other day, 
Mr. Fischbach. 

Mr. Fiscupacu. You wouldn’t be inclined to take my word for it? 

Mr. AMMANN. I don’t mean to doubt you, sir, but since we are 
getting down to pretty fine figures, I think I would like to see them. 

Mr. Fiscupacn. | show you page 45 of House Document 578, 
second session, Eighty-first Congress, to account for $158,000 of them 
{handing document to witness]. 

Mr. AMMANN. This says, Mr. Fischbach, that the total expense 
incurred by the conservatorship was $158,000, and the balance sheet 
of the Board shows that the amount unpaid was $89,000. So the 
difference was paid. 

Mr. Fiscurpacu. We are not talking about payment, we are talking 
about what the total over-all figure was for the 20 months. 

Mr. AMMANN. I understood your statement to be that the associa 
tion still is held by the Board to be obligated in the amount o/ 
$158,000. 

Mr. Fiscupacu. I said $180,000, but I will take $158,000. 

Mr. AmMMANN. No information that I have seen is to the effect that 
the association in respect to the conservatorship is now obligated to 
the Board, that at January 24, 1948, when they completed the exam- 
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ination and audit and so on, was obligated to the Board in the amount 
of $180,000. 

Mr. Fiscupacu. The amount of what? 

Mr. AMMANN. $180,000 or $158,000, either one. 

Mr. Fiscupacu. Was that proper accrual for the 6-month period 
we are talking about? 

Mr. AMMANN. I can’t be positive. I know that during the whole 
period of the conservatorship there were accruals approximating 
$127,000, and some odd dollars; that all but $48,000 of that was paid 
to the Board, and at the end of the conservatorship there was on the 
books of the association a reserve against the contingency of a further 
charge by the Board of, in round figures; $41,000. This figure you 
have there says that the association is still obligated to the Board for 
$89,000. So at the end of the conservatorship the amount then ac- 
crued on the association’s books would be around forty-some-odd 
thousand dollars short of the amount the Board said was due. 

Mr. Fiscupacu. Laying that aside, Mr. Ammann, and regardless 
of how much was paid or not paid in a given period, I asked you what 
I think is quite a simple question. In that 6-month period we are 
talking about, the last half of 1946, what was the amount that had to 
be accrued on the books of Long Beach Federal for the expenses of the 
conservatorship? 

Mr. AMMANN. The estimate which I made here is $24,000. 

Mr. Fiscupacu. Or approximately $4,000 a month? 

Mr. AMMANN. Apparently so. 

Mr. Fiscupacu. Now, in light of the fact that at the end of the 
conservatorship, regardless of how much was paid and regardless of 
how much was earned, roughly $158,000 was charged up to the entire 
20 months, wouldn’t you say your estimate was quite small? 

Mr. Ammann. No. I think we are talking about two different 
figures. Let me find the figure. 

At December 31, 1946, there had been accrued on the books of the 
association $76,000 in total. The $24,000—there is the figure right 
there on the association’s books [indicating]—the $24,000 is for the 
conservator and his assistants during the last 6 months of the year. 
The other part of it I set up here on the books apparently for the 
examiners’ expenses. 

Mr. Fiscupacu. So that when you start with that figure of $178,000, 
and you apply to it the figure of $29,000 and reach $149,000, roughly, 
and apply to the $149,000 what was really the expense of the con- 
servatorship, you reach a lesser*figure, don’t you? 

Mr. AMMANN. No, sir. No; the $178,000 is after provision for my 
full estimate, and at December 31, 1946, there had been accrued a 
reserve on the association’s books—I saw it here a minute ago— 
$76,000. Now the difference between those two—now it comes to my 
mind when I see this sheet here—there was an accrual during the last 
6 months of 1946 in respect to amounts estimated to be owing to the 
Board of $59,000, which was charged to undivided profits, was not 
charged to operations, but was set up in reserve as a contingent obli- 
gation to the Home Loan Bank Board. 

Mr. Fiscunacu. Right there, Mr. Ammann, there was $59,000 
which was charged to the previously acquired undivided profits; right? 
Mr. Ammann. That is right. 
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Mr. Fiscupacn. So in the 6 months that we are talking about you 
invaded the undivided profits that had been accumulated by the 
previous management to the extent of at least $59,000. 

Mr. AmMANN. Not without qualifications; no, sir. 

Mr. Fiscupacn. Whether you did it with qualifications or without 
qualifications 

Mr. AMMANN. A transfer was made from the undivided profits 
accounts to a special reserve account against the contingency of that 
liability. 

7 pan Had that, transfer not been made from the un- 
divided profits account to a special reserve, and had those funds been 
provided for out of the regular net operating income of the association, 
you would have been very substantially below the $154,000 that you 
paid to the shareholders, wouldn’t you? 

Mr. Ammann. If I consider that properly so chargeable; yes sir. 

Mr. Fiscupacn. So it was purely a matter of judgment on your 
part in connection with that $59,000 whether it should come out of the 
undivided profits or whether the dividends should come out of the 
undivided profits. Isn’t that true? 

Mr. AmMMANN. No; I don’t think I understand the question. 

Mr. Fiscupacn. You could just as easily have chosen to pay the 
dividends out of the undivided profits as to set up the $59,000 reserve 
out of the undivided profits, couldn’t you? 

Mr. AmMMANN. The earnings of the association were sufficient that 
you didn’t have to reduce the undivided profits to pay the dividends. 
So whether we have done that or not, it seems to me irrelevant for 
the reason it didn’t happen. 

Mr. Fiscupacn. You didn’t want to do it because you wanted to 
be in a totally favorable position, didn’t you? 

Mr. Ammann. No, sir. 

Mr. Fiscupacn. Did you want to be in an unfavorable position? 

Mr. AmMANN. I wanted the books to reflect the situation as 
accurately as I could judge it. 

Mr. Fiscnspacn. Suppose, Mr. Ammann, instead of invading the 
undivided profits to the tune of $59,000 in that 6-month period, you 
had applied that $59,000 to the net operating income before dividends, 
would you have had enough money to pay $154,000 in dividends? 

Mr. Ammann. If the question is, should I subtract the $59,000 
from the 

Mr. Fiscupacnu. That isn’t my question. Just answer the question. 
If you would like it reread, I would be glad to have the reporter do it. 

Mr. AmMMANN. I am not sure I understand it. 

Mr. Fiscnpacn. Don’t answer it until you do understand it. 

Please read the question back, Mr. Reporter. 

(The record was read by the reporter.) 

Mr. AMMANN. Without admitting I invaded the undivided profits, 
I wouldn’t have had enough; no, sir. 

Mr. Fiscusacu. You referred to a memorandum which apparently 
contains some information that is not contained in this file. Would 
you let me see that memorandum, please? 

The memorandum is dated January 23, 1951. I would like to 
have it received in evidence. Let this be marked as Ammann Exhibit 
No. 9. 

Mr. Houtrievp. It will be received and marked. 
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(The document referred to was marked ‘‘Ammann Exhibit No. 9” 


and follows:) 
AMMANN Exnurpit No. 9 


Lone Beacw FS&LA, 
Long Beach, Calif., January 23, 1951. 
Memorandum 
This memorandum and the attached exhibits are prepared for purposes of 
information in connection with questions under consideration by the legal depart- 
ment having to do with expenses of the conservatorship of this association. 


Exhibit A. Conservator’s expense and examination and inventory costs 


This exhibit shows the amounts accrued by the conservator, the amounts paid, 
and the balance remaining accrued at January 24, 1948. 

On June 30, 1946, the amount of $17,000 was accrued on the association’s books, 
as a charge against operating expenses for the period than ended, and was set up 
in a reserve against the future billing for these expenses and costs. This repre- 
sented only an estimate by the conservator, no bills having been received, and 
the amount of any future bill being then unknown. An employee of the asso- 
ciation promptly advised Mr. Gregory on or about June 30, 1946, of this journal 
entry, and Mr. Gregory and his associates thereupon made the charge that 
in the first 35 (approximately) business days of the conservatorship the costs of 
operation had gone up $450 per day. That charge apparently continues to be 
made, notwithstanding the fact that it was unfounded from the first. 

The purpose of this and later accruals was simply to recognize on the asso- 
ciation’s books and financial statements the actual or contingent liability which 
existed, as closely as could be estimated, and to record such accruals as charges 
against current earnings and undivided profits so that operating expenses would 
not be understated and undivided profits overstated. 

As of December 31, 1946, a further amount of $59,000 was accrued, making a 
total accrual of $76,000. A total of $21,000 was accrued for the 6 months ended 
June 30, 1947, and thereafter a monthly accrual was made on the association’s 
books in the amounts shown on exhibit A. The total amount accrued by the 
conservator during the period of the conservatorship was $127,600. As shown on 
this exhibit, payments totaling $79,547.25 were made to the FHLBA during 1947, 
leaving a balance of $48,052.75 accrued against further charges. That was the 
balance per the association’s books at December 31, 1947. No accruals were 
made by the conservator subsequent to that date. However, in connection with 
the examination begun as of January 24, 1948, the examiner estimated that the 
unpaid actual or contingent liability for such costs approximated $90,000; and 
he therefore made an adjustment for purposes of the examination report 
(examiner’s adjustment No. 34 on p. 5—E) bv which he increased the accrual to 
$90,000 by adding $41,947.25. Examiner’s adjustments for examination pur- 
poses customarily are not entered on the association’s books but are set out in the 
examination report in order to reflect the facts insofar as he can ascertain them; 
in keeping with this practice, this adjustment by the examiner would not have 
been made on the association’s books (and presumably was not). 


Exhibit B. Breakdown of conservator’s expense and examination and inventory costs 
paid to the FHLBA 

Exhibit A shows payments made by the conservator to the Federal Home 
Loan Bank Administration aggregated $79,547.25. Exhibit B shows the break- 
down of these amounts between conservator’s expense, and the costs of examina- 
tions, audits, and inventories. This breakdown was obtained from the records 
of the Board’s comptroller. Although legal and other expenses were incurred 
by the FHLBA in connection with the conservatorship, they were not billed and 
none of such items were paid for in the amounts shown as paid on exhibit A. 


Exhibit C. Breakdown of unpaid conservator expense and examination and inven- 
tory costs 

The information contained in this exhibit was also obtained from the records 
of the Board’s comptroller. 

It may be pertinent to point out in this connection that, whereas it is to be 
expected that costs of operation under a conservatorship ordinarily are higher 
than those of an economical normal operation, for reasons which seem obvious, 
the conservator’s expense as shown in the attached exhibits did not represent a 
gross increase in the cost of operating the association. 
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When the conservator took charge of the association the salaries and fees of 
officers and directors were thereupon discontinued. Officers and employees 


whose compensation terminated on May 20, 1946, included: 

Monthly 

compensa 
tion 


$422. 00 
223. 00 
. OO 

. 00 

. 00 

D. OO 


Name 
S. I. Bacon, director 
Milton A. Fish, field man 
J. E. Gregory, secretary-treasurer 
T. A. Gregory, president 
Chester Gruber, advertising_- 
Ethel Roberts, assistant secretary 
Alee Staubus, field man . 00 
Robert Wallis, attorney . 00 
C. E. Berry, vice president . 30 


ps | Sage a Ch See Sg Cal Ss pe Spleen aes EN OP iE cae SRS EE < 505. 30 


On May 20, 1946, the association had some 60 salaried officers and employees. 
This number was substantially in excess of the normal requirements of institu- 
tions of comparable size, partly because of poor internal organization but primarily 
because association employees were doing all of the work of Title Service Co., 
and Mr. Gregory’s insurance agency. By the end of the conservatorship this 
number had been reduced to about 30, not including the conservator and his 
assistants whose compensation is included in the amounts shown in the attached 
exhibits. 


A, Accruals and payments of conservator’s expense and of examination and 
meanieneile costs 


Balance 


Amounts Amounts | 
accrued 


Date } accrued — 


$17, 000. 
76, 000. 
60, 201. 2: 
81, 201. 2 


$17,000 |.-_.. 





Accrual from May 18, 1946___- 
_.| Aecrual, July 1 to Dee. 31, 1946_. PRs Pees 
Check No. A12356 to FHLBA . ae | : $15, 798.77 | 
| Accrual, Jan. 1 to June 30, 1947_- ae 21, 000 |_- 
| Check No. 16651 to FHLBA 


June 30, 1946 
Dec. 31, 1946_- 
Pi 8 | > ear 
June 30, 1947 


July 1947 55, 649. 51 | 


Do 

Do 
August 
September 
October_. 
November 
December 


Jan. 24, 


Do 


Ne aE 


| Check No. 16652 to FHLBA__-_-_-_-- 

| July accrual__ vs 
August accrual BAL Bt ee 
September accrual __. 

| October accrual 

| November accrual 
December accrual. 


Total to Jan. 24, 1948____- 

Additional accrual by examiner for purpose 
of Jan. 24, 1948, examination (not recorded 
on association books) to increase balance to 
amount estimated by examiner as necessary 
to cover costs unpaid, including examina- 
tion and inventory as of Jan. 24, 1948, 

Balance per Jan. 24, 1948, examination report. & : 


. “21, 052. > 


24, 652. 
32, 752. 
37, 862. « 
42, 952 

48, 052 


48, 052. 


90, 000 


B. Breakdown of conservator’s expense and examination and inventory costs shown 


as having been paid in exhibit A 


Examinations, audits and inventories: 
As of May 18, 1946 
Preparation of inventory 
As of September 30, 1946 


$10, 985. 44 
4, 849. 87 
1 3, 692. 04 
—————— $19, 527. 35 
Conservator’s expense: 
Reimbursement (salaries, per diem, and travel) for persons en- 


gaged in operation of conservatorship 58, 898. 61 


Total paid to Federal Home Loan Bank Administration _- 78, 425. 


1 Billing made on “fee” rather than “cost” basis; credit of $1,121.29 allowable on outstanding unpaid items. 
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C. Breakdown of unpaid conservator’s exrpensé and examination and inventory costs 


{Not billed during period of conservatorship, and against which $90,000 is shown as accrued per examination 
report of Jan. 24, 1948] 


Examinations, audits and inventories: fi 
Asiee ee) 27; 10475 33 G5 2s ee ec ks $2, 253. 02 
As of Jan, 24, 1948 15, 365. 39 
a $17, 618. 41 
Conservator’s expense: 
Reimbursement (salaries, per diem and travel) for persons en- 
gaged in operation of conservatorship 22,191. 48 
Expense in connection with the preparation for hearing 
other litigation, etc.: 
33, 362. 66 
15, 611. 29 
48, 973. 95 


Other: 
Reimbursement (salary, per diem and travel) for persons engaged 
after Jan. 24, 1948 in turn-over of assets, etc., to officers of 
association _ _ 2, 117. 99 


90, 901. 83 
Less: Credit explained on exhibit B 3 1, 121. 29 


Total. _- aye 89, 780. 54 


Mr. Fiscuracnw. Does this memorandum of January 23, 1951, Mr. 
Ammann, show an allocation of expenses accrued different from that 
shown in the monthly reports? 

Mr. AmMANN. No. That information on there was obtained out 
of this file, as I recall. It has been several months now. That is 
except for the amount shown as owing to the Board which was obtained 
from the Board’s comptroller’s office. 

Mr. Fiscuracu. Now, assume, Mr. Ammann, that in the next 
6-month period you have relatively the same condition. Now we 
are talking about the period from January 1, 1947, to June 30, 1947. 
And also assume that you eliminate nonoperating income which you 
might have received through the sale of bonds acquired by the previous 
management, and assume also that you did not invade the undivided 
profits that had been accumulated by the previous management for 
the purpose of creating reserve. Would you then have had enough 
money to pay the dividends that you did pay in the next 6-month 
period? 

Mr. AMMANN. That would be for the first 6 months of 1947? 

Mr. Fiscuracn. That is correct. Now you understand those as- 
sumptions, don’t you? 

Mr. AMMANN. Let me find the report. 

I believe I am going to need that question again, to be sure I have it. 

Mr. Fiscunacu. We will let you have it. It is this: 

The next 6-month period, Mr. Ammann, the period from January 
1, 1947, to June 30, 1947, and proceeding on this basis: First, eliminate 
all nonoperating income derived from the sale of bonds which had 
been acquired by the previous management. 

Second, apply all conservator charges and other proper accruals. 

_ Third, give us the true net operating result in dollars without any 
invasion of the previously acquired undivided profits of the association. 

Mr. AMMANN. The net operating income of the association from 
January 1 to June 1, 1947, exclusive of nonoperating income was a 
het operating income of $202,288. Dividends paid were $151,833. 
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Mr. Fiscuracn. Now, Mr. Ammann, I do not want to have to vo 
through the same—— fa 

Mr. AmMaNN. I am leaving out the bond profits entirely. I am 
including all the accruals—— 

Mr. Fiscnracu. I do not want to have to go through the same line 
of interrogation that we covered in the preceding period. 

Mr. AMMANN. I am trying to give you the same answer, as far as | 
can tell. : 

Mr. Fiscusacu. In the period we are now discussing, were the 
reserves of the association, that is, the previous undivided profits of 
the association, invaded to any degree? 

Mr. AMMANN. The association’s undivided-profits account was re- 
duced during the period by reason 

Mr. Fiscupacu. By how much? 

Mr. AMMANN. By about $28,000. 

Mr. Fiscupacn. All right——— 


Mr. AMMANN. By reason of transfer of reserves. 
Mr. Houirretp. May we understand what the $28,000 was? 
Mr. Ammann. At the period ended June 30, 1947, the undivided- 


profits account of the association was approximately $28,000 less 
than it was at the first of that 6-month period, for the reason that 
there was a substantial transfer out of that account to the general 
reserves of the association. 

Mr. Houirievp. In other words, you had $28,000 added to your 
current earnings from the undivided profit—-— 

Mr. AMMANN. No; included in the general reserve account, sir. 

Mr. Fiscupacu. Having put it into the general reserve account, 
what did you check it out for’ 

Mr. AMMANN. I do not understand you. 

Mr. Fiscusacnu. All right. Now 

Mr. Ammann. I did not take it out. 

Mr. Fiscupacn. I would like to have you listen to the first question 
that I asked you. Will you please repeat it? 

(Whereupon, the question was read as follows:) 

The next 6-month period, Mr. Ammann, the period from January 1, 1947, to 
June 30, 1947, and proceeding on this basis: First, eliminate all nonoperating 
income derived from the sale of bonds which had been acquired by the previous 


management. 

Second, apply all conservator charges and other proper accruals. 

Third, give us the true net operating result in dollars without any invasion of the 
previously acquired undivided profits of the association. 

Mr. Ammann. All right, sir. The net operating income of the 
association—-let me figure it to be sure | understand. 

The net operating income of the association, exclusive of any 
nonoperating income, Was $202,288. 

The association paid $51,833 in dividends. The difference—that 
left. $150,450, in round figures, of net operating income above the 
dividends paid. 

Does that answer your question? 

Mr. Fiscupacn. No. Iam going to ask the reporter to read the 
question to you again. 

(Whereupon, the question was read as follows:) 


The next 6-month period, Mr. Ammann, the period from January 1, 1947, to 
June 30, 1947, and proceeding on this basis: First, eliminate all nonoperating 
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income derived from the sale of bonds which had been acquired by the previous 
management 

Mr. Fiscupacn. Stop right there. I want you to make a note of 
that. 

Mr. AmMMANN. All right. 

Mr. Fiscnpacnu. Now, read the rest of the question. 

(Whereupon, the remainder of the question was read as follows:) 

Second, apply all conservator charges and other proper accruals. 

Third, give us the true net operating result in dollars without any invasion of the 
previously acquired undivided profits of the association. 

Mr. Ammann. All right. For the period—— 

Mr. Fiscupacu. Now, just a minute, Mr. Ammann, before you 
answer. Do you understand that you are supposed to give us the 
figure in dollars for the period under consideration before dividends 
and without any invasion of the previous undivided profits? 

Mr. Ammann. For the 6-month period? 

Mr. Fiscnpacu. Yes. 

Mr. AMMANN. Well, the net operating income is that figure— 
$202,288. 

Mr. Houirietp. I am not an accountant, but what was your 
conservator expenses from January 1, 1947, to June 30, 1947? 

Mr. Ammann. The estimated expense that I have down here is 
$21,000. 

Mr. Hourrretp. That is the conservator expense? 

Mr. AMMANN. Yes, sir. 

Mr. Hourrretp. Did you set aside any reserve for your insurance 
premiums during that period? 

Mr. AmMMANN. No; that has not been included in operating expense. 
That is transferred out of undivided profits after the close of the period. 

Mr. Houirretp. You mean that was your choice to do that, but 
if you actually wanted to put the expenses down that occurred during 
that period, you would put your insurance premiums down because it 
was during that period that you received the benefit of that. 

Mr. AMMANN. The insurance premium was $27,000. 

Mr. Houirretp. Above the $21,000? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscusacu. How about the insurance reserves? 

Mr. Ammann. That is not an expense, sir. 

Mr. Fiscupacn. All right. Set up vour insurance reserve. 

Mr. AMMANN. The amount required? 

Mr. Fiscupacn. Yes. 

Mr. AMmMann. That is deducted before I get down to the figure that 
I gave you, after the payment of and provision for these expenses, 
after the payment of —after the deduction of the amount required and 
transferred to the Federal insurance. 

Mr. Houtrretp. How much is that, please? 

Mr. AMMANN. $19,550. 

Mr. Houtrrep. All right. 

Mr. Ammann. And after payment of the dividends—you want that 
out? 

Mr. Fiscnnacn. No. 

Mr. Hourrieip. No. 

Mr. Fiscunacn. After provision for your franchise taxes. 
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Mr. Ammann. That is the payment on the 1946 franchise tax re- 
turns. If you want me to go into that when I finish this, I will be 
glad to come back to it. 

Mr. Fiscupacu. You better do it now. 

Mr. Ammann. The association was not accruing on its books some 
of the expenses which I felt should be accrued. 

For example, the taxes were accrued each month, actually, as an 
obligation, but they were not accrued on the books, and I felt that 
they should be, that that should be done on the accrual basis. 

During this semiannual period from January to June 1947, while 
I was accruing the estimate of the 1947 tax, there became payable the 
amount of $14,246 for the 1946 tax. 

Mr. Fiscupacu. And I take it you had not accrued anything at 
all in 1946, while you were there? 

Mr. Ammann. I think I started to do so either before June or shortly 
thereafter. 

Mr. Hourrrevip. It had been the custom of the association, as | 
understand it, to pay those taxes when the bill was presented, rather 
than on an accrual basis? 

Mr. Ammann. Yes, sir; which might be a year later than the year 
in which they were earned. 

Mr. Houirietp. That is so. So, under that custom, as expenses 
during that period, you would naturally have to add the $14,000, or 
$14,246? 

Mr. Ammann. No, sir. 

Mr. Houirieip. Because although it was for the year 1946, accord- 
ing to their custom they paid the tax bill when rendered to them. 

Mr. Ammann. In 1946, the association paid the previous year’s tax. 

Mr. Houirirevp. In 1946, the association paid the 1945 tax. 

Mr. Amman. Yes. 

Mr. HourFieEp. So in 1947, they would naturally pay the 1946 tax. 

Mr. AMMANN. Well, but in 1947 we were also accruing the 1947 tax. 

Mr. Houtrievp. That is true. 

Mr. AMMANN. So, in 1947, if we had done as you suggest, the opera- 
tions would have been chargeable for 2 years’ taxes. 

Mr. Houtrrevp. That is true, but it is the same thing—that is, you 
would not change the method. You could not change the method 
and go from the cash to the accrual basis, or from a current payment 
of bills to an accrual without having 2 years in 1, could you? 

Mr. Ammann. That is right, but if you charge both of those periods 
for the operations for that period, that would be distorted, the same 
as if you charged none for that period. 

Mr. Ho.irietp. Yes; it would be distorted to that extent. But, in 
point of fact, Mr. Ammann, you chose to make that change yourself 
so that that consequence of paying those taxes in 1 year devolved 
upon you because of your free and voluntary action. 

Mr. AMMANN. Well, we were accruing as a matter of bookkeeping, 
and if you reversed the entry, it would not be there. 

Mr. Fiscupacu. We were talking about how much difference there 
was between what the association paid as against how much the asso- 
ciation had under your stewardship, and I want to know if you would 
be good enough to answer the question that was put to you—I think 
we were at the second stage of it. 
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Mr. AMMANN. I understand the question to be: What was the net 
operating income of the association after payment of the expenses and 
after accrual of the conservator expense, and after the required transfer 
of the Federal insurance. 

Mr. Fiscupacn. And without invading the previously accumulated 
profits of the prior management. 

Mr. AMMANN. In other words, the net operating income for that 
period includes any other profits. The balance would be $182,738. 

Mr. Fiscusacu. Is that before or after you made a transfer out of 
the undivided profits? 

Mr. AMMANN. Before. 

Mr. Fiscuspacn. How much would be after you made the transfer? 

Mr. Houtrtetp. May I have that figure you just gave? 

Mr. AMMANN. $182,738. 

Mr. Fiscuspacn. How much did you transfer out of the previously 
acquired profits? 

Mr. AMMANN. Well, it did not come out of the previously acquired 
profits, in that in this same period there were profits that went into 
the account besides operating profits. 

We transferred an amount of $79,100 to the Federal Insurance 
Reserve. 

Mr. Fiscupacu. And you also transferred $15,842 out of the previ- 
ously acquired profit? 

Mr. AMMANN. That is right, for certain expenses chargeable to the 
prior period. 

Mr. Fiscnpacn. So, you have a total of approximately $92,000 by 
which the undivided profits were again diminished? 

Mr. AMMANN. They were reduced; yes. 

Mr. Fiscupacu. So that in this, the second 6-months period during: 
which the association was under your custodianship, its previously 
acquired undivided profits were reduced by another $92,000? 

Mr. AMMANN. No; the undivided account was reduced during that 
6-month period by approximately $28,000. 

Mr. Fiscusacn. How did that result come about? Did you trans- 
fer into this undivided profits 

Mr. Ammann. All the earnings of the association above expenses 
for the 6-month period operations were in the undivided profits 
account. Out of it I reduced—the $28,000 included all that. 

Mr. Fiscupacu. What you are saying really amounts to this, 
that after you put into the association the profits realized through 
the sale of bonds of the association which had been acquired by the 
prior management, you reduced the net invasion of the undivided 
profits by that amount. 

Mr. Ammann. I do not want to quibble over the words, but I do 
not understand what you mean by “‘invasion.’”’ I do not think I 
invaded the account. I transferred from it to the reserve account. 

Mr. Fiscupacn. What it amounts, to, in dollars and cents—— 

Mr. AMMANN. The money is still there in the account. It has not 
been spent. It is still there. 

Mr. Fiscupacu. But the fact of the matter is that when you took 
the association over it had approximately $1,400,000 undivided profits 
and surplus and when you gave it back its undivided profits and sur- 
plus were substantially less. 
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Mr. Ammann. No; I do not think that is quite correct, sir. When 
the association on May 18 was taken over by the conservator it had 
in reserve and undivided profits 900 and some dollars. It had at 
the same time around $400,000 or $500,000 of net operating income 
for the period from January 1 to May 18. 

Mr. Fiscupacn. Just a minute. 

Mr. Chapman, do you have the account that was prepared by 
the FBI? 

Mr. Cuapman. I have it. 

Mr. Fiscupacu. Now, Mr. Ammann, on what page of this account- 
ing does the balance of the association’s undivided profits and surplus 
appear? 

Mr. AMMANN. On page 9. 

Mr. Fiscuspacu. According to the index, page 9 appears to be 
accounts receivable—I beg your pardon, that is the ninth account. 

On page 9, would you give us the total of lines 27, 28, and 29? 

Mr. AMMANN. $1,302,504.08. 

Mr. Fiscusacu. That is the total of the undivided profits and re- 
serves of the association as of May 20, 1946. 

Mr. AMMANN. Including income-expense accounts as stated there; 
yes, sir. That is what I stated before, and approximately $900,000 
of that is reserves and undivided profits and remainder of it, as shown 
in this exhibit 6 of the Board, the examination for May 18, between 
$400,000 and $500,000 of that is income for the period. 

Now, chargeable against that would fairly be the dividend paid at 
June 30 pro rata from January 1 to May 18, because that was the 
period in which these earnings came in. That is not all net. 

Mr. Fiscupacu. We are not talking about that, we are talking 
about the next-month period, because in there, May 20, 1946, which 
was well into the first 6-month period—it was the 20th day, as a mat- 
ter of fact, of that month. 

Mr. AMMANN. But you are taking a figure here of $1,300,000 and 
not making any allowance for the fact that on June 30 the dividend 
was paid as it had to be paid to maintain the normal operations, 
and that had to be paid out of earnings of the period to May 18, no 
matter who was there. 

These figures set down here are the FBI accountant’s figures. They 
are not set up in accordance with the customary principles of account- 
ing. 

‘Mr. Fiscupacn. These figures, I believe, are true and correct— 
are they not? 

Mr. AMMANN. They are correct if you include—they are not cor- 
rect if you include the income-expense account as it is in the books. 

Mr. Fiscupacu. The fact of the matter is that in the 6-month period 
immediately following the close of the first 6-month period, you made 
an invasion of the undivided profits account of the association which 
had been accumulated prior to your becoming conservator and utilized 
the funds credited to those accounts on the books of the association in 
establishing reserves for your own operating expenses, 

Mr. Ammann. No; I do not—that is not true. 

Mr. Fiscnsacn. To what extent did you invade the reserves that 
had been accumulated by the management of the Long Beach Federal 
in each 6-month period from July 1, 1946, to December : 31,1947? Per- 
haps we will be able to get it that way a lot easier. 
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Mr. AMMANN. The reserves and undivided profits of the association 
at the end of each 6-month period throughout the conservatorship 
were larger at the end of the 6-month period than they were at the 
beginning of the 6-month period. 

ir Fiscusacu. I think that can be demonstrated mathematically 
to be at variance with the facts, particularly if you exclude from your 
additions to the undivided profits account of the association such 
additions thereto as were made from time to time from the sale of 
capital assets of the association which had been acquired prior to the 
time that you were appointed as conservator. 

Mr. AmMANN. If I may in that connection make this observation, 
that from the standpoint of the operation of the association under the 
Federal regulations, under the accounting guide for savings and loan 
associations and in accordance with the accounting practices that 
they all follow, the income of the association derived out of profit on 
sale of bonds and the income derived from operations, are usable by 
the association without distinction as to expense, reserve, transfers 
and so on, and there is no difference between them. 

Mr. Hourrieip. I would like to ask you a question at that point. 
If that be true, why was that used as one of the charges against Mr. 
Gregory when he used some of the reserves over a certain period of 
time, over and above the current earnings during that period? Why 
was that one of the charges against him? 

Mr. AMMANN. My understanding of that, sir, is this: that during 
the period that you are talking about, this payment of dividends— 
the association’s general reserve and undivided profits, by reason of 
the payment of dividends—if you analyze those figures 

Mr. Houtrretp. Wait a minute, now. Maybe he could not sell 
any capital assets as you did, but——— 

Mr. AMMANN. The point that I had in mind was that there were 
three or four things taken in conjunction. One of them was that the 
association paid dividends in excess of its earnings. That was one of 
the things. 

Mr. Houirie.p. That is right, and you did the same thing. 

Mr. Ammann. No; I do not think that is quite true. But if I may, 
sir, come back to that, in addition to the payment of the dividends 
item was the fact that the association had set up on its books as a 
receivable something like $300,000 which represented funds which 
had been paid out by order of the court, under one of the orders, as I 
understand, $150,000 of it being spec ifically chargeable to the asso- 
ciation but not shown on its books as an expense, so that while the 
association released the funds, its income was not enough to pay those 
expenses and dividends during that period, not including the $150,000 
I mentioned, while at the same time it was building up a large con- 
tingent liability, that possibly would fall on the association in the 
future for litigation expense. 

Mr. Hourrietp. Was there not a contingent liability building up 
while you were a conservator? 

Mr. AmMann. Not beyond what I was accounting for, as far as [ 
knew and- 

Mr. Houtrietp. How do you know how large that contingent 
liability might be? 

Mr. AMMANN. But the difference there was that during those 
periods while that was building up the association was putting into 
reserve some funds above its dividends. 
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Now, in this latter instance you mentioned, the association was not 
putting into reserve, they were going down, if they paid dividends in 
excess of the earnings, and that was the concern, because if you start 
out on a trend, start using up the reserves for other purposes—our 
worry was, where will those lines cross? We say that they are going 
to cross—but, one of the reasons for having the hearings, as I under- 
stand, was that they wanted to discuss the diversions of those things, 
to see what the plans of the institution were as to reserves, that trend 
of the payment of dividends in excess of income. 

Mr. Houirrevp. I am not an expert accountant but it seems to me 
that if you deduct the profits that you make under sale of capital 
assets, the bonds that you sold, and the profit that you made, if you 
deduct those and if you deduct your current expenses, that you would 
be in exactly the same position during your period as Mr. Gregory 
was in during the period that he paid some few thousands of dollars 
more out in dividends than he made in earnings—and he, unfortu- 
nately, during that period, apparently did not have a group of capital 
assets to sell which had been bought by a prior management. In 
other words, you did not buy some bonds during the period of your 
conservatorship and leave them for him to sell, as he did when you 
took over. 

Mr. AMMANN. Here is the thing that makes it difficult for us to 
arrive at agreement as to the figures during the periods we have been 
talking about. 

I was estimating what certain expenses would be. I had no way of 
knowing positively what they would be, so I estimated. 

Mr. Houirretp. You did not overestimate. 

Mr. AMMANN. No, sir; but the point that I want to get at is this, 
sir, that coming down to the end of the conservatorship, we knew 
what we had had to pay, as a Board, we knew what the other expenses 
were, and what was owing to it. 

Now, if you want to take the total income of the association during 
the period of the conservatorship, leaving out all of the bond profit 
and putting in the $59,000 which we set up out of undivided profits 
charging that to that period of operation and charging against it the 
money which the Board’s audit report shows due from the association, 
the net operating income of the association without touching the bond 
profit would cover all of those things. 

Mr. Houirretp. That is for what period? 

Mr. AMMANN. For the period of the conservatorship. Now, that 
is a matter of estimates, because we have not got exact figures. 

Mr. Hourrtevp. All right. 

Now, taking Mr. Gregory’s management since he received the asso- 
ciation back, if we take that 20-month period and apply the same rule 
to it in place of the 6-month period in which you complain that he 
overspent his earnings in dividends, I wonder what a 20-month period 
under his managership would show, and I think that then it would be 
a fair comparison with your 20 months. 

Mr. Ammann. Of course, my statement is from my review of these 
reports here, that at the end of each 6-month period during the con- 
servatorship the net operating income of the association, excluding 
bond profits, was enough to pay the dividends. Now, the only point 
in which—— 
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Mr. Fiscupacn. Excluding the bond profit—how about leaving the 
capital and surplus and undivided profits intact? 

Mr. AMMANN. Well, then, the transfer from profits to reserve would 
not change the total of the two. 

Mr. Fiscupacn. Suppose you leave it intact without any transfer? 

Mr. AMMANN. Except for the provision of that $59,000 that I spoke 
of which I consider applicable to the prior period, which is a matter 
of judgment—somebody else might consider it as something else— 
except for that, I think the operating income in each instance was 
sufficient to cover the dividends paid, exclusive of bond profit. 

Mr. Houirievp. I| have tried to follow very carefully your figures. 

For the period from July 1, 1946, to December 31, 1946, I believe 
you showed a total income—lI will use round figures—of $311,000. 

Mr. AMMANN. Yes, sir. 

Mr. HoutrteLtp. There was $132,000, in round figures, profit on 
bonds. That left $178,000. 

Mr. AMMANN. Yes, sir. 

Mr. Houtrievp. Then, there was $29,750 charge-off. What was 
that for? 

Mr. AMMANN. That was not a charge-off. That was a transfer to 
reserve. 

Mr. Houirievp. All right. 

Mr. AMMANN. That was not expense; that stayed in the institution; 
that was not paid out and was not a liability to anybody. 

Mr. Houirtetp. All right, we will leave that out. Now, what 
about the $59,000? 

Mr. AMMANN. The $59,000 was a transfer from undivided profits to 
a special reserve as an estimated coverage of reimbursables that might 
be due to the Board, properly chargeable, in my judgment, to a prior 
period. It was not paid out during that period, merely transferred, 
earmarked. 

Mr. Houtrrerp. Allright. In other words, we got down to $178,000 
and then we added a $59,000 transfer. That would take that $178,000 
down; would it not? 

Mr. AmMMANN. Taking it that way, it would; yes, sir. 

Mr. Houirietp. That is what it amounted to, if I have figured it 
out right, and it would leave—that brings it down to $119,000. 

Mr. Ammann. I do not get it. 

Mr. Houtrrevp. $59,000 from $178,000 would leave $119,000 in 
your fund to pay dividends with. 

And, yet, and we are not even considering now the $29,000, just the 
$59,000 and the $132,000 and the total income. It leaves $119,000, 
and yet during that period $154,000 was paid in dividends. 

Now, to my way of thinking—and I am not an expert accountant. 
I aim just figuring now as a small merchant who does not know all of 
the intricacies of accounting, you know, putting it in one pocket and 
picking it out of another and what you have left is profit, see—$35,000 
came from somewhere for you to pay that $154,000. 

Mr. AMMANN. Well, in the first place 





Mr. Houirteip. And it did not come out of current earnings. Am 
I right in that statement? 

Mr. AMMANN. No. The $59,000 was not charged against earnings; 
that is correct. 
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Mr. Fiscupacu. You are right. 

Mr. Houirrevp. That is the point. 

Mr. AMMANN. But it was not paid out; it was earmarked, an ear- 
marking of reserve in the first place. The money was still there. 

Mr. Ho.irieLp. Was it, after you paid the $154,000? 

Mr. Ammann. After I paid the dividends? Is that what you mean? 

Mr. Houirrevp. Yes. 

Mr. Ammann. Oh, yes, that $59,000 was set up against the con- 
tingency that the Home Loan Bank Board would send us a bill in the 
amount of $59,000 plus some more. 

Mr. Fiscupacu. And that contingency was a sound contingency; 
was it not? 

Mr. Ammann. I think it was—it turned out to be. 

Mr. Fiscurnacnu. Actually it was an account payable? 

Mr. AMMANN. Well, for accounting purposes—if we take your illus- 
tration of small business, at the beginning of the year you have the 
profits left from the preceding year. 

Mr. Houirrevp. Yes. 

Mr. AMMANN. During this period, the current period, you come out 
with a result which is red or black. 

Now, you find that during this period you had an expense which 
actually ‘should have been paid when it was incurred back there. 
Now, in trying to figure out where you are, and how you overstated 
your profits for last year by not including that and charging against 
this, then you are reducing some profit during the current per iod when ba 
you are charging it back—but, no matter how you do it, you still have 3 
the same amount left. : 

Mr. Houirretp. That is right, but I have to go back to the profit 
for the previous year to pay that expense; do I not? 

Mr. AMMANN. Yes; because it was overstated. 














Mr. Houirievtp. But I did not earn that profit in the current year. e 
Mr. Ammann. No. The point is this: that during the current Ss 
year you would see what you did this year without being—or what 3 


you did last year, so that if this year you had to take care of an expense 
which you should have taken care of last year— you see, if it is last 
vear’s and it was the profit, then I would not want to put it in here, 
because it would distort the picture. 

But, whatever you do, you still have the same amount. And you 
say, “This is what I had last year and although it is paid out this year, : 
just so that it will not distort the current showing’ '—that is what was q 
done, and that is what the $59,000 was for, on the basis of my judgment. 

Now, when you end up at the end of that time, whether it was paid 
out of undivided profits or income, you still have got the same dollar 
left when you get through and the institution would be in the same 
position. 

Mr. Houirrevp. If you are figuring over a period of 20 months. 

Mr. AmMaAnn. No. If the first half of 1947 and the last half of 
1946—this $59,000 charge against undivided profits was set up on the 
books, I believe, during the first half of—do you have that memoran- 
dum, I do not have the figure on it—well, whether it was the last half 
of 1946 or the first half of 1947, it would affect only that period and the 
preceding period, not the whole 20 months. 

Mr. Fiscunacn. The net of the whole situation is this, Mr. 
Ammann—is it not?—that, if you eliminate from the entire 20-month 
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period the profits realized from the sale of capital assets, and you stick 
solely to the income that you actually received during that 20-month 
period other than from the sale of capital assets, and if you charge 
that income as so adjusted with the expenses of the conservatorship, 
and if you also charge that income with the statutory requirements 
for insurance reserve and charge the income for all the expenses of the 
conservatorship, the net of the whole situation would add up to a 
condition in which the amount earned by the conservator as against 
the amount paid out in dividends by the conservator would not 
balance? 

Mr. AmMMANN. I have not made that calculation, and I can tell you 
the reason why I have not. 

It did not occur to me as being relevant, what you did with the 
profits in the institution as long as you had them. 

What you are saying is that out of the income, charging expense, 
what was left was income and if you put it in reserve, then the rest is 
what you have left and you have the part that you deducted, too; that 
is, part of your profit for the period that went into reserve as undivided 
profits. You, could not pay dividends without setting up those 
reserves; could you. You could have (transferred to undivided profits 
if you waated to. 

Mr. Fiscnracu. That is what you did; is it not? 

Mr. Ammann. No. The income of the institution was more than 
the dividends paid. Had it not been and had dividends been paid, 
they would have been paid out of undivided profits and any transfers 
to reserves. 

Mr. Fiscupacnu. Yes, but you say the income the institution re- 
ceived during the time of the conservatorship was more than the divi- 
dends, because you are including in the income nonoperating income 
derived from the sale of capital assets. 

Mr. AMMANN. No; I am excluding that, and I am taking expenses 
off, dividends off of net operating income. 

Mr. Frscuracu. I would like to have you make a tabulation as 
follows, Mr. Ammann: 

One, show the total amount of dividends that were paid during the 
conservatorship. 

Two, show the total amount of income received during the conserva- 
torship exclusive of nonoperating income. 

Three, show the bills you paid. 

Four, show the status of the beginning undivided profits and surplus 
and the ending undivided profits and surplus. 

Mr. AMMANN. You mean undivided profits and reserve? The un- 
divided profits and the surplus are the same. Do you mean the 
reserve? 

Mr. Fiscupacu. And I would like to see that calculation some- 
time tomorrow. 

Mr. Ammann. Well, now, you said that No. 3, the bills paid— 
could you make that a little bit clearer? 

Mr. Fiscupacu. Yes. Show all the expenses paid or chargeable. 

Mr. AMMANN. What you want is: 

One, the total of dividends paid during the conservatorship. 

Two, the total income excluding bond profit or nonoperating income 
during the conservatorship. 

Third, the total expenses paid during the conservatorship. 
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Mr. Fiscupacn. Paid or accrued. 

Mr. AmMANN. And, fourth, status of reserve and undivided profits 
at beginning and at end of the conservatorship. 

Mr. Fiscupacn. Right. 

Mr. AMMANN. Now, there is one thing I would like to ask, if you 
don’t mind, on that, to get this clear. : 

The income during the conservatorship and beginning 6-month 
period would be only from May 20 to June 30. 

Mr. Fiscupacn. That is right. 

Mr. Ammann. The dividends paid would be from January 1 to 
June 30. 

Mr. Fiscupacu. Apportion them. 

Now, coming back to another thing, Mr. Ammann, in connection 
with the criticism that was made about the fees and expenses that 
were paid pursuant to court order, you made the statement—did you 
not—that some $168,000 had been paid out pursuant to court order? 

Mr. AMMANN. It was my understanding that there was more than 
that, but I had the impression that, of the amount paid out, something 
like $160,000 was paid out under a court order, the effect of which 
was to say that this is chargeable to the funds of the Long Beach 
Federal. That is my understanding of it. 

Mr. Fiscupacu. Would your thinking on the entire subject be 
affected by the proposition, if it is so, that the provisions of the court 
order include such terms as to hold in abeyance the determination of 
whether it is an obligation of Long Beach or an obligation of the 
conservator or an obligation of the Los Angeles bank or an obligation 
of the Home Loan Bank Board or an obligation of the San Francisco 
bank? 

Mr. AMMANN. Well, I was not trying, myself, to state the situation 
on that for someone else. I did not make the determination in 
respect to that. 

I was trying to state my understanding of the area of concern, 
about the matter of dividends paid in excess of income of the institu- 
tion which was related to these other things as a matter of concern, 
not as a matter of final conclusion but as a matter of concern, which 
was one of the reasons prompting the wanting to talk to the associa- 
tion. 

Now, I was not party to the deliberations of the Board, but tha 
was my understanding. I was not trying to criticise, | was merely 
trying to answer what I thought was fair and proper in answer to the 
charges that were being made; that I had paid dividends in excess oi 
income and was still accusing somebody else of doing the same thing 

Mr. Fiscusacn. The fact of the matter is that, as I understand, 
the court order to which you referred does hold in abeyance the 
determination of whether the $160,000 you mentioned was an expense 
of Long Beach Federal or whether it will be charged to somebody else. 

Mr. AmMMANN. I was under the impression it was chargeable to the 
association unless and until the court sha!l determine otherwise. 
That was my understanding of it. 

Mr. Fiscupacn. Now, another point, Mr. Ammann. It appears 
that there was a memorandum attached te one of your monthly 
reports which referred to the fact that you were “sticking your neck 
out’? when you signed it. 

Mr. AMMANN. Yes, sir. 
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Mr. Fiscupacu. That monthly report was for what month? 

Mr. AMMANN. August 31, 1946. 

Mr. Fiscupacu. When you made the monthly report you showed 
a profit; did you not? 

Mr. AMMANN. The monthly report itself does not show, it just 
shows current income and expenses, but the related 

Mr. Fiscupacn. Just a minute. The monthly report shows that 
the current income was in excess of the current expenses. Is that 
not right? 

Mr. Ammann. No. It shows the estimate during the year for 
dividends and Federal insurance reserve required as up to that point, 
the estimating of it being in excess of net operating income—not net 
income, but just net operating income. 

Mr. Fiscupacn. In a private memorandum that accompanied the 
monthly report you showed a $9,600 loss. 

Mr. AmMMANN. No. That $9,600 figure, as I tried to explain, is 
that—eliminating nonoperating income and making an estimate of 
what dividends might be at the end of the period pro rata down to 
date and estimating what the Federal insurance reserve transfer 
would be chargeable down to date, it ended in a red figure. 

Mr. Fiscupacn. A red figure of how much? 

Mr. AMMANN. $9,600. That was an estimated figure; that was 
not actual operating-loss figure. 

As a matter of fact, the income at that point was in excess of all 
those things, but I w as eliminating bond profit for the purposes of 
calculation and bringing in some estimates for the purposes of calcu- 
lation in order to estimate the position in which we were. 

Now, whether or not that was correct could not be determined 
until we got to the end of the period. That is not an estimate—I 
mean, that is not an actual figure, that figure is not shown on the 
association books anywhere. 

Mr. Fiscupacu. Now, Mr. Ammann, did you not participate in 
the formulation of Mr. Wyman’s statement to this subcommittee? 

Mr. AmMMANN. My recollection is that I participated only to the 
extent that he asked me to check some of the figures or statements 
against the examination report or reports. That is my recollection 
of it. 

Mr. Fiscupacn. One of the statements that Mr. Wyman made 
was in substance and in effect that there had been a long history of 
unclosed supervisory matters in relation to the Long Beach Federal. 

Mr. AmMANnn. I believe he did. 

Mr. Fiscnpacu. Was that a correct statement, to your knowledge? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacu. So that, as of May 18; 1946, is it your position 
that there were many supervisory matters that were still open and 
being pursued by the authorities? 

Mr. AmMANN. W ell, I do not know whether that would be quite 
an accurate statement of it. 

There were a number of matters which had been taken up with the 
association previously which had not been brought to a satisfactory 
conclusion as far as supervision was concerned. 

They were not actually being discussed with the management at 
that particular moment as far as I know, if that is the purport of your 
question. . 
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Mr. Fiscusacn. I understood that as of May 18, 1946, there were 
no supervisory matters that had not been satisfactorily concluded. 

Mr. AMMANN. Well, I do not think that is—from my understanding 
of it—well, there is rather a long background and it would be a rather 
lengthy explanation, perhaps, to bring all of that in. 

But the fact is that supervisory officials had not been satisfied as 
to the supervisory recommendations that they had previously made 
in those cases. 

Mr. Fiscupacn. So that * is your position that as of May 18, 1946, 
the supervisory matters were still active? 

Mr. AMMANN. They were not at that time—not right at that point 
under discussion with the management, but the supervisory recom- 
mendations had not been carried out that had been made. 

Mr. Fiscusacu. You testified before the Smith committee on that 
point. 

Mr. AMMANN. Yes, sir. 

Mr. Fiscusacu. Do you remember this question being asked of 
you: 

Mr. Fiscupacn. You were a long time getting at that point and that is all I 
wanted, Mr. Ammann, in connection with that. So, you state and concede for 
the record that on May 18, when you started this examination there were no 
outstanding supervisory recommendations which had not been substantially 
complied with, is that right? 

Mr. AMMANN. Or that were being pursued at that time. 

Mr. Fiscupacnu. All right. 

Mr. AmMMANN. That is right, they were not being pursued at that 
time with the management, yes, sir. That is what I meant by that 
last statement, they were not then being pursued with the manage- 
ment. They had been made and had not been adopted. 

Mr. Fiscuspacu (reading): 

And there were no outstanding supervisory recommendations which had not 
been substantially complied with? 

Mr. AmMMANN. No, that we were not—they were not then being 
pursued. They had been made and had not been complied with and 
they were not at that time actively under discussion with the manage- 
ment. ‘ 

Mr. Fiscupacu. Do you remember this question being asked you: 





Well, [ hand you this one folder of documents which purports to contain super- 
visory letters based upon reports of the examination which reports were produced 
by Mr. Fahey at the request of the committee and ask you to examine the com- 
munications you can find in there and tell this committee whether or not it is 
not a fact that the association and Long Beach had substantially complied with 
everything they were legelly obliged to comply with and had substantially com- 
plied with all the requests that had theretofore been made on them. 


And you answered: 

Well, there were outstanding at that time as far as I know no letters which 
were unanswered and which were pursued further at that time. 

Mr. AMMANN. That is true. 

Mr. Fiscusacnu. Well, then, what is this atmosphere that is sug- 
gested to this subcommittee of a long history of unsatisfactory super- 
visory reaction? 

Mr. AMMANN. Well, this is—I think this material is in the Smith 
committee file—prior to the 1946 examination over a period of many 
years the association’s lending operations had been of serious concern, 
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There had been some independent appraisals made and surveys in 
the field by expert——— 

Mr. Fiscupacu. No, you did not understand me, Mr. Ammann. 
I do not want to cut you off, but it is apparent you did not under- 
stand the question. 

In light of the fact that vou testified before the Smith committee 
and indicated to that committee that as of May 18, 1946, there were 
no supervisory recommendations that had not been substantially 
complied with, there were none that were being pursued, in light of 
that, I ask you what is this atmosphere that is brought before this 
subcommittee of supervisory matters that had not been complied with? 

Mr. Ammann. All right, sir. The answer there was intended to 
mean that they were not then being pursued. That was my amend- 
ment to the question, to get my answer correct. 

Now, coming down to that, the situation was this: In 1942, as I 
recall, there was a long 1- or 2-day conference with Mr. Gregory 
and I believe counsel for the association here, at which time among 
other things there was discussed the apparent fact that the associa- 
tion’s board of directors were dominated by Mr. Gregory and by one 
or two other directors who were engaged in the operation of the 
association and thus responsible to themselves as directors for their 
acts as officers in the institution. 

Then, the urge was made that the association, as promptly as it 
could, strengthen its directorate by getting independent and respon- 
sible professional businessmen in Long Beach to come in and strengthen 
the board so that the domination would not be in the combination 
at all. 

Mr. Gregory told us it would take a little while to accomplish that 
and if we did not rush him too fast, he thought that he could get 
something done about it. 

Secondly, the association had acquired the office building they now 
occupy and when they acquired it, it bought a going hotel and they 
continued to operate it. 

We told Mr. Gregory that the ownership and operation of the hotel 
by such an association did not seem, in light of the provisions governing 
a Federal operation—that it did not lie within the province of a 
Federal operation. 

Well, he said that he could not do too much about it. He did not 


want to lease it because the association would still have all the legal 


liabilities. He did not want to dispose of it, either, because it was a 
good office location and because of the war, and materials were short, 
and so on, and they probably would have to defer for a short time the 
conversion of that hotel for association-office purposes. 

We also discussed with him the matter of the Title Service Co. and 
its connection with the association. 

We recommended that they bring into the association its own escrow 
department. He said he felt that could be done. 

Mr. Fiscnsacn. Is that not all before the Smith committee? 

Mr. AMMANN. Those were things which had not been complied with 
on May 18. Quite to the contrary, on May 18, when the examination 
was started it was found that the management and the directors who 
were in control in the institution had never done anything about 
getting strengthening of the board of directors as requested; that those 
three or four people had put themselves into such a position with 
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21,000 shares that it, in my judgment, denied any intention to carry 
out the recommendation as to an independent board of directors. 

Further, they had entered into a lease of the hotel building for a 
period of 10 or 20 years—I forget for how long—on a basis which 
surrendered the entire control of the hotel to somebody else, under 
the very same kind of a lease that we told them they could not make, 
thus denying the apparent intention to do what he said he was going 
to do when the war was over and when materials were available. 

Now, that was some of the stuff still in the picture and which they, 
by their actions on May 18, in my judgment, denied any intention of 
carrying out. 

Mr. Fiscupacu. To what extent were you concerned in a super- 
visory capacity with substituting your judgment as to what should be 
done for the judgment of the shareholders in the free selection of their 
own directors? 

Mr. AmMMANN. There is a principle in the operation of these mutual 
institutions, for example, as I recall, two of these directors had a 
combined investment of less than $50 in the institution and millions 
of dollars of assets. 

Now, if the manager and assistant manager or vice president, or 
whoever it might be, two or three of them, have what is in effect a 
working control of the board of directors, so that they meet on Friday 
to pass on their own actions on Tuesday and there is no independent 
control by a board of directors over the management, or if the manage- 
ment so dominates and controls its board of directors that they do not 
have the independence of judgment that a board of directors should 
have, then that board of directors is a fraud and the institution does 
not have what the charter intends for it to have anl the board of 
directors of the institution are the persons really responsible for the 
institution—and I go so far as to make this further statement: That 
had this association carried out the recommendation to have an inde- 
pendent board of directors, that independent board of directors would 
not have permitted some of the things that happened and the con- 
servatorship would not have come into being. 

Mr. Fiscusacu. That is purely speculation on your part. 

Mr. AMMANN. That happens to thousands of institutions, and | 
have been watching their operations for several years. 

Mr. Fiscupacu. Are you suggesting, Mr. Ammann, that the people 
of Long Beach who had their money invested there do not know what 
they are doing when they, year after year, vote to return the same 
management into office? 

Mr. AMMANN. There were not throughout the whole period of that 
institution’s operation a handful of shareholders at a shareholders’ 
meeting. The voting control at every meeting was on the part of the 
officers and directors who were there. 

Mr. Fiscupacu. How do you account for the fact that under the 
aegis of the special master appointed by the court when these 21,000 
$1 share accounts were not voted at all, that the same management 
that you have attacked over a period of years was returned to office? 

Mr. AmMMANN. Well, the petition—you know, people, when a peti- 
tion is circulated, will sign it without reading it. 1 think that is the 
situation here; they do not know what they were signing, they are 
not conversant with it, they will put their name to it, and they will 
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put their money into an institution that they know is insured and 
which has got a Federal charter and Federal examination. 

Mr. Fiscnpacu. Do you mean to say that they did not know the 
situation after you lfad come to Long Beach? 

Mr. AMMANN. They had many there that after 20 months did not 
even know the situation. 

Mr. Fiscupacu. Do you mean to say that the people of Long 
Beach, Calif., did not know about this whole situation after you had 
been there 20 months? 

Mr. AMMANN. There were some that came in who said they had 
not known about it, had not heard about it. 

Mr. Fiscupacu. There were a few? 

Mr. AMMANN. Yes. 

Mr. Fiscupacu. Now, would you say generally that the people 
that had their money in the association knew what the situation was 
all about when they voted under the aegis of the special master 
voted by the court—— 

Mr. AMMANN. My personal opinion, I would say, is that they did- 
not. I doubt if they did. 

Mr. HouirieLtp. Mr. Ammann, I find some of your statements very 
difficult to reconcile with the facts, particularly taking into consider- 
ation the fact that this was, comparatively speaking, a small town, and 
that at that time there was all of this publicity, pictures were taken and 
carried in the newspapers and there were headlines carried in all the 
newspapers, and there resulted a run on the institution which carried 
it several millions of dollars down, from $26 million to, I believe, 
$14 million. A conservator operates for 20 months and then goes out 
and later on an election is held by an impartial special master and, 
notwithstanding the fact that all of this has occurred during the 
previous 3 years, the people vote to put these men back in and then that 
institution goes up from $14 million to about $30 million in the succeed- 
ing 2 or 3 years. 

Now, it seems to me, regardless of how these people had acted in the 
past, that the people in that community certainly must have known 
about this seizure, and that would seem to be proved by the way 
they withdrew their deposits during the period of the conservatorship, 
and it proves further that they must have had confidence in these 
people by putting their deposits back into the institution and re- 
electing these people after the conservatorship ended. 

Mr. AMMANN. But the reason that these people took out their 
money—the ones that I talked to and was unable to persuade to leave 
their money in was because they were afraid that the institution might 
close next week and they would not be able to get their money. They 
did not understand what the machinery was; they did not know how 
insurance worked and——— 

Mr. Houirte_p. But, suddenly, after you left, all at once they 
understood this theory and they came back and put their money back. 

Mr. AMMANN. There was no longer any furor; there was not any 
publicity; that had all died out, it was done for—and whether it was 
the same people that put their money in once before or not, I do not 
know. 

Mr. Fiscuracrk. Do you mean to say that there was no publicity 
when Mr. Gregory and his crew took over in January of 1948? 
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Mr. AMMANN. No; but what I am saving is that there was no such 
publicity that was so antagonistic to the operation of the institution 
after they took over, there was not anyone saying that expenses had 
gone up $400 a day, and no one circulating around telling people, 
“Don’t make payments in there, you won’t be able to get it out, they 
are going to close next Monday morning.” 

Those were the rumors that were going about then, and they 
had stopped. 

Also, as a matter of tact, as of the time a half a dozen other associa- 
tions in Los Angeles, just by hanging out a Federal charter with the 
insurance insignia and with a 3 percent dividend rate and a good 
deal of publicity, have gone up from $800,000 to $12 or $13 million 
in less time than this institution went up to $30 million. 

That is not an unusual thing there. It is faith in that charter and 
the insurance. , 

Mr. Hourrietp. You had the charter in the institution when 
you—— 

Mr. AMMANN. Yes, and we. so had the newspapers saying “Bank 
run.” 

Mr. Fiscnsacn. You said something in the memorandum that you 
wrote to Mr. Lee, that you were afraid to stick your neck out— 

Mr. AMMANN. That is entirely a different matter. I would be 
glad to explain that. 

Mr. Fiscusacn. Tell us what you said in that memorandum— 
suppose you read it into the record. 

Mr. AMMANN (reading): 

I feel like I’m sticking my neck out when I sign this. The bookkeepers are 
bitter enemies of the FHLBA and bosom friends of the officers. I don’t have 
time to make these up myself, although I should like to do it as a matter of self- 


protection. You will observe no accrual for estimated examination and con- 
servator expenses since June 30. The reason is they run and tell Title Service 
Co. what it is. So I keep it to myself. See latest reports to the Governor which 
show that estimate. 


Mr. Fiscuspacu. They were pretty high, weren’t they, Mr. Am- 
mann? 

Mr. Ammann. Which? 

Mr. Fiscusacu. The estimated expenses of the conservator. 

Mr. AmMann. No, I think the estimated expenses of the con- 
servator were in fact a little bit lower, but the fact is- 

Mr. Fiscnsacu. But, in spite of the fact that you think they 
were lower, they caused you to make a comment that you did not 
want the matter to go around Long Beach; is that not right, you did 
not want that comment to go around? 

Mr. AMMANN. I did not want the distorted comment; it was not a 
true statement. 

Mr. Fiscusacu. You not only did not want the distorted comment, 
you did not even want it reported around Long Beach just exactly 
what this conservator’s expense was, did you? 

Mr. AMMANN. No, that is not quite a true statement of what my 
position was. 

The position is this: The employees of this institution, including the 
employees of the Home Loan Bank Board, are under specific direction 
that they do not own the information and it is not in their province to 
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carry the details of the books to someone else and peddle the informa- 
tion. 

Mr. Fiscusacu. Then why did you turn the whole compendium of 
data, referred to here as exhibit C, over to Mr. Smith? 

Mr. AmMANN. I was instructed by the Home Loan Bank Board 
counsel that they had a right to it, and that he could go to court and 
exercise that right, and rather than make it difficult for him, if Mr. 
Smith or Mr. Linnell or whoever it was, was to come into the associa- 
tion and wanted access, for me to advance it to them—lI had no deci- 
sion. 

Mr. Fiscuspacu. Were you advised to do that by Mr. McKenna? 

Mr. AMMANN. It was by our legal department. 

Mr. McKenna. That is correct, Mr. Fischbach. 

Mr. Fiscupacu. Mr. McKenna, were you in Long Beach at the 
time? . 

Mr. McKenna. I was in Los Angeles. 

Mr. Fiscusacu. Had you talked with Mr. Smith? 

Mr. McKenna. I met Mr. Smith in my hotel room in Los Angeles 
sometime around Christmas of 1947. He came up and he wanted 
access to the books and records and access to the examination reports, 
and he told me that he was going to file a lawsuit against the Long 
Beach Association. 

Mr. Fiscusacw. Did you and Mr. Silverman or other personnel 
help draw the complaint? 

Mr. McKewna. I did not. I did my best to discourage him and 
told him that if we were going to get no cooperation, “If you are going 
to sue, we are going to sue ourselves.” 

Mr. Fiscnsacu. Did any other attorney of the Bank Board or 
any other employee of the staff of the United States district attorney 
in Los Angeles help Mr. Smith in the drafting of the complaint? 

Mr. McKenna. To the limit of my knowledge, they did not and 
their attitude, I assume, was the same as mine. 

Mr. Fiscusacn. You say you did not want the suit filed? 

Mr. McKenna. I did not want the suit filed; no. 

Mr. Fiscnusacu. Yet, you instructed Mr. Amman to make avail- 
able to Mr. Smith all of the data contained in the document we have 
referred to here as exhibit C? 

Mr. McKenna. Mr. Smith and I had a discussion that day in the 
hotel room when he came in and when he made the demand for these 
things, and he said he was going to reduce it to writing. 

So, at that time I advised Mr. Ammann, or afterward, that he 
would ultimately have to produce certain papers—I forget whether 
examination reports or books—and I said, however, that he should get 
clearance from the Home Loan Board and get legal advice on it, and 
my recollection is he did get instructions from the home office. 

Mr. Fiscnnacn. Did you get written instructions from the home 
office? 

Mr. Ammann. I do not recall now. I do recall that I received two 
letters from Linnell and Smith. 

One of them was requesting the copy of the examination report, or 
access to the books or records, whichever it was, and perhaps both. 

The other was a demand that the conservator bring a suit against 
the officers of the association for recovery. 
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I prepared a reply to the latter letter with the guidance of counsel, 
which was to the effect that I was not in a position to comply with 
their request in respect to bringing the suit. 

The other letter I sent into Washington with a letter asking for 
instructions. 

After some time, I received either a letter or oral instructions, one or 
the other, to advise Mr. Smith that he could have access to that 
information in the office of the association, that he could not take them 
with him, but he could look at it. 

Mr. Fiscuspacu. At that time, did you know that access to that 
document had not been given to any of the officers of the association? 

Mr. Ammann. I do not know whether they had ever requested it 
or not. 

Mr. Fiscuspacn. That is not what I asked you. Did you know at 
that time whether access had been given or not to that document to 
the officers or directors of the association? 

Mr. Ammann. No; I did not. My recollection of that is that two 
or three copies of that document came in the mail or someone brought 
them to Los Angeles or Long Beach, and they retained one in the 
office of the association and the others were delivered to the office 
of the Department of Justice, my understanding being that they would 
be for their use and perhaps were for release of a copy to the others in 
the litigation. 

Now, what was done beyond that point I have no knowledge. 

Mr. Fiscuspacu. Do you know, or did you know that the statement 
on page 1 that one copy is furnished to the directors and officers of the 
association for their confidential information with the understanding 
that it is not to be published either in whole or in part was absolutely 
untrue insofar as this document is concerned? 

Mr. AMMANN. That appears on all supervisory examination reports. 

Mr. Fiscupacu. That is not what I asked you, Mr. Ammann. | 
suggest that you be responsive to the question that is asked you. 

Mr. AMMANN. Well, my only answer, sir, is that I was told to give 
these parties access to the reports of the examination of the associa- 
tion, and I so stated. I did not do that on my own volition. 

Mr. Fiscusacu. You were told to give access to the officers of the 
association to that document? 

Mr. AMMANN. No; I had no request from them. The only request 
I had was from the attorneys for these other shareholders. 

Mr. Fiscupacu. All rizht. Now, to go back to this statement, do 
you know and did you know when you gave this to Smith, that it had 
not been furnished to the officers and directors of the association? 

Mr. Ammann. I do not recall that I did. 

Mr. Fiscusacn. Did you know that, Mr. McKenna? 

Mr. McKenna. I did not know. I did not know whether it had 
been given or had not been given. 

Mr. Fiscupacn. Are you sure of that? 

Mr. McKenna. I am sure of that. I doubt very much whether ! 
knew very much about the report. 

Mr. Fiscnupacu. Mr. Chapman, you previously have been sworn. 

Had access to that document referred to as exhibit C ever been 
given to any officer or director of Long Beach Federal in the year 1948, 
the year 1947, the year 1946? 

Mr. Cuapman. It had not. 
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Mr. Fiscnsacu. When was the first time that the existence of that 
document was brought home to anybody connected with Long Beach 
Federal insofar as “‘anybody”’ refers to officers or directors of the 
association? 

Mr. CuapmMan. About 10:30 p. m. on the night of November 7, 
1949, when the injunction hearings—I believe Mr. McKenna attended 
those sessions before Judge Hall, at Los Angeles, Calif. 

The hour is vague in my memory, but I am certain about the date; 
the day was November 7. I mean, it was late at night. 

Further, the shareholders’ committee represented by Mr. Westover 
had made written demand for such investigation, and a copy of the 
demand is in the file. 

That demand was made in the fall of 1946. The exact month I 
cannot give you; sometime between September and November. 

Mr. Fiscusacu. All right, Mr. McKenna; can you throw any light 
on that? 

Mr. McKenna. I think I can read two letters which will give you 
the full story. 

The first letter is dated October 24, 1946, from Mr. R. J. Strecker, 
assistant district examiner, to Mr. T. A. Gregory, and it reads as 
follows: 


Dear Sir: On Wednesday, October 16, 1946, I telephoned you that the 
examination and audit of the Long Beach Federal Savings and Loan Association, 
as of May 18, 1946, was nearing completion. In fairness to the officers of the 
association, I requested a conference with you at the association’s office for the 
purpose of securing your explanations of the many transactions discussed in the 
report. I suggested Tuesday, October 22, 1946, at 10 a. m. as a convenient 
hour. You stated that you would have to take up the question with Mr. Chap- 
man, your attorney, and that you would advise me later. 

Not having heard from you by Friday, October 18, 1946, I again phoned you, 
and you stated that my request would not be granted, but suggested as alterna- 
tives, that my questions be submitted in writing and you would reply in writing, 
or, that we meet in Mr. Chapman’s office, or, that we meet elsewhere for an 
informal discussion. 

About 1 hour later I advised you that these proposals could not be accepted 
since they were impracticable, in that submission of written questions would 
result in endless correspondence, and, the conference could not be held in Mr. 
Chapman’s office since the association’s records would not be available, and, also, 
since I would need the services of those examiners who are assisting me, because 
of their greater familiarity with details of various transactions. 

As a result I again requested that vou meet me in the association’s office, and 
I informed you that I had no objection to Mr. Chapman being present. Again 
you promised to telephone me as to whether you would meet with me. Not 
having heard from you by Monday, October 21, 1946, I again telephoned you. 
You then stated that Mr. Chapman had discussed the question with Mr. Walker, 
¢ the veneer States attorney’s office, and that you did not know the outcome of 
their talk. 

Since then I have phoned you several times and, each time, I was informed 
that you were out, but that you would return my call. Today, for the first 
time, you returned my calls, but you were still unable to furnish me definite 
information as to our proposed meeting. However, you promised to advise 
me after you had an opportunity to consult with Mr. Chapman, possibly tomorrow. 

The field work on the May 18, 1946, examination and audit report is prac- 
tically completed. Before completing it, however, I would again like to request 
that you confer with me, in the association’s office, so that in fairness to the 
officers of the association, I mav include in the said report, your explanations of 
the many transactions described therein. 

_ LT eannot, however, indefinitely postpone completing the field work while await- 
ing your reply. I, therefore, ask that you advise me whether or not you will 
confer with me, in the association’s office, not later than the early part of next 
week, Should I fail to receive a reply to this letter by Monday, October 28, 
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1946, setting a date in the early part of next week for such conference, I shall 
construe such failure as a refusal by you to confer with me concerning the said 
examination and audit. 
Very truly yours, 
R. J. SrRBCKER, 
Assistant District Examiner. 


Mr. Fiscupacu. That is dated when? 

Mr. McKenna. October 24, 1946. 

Mr. Fiscuspacn. All right. And the next letter vou mentioned? 
Mr. McKenna. The second letter is as follows: 


OcToBER 28, 1946. 
Mr. R. J. StRECKER, 
Care of Long Beach Federal Savings and Loan Association, 


Long Beach 2, Calif. 


Dear Sir: Your letter of October 24, 1946, received.. While I do not agree 
with your recital as to our various telephone conversations, I am not burdening 
this letter by reciting the points wherein we disagree. The subject of vour letter 
was discussed in a telephone conversation between Mr. Walker of the United 
States attorney’s office and the attorney for the association, Mr. Chapman. The 
result of which conversation was that Mr. Walker was to further contact Mr. 
Chapman if the defendants desired such conference as you have mentioned in 
your letter. There has been no such contact. 

Upon the advice of the association’s attorneys, I am requesting that the matters 
upon which vou desire information be communicated to me in writing. If, as 
your letter states, this would result in ‘“‘endless correspondence,”’ this is all the 
more reason to not attempt a verbal discussion of such matter between your 
examiners and myself. We must not overlook the fact that extensive litigation is 
pending between your superiors, Ammann and Fahey, who are defendants and the 
association of which I am an officer and its shareholders, and that such litigation 
has been, by your superiors, carried to the United States Supreme Court, where 
it is now pending. 

Past experiences with your superiors, and even with your subordinates, have 
resulted only in acrimonious controversies and extensive misquotation. Among 
others, I refer particularly to the statement of one of your deputies that he had 
delivered records of the association to Mr. Chapman and to a denial of receipt of 
documents which I personally delivered in the presence of a multitude of wit- 
nesses to another of your organization. The only way to prevent further mis- 
understanding or distortions is for us to deal in writing, which, while it may not 
prevent disputes, will at least not admit of subsequent changes of position. 

The association’s records have been in the possession of your organization 
and your superiors, the defendants Fahey and Ammann, for more than 5 months, 
during which time, with the exception of 2 days, they have purported to conduct 
business. Any “explanations” as to that period certainly come from them. As 
to any other matter, if you care to submit them in writing, they will receive such 
attention as they deserve. 

Also replying to your letter of October 25, 1946, all original records of directors’ 
meetings, prior to May 20, 1946, were in the association at the time it was un- 
lawfully seized by the defendant Ammann of your organization. Since such sei- 
zure the directors have authorized various measures in connection with the liti- 
gation now pending in the Supreme Court of the United States. Inasmuch as 
these matters deal with such litigation, some of the steps of which are not yet 
completed and inasmuch as your organization, particularly defendants Fahey 
and Ammann are defendants in such litigation and the matters directly concern 
them and the said litigation, upon advice of the attorneys of said association, 
your request is respectfully declined. The records seized unlawfully by Fahey, 
Ammann, et al., have been in their custody more than 5 months and any assump- 
tion you make therefrom must be based upon what may have happened to them 
during such 5-month period. If they have received no better treatment than 
that accorded records which I personally delivered in the presence of many wit- 
nesses to the defendant Ammann and which he now states are lost, your assump- 
tions may well be unwarranted. That, however, is a matter for your organization 
to work out within itself. 

Very truly yours, 
T. A. GreGory. 
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So, it is very obvious from these two letters that in 1946 Mr. 
Gregory refused to go through the examination report item by item 
and discuss it with the examiner. 

Mr. Fiscupacu. Just a moment, Mr. McKenna. It is perfectly 
obvious from those letters, it would seem, and it would seem also that 
there should be no disagreement about it, that at no time either in 
1946 or up to the time of those letters was a copy of that examination 
made available to, delivered to, or tendered to any of the officers 
or directors of the association. 

Mr. McKenna. The letter itself is an offer, a tender of the only 
existing copy, namely the original note. 

Mr. Fiscupacu. The letter itself as you read it seems pretty 
plainly to indicate that Mr. Strecker wanted to have an oral interview 
with Mr. Gregory, and Mr. Gregory says, ‘‘I don’t want to meet with 
you, I don’t want to deal with you orally because of my previous 
experiences. If you want to ask me anything, ask me the questions 
in writing.’’ Is that not what the letter said? 

Mr. McKenna. On Mr. Gregory’s part, it is a refusal by him to 
come over and go over the findings of the report item by item with the 
examiner. 

Mr. Fiscupacu. The question here is whether at any time either 
in the year 1946, the year 1947, or the year 1948, that examination 
report referred to here as exhibit C was ever given to or made available 
to any of the officers or directors of Long Beach Federal. 

Mr. Chapman indicated that the first time the report was physi- 
cally made available to him was at 10:30 at night in the Federal court 
on November 7, 1949. 

Mr. McKenna. Well, it is very clear from the letter that there was 
an effort to make it available to him so he could discuss it. 

Mr. Fiscusacn. It is very clear from the letter that Mr. Strecker 
was endeavoring to get Mr. Gregory to sit down and get his views about 
various matters that he wanted to interrogate him about. 

Mr. McKenna. To go over the examination report, with instruc- 
tions of making it available to Mr. Gregory. 

Mr. Fiscupacu. We have your interpretation of it in the record. 
Did you want to make a comment? 

Mr. Cuapman. I would like to add something to the record if I 
could, Mr. Chairman. I am reading from page 842 of the record on 
the appeal in the Ninth Circuit Court of Appeals in Appeal No. 
12511, headed, ‘“Demand for reports and audits of purported examiner, 
R. J. Strecker,’ where it says: 

If said reports and audits are not yet completed, you are hereby requested to 
furnish us with any and all parts of such reports and audits as have been made 
to date, and to so advise us in writing, and if no such reports and audits have 
been filed, you are hereby requested to so advise us in writing within the time 
allowed, and if and when such reports and audits are filed, if ever, to forthwith 
furnish us with a copy as above requested. 

This request and demand for the above two listed reports and audits is made 
by the plaintiffs, Paul Mallonee, C. H. Newhouse, and Winnie Bucklin, as repre- 
sentatives of, and for, and on behalf of, the shareholder members of the Long 
Beach Federal Savings and Loan Association. 

Dated: At Los Angeles, this 17th day of October 1946. 

SHAREHOLDER MEMBERS COMMITTEE, 
Plaintiffs 
By Paut L. MALLoNeEgE, Chairman. 
Westover & SMITH, 
By Wyckorr WESTOVER, 
Attorneys for Plaintiffs. 





1156 INVESTIGATION OF HOME LOAN BANK BOARD 


AFFIDAVIT OF SERVICE 





State or CALIFORNIA, 
County of Los Angeles, ss: 
W. R. White, being sworn says: I am and was on the dates herein mentioned 
over the age of 18 years and not a party to this action; I served the above docu- 
ment in this action by personally delivering to and leaving with R. J. Strecker, 
in the city of Long Beach, county of Los Angeles, a true copy thereof, on the 18th 
day of October 1946. 
W. R. Wuire. 


Subscribed and sworn to before me this 18th day of October 1946. 
[SEAL] Bertua E. Cumpton, Notary Public. 


My commission expires December 26, 1949. 
[Endorsed] Filed October 22, 1946. [1460] 


Mr. Fiscupacu. Mr. Chapman, was there any response to that? 

Mr. Cuapman. To the best of my knowledge, there was none. 
Attorney Westover has told me on repeated inquiries, he made the 
statement he never had any reply, and he also stated to the court on 
the hearing, the night of November 7, 1949, that neither he nor any 
other counsel in the litigation had ever seen the document before 
that time. 

Mr. Fiscupacn. Mr. McKenna, you have heard Mr. Chapman read 
the demand which is part of the record in the circuit court of appeals. 

Was there any response to that demand ever made by Mr. Strecker, 
by yourself as counsel, whether for the Board or as an associate of the 
United States attorney or anybody else who was officially connected 
with the Government’s side of the controversy? 

Mr. McKenna. Mr. Strecker’s offer, or request of Mr. Gregory was 
9 days after the document that Mr. Chapman had read, and, of course, 
as of that time, the report had not yet been printed; but 9 days after 
this demand Mr. Strecker requested Mr. Gregory to go over the report 
with him. 

Mr. Fiscuspacu. In response to the demand that was referred to by 
Mr. Chapman, was a copy of the document ever delivered either to 
counsel for the shareholders or Long Beach Federal or to any officer 
or director of Long Beach Federal? 

Mr. McKenna. The limit of my knowledge is that—I was not there 
at that time, but the limit of my knowledge is that the Home Loan 
Bank Board did furnish copies of the examination report to the Depart- 
ment of Justice with the understanding that they would make the 
necessary distribution. 

Mr. Fiscusacnu. Mr. Strecker’s associate is here. I would like to 
have him advance and be sworn at this point. 

Will you identify yourself for the record, please? 

Mr. Zarrivut. Michael Zarrilli. 











FURTHER TESTIMONY OF MICHAEL ZARRILLI, EXAMINER, HOME 
LOAN BANK BOARD 


Mr. Houirretp. Mr. Zarrilli, do you swear that the testimony you 
are about to give to this subcommittee will be the truth, the whole 
truth, and nothing but the truth, so help you God? 

Mr. Zarritur. I do. 

Mr. Fiscuspacu. It was previously indicated to you, Mr. Zarrilli, 
that you would not be interrogated this evening, so I do not propose 
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to ask you about the contents in exhibit C, or anything like that, 
because I assume you are not prepared at this time to go into it; and, 
frankly, I am not prepared to go into it to the extent that would be 
required. 

But, you have been present during this inquiry, and I wonder if 
you could throw any light on this specific question: 
~ Was a copy of the document we have reterred to here as exhibit C 
at any time to your knowledge delivered to any officer or any director 
or any attorney for the shareholders of Long Beach Federal, pursuant 
to the demand that was read by Mr. Chapman prior to the night of 
November 7, 1949, in the Federal court in Los Angeles? 

Mr. ZarriLui. Before I answer that question, you have got to re- 
member I left Long Beach on November 15, 1946, and from Long 
Beach I proceeded to my home in New York, and for a very long time 
after that I never heard anything of Long Beach again. But I can 
tell you this, that up until November 15, to the best of my knowledge, 
no copy was delivered. However, we did offer to go over the report 
with Mr. Gregory in accordance with this letter. 

Mr. Fiscuracn. Yes; you offered to go over the report, and you also 
invited him to come in and be interrogated. 

Mr. Zarriwur. That is right. 

Mr. Fiscuracu. And he declined to accept that invitation? 

Mr. Zarriuur. That is correct. 

Mr. Fiscuracnu. I take it you understood from his communication 
that he did not want to be interrogated by either Mr. Strecker or any 
member of his staff. 

Mr. ZarriLui. That is what he said. 

Mr. Fiscuracnu. All right. Thank you, Mr. Zarrilli. We will 
reach you at a later point. 

Mr. Ammann, you have been present during this inquiry. 

Do you know whether a copy of the document referred to here as 
exhibit C was at any time made available to Mr. Chapman, Mr. West- 
over, or any of the counsel representing the shareholders of Long Beach 
Federal in this litigation? 

Mr. AMmMann. No;I have no knowledge that it was. My only recol- 
lection in that connection is that copies of the report, when they were 
completed, were sent out to Long Beach with instructions that they 
should keep one up in their files, the files of the institution, and the 
others should be delivered to the Department of Justice or the United 
States attorney’s office in Los Angeles, it being my understanding that 
they would then make such distribution of those copies as in their 
judgment should be done. 

Mr. Fiscuracnu. Mr. McKenna, I regret having to call you here 
again with this matter, but it would help us if you could state that 
they had never had access to that document. 

Mr. McKenna. I remember such assertions. 

Mr. Fiscuracn. Were such assertions contested by anybody in the 
Government’s or the bank’s side of the case? 

Mr. McKenna. My recollection of the Government’s side is that 
Mr. Siegel was not there—maybe Miss Martin was—even then no one 
of us would have any knowledge of the subject. 

On the bank’s side, I doubt very much whether they had any 
knowledge. 
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Mr. Fiscuracu. Had the existence of that document been made 
known to Mr. Angell, Mr. Bishop, or any other counsel connected 
with the San Francisco bank? 

Mr. McKenna. I think it is a safe assumption that it was made 
known to Mr. Angell. 

I might point out that the existence of the document had to be 
known to everybody who had any knowledge of the savings and loan 
associations, and certainly to anybody that received the letter of Mr. 
Strecker. 

Mr. Fiscupacn. Had the document itself been made available to 
counsel in the San Francisco bank’s side of the litigation in Judge 
Hall’s court? 

Mr. McKenna. You mean for inspection and use? 

Mr. Fiscupacu. Yes. 

Mr. McKenna. I would be only guessing at that answer. I do not 
know. ILassume if Mr. Angell had wanted access, he would have been 
granted access. 

Mr. Fiscupacnu. When you saw Mr. Smith at your hotel room in 
Los Angeles, it was around Christmas of 1947? 

Mr. McKenna. It was reasonably close to Christmas, a few days 
one side or the other. 

Mr. Fiscupacu. Do you recall what he said to you with regard to 
his knowledge of the existence of that document—I am referring to 
exhibit C? 

wi McKenna. Yes; I understand your question. I am trying to 
recall. 

No; I cannot answer. I remember his making a demand for the 
examination report. Now, I do not have any more knowledge of it, 
any more recollection of it. 

Mr. Fiscupacn. Had you described to Mr. Smith the contents of 
that examination report, Mr. Ammann? 

Mr. AMMANN. No, sir; I didn’t describe the contents to him. 

He came in and had access to the report and learned whatever he 
learned from that. 

Mr. Fiscupacu. Did he know about the existence of the report when 
he came in? 

Mr. Ammann. I do not know whether he did or not. He might 
have asked me whether—he knew the examination was being made— 
he might have asked if it was done. I do not know that he did. I 
have no recollection of that. 

Mr. Fiscusacn. Mr. Smith, according to Mr. MecKenna’s testi- 
mony, came to visit him in Los Angeles sometime around Christmas 
of 1947. 

The examination report referred to here as exhibit C was made in 
1946; is that not right? 

Mr. AMMANN. Yes, sir; in May 1946. 

Mr. Frscupacn. When did Mr. Smith come to you to talk to you 
about it? 

Mr. Ammann. I do not remember. Sometime prior to the time 
he filed his suit. I do have some recollection when he came in he 
asked some questions I referced to counsel. I believe Judge Dough- 
erty was in Los Angeles, and I may have given his phone number—— 

Mr. McKenna. I believe I—well, perhaps this is hearsay—Mr. 
Smith finally found out I was in Los Angeles, and he came to me and 
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told me he wanted access to this, and Mr. Ammann had referred him, 
I think, to Judge Dougherty, that he could come to Judge Dougherty 
on that account. 

Mr. Fiscusacu. The record here, Mr. McKenna, contains Ammann 
Exhibit No. 3—C, a communication dated March 22, 1947, by Smith, 
addressed to the Long Beach Federal, in which a demand is made that 
Mr. Ammann bring an action against the officers and directors of the 
association. 

Now, it also contains in exhibit 3—D, under the same classification, 
a communication from Mr. Ammann to Mr. Jacoby, acting Governor 
of the Board referring to the fact that on a previous occasion quite 
recent in December, Mr. Ammann had forwarded a copy of the letters 
of December 22 and December 23 received from Charles T. Smith 
respecting the filing of a suit, and the availability of the copy of the 
May 18, 1946, examination report. 

It contains an exhibit in the same classification as 3—F, in which Mr. 
Ammann on December 30 acknowledges receipt of Mr. Smith’s letter 
of December 23, requesting access to the examination report 

Mr. McKenna. Excuse me. What is the date of that? 

Mr. Fiscupacuw. December 30—in which Mr. Ammann acknowl- 
edges Mr. Smith’s letter of December 23, requesting access to this 
specific report. 

We do not seem to have Mr. Smith’s letter of December 23—just a 
moment. Would you look and see whether we have it? We do have 
it. Ammann Exhibit 3-B is the letter of Mr. Smith to the Long 
Beach Federal, attention of Mr. Ammann as conservator, specifically 
requesting the examination report of May 18. 

Now, I would like to have you gentlemen look at that exhibit, with 
a view of seeing if between you you might have some recollection 
of what circumstance existed which enabled Mr. Smith on December 
23 to write a letter making a specific request for an examination report 
of a given date. 

Mr. McKenna. That would be pure speculation on my part. I 
would assume that was the day after I had refused to cooperate in his 
bringing a suit, since he would not cooperate in any respect what- 
soever. I assume as a result of that discussion, he reduced it to 
writing—but I could be wrong about that. 

Mr. Fiscusacu. Mr. Ammann, do you have any recollection of any 
circumstance which brought to the knowledge of Mr. Smith the fact 
that there was a report of an examination of May 18, 1946, such as is 
referred to in his letter of December 23, 1947? 

Mr. AMMANN. It is my recollection that in some of the newspaper 
stories which appeared following May 18, that there may have been 
statements to the effect that the examiners for the Home Loan Bank 
Board started examination on May 18, that the examiners were there. 

I also know that there were some sixty employees of the association 
who knew that the examiners came May 18, and there was not any 
secret in that respect. 

I do not know from what source he may have gained knowledge as 
to the dates, but it was not a secret that could be kept, there were too 
many people who knew it. 

Mr. Fiscupacn. J grant vou that it was not a secret. However, it 
would appear that the examination report itself is a confidential docu- 
ment. 
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Mr. AMMANN. Yes, sir. 

Mr. Fiscupacu. And I would take it that in the ordinary course of 
reasonable business judgment that you as conservator would deal with 
the document in the association’s office, as you would with a confi- 
dential document and that it would not be available to anybody who 
might come and go. 

Mr. AmMMANN. That is true. 

Mr. Fiscuspacn. And that you would restrict access to the docu- 
ment even amongst the various categories of employees that you had 
there as conservator. 

Mr. AMMANN. It was not made available to them, and it was not 
made available by me to Smith until I was told to let him see it. 

Mr. Fiscusacu. I wonder if you can throw any light on how it was 
that on December 23 when Mr. Smith wrote you he was able specifi- 
cally to refer, as he did, to the examination report of May 18, 1946, 
prepared by the examiners for the Federal Home Loan Bank Board. 

Mr. AMMANN. Well, I do not know how he knew. No doubt he 
knew somehow that when an examination was made, it was made as 
of the date that it was started. 

I have some recollection that Smith, as an attorney in that town, 
would have known, would have some knowledge probably by reason 
of the fact of experience, that examination was made as of the date it 
was begun, and if he knew that it was begun on May 18, then he knew 
that it was as of May 18. 

Ihave no knowledge. I am just speculating here. 

Mr. Fiscusacu. Did you see the complaint filed before it was filed? 

Mr. AMMANN. No, sir. There were some papers served on me, 
I recall, but like all other documents served on me, I turned them over 
to the attorneys. 

Mr. Fiscupacu. Real fast, I take it. 

Mr. Ammann. That is right. I could not understand them, and | 
passed them on to the lawyers. 

Mr. Fiscusacu. Do you have any comment to make, Mr. Chap- 
man? 

Mr. Cuapman. I will read in the record at this point, if I may, 
one more thing that I think is pertinent to the questions you asked. 

I am reading now from page 1880 of the same record of the same 
appeal I referred to previously, that delivery was to be made— 
by order of this court dated January 23, 1948, exhibit A hereof * * * said 
delivery never has been made by said defendants or anyone. 

Mr. Fiscnzacn. Right on that point, Mr. Ammann, it would appear 
if the court so found, that you did not deliver to the management or 
the shareholders of Long Beach Federal a copy of the document 
referred to here as exhibit C when you went out as conservator. 

Mr. AMMANN. Well, as far as I know, as far as I have knowledge, 
it was there. 

The fact was that I was not there on January 24, when the mechan- 
ics of turn-over were undertaken, but when I did leave there, there 
was in the file in the office where my desk was, a copy of the examina- 
tion report. I did not bring it to Washington. If it was not in there, 
then I do not know what became of it. 

Mr. McKenna. I might point out, in order to get the record 
straight, that finding was made by the district court after hearing 
in which Government counsel were excluded and in which there was 
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direct testimony on this exhibit C, on the disposition or possession 
of it, and on that point, particularly and pointedly, we have taken 
exception to the district court’s findings. 

Mr. Fiscupacn. You mean to say you were not present or you 
were actually excluded? 

Mr. McKenna. We were expressly refused permission to attend 
the hearings from which that finding resulted, any representation of 
the Government. It is the most amazing thing that has happened 
to me in the practice of law. 

Mr. Fiscupacu. Where was that hearing held? 

Mr. McKenna. I understand in the judge’s chambers on Armistice 
Day of 1949. 

Mr. Fiscupacn. Did you attack that finding as unsupported by 
evidence? 

Mr. McKenna. I assume we did—but we attacked all of the 
findings on the basis that we were excluded from that hearing and 
on that particular point evidence was adduced at that hearing. 

Mr. Fiscupacn. Did you maintain your attack on that finding 
or did you abandon it? 

Mr. McKenna. I have no recollection of abandoning it. I cer- 
tainly did not intend to. 

Mr. Fiscupacu. I was present in the circuit court of appeals in 
May of 1951 at San Francisco, and while I am by no means asserting 
it, especially at this hour, it now being 10:55 p. m. tonight, that I 
recall everything that was contended by the Government, I am not 
aware that the Government attacked that finding and, as a practicing 
attorney, I would assume that where you do not attack a finding ia 
an appeal to the court, you at least abandon your objections. 

Mr. McKenna. And I might point out that it is my recollection 
we expressly did attack all of the findings on that basis, that we were 
excluded from that hearing, in our statement on appeal and it is my 
recollection it was included in the brief. 

Mr. Fiscupacu. I am sure that your recollection is better than mine. 

Mr. Cuapman. I would like to point out something in connection 
with Mr. MeKenna’s comment about being excluded. I read from 
page 8294, from the same record: 

That at the conclusion of the hearing on the morning of November 8, 1949, as 
hereinbefore set forth, the court announced its decision from the bench and 
directed the prevailing parties to prepare proposed findings of fact, conclusions 
of law and order. That such were prepared and submitted and were the subject 
of a conference between the undersigned and various counsel throughout the day 
and evening of November 11, 1949. That thereafter the court directed, by a 
signed order, that the proposed order prepared along the lines discussed at said 
conference, should be served upon all parties hereinbefore indicated, appearing 
at any or all of said proceedings, on or before the close of business November 18, 
1949, allowing 5 days for any parties desiring to file objections thereto to do so, 
on or before the close of business 6 p m., November 23, 1949. That the only 
parties filing any objections to said order were the Los Angeles bank and the 
San Franciso bank. No objections to the proposed order or its form were filed 
either on behalf of the Home Loan Bank Board or any of its members, or any of 
the other parties to this litigation, except as hereinbefore immediately indicated. 

The signing date of the order is December 1, 1949, 3 weeks after 
the conference. I mean, the conference that Mr. McKenna has 
alluded to. 

Mr. Fiscupacnu. What I would like to point out to you, Mr. Chap- 
man, is that what you have read is not responsive to the point that 


INVESTIGATION OF HOME LOAN RANK ROARD 1182 


1162 INVESTIGATION OF HOME LOAN BANK BOARD 





was made by Mr. McKenna, namely, that the specific findings that 
you read previously were made under circumstances where evidence 
was adduced at hearing in the judge’s chambers at which Govern- 
ment counsel were excluded. 

Now, was there a hearing in the judge’s chambers at which evidence 
was adduced and from which Government counsel were excluded? 

Mr. CuapMANn. Certainly not. There was no evidence adduced. 

The court, as is customary in California, wanted the aid of counsel 
in preparing the court’s order—and this is the court’s order, initialed, 
and there is not a page of it that does not have Judge Hall’s correc- 
tions, even in the final draft. And it is true that on November 11 
they submitted corrections to the draft—and the reason for it is that 
Judge Hall had been on a jury trial for several months and he had 
taken several recesses in order to hear this matter, because he was 
familiar with it. 

Mr. Fiscupacu. And was that over the form of the order? 

Mr. Cuapman. That is correct. 

Mr. Fiscnspacnu. And no evidence was adduced? 

Mr. Cuapman. Of course not, no one was sworn and there was no 
testimony. 

Mr. McKenna. Could I say something to that? 

Mr. Fiscupacu. Certainly. 

Mr. McKenna. The situation was so surprising to Mr. Siegel and 
myself that—well, I know that it still left an indelible impression in 
my mind, it was so strange. 

Now, | am not going to say that 1 remember all of the details, but 
on November 10, 1949, in the afternoon Mr. Siegel and I called on 
Judge Hall, and Judge Hall indicated or told us he was going to be 
alone or at least he did not want us present and the following morning, 
according to the transcript, at 9 a. m. a hearing started—we will call 
it a conference so that there will not be any more confusion—the 
conference started at 9 a. m. and ended at midnight that night. 

At that hearing Mr. Walker told of certain facts in his position on 
this exhibit C. 

Now, those facts were not in accordance with Mr. Walker’s memory 
when Mr. Walker testified as to those same circumstances at the 
open hearing at which we were permitted to be present. 

Mr. Walker testified at the open hearing—and while I have the 
utmost confidence in him, and I would swear on the Bible that he 
would make no deliberate misrepresentation, nevertheless his testi- 
mony at that moment was different than the facts as they were to my 
own knowledge—and I recognize that I might be wrong, that I may 
be mistaken, too, in my memory. 

Anyway, on November 11, Mr. Walker corrected in part the 
testimony he had given in open hearing and his corrected testimony 
in this hearing from which Government counsel were expressly ex- 
cluded, even though they requested that they be present, presumably 
was the basis for the court’s finding. 

Mr. Fiscupacn. I can see where you would be piqued over a thing 
like that, but I can also see where, if Walker was a lawyer who was 
known by all parties, including the court, to be a person of integrity 
and if he had made a statement in the course of an open hearing the 
night before or previous—— 

Mr. McKenna. This is not a statement, it is sworn testimony as a 
witness. 
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Mr. Fiscusacu. Or if he had made a statement as a witness durin 
the course of the hearing that he had later occasion to recall, I ear 
take it you would have faith in the integrity of the statement that 
he would make upon reflection on the circumstances; and that if he 
had erred in his testimony, I would take it that he would have in- 
formed you and Mr. Siegel and other Government counsel that he 
had erred in his testimony and I would take it also that he would 
have informed you as to the change in his position. 

Now, do you know whether in substance I am hypothesizing 
correctly? 

Mr. pci nec. We are both lawyers, Mr. Fischbach, and as 
lawyers I will say this. You put me in this bag and I will give you 
my story, and that will always be my best recollection as to a dispute 
that is in question, but you know as well as I do, as lawyers, that 
afterward | may be reminded of things that did not occur to my 
recollection at the time—and I have no doubt that if that is so, and if 
we take the case of Mr. Walker, that at the second hearing, with the 
benefit of his recollection then, the story would develop a little dif- 
ferently than he told it at that first time—and I am not saying that 
for the record. I mean it sincerely. I have the utmost confidence in 
Mr. Walker as a fine gentleman—but the same thing applies to me, 
say, ON cross-examination, and I should think it would apply to 

ou—— 

Mr. Fiscupacu. Certainly. 

Mr. McKenna. These things come out that do not occur to us at 
the time, and we recognize that, and that is the way that we conduct 
cases under the American system—the point is that from that testi- 
mony in that hearing on November 11, in my judgment, they made 
all the findings, based on it completely. 

Mr. Fiscusacu. Now, what was Mr. Walker’s position with regard 
to exhibit C? 

Mr. McKenna. I would rather not quote that, because it is all in 
the record, and I think it would be better to put in his exact words, 
so that you would not have to correct my understanding of his 
understanding. 

Mr. Fiscupacn. What was it in substance? 

Mr. McKenna. I think that in substance it was that he did not 
recall at the open hearing of having had exhibit C in his possession 
prior to the time he was appointed the special master, and I think 
that afterward, at the closed hearing, he had testified he had it in 
his possession. 

Mr. Fiscusacu. I might state for the record, Mr. Chairman, that 
the statement just made by Mr. McKenna recalls to my mind a state- 
ment made to me by Mr. Walker while Mr. Roback and I were out in 
California looking into various aspects of this specific matter, the 
matter of this investigation. I distinctly recall now Mr. Walker’s 
statement that to his amazement he discovered a copy of exhibit C 
amongst the papers that had been on his desk amongst other papers 
that had been on his desk, and I sympathized with Mr. Walker because 
it looked to me as though his desk and mine looked very much alike, 
in that there was certainly an accumulation of papers. 

I would take it, Mr. McKenna, that when Mr. Walker changed his 
position it was due to the fact that he had discovered that there had 
been a copy of exhibit C in his possession for some period of time. 
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Mr. McKenna. Well again, I will be just supposing, but it is my 
honest belief that cross-examination at that point would have devei- 
oped a different finding than the court has found. Now, I could be 
100-percent wrong or 100-percent right. 

Mr. Fiscupacu. Laying all of that aside, however, I would take i: 
that in the course of the litigation you and other Government counse| 
had occasion to confer privately with Judge Hall about matters, 
specifically about the matter in connection with the discovery pro- 
ceeding. 

Mr. McKenna. We were pretty careful not to. The only occasion 
I talked to Judge Hall was, as I recall, in a proceeding in which the 
Government was not directly concerned. This was in January in 
1948, and I think the opposing counsel was present then. 

It was a matter of producing records and I wanted to point out 
to him that while the Government was not particularly interested 
and that they were—and here my recollection may be right or wrong— 
but they were not even appearing in it, still there were certain things 
that should be considered. 

That, to the limit of my recollection, is the only time I ever con- 
ferred with Judge Hall privately—and that was not private. 

Mr. Fiscurnacu. I think I can show you a letter you wrote to Mr. 
Heisler, in which you reported on the progress of the Government's 
objec tions to the exposure to the litigating parties in the controversy 
in southern California with respect to the supervisory file, and that 
in that letter you expressed great concern that possibly the court 
might permit access to such supervisory files and you eR reported 
to Mr. Heisler the fact that after counsel for the litigants had left, 
you were alone with Judge Hall and that you availed yourself of the 
opportunity to impress upon him the great importance of maintaining 
the security of the supervisory files. Now——— 

Mr. McKenna. Let me interrupt. I think that is the same instance 
and I do not think I was alone. I have a definite recollection some- 
body else was there. 

Mr. Fiscuracu. I will show you the letter. 

Mr. McKenna. Also, that was before the Government was con- 
cerned with these particular files, it was before the Government took 
a position, and, as I recall, it must have been just before the election 
of 1948, because that is the thing concerned. 

Mr. Fiscuracu. I will show you the letter. I think that my recol- 
lection may be a little fresher than yours because it so happened that 
I happened to go over that particular one. 

Mr. McKenna. But, that was the one and only instance that | 
talked to Judge Hall—— 

Mr. Fiscuracu. You understand, there is not the slightest criti- 
cism intended— 

Mr. McKenna. Well, if there is, it should be as to some of the 
details but——— 

Mr. Houtrretp. The chairman suggests to counsel that tomorrow 
is another day. Also at this time I wish to thank the witnesses for 
their patience and their forebearance in this evening’s session, and 
I would also like to exercise the privilege of the Chair by adjourning 
the meeting until tomorrow at 10 o’clock. 

Mr. Fiscuracu. For which we are duly grateful. 

(Whereupon, at 11:10 p. m., the subcommittee recessed to 10 a. m., 
Thursday, July 12, 1951.) 
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INVESTIGATION OF THE HOME LOAN BANK BOARD 


THURSDAY, JULY 12, 1951 


Hovust or REPRESENTATIVES, 
ComMITTEE ON EXPENDITURES IN THE 
Executive DeparrMents, SPECIAL SUBCOMMITTEE, 
INVESTIGATING THE Home Loan Bank Boarp, : 
Washington, D. C.. 

The subcommittee met, pursuant to adjournment, at 10:15 a. m., 
in Room 429, Old House Office Building, Hon. Chet Holifield (chair- 
man of the subcommittee) presiding. 

Present: Representative Holifield. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Houtrretp. The subcommittee will be in order. 

Mr. Fiscupacu. Mr. Ammann is the first witness. 

Mr. Hourrretp. All right. 


FURTHER TESTIMONY OF A. V. AMMANN, ASSISTANT CHIEF 
SUPERVISOR, HOME LOAN BANK BOARD 


Mr. Fiscupacn. You won’t need any of your papers, Mr. Ammann. 

In addition to the information which was requested of you last 
night, it would be appreciated if you would prepare a statement show- 
ing the net operating profit or loss for the period of the conservatorship 
commencing July 1, 1946, and running to December 31, 1947. 

The terminal dates suggested there are suggested in order that you 
will not have to go to the trouble of apportioning the dividends and 
expense applicable to the short period from May 20, 1946, to July 1, 


1946. I] think that that will make it a lot easier for you. Is that not 


so? 


Mr. AMMANN. I believe it will. There is this complication in that 
respect. The FBI supplemental accounting does not show an operat- 
ing statement for the period from January | to January 24, 1948. 

Mr. Fiscanacnu. I notice that. 

Mr. AMMANN. As it is in the other. So it is difficult for me, I am 
afraid, to go back and pull out the 24 days from January in the operat- 
ing figures in order to end December 31. If it is available, if the in- 
formation is available I would be glad to do it. 

Mr. Fiscupacu. I would like you to do it in the most expeditious 
manner possible, and the reason I suggested those terminal dates is 
to make it easier for you. However, if you find by including the 
period from May 20, 1946, in the period that I suggested, or the period 
from December 31, 1947, to January 24, 1948, why, use those periods. 
Use whatever is easiest for you considering the information that you 
have available. 
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_ Mr. Ammann. I understand, too, Mr. Fischbach, that you mean to 
include in this, for example, the board has a receivable of some 
$89,000. That is not reflected in full, only in part, on the association’s 
books for the period you mentioned. Do you want me to include 
the difference in this even though it is not in the association’s operating 
statement? 

Mr. Fiscupacu. I do, because you ‘indicated yesterday that 
you ran your monthly reports on as close to an accrual basis as you 
possibly could. 

Mr. Ammann. On this basis here I can give you the actual figures. 
In other words, I may have accrued more or less, but if I paid the 
amount, and owing additional amount, I can tell you what the addi- 
tional figures were in the operating statements without my estimates 
as to conservator’s expenses at all. 

It will be there in full, actual figures. 

Mr. Fiscusacu. Do that, please. 

Mr, AmMMANN. This operating profit, you mean again excluding 
profit on bonds, and you wanted me, as you said last night, also to 
deduct all transfers from undivided profits for whatever purpose? 

Mr. Fiscupacu. That is correct. 

Mr. AMMANN. I might mention in that connection, in order to 
be sure I am clear on this, because you were concerned that you get a 
fair comparison between different dates—the dividends paid by the 
association as shown in the July 1949 examination report were in 
excess of the income without regard to any transfers to reserve. Now 
you have asked me in my figures to deduct all transfers to reserves. 
In that respect the information will not be comparable. 

Mr. Fiscupacu. We would like the information nevertheless in 
order to analyze the position that was taken by the Board, the 
validity of the criticism that was made. 

Mr. Ammann. I will detail those figures and put them in so you 
can see what each one of them is. 

Mr. Fiscusacu. That is right. 

Now also I call attention to the fact that during the period of 
the conservatorship there was litigation pending on behalf of the 
association. I call attention to the fact, too, that prior to the appoint- 
ment of the conservator and, as a matter of fact, during the hearings 
of the Smith committee, Mr. Lee pinpointed the reasons for the 
appointment of a conservator to the $100,000 appropriation that had 
been made for litigation. In light of that, I would like you to accrue 
through the 20 months, or whatever period that you do use in the 
analysis that you will make, that amount of attorney’s fees which 
might be payable in connection with the litigation on behalf of 
the association. 

Mr. Ammann. I am not sure that I concur on this. You mean 
out of this three hundred some thousand, for example, mentioned 
or shown in the July 1949 report, how much of that would be applica- 
ble to this particular period; is that right? 

Mr. Fiscupacu. That is right. We know that a court order was 
made, several court orders were made, which allowed counsel fees 
applicable to the period from May 27, 1946, to December 1, 1948. 
I believe I gave you the data on the dollar amount in round numbers. 

Mr. AmMann. The $263,000, this figure here? 

Mr. Fiscupacu. That is correct. 
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Mr. AmMANN. Could you tell me where I could find this, where 
there is a court order, something I can refer to on that? 

Mr. Fiscupacu. There are two court orders, Mr. Ammann, and 
I am sure the legal department will verify their existence, and also 
the applicability of those fees to the period mentioned. 

Mr. AmMMANN. I believe I understand what you want. 

Mr. Fiscusacu. All right. 

Now one other thing, Mr. Ammann. At my request Mr. Moore 
sent over duplicate copies of long-distance telephone records appli- 
cable to the month of January 1948, and I note from one such slip 
that on January 19, 1948, there appears to have been a telephone call 
from Mr. Adams to you at Long Beach, Calif. The voucher is signed 
by Mr. Adams as a member of the Board, and the call is authorized 
as official business. The call appears to have had a duration of 14 
minutes. 

I asked you before the proceedings opened this morning whether 

ou recalled having had a conversation with Mr. Adams, and you 
indicated that you did not. 

Mr. AmMMANN. I had conversations on the phone at different times 
with different persons here about the association. 

Mr. Fiscupacu. Of course. 

Mr. AmMANN. My recollection was along about that time, or 
shortly prior to the time I left Long Beach, that I had a conversation 
with Mr. Divers. Now it may have been Mr. Adams. I don’t recall 
now. 

Mr. Fiscupacu. Another such slip indicates that on January 22, 
1948, you personally telephoned Long Beach, Calif., and spoke to a 

erson designated as “AY,’’ which I would take it means anyone at 
Vite Beach 71203. Long Beach 71203 was the telephone number of 
Long Beach Federal, is that not so? 

Mr. AMMANN. I don’t recall. 

Mr. Fiscnsacn. The call was for 9 minutes, and the filing time was 
1:04 p. m. at the point of origin, and the endorsement of the slip 
reads “Urgent official business in connection with conservatorship 
of Long Beach Federal Savings and Loan Association, Long Beach, 
Calif.,” and appears to be signed by you [showing document to 
witness]. 

Mr. AMMANN. That is right. 

Mr. Fiscnpacu. That is your signature? 

Mr. Ammann. That is right. 

Mr. Fiscupacn. Now, Mr. Ammann, I take it from this slip that o” 
the 22d day of January 1948, you were in Washington and not in 
Long Beach. 

Mr. AMMaAnn. Apparently so. I don’t remember the dates, but I 
raged I came back before the 24th sometime. I don’t remember the 

ates. 

Mr. Fiscuracu. This slip is dated January 22, 1948, and from the 
fact that it bears your signature, wouldn’t we be correct in assuming 
that you were here? 

Mr. AMMANN. I would say so; yes. 

Mr. Fiscupacn. So that at some point between the telephone call 
to which reference was had before between Mr. Adams and yourself 
on January 19, 1948, and this call, you left Long Beach and came back 
to Washington? 
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Mr. AmMMANN. It would seem so from this; yes. 

Mr. Fiscurnacn. Would you be good enough, please, to check on 
your travel that you performed and let us know the date you left 
wong Beach and when you returned to Washington? 

Mr. AMMANN. Yes. 

Mr. Fiscuracn. Thank you, Mr. Ammann. 

Mr. Heisler. 


FURTHER TESTIMONY OF KENNETH G. HEISLER, GENERAL 
COUNSEL, HOME LOAN BANK BOARD 


Mr. Fiscupacn. Mr. Heisler, as counsel to the Home Loan Bank 
Board, had you ever given consideration to the sufficiency of the pro- 
cedures of the Home Loan Bank Board with respect to instances in 
which receivers might be appointed by the Board and might there- 
after as receivers have occasion to dispose of real property interests 
of the associations for which they were so designated? 

Mr. Hetster. Not separately as to receivers. We have considered 
the subject as to conservators and receivers. 

Mr. Fiscusacu. And did you reach any conclusion as to the suffi- 
ciency of the procedures authorized by the regulations of the Board 
in connection with the disposition of real property interests by the 
conservators and receivers? 

Mr. Hetstrer. To the best of my recollection, the extent of our 
perusal into the subject has been with reference to statutory changes, 
and I don’t believe within the past 8 years we have made any study 
as to regulatory changes. 

The question, as I recollect, was gone into very carefully when the 
regulations were adopted. There was a provision of the kind you 
indicate put into the regulations as to receivers, but as to the con- 
servator, he was not to take title. 

Now I believe that is the last consideration by the Home Loan 
Bank Board of that subject insofar as regulations are concerned. 
Now what we have been considering is statutory changes. 

Mr. Fiscupacn. Mr. Chairman, at this point I would like to call 
Mr. Thurston before I go on with Mr. Heisler. 

Mr. Houtrrevp. All right. 

Mr. Fiscusacu. Then I will come back to Mr. Heisler. 

Mr. Houirietp. Mr. Thurston, will you be sworn. Do you swear 
that the testimony you are about to give before this subcommittee 
will be the truth, the whole truth, and nothing but the truth, so 
help you God? 

Mr. Tuurston. I do. 

Mr. Ho.irr1evp. Please be seated. 

Mr. Fiscupacu. I will take the schedule, and I want to thank you 
for getting it up so promptly. 


TESTIMONY OF W. B. THURSTON, JR., CHIEF BANK EXAMINER, 
HOME LOAN BANK BOARD 


Mr. Houtrretp. Will you please identify yourself and your official 
position to the reporter, Mr. Thurston? . 

Mr. Tuurston. W. B. Thurston, Jr., chief bank examiner. 

Mr. Houtrre.p. Of the Home Loan Bank Board? 
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Mr. Tuurston. Home Loan Bank Board, yes, sir. 

Mr. Fiscupacn. Mr. Thurston, you have presented a schedule, 
which I would like to have marked as “Home Loan Bank Board 
Exhibit No. 10,” which shows certain information in connection with 
the operating income of the Federal Home Loan Bank of San Fran- 
cisco. The schedule is entitled “Summary of Income, Expense, 
Legal Reserve Compliance, Dividend Payments, and Interest Ac- 
cruals Applicable to Long Beach Federal Savings and Loan Associa- 


tion Advances.” 
Mr. Hourrietp. The exhibit will be received and marked appro- 


priately. 
(The document referred to was marked ‘Home Loan Bank Board 


Exhibit No. 10” and follows:) 
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Mr. Fiscupacu. I see that in the year 1948, the year 1949, the year 
1950, and in the year 1951 the figures are applicable to semiannual 
periods. 

Mr. Tuurston. That is correct. I thought it would be more in- 
formative, Mr. Fischbach, than to just give it for annual periods. 

Mr. Fiscupacu. In each of those semiannual periods there appears 
to be sums of money accrued for interest on advances to Long Beach 
Federal Savings and Loan Association, which, I take it, are the ad- 
vances that were made to Mr. Ammann while he was conservator of 
the association. 

Mr. Tuurston. That is correct; yes, sir. 

Mr. Fiscupacn. The promissory notes which evidence those ad- 
vances are, and for some years have been, on deposit in the Federal 
Court of Los Angeles, Calif. 

Mr. Tuurston. That is correct; yes, sir. 

Mr. Fiscupacu. The interest that is shown as included in the net 
income of the San Francisco Bank is interest which was not actually 
paid? 

Mr. Tuurston. That is correct, yes, sir. No interest has been paid 
on those advances since December 31, 1947. 

Mr. Fiscupacn. In point of fact, does there exist on the books of the 
Federal Home Loan Bank of San Francisco any reserves which were 
set up to provide against the contingency that would arise in the event 
it were determined the notes referred to were not a proper or legal 
obligation of Long Beach Federal? 

Mr. Tuurston. No specific reserve; no, sir. 

Mr. Fiscupacn. If a reserve had been set up against the con- 
tingency indicated, it would have reduced the amount of income avail- 
able for the payment of dividends by that institution, would it not? 

Mr. TuHurston. Depending upon the amount of reserves set up; 
yes, sir. 

Mr. Fiscunacu. I take it it has been called to the attention not 
only of the officials of the Federal Home Loan Bank of San Francisco, 
but also the officials of the Home Loan Bank Board concerned with 
the examination of the affairs of that institution, that liability on those 
promissory notes has been denied and is a matter in controversy and 
in issue before the court. 

Mr. Tuurston. I imagine they all know about it; ves. 

Mr. Fiscupacn. And that the denial of liability is applicable to 
100 percent of the face amount of the promissory notes evidencing the 
obligation as well as to 100 percent of the interest accruable thereon. 

Mr. Tuurston. I would think that would be a matter for the court 
to determine—the liability. 

Mr. Fiscunacn. I quite agree with you, Mr. Thurston. However, 
I am merely referring to the knowledge of the Examining Division of 
the Home Loan Bank Board concerned with the affairs of the San 
Francisco Bank as well as the knowledge of the officers of the San 
Francisco Bank concerned with the operations of the bank 

Mr. Tuurston. Yes. 

Mr. Fiscupacu. And the contentions of the parties, not with the 
ultimate outcome of the controversy. It is well known that the con- 
troversy relates to the entire amount involved. 

Mr. Tuurston. I think that is correct, yes, sir. 
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Mr. Fiscusacu. Now, if a reserve had been set up which took into 
consideration the possibility that in the litigation the entire amount 
of principal as well as the entire amount of interest which had been 
accrued, and which had accrued during this period of years, might be 
en, determined not to be an asset of the San Francisco Bank, 
10w would that have affected the income available for the payment 
of dividends? 

Mr. Tuurstron. Why, I think this schedule sets that forth, Mr. 
Fischbach. 

Mr. Fiscusacu. Taking the line entitled ‘“Net Income Less Legal 
Reserve and Dividends,” I note that in the first half of the year 1948, 
had $62,655 not been accrued, or had it been accrued and had a corre- 
sponding reserve been set up, ‘the total net income would have been a 
deficit figure; is that correct? 

Mr. Tuurston. That is correct; about $6,000. 

Mr. Fiscupacn. And in the next 6 months the deficit figure would be 
approximately $30,000? 

Mr. Tuurston. That is correct. 

Mr. Fiscupacn. So that you would have had a deficit of approxi- 
mately $37,000 in the affairs of the San Francisco Bank. 

Mr. Tuurston. Had that interest not been taken into earnings. 

Mr. Fiscusacn. Or that would also be true, would it not, if having 
been taken into earnings a reserve had been set up against the pos- 
sibility that possibly the interest wouldn’t be pay able? 

Mr. Tuurstron. It would work out about the same, Mr. Fischbach. 
The mechanics of the entries would have probably been a little 
different. 

Mr. Fiscusacu. In the first 6 months of 1949, assuming the same 
state of facts, there would have been a deficit of some $50,000 appli- 
cable to that period? 

Mr. Tuurston. That is correct. 

Mr. Fiscusacu. And in the second half of 1949 there would have 
been a smaller deficit? 

Mr. Tuurston. There would have been none, Mr. Fischbach. 
They would have been ahead about $55,000. 

Mr. Fiscupacu. How would they have come out on the year? 
Would they have come out in the red or in the black? 

Mr. Tuurston. They would have been approximately, I think, 
around four or five thousand dollars short for the whole year. 

Mr. Fiscupacu. On the other hand, in the year 1950, and in the 
first 6 months of 1951, notwithstanding the conditions previously 
indicated, the San Francisco Bank would have had a profit position? 

Mr. Tuurston. That is correct. 

Mr. Fiscuspacu. So that for 1, 2, 3—— 

Mr. Tuurston. Three periods. 

Mr. Fiscuspacu. As I see it, it is for four periods. 

Mr. Tuurston. For four periods they would have had more than 
enough to take care of the interest. For three periods they would 
not have. 

Mr. Fiscusacn. It was previously noted in evidence before this 
committee, Mr. Thurston, that the San Francisco Bank publishes 
financial statements which contain no reference whatever to the liti- 
gation that has been going on in the Federal court in southern Cali- 
fornia for a period of years, and that in contradistinction to that the 
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reports submitted to the Congress by the General Accounting Office 
do carry such footnotes. Does the division to which you are attached 
in the Home Loan Bank Board have knowledge of the fact that the 
San Francisco Bank publishes balance sheets and statements of con- 
dition without such footnotes? 

Mr. Tuurston. Yes, we are aware of that, Mr. Fischbach, but that 
is not part of our—supervision of the banks is not part of the auditor’s 
office. 

Mr. Fiscuspacu. Upon whom does responsibility for the supervision 
of the bank devolve? 

Mr. Tuurston. That is the Division of Federal Home Loan Bank 
Operaticns. 

Mr. Fiscupacu. Which is headed by? 

Mr. Tuurston. Mr. Burklin. 

Mr. Fiscuspacn. When you have audited the reports of the San 
Francisco Bank, you have noted the absence of such references as I 
indicated were made by the General Accounting Office? 

Mr. Tuurston. Yes. 

Mr. Fiscupacu. Did it devolve upon your division, or was it your 
duty in any way to take an exception or to report an exception because 
of the absence of such references? 

Mr. Tuurston. I would not feel so, Mr. Fischbach, no, sir. It is 
my understanding that the absence of the footnote on those statements 
was discussed by Mr. Burklin with representatives of the General 
Accounting Office. I was not present at the meeting, and I am not 
certain as to whether any commitments were made or what decision 
was reached in the matter. 

Mr. Fiscuspacu. Thank you, Mr. Thurston. 

Mr. McKenna. Mr. Fischbach, there is something in here not clear. 
I think you might want to clear it up with Mr. Thurston before he 
leaves. The item ‘Legal reserve” here, is that the total of legal 
reserve or 

Mr. Tuurston. That is section 16. 

Mr. McKenna. Is that the periodic allocations to reserves? 

Mr. Tuurston. That is the amount that was put in the legal 
reserve as of the closing date for that period. 

Mr. McKenna. So that is the allocation as of the end of each 
period and not the total of the reserves? 

Mr. Tuurston. No, no; that is the allocation. 

Mr. McKenna. So when you add the legal reserve to the net 
income, it is greater then, it more than takes care of the interest 
accruals in the Long Beach association? 

Mr. Tuurston. Yes; that is true. 

Mr. Fiscusacn. Is the legal reserve available for that purpose? 

Mr. Tuurston. I would say it is available for any loss, Mr. 
Fischbach. 

Mr. Fiscuspacu. My understanding of the legal reserve of the San 
Francisco Bank, or for that matter any bank, that is a reserve created 
pursuant to statute. 

Mr. Tuurston. That is correct. 

Mr. Fiscupacu. And doesn’t the statute govern the purposes to 
which the reserve is applicable? 

Mr. Tuurston. I would say it was broad enough to cover any loss. 
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Mr. Fiscuspacn. Wasn’t that reserve specifically created for the 
purpose of retiring the obligations of the United States? 

Mr. Tuurston. No, sir. 

Mr. Fiscuspacu. Is it used for that purpose? 

Mr. Tuurston. No, sir. 

Mr. Fiscupacn. What reserve is used for the purpose of retiring 
the obligations of the bank held by the United States? 

Mr. Tuurston. The capital stock? The capital stock of the bank 
held by the Government? 

Mr. Fiscupacu. Yes. 

Mr. Tuurston. That has all been retired out of assets. All of 
the Government capital stock has now been retired. 

Mr. Fiscupacu. The point raised by Mr. McKenna’s question is 
rather interesting, Mr. Thurston. In the event that it were deter- 
mined that the $6,300,000 of notes were not an obligation chargeable 
to Long Beach Federal, would the reserves of the Los Angeles Bank 
and the reserves of the Portland Bank be used to make good that loss? 

Mr. Tuursron. There is only one bank at the present time, Mr. 
Fischbach; that is San Francisco. The reserves of the two banks 
you mentioned have been combined into one set of reserves now 
applicable to the San Francisco Bank. 

Mr. Fiscupacu. And those reserves would be used to make good 
that loss, if there were a loss? 

Mr. TuHurston. I would assume so, assuming the San Francisco 
Bank continued as an entity as at present. 

Mr. Fiscupacn. And if the San Francisco Bank did not continue 
as an entity, assuming, of course, in that hypothesis that it were 
judicially decreed that the consolidation of the Portland and the Los 
Angeles Bank was illegal, for any reason, then the reserves of the Los 
Angeles Bank and the reserves of the Portland Bank would be used 
to pick up that loss of $6,300,000 on the accrued interest? 

Mr. Tuurstron. I would imagine that would be a judicial determi- 
nation. I wouldn’t want to give you the answer on that, sir. 

Mr. Fiscupacu. Wouldn’t it be an accounting proposition and the 
mathematical certainty? 

Mr. Tuurston. The accounting proposition would only enter into 
it after the judicial determination had been made. 

Mr. Fiscupacn. If there were such a judicial determination, 
wouldn’t that be chargeable against the reserves of the Los Angeles 
and the Portland Banks? 

Mr. Tuurstran. I still have to revert to my original answer, 
Mr. Fischbach—it would be determined, I would think, by judicial 
action. 

Mr. Fiscupacu. Assuming that it were decreed that the consoli- 
dation of the San Francisco bank or the creation of the San Francisco 
bank through the consolidation of the Los Angeles and the Portland 
banks were a nullity, and that it were decreed also that the $6,300,000 
was not an obligation of the Long Beach Federal, how would the 
$6,300,000 be returned to either the San Francisco bank or the entities 
which were consolidated into the San Francisco bank? 

Mr. Tuurston. I really wouldn’t know. 

Mr. Fiscupacn. The reserves that are presently available in the 
San Francisco bank are those which came from the operations of the 
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Portland bank and those which came from the operations of the 
Los Angeles bank and those which 

Mr. Tuurston. Those which accrued by the San Francisco bank 
subsequent to the merger; yes, sir. 

Mr. Fiscupacu. Those which were created subsequent to the 
merger. ; 

Mr. Tuurston. That is correct. 

Mr. Fiscupacu. And the additions to the legal reserve that were 
referred to in the statement and pointed out by Mr. McKenna are 
additions to those reserves? 

Mr. Tuurston. That is correct; yes, sir. 

Mr. Fiscupacu. It would follow, therefore—wouldn’t it? —that if 
it were held, let us say, tomorrow, that the $6,300,000 in assets in 
controversy were really not assets and were worthless, those reserves, 
those same reserves would be debited? 

Mr. Tuurston. I would think so; yes, sir. 

Mr. Frscupacu. And if, at the same time, it were held that the 
San Francisco bank had not been legally created, the loss would be 
attributable to the reserves of the components of the San Francisco 
bank? 

Mr. Tuurston. I would say, Mr. Fischbach, if it were determined 
that the present notes were invalid, and they were charged off prior 
to a dissolution of the San Francisco bank, there would probably be 
no reserves for either of the successor banks. Now, if the bank was 
dissolved prior to determination as to the legality of the notes, I 
wouldn’t—I am not in a position to answer that question. 

Mr. Fiscusacnu. So that if it were judicially determined that there 
was no such asset as the $6,300,000 in controversy, and thereupon the 
San Francisco were dissolved, there would be no reserves for either 
bank? 

Mr. Tuurston. Provided that charge-off was made prior to the 
dissolution of the bank. 

Mr. Fiscupacu. Am I correct in this thought?—that the entire risk 
of all the litigation in this controversy insofar as the $6,300,000 is con- 
cerned is a risk which devolves not upon the Home Loan Bank Board 
but devolves in the final analysis upon the stockholders of the San 
Francisco bank. 

Mr. Tuurston. I would think that would be a matter for legal 
determination, Mr. Fischbach. 

Mr. Fiscupacnu. The only stake that appears to exist is that which 
is presented by the reserves of the San Francisco bank. 

Mr. Tuurston. That is correct. 

Mr. Fiscupacn. That risk would not devolve upon the stockholders 
of the San Francisco bank if a reserve had been set up to take care 
of that contingency; isn’t that true? 

Mr. Tuurston. I don’t think I quite follow your question, Mr. 
Fischbach. 

Mr. Fiscunpacu. We were in agreement that the entire risk in the 
controversy devolved upon the assets of the San Francisco bank. 

Mr. Tuurston. At the moment; yes, sir. 

Mr. Fiscupacu. And no reserve has been created to meet that 
contingency. 

Mr. Tuurston. That is correct; reserve as such, Mr. Fischbach. 
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Mr. Fiscusacu. That is right. 

Mr. Tuurston. Yes. 

Mr. Fiscusacu. So that, if it should be judicially determined that 
no such assets exist as are involved in this controversy, in the light of 
the fact that no reserve has been established for that contingency, the 

ersons who would suffer the loss would be the stockholders of the 
an Francisco bank? 

Mr. Txurston. I would assume that is correct; yes, sir. 

Mr. Fiscusacn. And that would not follow had a special reserve 
been set up to meet the contingency. 

Mr. Tuurston. Where would they have had the profits to take 
care of such a reserve, Mr. Fischbach? You can only get reserves 
out of the profits. They have not had sufficient excess profits to 
set up a reserve that size. 

Mr. Fiscusacu. All right, I agree with you that they haven’t. 
Now, had they set up such a reserve they wouldn’t have paid divi- 
dends; they wouldn’t have been able to pay dividends. 

Mr. Tuursrton. I think the dividends is a small amount compared 
to the principal and interest of the Long Beach notes. 

Mr. Fiscusacn. Granting that, too, Mr. Thurston, had such a 
reserve been created it would not have been possible to pay dividends 
at all. Isn’t that true? 

Mr. Tuurston. Had they used the net earnings for that purpose; 
that is correct. 

Mr. Fiscuspacnu. They didn’t have any other earnings to use for 
that purpose. 

Mr. Tuurston. No, sir. 

Mr. Houtrrevp. As I understand it, there is over a million dollars 
paid out in dividends during that period, and you have set up approxi- 
mately a half a million dollars in legal reserves? 

Mr. Tuurston. I think that is correct. 

Mr. Houirrevtp. That is in round numbers. 

Mr. Tuurston. Yes, sir. 

Mr. HowiFrevp. So there is at this time a half a million in reserves? 

Mr. Tuurston. Yes. There are more than that, Mr. Holifield. 
These are merely the reserves which have been set aside at the end 
of these periods. 

Mr. Houir1eLtp. Do you happen to know how much more reserve 
there is besides the legal reserve? 

Mr. Tuurston. My recollection is their legal reserve is about 
$1,600,000. 

Mr. Houir1e.p. I believe that is right. I remember that figure. 

Mr. Tuurston. Yes, sir. And then they have a reserve for con- 
tingencies of $1,400,000. 

Mr. Houirtep. I noticed in the comparison with the other regional 
banks that. they were carrying a very high reserve. 

Mr. Tuurston. That is correct. 

Mr. Houtrrevp. In comparison. 

Mr. Tuurston. Yes, sir. 

Mr. Fiscusacnu. And, notwithstanding that, had they set up a 
special reserve against the contingencies presented by the litigation, 
they would not have been able to pay dividends at all? 

Mr. Tuurston. For what period? Beginning with this period? 
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Mr. Fiscusacu. Beginning with the period shown in the schedule. 

Mr. Tuurston. This period here, because the advances were cur- 
rent up to December 31, 1947. 

Mr. Fiscnupacu. Thank you very much, Mr. Thurston. 

Mr. Hourrrevp. I thank you, sir. 

Mr. Tuurston. Thank you. 

Mr. Houirretp. Will you take the stand again, Mr. Heisler. 


FURTHER TESTIMONY OF KENNETH G. HEISLER, GENERAL COUN- 
SEL, HOME LOAN BANK BOARD 


Mr. Fiscusacn. I believe you stated that consideration had been 
given some 10 years ago to the question of statutory changes in con- 
nection with receiverships. 

Mr. Hetster. Conservators and receiverships, yes. 

Mr. Fiscupacu. Ever since this California controversy has been 
in existence, there were neither changes by statute nor changes by 
regulations affecting the receivership or conservatorship procedures 
promulgated by the Board? 

Mr. Hetster. The conservator or receivership regulations were 
not changed, is my best opinion, nor was the statute in that regard. 

Mr. Fiscuspacu. Of course, I take it you recognize, Mr. Heisler, 
that when a receiver of a Federal association is appointed by the 
Board it devolves upon the receiver to deal with real as well as per- 
sonal property of the association? 

Mr. Hetster. That is right. 

Mr. Fiscuspacnu. Now, the regulations do not provide that—do 
they—for the filing in any county clerk’s office or in the office of the 
register of deeds or the recorder of deeds in any community through- 
out the United States of the order appointing a receiver? 

Mr. Hersuter. It has been our practice in connection with Home 
Owners Loan Corporation operation, and I believe it has been the 
practice in connection with receiverships, to file such in every case 
where it is necessary. In the case of HOLC there would be convey- 
ancing authority issued by the general manager of the Corporation 
to a State authority, and we would file that in the local office. 

Mr. Fiscusacu. Now, you point to that as a practice in connection 
with operations of the HOLC; but it is true—is it not—that that is 
not the practice that is followed in connection with the Federal 
Home Loan* Bank System? 

Mr. Herster. We have had no trouble in connection with receiver- 
ships on that problem. 

Mr. Fiscupacn. I didn’t ask you that, Mr. Heisler, I would like 
our record to reflect what the practice of the Home Loan Bank Board, 
the Home Loan Bank Administration, and the Insurance Corporation 
is with respect to receiverships of a Federal savings and loan associa- 
tion which necessarily embraces the sale and disposition and handling 
of real as well as personal property. 

Mr. Herster. I would say that it is the practice of the receiver, 
which would have to be the Insurance Corporation, to fully and thor- 
oughly take care of all those details that were necessary or advisable, 
and that has been done in the past and will be in the future. 

Mr. Fiscupacu. Has it been done by the Insurance Corporation? 

Mr. Hetster. Where necessary, yes. 
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Mr. Fiscusacu. Is it done by your conservators? 

Mr. Hetster. No, because the conservator doesn’t take title. 

Mr. Fiscuspacnu. A question of title arose in Los Angeles imme- 
diately upon the designation of Mr. Ammann as conservator; did it 
not? 

Mr. Hetsuter. I don’t know that it was a question of title. As | 
understand it, it was a question of his authority to execute con- 
veyances. As I understand the situation, the present ruling of the 
United States district court is that, if a conservator is appointed by 
the Home Loan Bank Board and.the association or someone alleges 
that the conservator was not lawfully appointed, then the court's 
determination that he does not, that that throws the title into question. 

Mr. Fiscusacu. In point of actual fact, Mr. Heisler, there is no 
procedure either authorizing or requiring a conservator appointed by 
the Home Loan Bank Board to make application to the court for 
authority to dispose of real property; is there? 

Mr. Hetster. No. 

Mr. Fiscupacn. Have you had occasion to give consideration to 
the practice of other governmental agencies who have the power to 
appoint receivers or conservators, and to the requirements of other 
Federal statutes? 

Mr. Hetsuier. I am fairly certain that that was gone into when 
these regulations were drafted. I did not take part in their drafting, 
but I am fairly certain that the practices of other agencies were fully 
considered. 

Mr. Fiscupacu. As counsel to the Board, do you deem it appro- 
priate for an agency in Washington to appoint an individual and invest 
him with authority to deal with real property interests all over the 
United States without application to the court in each particular 
State where the property is located, and without court supervision of 
the transfer of real property interests over which he might have 
supervision? 

Mr. Hetster. You are speaking of the conservator? 

Mr. Fiscupacu. Yes. 

Mr. Hetsuter. My recollection—and, as I say, I took no part in 
the formulation of the current regulations on conservators or 
recelvers—— ‘ 

Mr. Fiscupacnu. You have lived with them for some 15 years; 
haven’t you? 

Mr. Hetster. We have not had very many receiverships or con- 
servatorships. 

Now, my best recollection is that the Board at that time may 
have taken the attitude that you are now suggesting of a fairly firm 
and rigid conservatorship proceeding, and it was almost the unani- 
mous view of the industry that the conservatorship proceeding should 
be very flexible and temporary, if you please; so that if a situation 
arose where the Board thought that a conservator should be put in to 
conserve the property for a short period of time he could do that 
without interruption to the business, without even posting a notice 
on the door. That was one of the big items. He wouldn't take title 
to the assets; he would just take the place of the manager, and he 
would be in and out of there the moment he had corrected whatever 
he was put in there to do, or out whenever a hearing was held, and it 
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may have been determined by the Board that he was put in erro- 
neously. 

In any event, the conservatorship proceedings was to be flexible and 
as easy as possible on the association and, public and shareholders, and 
continue the operation as much as possible as it had in the past. 

Mr. Houirretp. And yet, Mr. Heisler, you have an example of a 
conservator being appointed and continuing as conservator for a 
period of 20 months, during which time many questions of title, con- 
veyance of title, arose to the discomfiture and the disadvantage of 
those who held titles or sought to acquire title to properties that were 
in the custody of the conservator. 

Mr. Hetsuter. You are quite—— 

Mr. Houirrevp. And in view of the fact that you had this example, 
regardless of the original intention of the Board that a conservatorship 
be only a temporary custodian of the assets of the Corporation, you 
have, it seems to the Chair, failed in following through with an example 
which would have made it mandatory, it seems to me, that regulations 
of a more definite nature be adopted by the Board for the protection 
of the people who own that property. 

Mr. Hetster. You are quite true. However, as I see it, there is 
nothing the Board can do at the present time until the question of 
whether or not the conservator can convey good title is settled. I 
believe it would be almost impossible to put a conservatorship into an 
association today in view of that decision of the United States district 
court that throws all the titles into confusion. Therefore, if that de- 
cision prevails, then we will have to have some statutory enactment 
that will take care of it. If his decision doesn’t prevail, then our pres- 
ent rule may govern, with such regulatory changes as we may wish to 
adopt. But the fundamental legal question that is presented has to 
first be determined, it seems to me. 

Mr. Houirrevp. It seems, as we develop point after point in this 
hearing, the Board is in a position where problems have arisen which 
they haven’t solved, and which they are holding in the state of suspen- 
sion until this litigation is determined. 

Mr. HeistrEr. I believe that is right. In other words, I don’t 
believe there is anything the Board could do today to take care of the 
situation, and it will require statutes. And I believe the Board would 
hesitate to go to Congress and ask for a statute until it knows just 
what it wants. 

Mr. Hourrretp. And do you think their hesitation to come to 
Congress for the corrective statutes is also caused by their fear that it 
might jeopardize their position in this litigation? 

Mr. Heisuer. In my opinion, that is not the Board’s attitude. 

Mr. Houirretp. Then it seems to me, if it isn’t the Board’s 
attitude, that they should take this problem and make recommend- 
ations to the Congress in view of the fact that there is a present prob- 
lem, if you are following through with your trustee responsibilities to 
the 7 million savings depositors throughout the country. 

I am somewhat surprised, I might say, to find that apparently a 
great many of your procedures are a matter of whim or fancy, and they 
are not based upon regulations and standards of procedure. I am 
somewhat concerned, not particularly at the acts, because [ think in 
most instances you are acting with good judgment in your procedures. 
In some instances I question your judgment. 
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But the point I am making is that most of the procedures that you 
are following apparently stem from whim or the attitudes of the mem- 
bers of the Board. I state that that is a rather risky situation when 
you are depending upon the attitudes of men rather than upon the 
protection of either regulations or statutes of procedure. 

Mr. Hetsuier. I might answer that this way: That our regulations 
are very carefully scrutinized by the industry constantly, and there 
are two schools of thought. One school of thought in the industry 
would have more regulations and would regulate every activity of 
the association. The other school of thought feels the less regulation 
you have possibly is better. 

Mr. Houirietp. I am aware of that philosophy all throughout, 
and that pertains to Government as a whole. 

Mr. Hetster. Yes. 

Mr. Houirietp. But that does not absolve the administrators of 
the Home Loan Bank Board and the trustees of the Insurance 
Corporation from their responsibility to do that which is best for 
the public regardless of the attitude of the industry. 

Is the industry running this Home Loan Bank Board or is the 
Home Loan Bank Board running the industry? 

Mr. Hetster. Yes. Well, now, the Home Loan Bank Board is 
attempting to do the job that it feels best in the public interest. 

Mr. Hourrietp. I submit that it is perfectly reasonable and desir- 
able for you to consult with the industry, but there is an old adage 
that no man can choke himself. And naturally people do resent 
regulation if it inhibits their freedom of action, but sometimes freedom 
of action can turn into license. 

Mr. Herster. Of course, I believe that the Board strikes a very 
happy medium in that it does adopt those regulations that it thinks 
necessary, and doesn’t adopt regulations that it thinks will be unduly 
oppressive. And most of the supervision has to be on a voluntary 
basis anyway, because with 1,500 associations you can’t be living 
with them. So it has worked out, I believe, in a very satisfactory 
manner. 

Mr. Hourrretp. That depends upon the financial condition of the 
country as to whether it is satisfactory or not. If we approach a 
period of depression, and you have not foreseen certain things that 
may occur, and have not adopted the correct procedures, then I 
doubt very much if your administration has been satisfactory. 

I point out another factor which is well known to all of the members 
of the Federal savings and loan industry, and that is that there is a 
different philosophy abroad in the land, a philosophy which is antago- 
nistic to the Federal savings and loan principle. It is commonly 
designated as the banker type of philosophy. 

Mr. Hersier. Yes. 

Mr. Houirietp. And I say this to you: The Board, with its present 
flexibility and its present reliance on the attitudes of men, could change 
in some future time and men of a different philosophy could obtain 
control of the Board—and there is no reason to cast that possibility 
aside. It can happen. These men are appointed and confirmed, 
appointed by the President of the United States, and they are con- 

firmed by the Senate. And let us assume a man occupies the White 
House who will subscribe wholeheartedly to the so-called banker 
philosophy, and let us assume that a Senate of like mind exists, and 
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let us assume, further, that two men on a three-man board are ap- 
pointed that have that philosophy. Then I ask you, if you do not 
have statutes and regulations to regulate the procedures of the Board, 
where is the industry going to be, and where is the depositor going 
to be? 

Mr. Hetster. That would take statutory change. 

Mr. Hourrrep. Yes. 

Mr. Hetster. Regulations could be changed by the new Board 
very shortly. 

Mr. Hourrrevp. Regulations could. But if statutory principles 
were enunciated, there is a great deal of difference between bringing 
a principle out into the light of day and changing it from a statutory 
standpoint where the whole world stands forewarned of the impending 
change, and the ability to change in private session of the Board the 
complete philosophy of an industry. And that is the point I am look- 
ing at. 

Mr. Herster. Yes. Well, I would have no disagreement with 
that. 

Mr. Hourrreip. That is the point of responsibility which it seems 
to me has never occurred with sufficient forcefulness to the present 
Board or its preceding Board. 

Mr. Fiscupacnu. Mr. Heisler, I would take it that you have famil- 
iarized yourself with the recommendations of the Smith committee? 

Mr. Hester. I don’t believe I have read them for some time, but 
I think I am fairly, familiar with them. 

Mr. Fiscuspacu. When you did read them you found included 
amongst them a recommendation that action be taken to rescind or 
revoke the orders whereby the bank of Los Angeles and the bank of 
Portland were consolidated into the San Francisco bank, and also 
that if the administration thought that it were desirable to maintain 
a single bank, that there should be hearings, consultation with the 
industry, because the basic act required due consideration be given 
to the members of the bank, every regional bank, whenever any action 
was taken in connection with such bank. 

Now when you read and familiarized yourself with that particular 
recommendation of the Smith committee, did you urge action of the 
character that was indicated by the Smith committee? 

Mr. Herster. That was not my responsibility to urge a position 
one way or the other. 

Mr. Hourrretp. The Chair believes it will be necessary to adjourn 
the meeting at this time because of the necessity of answering a roll 
call and the pending legislation on the floor is of such importance that 
we cannot have an afternoon session. 

(Discussion off the record.) 

Mr. Houirretp. The subcommittee will stand in recess until 10 
o’clock tomorrow morning. 

(Whereupon, at 11:20 a. m., the subcommittee recessed, to recon- 
vene at 10 a. m., Friday, July 13, 1951.) 
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FRIDAY, JULY 13, 1951 


Hovusr or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DeparrMENts, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 429, Old House Office Building, Hon. Chet Holifield (chairman 
of the subcommittee) presiding. 

Present: Representatives Holifield, Karsten, Hoffman (Michigan), 
and Miller (New York). 

Also present: Hyman I. Fischbach, special counsel to the sub- 
committee; Herbert Roback, subcommittee staff director; and: Dorothy 
Morrison, clerk. 

Mr. Houtrreip. The subcommittee will be in order. 

Mr. Ford, will you rise, please? Do you swear that the testimony 
you are about to give before this subcommittee will be the truth, the 
whole truth, and nothing but the truth, so help you God? 

Mr. Forp. 1 do. 

Mr. Houirretp. Thank vou very much. Mr. Counsel, you may 
proceed. 


TESTIMONY OF PEYTON FORD, DEPUTY ATTORNEY GENERAL, 
DEPARTMENT OF JUSTICE; ACCOMPANIED BY DONALD B. 
MacGUINEAS, ATTORNEY, DEPARTMENT OF JUSTICE 


Mr. Fiscunacu. Will vou be good enough to state your official 
connection with the Department of Justice? 

Mr. Forp. Deputy Attorney General. 

Mr. Fiscupacu. When, for the first time, did you acquire official 
knowledge of the controversy with respect to the Los Angeles, Port- 
land, San Francisco banks? 

Mr. Forp. I believe in 1947, sometime. 

Mr. Fiscupacn. In connection with that, did you have occasion 
to establish what the policy of the Department would be in that 
litigation? 

Mr. Forp. No, sir. 

Mr. Fiscupacnu. Who in the Department set the Department’s 
policy in connection with the litigation? 

Mr. Forp. Well, the litigating attorneys and the Assistant Attorney 
General in charge of the Claims Division. 

Mr. Fiscupacu. They were subordinates of yours? 

Mr. Forp. Yes, sir. 

Mr. Fiscnzpacn. Did there come a time, Mr. Ford, when, as a 
result of personal contact with Members of the Congress, you were 
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apprised of the fact that Members of the House, particularly Members 
from the California delegation, had an interest in presenting the views 
of certain of their constituents to the Department for consideration? 

Mr. Forp. Yes, sir; I was aware of that. 

Mr. Fiscusacn. Prior to that time were you aware of the fact that 
the Smith committee of the House had conducted an investigation of 
the consolidation of the Los Angeles bank and the Portland bank, and 
the seizure or appointment of a conservator for the Long Beach Fed- 
eral Association? 

Mr. Forp. Yes, sir. 

Mr. Fiscupacu. Were you aware of the fact that that committee 
had made specific recommendations which contemplated certain ad- 
ministrative actions? 

Mr. Forp. I am sure that I was. 

Mr. Fiscuspacu. Mr. Ford, does the Department have any policy 
with respect to the recommendations of a congressional committee in 
a matter of the kind that was investigated by the Smith committee? 

Mr. Forp. Yes, sir; we consider recommendations. 

Mr. Fiscupacu. Having that policy, I take it that the reeommen- 
dations of the Smith committee were considered at some time while 
you were acting in the official capacity that you had at the Depart- 
ment at the time? 

Mr. Forp. I, personally, do not have any memory of passing on 
those recommendations, but I am sure that the Claims Division did. 

Mr. Fiscupacnu. Did you ever confer with your subordinates in 
the Claims Division to ascertain the degree of consideration that 
they were giving to the recommendations of the Smith committee? 

Mr. Forp. No, sir; I do not believe so. 

Mr. Fiscuspacu. Has it ever come to your attention that those in 
the Claims Division in charge of the litigation did not give very much 
consideration to the recommendations of the Smith committee? 

Mr. Forp. No; not specifically. 

Mr. Fiscusacn. When members of the House visited with you 
and talked with you did they protest the fact that such recommenda- 
tions had not been implemented either by action of the agency in- 
volved or by policy of the Department? 

Mr. Forp. I do not believe so. I discussed this matter with Mr. 
King on several occasions, but we discussed it in general terms. [ 
do not think we discussed the specifics of it except mm one conference 
that was not too successful. 

Mr. Fiscusacu. Did you at any time, as a result of your con- 
ferences with Congressman King or any other members of the House, 
call for a conference with the subordinates in the Department who 
were actually in charge of the matter and review the extent to which 
they were giving consideration to the recommendations of the Smith 
committee? 

Mr. Forp. No; I do not believe I did personally. 

Mr. Fiscupacu. Did you direct that any assistant who might have 
been assigned to you do so? 

Mr. Forp. No, sir; I do not believe so. 

Mr. Fiscupacu. Could you state generally what the policy of the 
Department is, with respect to the handling of litigation which involves 
local claims in a matter affecting title to real estate? 

Mr. Forp. I do not believe I quite understand the question. 
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Mr. Fiscnpacu. Mr. Ford, is it not a fact that as a matter of 
Department policy the United States attorney for a given district is 
generally in charge of litigation that arises in the district? 

Mr. Forp. That is right, sir. 

Mr. Fiscuspacn. Has the Department policy been varied in connec- 
tion with the litigation involved in southern California? 

Mr. Forp. We have had direct charge of it in the Department. 

Mr. Fiscupacu. How long have you had direct charge of it? 

Mr. Forp. I would have to check the records on that. I could not 
give you an exact date. I will be glad to supply it to you. 

Mr. Fiscupacn. Let us see if we can relate it to events at the time 
the litigation arose. For some time thereafter James Carter was the 
United States attorney in Los Angeles? 

Mr. Forp. That is right. 

Mr. Fiscupacnu. There came a time when Mr. Carter was relieved 
of his duties as United States attorney and became a member of the 
Federal bench? 

Mr. Forp. That is right. 

Mr. Fiscupacu. And a judge of the district court in that district? 

Mr. Forp. Yes. 

Mr. Fiscupacu. Was it not before Mr. Carter became a judge of the 
Federal court in southern California that the Department of Justice 
in a sense or in a manner of stating it, was superseded by the Wash- 
ington office of the Department? 

Mr. Forp. We did not supersede him. He still had charge of the 
details of the litigation, but the Claims Division was in direct control 
of it. That is correct. 

Mr. Fiscupacu. Is it not true that Mr. Carter in that period of 
time was really doing nothing more than servicing the case and advising 
the Department in Washington as to all mo vs, including the service 
of papers, just acting really as liaison? 

Mr. Forp. I think that is true; that is a fair statement. 

Mr. Fiscupacu. Prior to that time there had been a determination 
with the Department, had there not, to vary the Department’s usual 
policy and to take direct charge of this litigation? 

Mr. Forp. That is right, except I might add that we take charge 
of lots of litigation directly and supervise it. 

Mr. Fiscupacu. I appreciate that; but as it applies to this par- 
ticular case? 

Mr. Forp. That is right. 

Mr. Fiscupacu. Did that happen? 

Mr. Forp. Yes. 

Mr. Fiscupacn. Do you have any memoranda which would 
indicate the bases upon which that decision was made with respect 
to this litigation in southern California? 

Mr. Forp. No, sir, I do not. I could check the files and see what 
we do have. 

Mr. Fiscupaen. Mr. Ford, does the Department have any policy. 
having due regard to what the appropriate relations should be between 
the Department of Justice as representing the executive branch of 
the Government and a congressional committee acting for an appro- 
priate branch of the Congress in connection with what is termed 
executive privilege? 

Mr. Forp. Yes, sir. 
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Mr. Horrman. Before you go off on that, would Mr. Fischbach 
let me ask him a question with reference to this attorney in the West, 
or would it bother you? 

Mr. Fiscusacu. No, go right ahead. 

Mr. Horrman. Speaking about the Department here assuming 
direct charge, has it been customary in the past for the Department 
in Washington to send special attorneys out from Washington and 
to dictate the policy in many, many cases; for example, I call your 
attention to cases at Grand Rapids, Mich., where the acts of the 
postmistress were involved; to Detroit, where a special prosecutor 
was sent out in the McKay case; to Grand Rapids, in the Newberry 
case several years ago; and again have you not sent attorneys to 
Detroit in several other instances to take direct charge of litigation 
where you thought it was a matter of policy or where the administra- 
tion was especially interested? 

Has that not been the practice all over the years? 

Mr. Forp. That is right. I have now approximately 10 special 
assistants out in various districts handling litigation. 

Mr. Horrman. Who directs the policy of the local attorney? 

Mr. Forp. That is right, in connection——- 

Mr. Horrman. The general conduct of the suit? 

Mr. Forp. That is right. 

Mr. Horrman. That is all. Thank you. 

Mr. Fiscuspacu. Would you be good enough, please, to state what 
the policy of the Department is with respect to giving to a congres- 
sional committee investigating the activities of an agency of the 
Government, to wit, the Home Loan Bank Board, and giving to that 
committee access to appropriate documents that enter into the 
matter and are within the orbit of the committee’s work? 

Mr. Forp. It is the policy of the Department in dealing with all 
congressional committees to make available to them everything that 
we possibly can that will not prejudice an investigation, any litigation, 
or would not be for some reason against the public interest. 

We are specifically confronted many times with production of 
FBI reports which reveal confidential informants and sources and tech- 
niques of investigation, and so forth, which we have consistently felt 
it would not be proper to produce. 

In this case, Mr. Morison wrote to the Chairman a letter on October 
19, 1950, which I presume the subcommittee is familiar with. He lists 
in that letter four categories of materials that the Department feels 
in this particular hearing must be kept confidential. That remains 
the Department’s position. 

But I might add that if the subcommittee has any specific items 
that they want to see, if you will make the request I will do every- 
thing I can to produce them if it will not prejudice the litigation or 
if they are not FBI reports. 

Mr. Fiscusacu. Mr. Ford, it has been testified here that the Home 
Loan Bank Board in issuing an order which is in controversy, namely 
order No. 2015—— 

Mr. Forp. Is that the order for the administrative hearing? 

Mr. Fiscupacu. That is right. It has been testified in issuing 
order No. 2015 the Board merely intended to afford an opportunity 
to the Long Beach Federal to come in and talk over the matters that 
the Board contended were open between them. Are you aware that 
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that was stated to this subcommittee to be in essence the Board’s 
position in connection with order No. 2015? 

Mr. Forp. No, sir; I do not know the details on that. 

Mr. Fiscupacu. Assuming that the subcommittee has heard testi- 
mony to that effect, how would you reconcile such testimony with a 
memorandum in the file of correspondence of the United States 
attorney, a penciled memorandum, dated September 8, 1949, which 
appears to be in the handwriting of Arline Martin, as assistant 
United States attorney, and reads as follows: 


Talked with H. Graham Morison. He said O. K. to stips to extension of time 
to November 15, 1949, to file objections to Ammann’s accounting. 


With relation to order No. 2015, the memorandum re..ds as follows: 


Said will advise us if Home Loan Bank Board files a notice of administrative 
hearing to forfeit charter of Long Beach association so we can make a statement 
to the court. 

And that is signed “A. M.” 

Mr. Forp. I do not know. It is the first time I have ever seen it. 

Mr. Fiscupacu. Mr. Ford, is it a fact that following advice from 
Mr. Tolin, the United States attorney in Los Angeles, that this sub- 
committee had requested its special counsel, and one of its staff mem- 
bers, Mr. Roback, to make a field investigation of the matters com- 
mitted to the subcommittee, that you dispatched or directed that Mr, 
MacGuineas be dispatched to Los Angeles to make an investigation 
and an examination of the files of the United States attorney? 

Mr. Forp. I think Mr. Morison talked to me about it and said he 
thought it should be done, and 1O. K.’d it. That is my memory on it, 

Mr. Fiscupacu. Was it ever brought to your attention that Mr. 
MacGuineas withdrew from the files of the United States attorney 
various documents, various correspondence, various memoranda? 

Mr. Forp. No, sir; but I would assume that he would do so if it fell 
within the general categories outlined in Mr. Morison’s letter. 

Mr. Fiscnpacu. Assuming, Mr. Ford, that none of the documents 
that were withdrawn had any relation to the matter affecting the 
national security-—— 

Mr. Forp. It is not national security. 

Mr. Fiscuspacu. Permit me to finish the question. Assume that 
hypothesis, would the Department have any policy as to permitting 
a committee of this character, this subcommittee, to have access to the 
documents so withdrawn? 

Mr. Forp. I would have to look at the documents, assuming that 
they were withdrawn. 

Mr. Miuuer. He already answered that in Mr. Morison’s letter as 
to the policy of the Department. 

Mr. Fiscupacnu. I take it, Mr. Ford, that in the course of your 
official duties you familiarized yourself with the decision that was 
rendered by the Supreme Court in the case of Fahey against Mallonee 
on June 23, 1947? 

Mr. Forp. I read the opinion. It has been sometime ago. 

Mr. Fiscusacu. It appears from the opinion that during the course 
of the argument of that case assurances were extended to the Supreme 
Court by the Solicitor General to the effect that it was not within 
the contemplation of the agency there involved to consolidate or 
merge or otherwise terminate the existence of the Long Beach Federal. 
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Mr. Forp. The language of the Court is: 


We find no explicit threat to merge the Long Beach institution and there is no 
such finding by the trial court. The Government has assured us at bar that 
there is no plan for such a merger. Nevertheless, such a merger is enjoined— 


and so forth. 

Mr. Fiscnpacu. Were you present when the assurances that are 
referred to in the Court’s opinion were extended by the Solicitor 
General’s office? 

Mr. Forp. No, sir. I do not think I knew anything about the 
litigation at that time. 

Mr. Fiscusacu. Did you ever inquire or did you ever see a memo- 
randum with respect to the assurances that were extended to the 
Supreme Court at the bar in that case? 

Mr. Forp. No, sir. 

Mr. Fiscupacn. Would this subcommittee be permitted access to 
that memorandum, if it exists? 

Mr. Forp. I doubt very much if the Department’s policy would 
permit the subcommittee to have access to confidential Department 
memoranda or work papers of attorneys in the Department dealing 
with the litigation, since this case is in litigation. 

Mr. Fiscusacu. I call attention to the fact, Mr. Ford, that these 
assurances were given openly in open session of the Supreme Court 
by the Solicitor General arguing the case. 

Mr. Forp. That speaks for itself. 

Mr. Fiscusacu. Now, is this subcommittee relegated, because of 
the policy that you have just enunciated to receive evidence of those 
assurances by word of mouth of persons who heard such assurances 
in the Court or will this subcommittee be afforded access to such 
written memoranda concerning those assurances as were expressed in 
open court, if such memoranda exist? 

Mr. Mriuuer. I suppose that Mr. Ford’s position is that the Govern- 
ment is perfectly willing to try the case in court and does not want. 
to try it here. 

Mr. Forp. That is right. 

Mr. Mituer. We cannot be trying the case three or four different 
places at the same time. 

Mr. Forp. Not without giving the case a'vay pretty thoroughly. 

Mr. Horrman. What is that answer? 

Mr. Forp. Not without giving the case away pretty thoroughly. 

Mr. Fiscupacu. I refer not to giving the case away, Mr. Ford, | 
refer purely and simply to assurances that were extended to the court 
at the bar of the Supreme Court while that Court was in open session. 

Mr. Forp. Well, you have the finding by the Court that those 
assurances were given. That is pretty conclusive, it would seem to 
me. i 

Mr. Fiscupacn. But it would be contrary to the policy of the De- 
partment to permit access to a formal memorandum of those assur- 
ances? 

Mr. Forp. Well, I would not say that. I would have to check and 
see what it is. I do not know. 

Mr. Fiscuspacu. That is why I am pursuing the subject, because 
I thought you indicated we could not have access to it. 

Mr. Forp. I would say on work products of the attorneys in the 
Department, they would not be generally available if they affected 
our position in this litigation, while it is in litigation. 
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Mr. Fiscusacnu. Well, I would not expect you to make any such 
document available. 

Mr. Forp. If you want me to check for this specific document and 
see if I] can turn it over to the subcommittee, I will be glad to do it. 

Mr. Fiscupacu. I would appreciate it if you will. 

Mr. Forp. Yes. 

Mr. Horrman. Mr. Chairman, may I ask the witness a question? 

I get this as the language to which you refer, 1581: 

The Government has assured us at the bar that there is no plan for such a 
merger in contemplation. Nevertheless, such a merger was enjoined. 

And it says: 

We accept the Government’s assurance that merger will not follow and hence 
we do not consider it necessary to discuss the legality of the hypothetical mergers. 

Mr. Fischbach, is it your claim that that assurance was not made 
in good faith or it has not been carried out? 

Mr. Fiscusacu. I make no such claim. 

Mr. Horrman. What is the point? I do not get it. 

Mr. Fiscupacn. The point is this: that that assurance was ex- 
tended, and the next point is that when the mandate of the Court was 
spread in the Federal court in southern California, Mr. Hoffman, the 
Federal judge there,sought further reassurance. 

Mr. Horrman. Did they go ahead and make the merger? 

Mr. Fiscusacu. They did not go ahead and make the merger, but 
they took action which might have the same effect. 

Mr. Forp. There is no merger involved that I know of here. 

Mr. Horrman. I thought from your questions—and perhaps it is 
due to my lack of understanding—that the Attorney General’s depart- 
ment, the Solicitor General, had assured the Court that certain things 
would not be done, and that they were done, and that you were seek- 
ing information from the files that the assurance was not made in good 
faith. Is that it? 

Mr. Fiscusacn. I was seeking to ascertain what facts exist in the 
files and the conclusion that will be drawn from that will be up to the 
members of the subcommittee. 

Mr. Horrman. Is the point that the assurance to the Court was 
not made in good faith, or that it was made in good faith and they 
had changed their minds? 

Mr. Fiscusacu. I think possibly the latter might be indicated by 
the evidence. 

Mr. Horrman. I am trying to get the relevancy or pertinency of 
the thing. 

Mr. Fiscusacn. I do not want to even express an opinion as to 
what the evidence might indicate. 

Mr. Horrman. I still do not get the point. I wish you would tell 
me what it is. Do you expect to find in the file, if-‘they give you the 
information that you have been talking about, something that is 
contradictory to the assurances that were given the Court or the sub- 
sequent action taken by the Department of Justice, or the bank 
organization? 

Mr. Fiscupacu. Mr. Hoffman, as indicated by the memorandum 
to which I last made reference from the file of the United States 
attorney and which is dated September 8, 1949, apparently the Home 
Loan Bank Board had something altogether different in mind in con- 
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nection with order No. 2015 from what was represented to this sub- 
committee time after time by witness after witness. 

Mr. Horrman. What about the Court? That is what I am think- 
ing about. What about the representations that were made to the 

ourt? 

Mr. Fiscuspacu. I point out that the representations made to the 
Supreme Court and mentioned in the opinion were subsequently 
reasserted to the judge in the Federal court when the Supreme Court 
mandate was spread. I also point out that under the rules of the 
home loan bank system, pursuant to order No. 2015, contemplating 
the appointment of the Insurance Corporation as receiver, does not 
mean that upon the appointment ot a receiver there would be a liqui- 
dation in the sense of the distribution of the assets any more than 
Mr. Fahey’s order terminating the existence of the Los Angeles bank 
meant a distribution of the assets of that institution to its share- 
holders; and that authority exists pursuant to the regulations of the 
Board which adopted order No. 2015, that upon the appointment of 
the Insurance Corporation they could go abead and merge Long 
Beach Federal or put it up, down, or sideways, just as they saw fit. 

Mr. Horrman. Are you trying to learn whether after the assurances 
were given the Supreme Court and the California court that there 
was no intent of merging these banks, that the assurances given by 
the Department of Justice were then ignored or abandoned and a 
merger followed, made by the home loan bank organization? 

Mr. Fiscusacu. I am trying to find out the facts in connection 
with that so that you gentlemen can make that decision when you 
are called upon to pass upon all of the evidence in this case. 

Mr. Forp. May I make a brief statement? 

Mr. Horrman. Just a minute. May I ask him one more question? 
Suppose the assurance was not made in good faith by the Department 
of Justice or was made without full knowledge of the facts and made 
in good faith, and thereafter the Home Loan Bank Board did go 
ahead and make the merger. What is the significance of it? 

Mr. Fiscupacw. That, you gentlemen will have to determine, in 
resolving your conclusions. 

Mr. Horrman. If they did act in bad faith, what can we do about 
it except reprimand them and tell them to be good? 

Mr. Mituer. We can make dirty faces at them. 

Mr. Fiscupacu. Of course, Mr. Hoffman, you place me in a rather 
unfortunate position. 

Mr. Horrman. I do not intend to. I am trying to get information. 

Mr. Houirietp. I think the chairman would like to answer that 
question. I would say this: If we find in these hearings evidence 
which indicates the necessity of making either legislative recommenda- 
tions or criticisms of any action of a department of Government, that 
this subcommittee, I think, is entirely within its rights, after discussing 
the evidence that is produced, to come to a conclusion as to whether 
a criticism of the administrative discretion occurred and is justified or 
whether it has been an action that has been inequitable but in ac- 
cordance with existing statutes which need constructive remedial 
legislation. 

I believe that is the function of this subcommittee and, certainly, it 
is the objective of the subcommittee. It is to investigate and bring 
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evidence before us that will give the subcommittee itself the oppor- 
tunity of making those decisions. 

Mr. Horrman. I thank you, Mr. Chairman, I agree with you. I 
have no patience with the Department which denied the Congress so 
much information on the ground that it is confidential or the dis- 
closure would involve our national security. 

Mr. Houirrep. I know how the gentleman from Michigan feels 
about that. I would say that if a criticism of a congressional commit- 
tee or a legislative recommendation to another committee of Congress 
is considered making faces, well, that is within anyone’s own judgment 
as to whether it is making faces or not. It has in the past resulted in, 
I think, constructive legislation in many instances. And it has in the 
past resulted, as every member of this subcommittee knows, in cor- 
rection on the part of the administrative departments, the executive 
departments, of certain inequitable regulations and procedures which 
we have found to be not in the public interest. 

I am hoping that this hearing will result in something that is 
constructive. 

Mr. Miter. I think, however, that this subcommittee ought to 
consider the fact that makes our position somewhat different than the 
normal committee hearing testimony concerning the action of any 
bureau of the Government, and that is that we are conducting our 
hearings right at the very time the matters we are investigating are in 
litigation, which makes a completely different picture because of the 
fact that when the litigation is terminated then, perhaps, any and all 
of the files and all of the actions might be subject to a review by this 
subcommittee. But at the present time it might well be that the 
very things we are asking for may well prejudice the Unitsd States 
Government in its pending litigation, that makes it different. 

Mr. Houirtevp. I would say this: If there is any request of counsel 
of this subcommittee or member of the subcommittee such as to em- 
barrass the Government in its litigation, then the-counsel for the 
Department of Justice, I know, are alert enough to their duty so that 
they will indicate, and this subcommittee has not yet insisted upon 
revealing in testimony before the subcommittee of any information, 
nor the production of any document. We have not insisted upon the 
production of any document which they have told us might interfere 
with the litigation. 

It is true that pleadings have been made and have been finished in 
the Federal Court of Appeals. 

It is true that a decision has not yet been rendered, but the matters 
upon which we are investigating are all matters of public record before 
the courts. All of these issues are of public record and have been 
argued both pro and con before the Federal courts. So we are in no 
way transgressing upon the privacy of the Department of Justice. 

lowever, I might add that some of the documents which may have 
been withheld by the Department of Justice may have been withheld 
without due consideration of this subeommittee’s right to see those 
documents, and while we are not making an issue of any particular 
document at this time I would say that this subcommittee expects 
from the Department of Justice respect that we feel is due it, and we 
feel that very close scrutiny of any document that we ask for must be 
made by the Department of Justice before they make the determina- 
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tion it is not in the public interest to allow the member of this sul- 
committee to see it. 

Mr. Forp. I thoroughly agree. 

Mr. Houirievp. I might point out, and you might study the author- 
ization of this subcommittee, and you may find that there are certain 
privileges of this subcommittee to secure documents which some other 
committees do not have, in case we feel that it is necessary. 

Mr. Fiscusacu. I might point out, Mr. Chairman and Mr. Hoffman 
and Mr. Miller, that thus far we have operated entirely within the 
orbit of those documents that the Department has voluntarily, in a 
very fine spirit of cooperation, made available to us. And I know of 
nothing that has been insisted upon or urged 

Mr. HorrMan. You mean you have just been coaxing and fussing 
around, trying to get what we could? 

Mr. Fisenpacu. We are doing the best we can without creating any 
issue. 

Mr. Horrman. Mr. Miller has in mind that the litigation was pend- 
ing, and if we were not Members of Congress our probing and prying, 
however legitimate it might be or interesting, might by a court be 
considered as contempt. 

Mr. Fiscusacu. Possibly. 

Mr. Horrman. And I do not want to get into that. 

Mr. Forp. I am already into that. 

Mr. Houirietp. This does happen to be a congressional subcom- 
mittee. 

Mr. Horrman. I am just as strong, or a little stronger than you are 
in my efforts to get a little information out of these departments. | 
have never been able to yet, but I do not want to tangle with the 
courts on this thing on pending litigation. 

Mr. Houirievp. I want to assure the members of the subcommittee 
that if any document is requested for this subcommittee and it be- 
comes a matter of controversy between the Department of Justice 
and the subcommittee, that the subcommittee will consider the 
matter in executive session before any action is taken by the sub- 
committee. 

Mr. Horrman. I am willing to go along with you and take the hide 
off any New Deal department after litigation is over. 

Mr. Fiscusacn. | think Mr. Ford wanted to make a comment. 

Mr. Houirizip. You may make a statement, if you wish. 

Mr. Forp. | wanted to point out one thing, if we are not too far 
away from it. This sentence in the Supreme Court’s opinion that one 
of the allegations of the complaint is that it was intended that this 
institution be merged with other institutions to the injury of the stock- 
holders. Mr. MacGuineas tells me that we have never made any con- 
tention that Long Beach should be merged with any other institution, 

nor is that our present intention. 

Mr. Fiscupacnu, Obviously, Mr. Ford, the Department would not 
make any such contention because that is a matter that lies solely 
within the discretion of the Home Loan Bank Board itself. And at 
the time that the allegation was made it lay within the discretion of 
Mr. Fahey, who was discharging the duties of the Board under the 
Executive order which created the Administration. 

Mr. Foro. I would like to point out in Miss Martin’s note, which is 
rather a hypothetical note, and does not deal with mergers, it deals, 
as I read it, with the question of revocation. 
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Mr. Fiscnzpacn. Yes, forfeiture of the charter. 

Mr. Houirretp. And may I point out further that if an adminis- 
trative hearing is held that it is within the present authority of the 
Home Loan Bank Board to make such a decision after that adminis- 
trative hearing is held, and to proceed forthwith to execute it. 

Mr. Fiscupacu. It is within the authority of the Board to make that 
decision without holding a hearing. 

Mr. Forp. That statement is an “‘if’’ statement, though. 

Mr. Fiscusacu. The statement, Mr. Ford, I think already appears 
in the record. 

Mr. Houirie_p. Will the counsel read the statement again for the 
benefit of the subcommittee? 

Mr. Fiscupacnu. To the extent that it is pertinent, the second 
paragraph only—the first paragraph refers to the stipulations in con- 
nection with Mr. Ammann’s accounting—this conversation with 
H. Graham Morison is noted in the memorandum as having occurred 
on September 8, 1949, and you will recall that order No. 2015 was 
made September 12, 1949—to repeat, the paragraph pertinent to this 
reads as follows: 

Said will advise us if Home Loan Bank Board files a notice of administrative 
hearing to forfeit charter of Long Beach Association so we can make a statement 
to the court. 

I would like to point out, too, in connection with Miss Martin’s 
memorandum, that there appears to be another memorandum in the 
file under date of September 7, 1949, a few days before Miss Martin’s 
memorandum, and [ take it that this is in the handwriting of Mr. 
Carter. Do you recognize it? 

Mr. MacGurneas. I would not know his handwriting. 

Mr. Forp. It looks like it to me. 


Mr. Fiscupacu. The memorandum, literally, reads as follows: 


Graham Morison called 9—-7—49. 
Then there are the following notes: 


1. Come in next Monday and show cause. 

2. MeKenna will prepare draft to, (1), challenge court’s jurisdiction to. 

Then the No. 2, ‘‘No compromise; 3, still in litigation.”’ 

And then also the words “Might say also administrative hearing.”’ 
And then in the upper right-hand portion of the memorandum in a 
crayon box, the words “On 9-12-49.” 

I take it that in the regular course the Department of Justice 
personnel make memoranda of telephone conversations of the char- 
acter indicated by these notes? 

Mr. Forp. I presume so. 

Mr. Fiscupacu. Would those telephone memoranda be available 
for this subcommittee? 

Mr. Forp. I would have to check them and see what the contents 
might be. 

Mr. Fiscunacn. I believe I stated that the order No. 2015 was 
made on September 12. It appears that it was made on September 9, 
1949, 

Now, on the date that the Supreme Court decided the Mallonee- 
Fahey case, to which we made reference a moment ago, the Court also 
made a decision denying leave to file a petition for a writ of mandamus 
or prohibition against Judge Hall of the Federal court in southern 
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California to vacate his order allowing fees to counsel and to prohibit 
any further allowance therein. 

Are you familiar with that decision? 

Mr. Forp. It has been some time since I read it, however. 

Mr. Fiscnsacu. I wonder, does the Department have any policy 
which is applicable to a situation such as this, namely, an agency of 
the Government in the exercise of its statutory authority, laying 
aside all question of whether its exercise of that authority is good, bad, 
or indifferent, but in the exercise of its statutory authority it takes 
charge of a financial institution—does the Department have any 
policy in such an instance which would deny to persons having a 
proprietary interest in that institution access to the funds of that 
institution for the purpose of testing the validity of the governmental 
action involved? 

Mr. Forp. Not that I know of. I am not sure that I fully under- 
stand the question. 

Mr. Fiscupacu. In the Los Angeles case, Mr. Ford, there has been 
evidence before this subcommittee to the effect that a duly licensed 
committee of the stockholders of the Federal Home Loan Bank of 
Los Angeles, licensed under the statutes of the State of California, 
made application to the court after that institution had been dealt 
with, as it was by Mr. Fahey, and sought an allowance of funds with 
which to test the validity of Mr. Fahey’s action in relation to the 
Federal Home Loan Bank of Los Angeles. 

When that application was made did the Department of Justice 
resist the application? 

Mr. Forp. It would appear so, since we sought mandamus against 
the order, if that is what you are referring to. 

Mr. Fiscupacu. By resisting the application did not the Depart- 
ment, in effect, deny to those persons who had a proprietary interest 
in the institution involved in that action, access to the funds of the 
institution to test the validity of the agency’s action in taking posses- 
sion of the institution? 

Mr. Forp. I do not know, myself, what the basis of our objection 
was, but I do know that they eventually got the allowance. 

Mr. Fiscupacn. You are referring to the allowance that was given 
by Judge Hall to counsel for the shareholders of Long Beach Federal, 
but I am referring now to the Department’s position in connection 
with the application of the stockholders’ committee of the Federal 
Home Loan Bank of Los Angeles. 

Mr. Forp. I do not know why we took that position. Iwas notin 
the case at that time. 

Mr. Fiscupacn. Well, I daresay, Mr. Ford, assuming that, you 
could ascertain in an instant that it is a fact the Department of 
Justice resisted the application of counsel for the shareholders of the 
Federal Home Loan Bank of Los Angeles. 

Mr. Forp. It would appear so from that decision. 

Mr. Fiscupacn. In the light of that, would you not say that the 
result of such a policy on the part of the Department is a denial of due 
process? 

Mr. Forp. No, sir; I would not. 

Mr. Fiscusacn. On what do you premise that opinion? 

Mr. Forp. I premise the opinion that if the Department took the 
position they must have had some valid ground to take it, even though 
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we were not sustained in the courts. We did not take it capriciously, 
I am sure. 

Mr. Fiscupacu. I take it, Mr. Ford, that you make that statement 
as a statement with full knowledge of the fact that the persons having 
a proprietary interest in the institution sought to have judicially 
determined the validity of the agency’s action involved? 

Mr. Forp. Yes, sir. 

Mr. Fiscuspacu. Who in the Department would be able to tell 
this subcommittee the basis upon which the policy of resisting such 
an application of persons having a proprietary interest in the insti- 
tution was made? 

Mr. Forp. I am not sure. I could refer that question to Mr. 
MacGuineas. I think he knows more of the details than I do. 

Mr. Fiscupacn. Could you tell us, Mr. MacGuineas? 

Mr. MacGutneas. Well, I would not attempt to give an exhaustive 
statement of the legal issues which we may have raised on that 
pleading back in 1947. 

Mr. Fiscusacu. This has not a thing in the world to do with the 
issues raised in the pleadings. 

Mr. MacGurneas. I am not talking about the pleadings. 

Mr. Fiscusacu. Solely with the question of policy. 

Mr. MacGurneas. I am talking about the pleading of the Govern- 
ment in resistance to the application for fees by the member associa- 
tions of the Los Angeles bank. 

Mr. Fiscusacu. This is solely a question of policy. Now let us 
forget the pleadings. 

Mr. MacGuineas. The policy—if I may say so—is for the Depart- 
ment of Justice to raise such legal issues as it deems to be legitimately 
involved in the case before the court. Do you not agree with that, 
Mr. Ford? 

Mr. Foro. Certainly. 

Mr. MacGutneas. I am saying that I would not attempt at this 
time without referring back to the pleading which we filed in resist- 
ance to the application for fees, to state exhaustively what issues we 
raised, but these do occur to me on the basis of my present recollection: 

In the first place, these six members of the Los Angeles bank who 
were then trying to get funds out of the San Francisco bank to finance 
the litigation themselves had assets of their own of some $200 million 
which were freely available to them to finance their own litigation. 
So there was no apparent reason or, certainly, no necessity for them 
to get money out of the San Francisco bank to finance their litigation. 

Secondly, when you speak of their having a proprietary interest 
in the Los Angeles bank, the extent of that proprietary interest and 
what it is, is itself a matter which is in litigation and 1s in itself one 
of the issues now before the Court of Appeals for the Ninth Circuit. 

Mr. Fiscupacn. Well, when I used the phrase “a proprietary inter- 
est” I was referring to them as stockholders of the institution. 

Mr. MacGurneas. Yes, but the question as to what kind of stock- 
holders they are arises. 

Mr. Fiscupacn. You mean rich or paor? 

_Mr. MacGurvneas. No; of course not. Legally, what their rela- 
tionship to the Corporation is. This is not a private business corpora- 
tion as we view it, at least, and that the interest of the member asso- 
ciations in the bank is somewhat different from that which a person 
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who holds stock in General Motors, for instance, but that raises legal 
issues which I say are now before the court of appeals. t 

Mr. Fiscusacn. You pointed to the fact that the six member 
institutions who sought an allowance to finance the litigation with 
respect to the validity of the disposition of the Los Angeles bank were 
institutions which had substantial assets. 

Now, apparently, you certainly would not have mentioned that 
unless you thought it was germane. 

Mr. MacGurneas. Yes; it is germane in this sense: in the ordinary 
case a plaintiff finances his own litigation. He pays his own attor- 
ney’s fees. If he wins the case ultimately, then there may be a ques- 
tion in certain types of suits as to whether he is entitled to be reim- 
bursed as to attorney’s fees. But here the Los Angeles bank stock- 
holders have not won their case. It has not been adjudicated that 
they have any cause of action, at least finally. That again is an issue 
which is now in the court of appeals. 

One of the positions we took was that there certainly was no justi- 
fication for an allowance of attorneys’ fees against the defendant, 
because really this was money which was sought to be taken out of the 
San Francisco bank, one of the defendants in the case, and there was 
no justification for allowing the plaintiffs to finance their litigation 
out of money coming from one of the defendants in the case, certainly 
in advance of such time as it had been finally established that they 
had a valid cause of action and that they were entitled to reimburse- 
ment of attorneys’ fees. 

Mr. Fiscuspacu. Mr. MacGuineas, did you act on the application 
of the Los Angeles stockholders’ committee on the same policy that 
you utilized in the case of the shareholders of the Long Beach Federal, 
or did you use a different policy there? 

Mr. MacGutngas. As I said, our policy is to present the law as we 
see it to the Court on any legal issue that arises. 

Mr. Fiscusacu. The question that I pose is this: When an agency 
of the Government takes over an institution in which citizens have a 
proprietary interest, whether it is a Federal savings and loan associa- 
tion in which they have their money, or a bank under the Federal! 
Home Loan Bank System, are they not denied due process when they 
are not permitted access to the funds of that institution to challenge 
the validity or, at least, have judicially determined the validity of the 
action in taking the institution over? 

Mr. Forp. I certainly do not think it has anything to do with due 
process. It would depend upon the particular facts and particular 
case as to what particular position we take. 

Mr. Mituer. The very fact that they eventually get in court and 
get the money would show there is not much lack of due process, would 
it not? ; 

Mr. Fiscupacu. I might observe that you could have a right to 
recover that would be perfectly valid and in effect be done to death 
by resistance. 

Mr. Mituer. I agree with that. I think as attorneys for the Gov- 
ernment we are placing these men in a peculiar position by asking 
them what the policy is. I am an attorney, and I presume that if 
somebody asked me what my policy in my office was, it would prob- 
ably depend upon the case and what I did in reference to the case, 
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and I presume that is their situation. They are people who are 
representing the Government in pending litigation. 

I do not suppose that any attorney ever has any broad policy, 
except that you would not steal from your clients, or something out 
side of that. I do not know what the policy would be particularly. 

Mr. Fiscupacn. Mr. Ford, in connection with the litigation in 
southern California there was a time, was there not, when the parties 
had apparently composed their differences and had taken action to 
implement what has been referred to as a so-called Portland agree- 
ment? 

Mr. Forp. I am not too familiar with the details on that. I have 
discussed it and talked about it with various people, including Mr. 
Chapman, Mr. Westover, and Mr. Gregory. My part of the pro- 
ceedings in Los Angeles dealt principally with the attorney fees. I 
did not go into the other details. 

Mr. Fiscupacu. There had been a stipulation made by the United 
States attorney out there in connection with implementing the Port- 
land agreement in relation to the manner in which the attorneys’ fees 
should be determined in court and resolved, and so forth, had there 
not? 

Mr. Forp. That is right. 

Mr. Fiscupacn. After that stipulation had been made and ap- 
proved by the court, did you not have occasion to take some action 
in relation to that stipulation? 

Mr. Forp. Yes, sir. Ido not believe it had been formally approved 
by the court. There was an order before the court approving it. I 
do not believe the court had signed the order when I was in Los 
Angeles. 

Mr. Fiscusacu. Prior to coming to Los Angeles, how did the mat- 
ter come to your attention? 

Mr. Forp. Well, that is how I got into this matter. I was going to 
Los Angeles on another unrelated matter, 1 mean going to San Fran- 
cisco. I got to San Francisco. I had a eall from, I think, Graham 
Morison, stating that they thought the stipulation was improper and 
that the order of the court was not followmg certain understandings 
that they thought they had, certain matters were not being properly 
reflected in the order, vis-d-vis the stipulation, and requested that I 
take such action on behalf of the Department to move that such 
stipulation be set aside. If that was not done and the order was 
entered, to take appropriate steps to attempt to set the order aside. 

I advised the court that that was my instructions. The order was 
not signed. We entered into several conferences. The result of that, 
there was an exchange of letters between myself, Mr. Chapman, and 
Mr. Westover, I believe. I do not have the letters before me. 

Mr. Fiscupacu. In connection with your—— 

Mr. Forp. I came in through the back door. 

Mr. Fiscupacn. In connection with your work at Los Angeles on 
this particular matter, did you not give the court some assurances that, 
No. 1, not only the court but the counsel in the case, had the word 
of the Attorney General that certain things would be done to bring an 
end to this litigation? 

Mr. Forp. No, sir. 

Mr. Fiscupacu. I wonder, Mr. Ford, if you have had an oppor- 
tunity to refresh your recollection on that? 
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Mr. Forp. I have been over the correspondence that I have had 
with Mr. Chapman and Mr. Gregory, but I specifically stated at that 
time that I knew nothing about the details or had no responsibility— 
I could not exercise any responsibility so far as the other facets of this 
so-called Portland agreement was concerned. I knew nothing about 
the loan that they had discussed about a certain item in the San 
Francisco bank. The only thing I dealt with was the question of 
attorney fees. 

I did state to Mr. Chapman that we would entertain any offer that 
they desired to make and that we would be glad to have any negotia- 
tions looking toward settlement, but I was not competent at that time, 
nor am I competent now, to say what is a good, or a bad loan to the 
bank or any of the other facets of the Portland agreement. I did not 
go into those other merits. I knew they existed. 

Mr. Fiscusacu. In point of fact, was not it seriously stressed before 
the court by counsel in the case that in effect what you were trying to 
do was to get a stipulation that had been entered into by the United 
States attorney and by al! counsel in the case, in good faith, set aside, 
and did you not pledge the word of the Attorney General. as to the 
course of action in relation to that matter? 

Mr. Forp. I did, so far as the attorney fees were concerned. 

Mr. Fiscusacu. Did you not also state that the Board had changed 
its mind about the matter that had theretofore been agreed upon? 

Mr. Forp. I do not remember that I said it that way. 

Mr. Fiscaspacnu. And was not it pointed out to you, Mr. Ford, that 
the stipulation which you proposed in the final analysis was like the 
stipulation that the parties already had, and that, in view of the 
experience that they had had, they wanted some assurance that a 
second stipulation would be honored? 

Mr. Forp. Well, certainly it will be honored. 

Mr. Fiscupacna. And did you not say also that if the Board did not 
honor the stipulation that you made, that the Board would have to get 
another attorney? 

Mr. Forp. I think I said that. 

Mr. Fiscupacn. Was it not one of the specific agreements you made 
that the disposition of the litigation in southern California would be 
by a judgment in rem? 

Mr. Forp. No; we dealt with the question of dismissal with 
prejudice. That was the thing, as I remember it, that was before me. 

Mr. Fiscusacn. That came before you later? 

Mr. Forp. No; that was before us out there. That was part of 
the discussion. That was the thing that I was concerned with. If 
there was a dismissal, that it be with prejudice. 

Mr. Fiscupacu. On the other side of the controversy, they were 
looking for a judgment in rem, so that there would be a court determi- 
nation of the fees, and a final resolution of all controversy? 

Mr. Forp. That is right. I think that is correct; yes, sir. 

Mr. Fiscurnacnu. At that time, Mr. Ford, was the Board in the po- 
sition or in the posture of deciding what the Board would do, or was 
the Department of Justice in the position of deciding what the Board 
would do? 

Mr. Forp. Well, we would follow the recommendations of the 
Board; I mean, we would give more than considerable weight to it as 
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«o whether the dismissal should be with or without prejudice. That 
was basically our decision and not the Board’s decision. 

Mr. Fiscupacnu. Did there come a time when the policy of the 
Department changed in respect to those matters? 

Mr. Forp. No, sir; I do not think so. 

Mr. Fiscupacn. We have had testimony here to the effect that 
substantially the entire matter is in the hands of the Department of 
Justice. 

Mr. Forp. Well, the Board is our client. 

Mr. Fiscupacn. I appreciate that, but now in the interrelationship 
between the agency and the Department of Justice, to what extent 
does the Department of Justice determine what the Board shall do? 

Mr. Forp. Well, as on any proposal that comes to us, we submit it 
to them and ask for their recommendations and suggestions and ad- 
vice, or anything else on it. We do that with all agencies on any 
litigation. 

Mr. Fiscuspacu. And do you act upon the recommendations and 
advice? 

Mr. Forp. As a general rule we do. If they object to a settle- 
ment—say, they think it is improper, unless we feel very strongly 
that we have no litigating chance at all, why, we tend to follow it. 

Mr. Fiscupacu. In this case, Mr. Ford, was a different policy 
followed? 

Mr. Forp. I do not think so. They did make some further sugges- 
tions after my letter to Mr. Chapman, but they were suggestions only. 

Mr. Fiscunacu. Do you recall in connection with the Portland 
agreement, whether the Board was in agreement with the principles 
that were enunciated in that agreement? 

Mr. Forp. I do not know on that. I remember there was discus- 
sion of rates of interest and different rates of interest than ordinarily 
allowed to other member institutions, and details that were beyond 
my competence. 

Mr. Fiscnsacu. At the time of your visit to Los Angeles, was there 
in contemplation, any action on the part of the Board with respect 
to any administrative hearings? 

Mr. Forp. Not that I am aware of. 

Mr. Fiscunacn. And would you know whether any of the attorneys 
in the Claims Division who were concerned with the litigation had 
any such move in mind? 

Mr. Forp. I was not informed of it, not while I was out in Los 
Angeles. 

Mr. Frscuspacn. Would the Department advise agency action as a 
tactical matter in litigation? 

Mr. Forp. I do not think they would advise it unless there was some 
basis for it; no. 

Mr. Fiscusacn. In connection with the Board’s position at the 
time that the Portland agreement was the subject of consideration, 
did the Board ever disclose to you that they had unresolved any 
charges against Long Beach Federal? 

Mr. Forp. At the time of the Portland agreement? 

Mr. Fiscupacu. Yes. 

Mr. Forp. I was not—I did not participate in that at all. 

Mr. Frscupacu. Did they ever advise you that they had unresolved 
any charges against Long Beach Federal? 
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Mr. Forp. I knew that they contemplated administrative hearing 
at one time, but it was some time after I got back from Los Angeles. 
I am not positive of the date. 

Mr. Fiscuspacu. At the time you went to Los Angeles no such thing 
was in contemplation of the Board, to your knowledge? 

Mr. Forp. Not to my knowledge; no, sir. You see, I knew 
nothing about this litigation at that time except in the broadest 
sense. I just knew that it existed; knew generally what the con- 
troversy was. 

Mr. Fiscupacu. I would like to call attention, Mr. Ford, to the 
fact that Mr. Divers and other witnesses before the committee 
specifically relied upon Executive Order No. 6166 as the basis for 
taking the position before the committee that they are virtually 
withouc discretion in determining any method upon which the litiga- 
tion here involved might be disposed of, and that the matter is 
entirely in the hands of the Department of Justice. 

Mr. Forp. The litigation is in the hands of the Department of 
Justice, but the question of any compromise, we would accept the 
offer and prompily refer it to the Bank Board for their advice and 
recommendations. We would receive the offer, I mean. 

Mr. Fiscupacn. That is the practice of the Department, not- 
withstanding the Executive order? 

Mr. Forp. Yes, in the case of any compromise. 

Mr. Fiscupacu. So the order relied on by Mr. Divers and other 
witnesses from the Board before this subcommittee was specifically 
cited, and that portion which reads: 

As to any case referred to the Department of Justice for prosecution or defense 
in the courts the function of the decision whether and in what manner to prose- 
cute or to defend or to compromise or appeal or to abandon prosecution or defense 


now exercised by any agency or officer is transferred to the Department of 
Justice. 


Mr. Forp. That is right. 

Mr. Fiscupacu. I take it that from your previous testimony in 
this case, the Board is free to determine and has been free to determine 
the terms upon which the compromise would be effected? 

Mr. Forp. No, sir. The Attorney General would have to pass 
on that, but we would ask their advice. We do it on all agencies, but 
we have the power to settle it without reference to their advice if 
we so desire. 

Mr. Fiscupacu. It has been the policy of the Department to leave 
to the Home Loan Bank Board the determination of the terms of the 
compromises between parties; is that correct? 

Mr. Forp. No; we sought their advice, and I think we have fol- 
lowed it pretty universally in this case. 

Mr. Fiscuzacn. Would you accept responsibility on behalf of 
your Department for the determination of a matter such as the sepa- 
rate reestablishment of the Los Angeles bank? 

Mr. Forp. No. In those matters, I would have to follow the ad- 
vice of the Board. We could tell them what we thought, but that is 
hardly within our competence, but if it is in litigation, we could do it, 
I think. 

Mr. Fiscuzacu. Did the Department advise the Board as to the 
reestablishment of the Los Angeles bank notwithstanding the Long 
Beach litigation? 
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Mr. Forp. Let me check my recollection on that. Mr. Mac- 
Guineas advises me that the Los Angeles group did make an offer 
and it was rejected by the Department, and that we did take the 
position that to settle the Los Angeles suit separately, and have the 
Long Beach suit continued, might well be prejudicial to the Long 
Beach suit, that is, that they were intertwined to such an extent that 
it might prejudice the other litigation if we settled one separately. 

Mr. Fiscusacu. In litigation involving, as this litigation does, the 
rights of shareholders, I think there are some 16,000 shareholders in the 
Long Beach Association, and there are hundreds of stockholders in 
the banks involved, would it not be a necessary attribute of ordinary 
judicial and legal policy for the terms of compromise to be approved 
on notice to those parties, and formulated in a judgment of the court, 
so as to foreclose future litigation? 

Mr. Forp. Oh, you mean on stipulated judgment? 

Mr. Fiscupacn. Yes. F 

Mr. Forp. Certainly; we settle lots of cases that way. 

Mr. Fiscupacu. Why is it that the Department has insisted on 
the disposition of this controversy by voluntary withdrawal and dis- 
missal with prejudice? 

Mr. Forp. I think we have to do that to protect the members of 
the Board. 

Mr. Fiscupacn. Would not a provision in a judgment in rem dis- 
charging the official defendants from any of the liabilities asserted in 
the litigation, and providing for the allowance of counsel fees under 
the supervision of the court, effect exactly what is needed in this 
litigation? 

Mr. Forp. We are not sure on that. 

Mr. Fiscnpacu. Upon what is the doubt premised? 

Mr. Forp. There might possibly still remain some action for 
damages in some way. And what is the objection to dismissal with 
prejudice, if the case is disposed of? 

Mr. Fiscupacu. Would not a dismissal of the litigation with 
prejudice tend to affect the questions of title that have been passed 
upon by the court? 

Mr. Forp. I do not think so, as I understand it. 

Mr. Fiscaspacn. Did you know, as an illustration, that nothing in 
the Home Loan Bank Board regulations requires that a conservator 
shall file in the office of the recorder or registrar of deeds or the hall 
of records for the county in which he operates any evidence of his 
authority to act as such, dealing with real property interests? 

Mr. Forp. I understood that that question of titles had been pretty 
well worked out with the conservator and courts, but I will let Mr. 
MacGuineas answer that in detail. 

Mr. Fiscnsacu. It has been worked out by following the procedure, 
Mr. Ford, of intervention in the court and court orders. 

Mr. Forp. Sir? 

Mr. Fiscuspacu. It has been worked out by following the procedure 
of oe ge aera in the court, and court orders discharging the liens 
Invoived.,. 

Mr. Forp. Mr. MacGuineas tells me that on October 31 Mr. Clapp 
wrote to the chairman a letter——— 

Mr. Houtr1eip. October 31 of what year? 
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Mr. Forp. Of 1950—stating the Department’s position on that. 
I will be glad to read the letter, if you want me to. 

Mr. Fiscusacu. I believe we have that letter in the record, have 
we not? 

Mr. MacGurneas. You have the letter. Whether you have put it 
in the record, I do not recollect. 

Mr. Fiscusacu. I am sure we have the letter, and I am quite sure 
it is inthe record. (See Department of Justice Exhibit No. 1, p. 165.) 

Did you know, Mr. Ford, that an application was made to require 
the deposit in the court in Los Angeles of some $14 million of assets 
that were involved in this litigation? 

Mr. Forp. I do not know whether I knew that or not. 

Mr. Fiscupacu. I call attention to the fact that the record shows 
that that was done, and that there was no objection made by the 
Department of Justice or by the Board to that relief on the ground 
that the court had no jurisdiction. Notwithstanding that, it would 
appear that subsequently the Board and the Department have taken 
the position that the court has no jurisdiction. In the light of that, 
could you enlighten this committee as to what the policy of the 
Department is with respect to the assertion of no jurisdiction after 
the deposit of the character I have indicated was made? 

Mr. Foro. If I may, I would like to refer that question to Mr. 
MacGuineas, because I am just not competent to answer it. I do 
not know the details of it. 

Mr. Fiscupacu. We will have to examine Mr. MacGuineas 
separately, Mr. Ford. I will pass to another question. 

There has been evidence here to the effect that the Insurance 
Corporation claims that it is not subject to the jurisdiction of the 
Federal court in California. I would like to know: whether you were 
aware of that contention? 

Mr. Forp. No, sir. 

Mr. Fiscupacu. In connection with that, would the Department 
have any policy applicable to a corporation created by an act of the 
Congress which specifically says that upon its creation the corpora- 
tion shall be able to sue and shall be subject to suit in any court, 
State or Federal? 

Mr. Forp. It would depend upon the particular facts. From the 
way you stated it, it would certainly appear that they could be sued. 
If we have made the objection, there must have been some—— 

Mr. Houtrrevp. You are familiar with the basic act that set up the 
Federal Savings and Loan Insurance Corporation, are you not, 
Mr. Ford? 

Mr. Forp. I am familiar in a broad sense with it, not in detail. 

Mr. Hourrretp. Do you have a copy of that act there? 

Mr. Fiscupacn. That is section 402 of the National Housing Act, 
subdivision C-4. Is that your question? 

Mr. Houtrretp. Yes. Do you have available a copy of the act? 

Mr. Fiscuspacu. Yes; we do. 

Mr. Houtrre.p. Will you open it at that point and show Mr. Ford 
the section to which I refer, Mr. Roback? 

Mr. Forp. I am generally familiar with the sections, They appear 
in many acts, particularly setting up Government corporations. 

Mr. Ho.ir1etp. This subcommittee is concerned with the fact that 
although this Corporation has been set up as a sue-and-be-sued 
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Corporation in any State or Federal court, yet there has been no 
implementation by appointment of agents to receive process. 

Mr. Fiscupacu. There is the contention, made by the Insurance 
Corporation. 

Mr. HourrreLp. Not in the State of California, so far as we can 
find, nor in any other State is there any permanent agent. Apparently 
they only send an agent in at their own whim and fancy, and make 
available for process to claimants on their own determination as to 
whether they want to be sued or not. 

Mr. Fiscuracu. I call attention, Mr. Ford, to the fact that in a 
pleading filed on behalf of the Insurance Corporation which, appar- 
ently, was cleared here in Washington, and interposed on November 
22, 1948, the statement was made that any action against the Federal 
Savings and Loan Insurance Corporation must therefore be brought 
in the District of Columbia. 

Now, in the light of that contention, would you say that the Depart- 
ment is carrying out the congressional intent as expressed in section 
402, subdivision c, of the organic act? 

Mr. Forp. Well, I think from these pleadings—this is the first time 
I have seen them—that it would appear in the first defense we merely 
set forth what the facts were, that is— 
that neither Frederick W. Ruble or Frank C. Noon is the general agent of the 
Corporation or an agent authorized to receive service of process. 

Mr. Fiscunacu. You do not seem to have the same pleading before 
you that I have here. 

I call attention to lines 9 and 10. 

Mr. Forp. Apparently that defense is not made in the subsequent 
pleading, although I presume it must be saved somewhere. 

Mr. Fiscuracu. This is made in support of a motion to dismiss the 
suit against the Insurance Corporation, or in lieu thereof to quash the 
return of service and to dismiss, filed November 22, 1948. 

Mr. Forp. It would appear to me that we plead what the facts 
were, and we cannot confer jurisdiction on the court that does not, 
in fact, have jurisdiction. 

Mr. Fiscusacu. The contention that any action against the Federal 
Savings and Loan Insurance Corporation must be brought in the 
District of Columbia is a contention which would appear to be at 
variance with the provisions of the statute, would it not? 

Mr. Forp. The statute says they can sue and be sued. 

Mr. Fiscupacu. Sue and be sued. 

Mr. Foro. In any court of law or equity. 

Mr. Miter. That simply removes the immunity for suit, but the 
Bes ks eee of jurisdiction still have to be met. 

Mr. Forp. That is right. They still remain. 

Mr. Houirretp. That is the point. This subcommittee is very 
much concerned with that point, the fact that the Home Loan Bank 
Board has not implemented the statute, the basic statute, which 
formed the Insurance Corporation, and therefore it has, in effect, left 
claimants throughout the United States without what we consider 
reasonable access to the courts in case of claim. 

I am not complaining. You have in your pleading taken that 
position, and I am not sure but that you are right in your pleading 
from that standpoint. 
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Mr. Forp. I think it is something that the subcommittee might 
well concern itself with. 

Mr. HouirieLp. The subcommittee is quite concerned with it. In 
view of that situation, has it been the policy of the Department of 
Justice since this pleading was made to so control the policy of the 
pees Loan Bank Board that they have not proceeded to implement 
the act? 

Mr. Forp. I am sure it has not. I have never heard anything to 
that effect. 

Mr. Houirrevp. If they did want to appoint these agents in 
different areas of the United States, would the Department of Justice 
interpose an objection on the grounds that it might affect this liti- 
gation? 

Mr. Forp. This particular litigation? 

Mr. Houirrep. Yes. 

Mr. Forp. Oh, I do not think we would. 

Mr. Houirietp. You do not think you would? 

Mr. Forp. No. 

Mr. Houirie.p. In other words, the appointment at this time 
would not necessarily place you in an embarrassing position in the 
litigation? 

Mr. Forp. I do not see how it could; do you? 

Mr. Houirretp. Your answer remains the same, I suppose? 

Mr. Forp. Yes. 

Mr. Houtrre.p. Proceed, Mr. Counsel. 

Mr. Fiscusacu. Mr. Ford, in the course of the various conferences 
that you have had with members or delegations from the House, did 
you have occasion to acquaint yourself with the various positions 
urged by subordinates in the Department in this litigation? 

Mr. Forp. No, sir; not in detail. 

Mr. Fiscusacu. In the light of the fact that this controversy 
substantially affects the public interest, do you not think that the 
Board should be permitted to formulate those administrative matters 
which apparently have been acknowledged to be in the public interest 
by the Board and submit them for your consideration? 

Mr. Forp. Why, certainly I do not see any objection to that. 

Mr. Fiscusacu. In the light of the public interest which attaches 
to this controversy, would you think it appropriate for the Depart- 
ment to seek affirmative means and methods whereby the controversy 
might be resolved? 

Mr. Forp. No, sir. I think that in any compromise it has been 
our firm position throughout the years that an offer has to be made, 
and then we will start negotiating. 

Mr. Fiscupacu. In connection with the Portland agreement, the 
parties had reached a meeting of the minds in substantially all 
material aspects of the controversy, had they not? 

Mr. Forp. I do not know. I have heard so much talk back and 
forth on that that I have never been sure what happened. Mine has 
been mostly hearsay. 

Mr. Fiscupacn. What were you advised by the Board in connec- 
tion with that? 

Mr. Forp. I do not think I have ever been advised by the Board 
on it. I held only one conference on this case, really, and that 
conference blew up. Outside of my participation in Los Angeles. 
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Mr. Fiscupacu. Could you tell us what the circumstances were in 
connection with the appointment of Mr. Siegel to handle this matter, 
or a phase of it on behalf of the Department of Justice? 

Mr. Forp. He was in charge of it before I came into the picture. 

Mr. Fiscuspacu. Did there come a time when he severed his 
connection with the Department of Justice? 

Mr. Forp. That was with the understanding that he would come 
back as a special assistant to assist us in the litigation if we needed 
him. J remember that; yes. 

Mr. Fiscupacn. Mr. Divers testified that a special arrangement 
was made in connection with Mr. Siegel’s compensation, and that 
that was to be paid by the Board. 

Mr. Forp. That may be true. I do not know. 

Mr. Fiscupacu. Did you participate in any phase of that subject 
matter at all? 

Mr. Forp. No. I remember when he was leaving the Department 
that I asked if he would be available to specially handle any phase 
of the litigation, and he said that he would if his business permitted 
and there was no conflict, that he would do his best. 

Mr. Fiscupacu. Can you enlighten this subcommittee on the sub- 
ject of executive privilege claimed by the Board in relation to docu- 
ments that may be evidentiary in the litigation, and in connection with 
that I would like to call attention to a communication by Mr. Mori- 
son in which it is asserted generally that the Board would determine 
and not the court which documents would be available? 

Mr. Forp. That is in his letter 

Mr. Fiscuspacu. I am speaking of the October 19 letter. 

Mr. Forp. We could refuse to produce; of course, subject to a 
contempt citation if the court ordered us to produce and we con- 
tinued to refuse. 

Mr. Houirietp. Contempt citations, I understand, is one of the 
henatee that the Department of Justice is having to undergo these 

ays. 

Mr. Forp. That is right, sir. 

Mr. Fiscusacn. Mr. Ford, do you have before you the letter that 
was written by Mr. Morison to the United States Attorney on 
February 1, 1950? 

Mr. MacGuringas. On what subject? 

Mr. Fiscusacu. Mallonee versus Fahey—that is the subject— 
and the pertinency of it, Mr. MacGuineas, is in relation to the ques- 
tion of executive privilege. 

Mr. Forp. I do not have it; no, sir. 

Mr. Fiscupacu. I would like to call attention to this portion of it, 
Mr. Ford: 


We take the position that as a matter of law, these— 
referring to supervisory files— 


are confidential files of the executive branch of the Government, and that the 
court cannot compel their disclosure as against a claim of privilege. We are 
willing to disclose such items in the supervisory files as the Home Loan Bank 
Board will determine to be of such nature that their disclosure will not prejudice 
the interests of the Government, but the determination of the question as to 
what particular documents are to remain confidential must be made by the Bank 
Board and not by the court. 
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Is that a correct statement of the Department’s policy? 

Mr. Forp. It is in this sense, that the Board would determine 
what was confidential, what might be prejudicial in this litigation, 
and then we would make that defense before the court. If the court 
did not sustain us, why then we would have to decide whether we 
would produce, or appeal such action that he might take. Of course, 
if it went to the Supreme Court and the Supreme Court ordered 
production, we would produce it. 

Mr. Fiscunacu. In the implementation of the policy expressed in 
this communication to the United States Attorney on February 1, 
1950, I take it that the Home Loan Bank Board would make the 
initial determination. Would the Board and the United States 
Attorney place at the disposal of the court such documents as may 
have been culled out of the file on the ground that they were privi- 
leged, and would those documents thereupon be placed at the disposal 
of the court for judicial review as to the manner in which the privilege 
was exercised, or the claim of privilege was exercised? 

Mr. Forp. Yes, we do that in most cases, with the understanding 
in court that they will not be made available to the defense, if we 
want to continue to stand on our privilege. 

Mr. Fiscupacn. That I understand is your policy? 

Mr. Forp. Most courts will not take them on that offer. 

Mr. Fiscupacn. When you make them available to the court, 
ordinarily the court would determine the relevancy, and the court 
also would have an-opportunity to determine and review the matter 
in which the claim of privilege was exercised? 

Mr. Forp. That is right. 

Mr. Fiscuspacu. In the case of the procedure indicated by Mr. 
Morison’s letter here, I take it that the Board would make the 
initial determination? 

Mr. Forp. That is right. 

Mr. Fiscunacu. Am I correct in assuming that it would not be 
contrary to the Department policy for the court to have available 
to it the documents that the Board claimed were privileged, so that 
the court could determine whether the claim of privilege was valid or 
invalid? 

Mr. Forp. It would depend upon what understanding we could 
reach with the court as to the return of the documents to us, if we 
desired to pursue the matter by appeal, assuming that he ruled against 
us. 

There are two methods to handle it. There is a method in the 
Second Circuit under the doctrine of the Kerwich case which was the 
first case on it, where they would seal the documents and send the 
record up to the court of appeals. That has been followed in some 
other jurisdictions. In other jurisdictions, the court refuses to take 
them if we require that understa ding. 

Mr. Fiscupacn. The policy of the Department, however, is 
uniform? 

Mr. Forp. We try to work it out. 

Mr. Fiscupacu. And the procedure that is followed in the second 
circuit is entirely acceptable to the Department? 

Mr. Forp. Yes. 

Mr. Fiscusaca. Then it really devo'ves upon the judge in the par- 
ticular case as to whether he chooses tv avail himself of that policy? 
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Mr. Forp. That is right. 

Mr. Fiscunacu. But the point that is developed in your testi- 
mony—and I want to be sure that I understand it—is that the policy 
of the Department is not as expressed by Mr. Morison’s letter, but 
is as expressed by yourself, and that the court would have an oppor- 
tunity to pass upon the validity of the claim of privilege asserted by 
an agency, such as the Home Loan Bank Board? 

Mr. Forp. If the court. would accept the conditions that we would 
impose on the disclosure of the documents. 

Mr. Fiscupacu. The conditions that you indicate have been 
adopted in the second circuit? 

Mr. Forp. Either that, or just an understanding that he would 
return them to us and permit us to exercise the right of appeal from 
his order if he held against us. I do not think there is any real differ- 
ence in Mr. Morison’s letter and my statement. I think what he 
is saying is that it is up to the Board to determine whether they 
think the document is privileged in the first instance. 

Mr. Fiscunacn. That determination would not be a determination 
that could never be scrutinized by a court? 

Mr. Forp. Well, it depends on what posture that arises. In this 
case I described to you from Chicago, in that case we did not produce 
at all. We said that the demand for production is so broad, that it 
would permit the defendant to go through our entire files without any 
showing of cause, any relevance to the case or any relevance to evi- 
dentiary matters. He just wanted everything we had in our files. 
So in that case there was no reason to produce. We contended that 
the rules did not permit such production, and were partially sustained 
and partially reversed. 

Mr. Fiscnpacn. I wonder if you could explain to us what policy 
the Department followed in denying to this subcommittee a letter 
which Judge Carter had written summarizing his views as to the 
controversy in Los Angeles just prior to the time that he left the 
United States attorney’s office when this subcommittee was in 
executive session, and had before it the attendance of Judge Carter 
to testify in relation to those matters. 

Mr. Forp. I am not familiar with the letter, but it would appear 
to come under 2 and 4, that is, it is correspondence between associate 
counsel with respect to the evaluation and presentation of legal issues 
and procedures in the court before which this litigation is pending, 
and correspondence between associate counsel discussing and evaluat- 
ing various proposals for the settlement of the litigation. 

Mr. Fiscupacu, That would be within paragraph 2 and paragraph 
4 of the letter? 

Mr. Forp. The way you have described it, it would appear to me 
to fall within those two categories. 

Mr. Fiscupacn. In the letter addressed to Mr. MacGuineas? 

Mr. Forp. No; the letter addressed to Chairman Holifield of 
October 1950. 

Mr. Fiscupacu. We have that letter in the record, by the way. 

Mr. Forp. I am sure you do. 

Mr. Fiscupacu. Could you tell us, Mr. Ford, how much money 
has been spent by Justice in this litigation? 

Mr. Forp. I am told by Mr. MacGuineas that up to the Ist of 
January, and I am frank to say the figure seems a little low to me, it 
was $29,000-some-odd. 
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Mr. Fiscusacn. Is that in accordance with the computations made 
by Mr. Andretta? 

Mr. Forp. So I am informed. 

Mr. MacGutnzas. I may say I have a detailed schedule of those 
expenses, which I have previously indicated that I was prepared to 
present when the subcommittee sees fit to question me, and I would 
suggest that after you question me, you may be quite satisfied with 
the explanation, and you may not want to call Mr. Andretta until you 
determine that you are not satisfied. 

Mr. Fiscnpacn. Was it ever called to your attention, Mr. Ford, 
that the Home Loan Bank Board, in adopting order No. 2015, claimed 
as a ground for its issuance that insurance premiums were due from 
Long Beach Federal in a given amount stated in the order when that 
precise amount had been deposited in court pursuant to an order of 
the court from which no appeal has been taken? 

Mr. Forp. I remember some discussion about those premiums, but 
I believe it was prior to the issuance of this administrative order when 
I heard it discussed. 

Mr. Fiscuspacu. Did you discuss it with members of the Board? 

Mr. Forp. No. I believe I discussed it with Mr. Clapp. He raised 
it some way with me. I may have discussed it with members of the 
re but I do not believe so. I had very few discussions with the 

oard. 

Mr. Fiscusacn. Would the Department have any policy in con- 
nection with that administrative action being premised upon the non- 
payment of moneys to a constituent of the agency when, in fact, such 
moneys had been paid into court, and were in the registry of the court 
at the time of the administrative action? 

Mr. Forp. I do not know what position the Department took on 
that. 

Mr. Fiscuspacu. Would the Department have any policy on that? 

Mr. Forp. I would think we would; yes, sir. 

Mr. Fiscnspacn. Would the Department as a matter of policy 
normally recognize the right of a litigant to make application to a 
court and pay into court moneys that are in dispute? 

Mr. Forp. As a general rule that is true, but Mr. MacGuineas says 
our position here was that the court did not have jurisdiction, and, 
therefore, could not accept the moneys. This was not a proper 
interpleader. 

Mr. Fiscusacn. In the light of the fact that the Department, ap- 
parently, took no such position when the $14 million of the San 
Francisco bank funds were deposited in the same court, how would you 
reconcile the variance in the position? 

Mr. Forp. I cannot answer that. 

Mr. HouirreLp. What is your position on that? 

Mr. MacGuineas. I was going to say I could not answer it. I do 
not know that the Department of Justice took any position at all in 
court with reference to the deposit of the funds of the San Francisco 
bank. My impression is that that matter was handled by counsel. 
Any defenses or objections that may have been raised to that were 
raised by separate counsel for the San Francisco bank rather than by 
the Department of Justice. 

Mr. Houtrievp. But it seems strange to this subcommittee that the 
regional bank which is under the direction of the Home Loan Bank 
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Board and whose attorneys confer with each other quite frequently, 
and act together in many instances in litigation, and the Department 
of Justice is also involved in this case in litigation out in California, it 
seems very strange to me that in one instance, you will admit by 
default, at least, jurisdiction of a Federal district court, and in the next 
case you deny it where it seems—— 

Mr. MacGuineas. There may be different factual and legal con- 
siderations involved in the two cases. Only in an analysis of the plead- 
ings could we determine whether that is so or not; in other words, I 
do not think there is any basis for assuming that the same legal de- 
fenses are available in one case as in the other. 

Mr. Houirietp. You take the position then that in some cases a 
Federal court does not have jurisdiction, while in other cases it may 
have jurisdiction over the acts of the Home Loan Bank Board? 

Mr. MacGurneas. No, the question is as to the applicability of 
the Federal interpleader statute to a given situation. That is a 
matter of interpretation of that Federal statute, the application to the 
facts of the particular presentation to the court. 

Mr. Fiscusacu. On that point, it appears that on February 10, 
1948, Mr. Carter, then the United States attorney at Los Angeles, 
communicated intelligence to the Attorney General’s office that an 
application was being made to deposit those funds in the court. It 
also appears, and I am taking this right from the United States at- 
torney’s files, that on February 11 a copy of the order to show cause 
involved in that particular matter was transmitted to the Home Loan 
Bank Board, and it now appears on March 3, 1948, Mr. Morison 
acknowledged receipt of that information and advised Mr. Carter 
that the views of the home loan bank—actually he meant the Home 
Loan Bank Board—in connection with those matters were being 
sought and that Mr. Morison would inform Mr. Carter as soon as the 
reply was received. It also appears that on March 5, 1948, a communi- 
cation was addressed by Mr. Heisler to the Attorney General reading 
as follows: 

My Dear Mr. AtrorNeY GENERAL: This is in reply to your letter of March 
3, 1948, with reference to the above matter. We have received copies of the 
order to show cause and copy of the answer of the Federal Home Loan Bank of 
Los Angeles mentioned in your letter. 

We have heretofore discussed with your office the Board’s views on the order 
to show cause. The Board is now engaged in reexamining this entire matter 
from an administrative standpoint, and desires, if possible, to dispose of this 
matter without further cumbersome legal proceedings. In view of this proposed 
disposition, the Board would not wish to press any particular view concerning the 
litigation aspects if the issues are fully presented to the court in an adversary 
action. In other words, it would not believe it necessary to take any position in 
the matter unless it was necessary to do so in order to protect the interests of 
the Federal Home Loan Bank of San Francisco. 

And that is signed Kenneth G. Heisler. 

It also appears that thereupon Mr. Morison advised the United 
States attorney at Los Angeles that it would appear that, for the 
present at least, the Home Loan Bank Board does not wish to enter 
into the current litigation. _ 

Now the file discloses that thereafter that was precisely the position 
taken in relation to the application to deposit those moneys and sub- 
stitute collateral and to receive back the excess of the collateral held 
by the San Francisco bank, and to free the balance of the moneys to 
Long Beach Federal. 
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It clearly appears from that that neither the Department of Justice 
nor the Bank Board contended that the court in Los Angeles was 
without jurisdiction to receive those funds. 

In the light of that, could you throw some light on the variance 
from the position taken in that instance in relation to the position 
taken in connection with the deposit of insurance premiums which 
were comparatively insignificant in relation to the amount of funds 
involved in the first application? 

Mr. MacGutngas. To whom is it addressed? 

Mr. Fiscuspacn. Either or both of you. I think Mr. Ford would 
prefer for you to answer it. 

Mr. MacGutngas. Well, in the first place, it does not appear from 
your statement that there is a variance in position, because there 
might well be the legal defense of lack of jurisdiction in the one case 
and not in the other. That again could only be determined after a 
careful analysis of the pleadings in the two applications for deposit 
of funds into court. 

In the second place the tone of the memorandum from the Bank 
Board indicates to me that that may have been a period in which 
there were under contemplation proceedings for settlement of the 
whole case, and the Board was then not disposed to raise an issue 
which might prejudice or put a stumbling block in the way of 
settlement. 

And thirdly, it should be remembered that the San Francisco bank 
is a different kind of corporation from the Insurance Corporation. 

The Insurance Corporation is a Government corporation in the 
truest sense. It is wholly owned by the Government. It is wholly 
operated and wholly staffed by Government personnel. That is not 
true of the San Francisco bank, although the Government does have, 
or at least did have certain proprietary interests, and, of course, it 
has certain supervisory functions over it. But the interests of the 
San Francisco bank in this litigation throughout have been repre- 
sented by private counsel, and that counsel of course has a large 
measure of discretion, as to what issues they choose to raise or not to 
raise on particular aspects of the suit, so that I do not see any basis 
for concluding that there is any inconsistency between the two posi- 
tions at all. 

I am informed by Mr. McKenna the bank counsel did raise the 
jurisdictional issue with respect to the deposit of the San Francisco 
funds in court. So that, apparently, the jurisdictional issue was 
raised in both cases. It may happen to have been a different set of 
counsel who raised it. 

Mr. Fiscupacu. The Department of Justice never took any appeal 
from that order, did it? 

Mr. MacGurineas. Well, no, it didn’t. I don’t know that it was 
an appealable order in the first place. 

Mr. Fiscusacu. In connection with Mr. Heisler’s memorandum of 
the position of the Board as of March of 1948, it was shortly after 
that, Mr. Ford, that you had occasion to go to Los Angeles; is that 
not so? 

Mr. Forp. Yes, sir, I was there in April, I think. 

Mr. Fiscusacu. Referring again to the memorandum of March 5, 
1948, it would appear that the issues that existed at that point, and 
which were referred to as issues that would be fully presented to the 
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court in an adversary action in the light of the Portland agreement. 
referred to solely the attorneys’ fees? 

Mr. Forp. I do not know. I have not seen the memorandum. 

Mr. Fiscupacu. I wonder, Mr. Ford, do you have any memorandum 
of your own in connection with the status of the Portland agreement 
at the time that you went to Los Angeles; what happened there after- 
ward? 

Mr. Forp. No, sir. 

Mr. Fiscupacu. You do not? 

Mr. Forp. No. I have only the correspordence, several letters. 

Mr. Houirievp. It will be necessary to adjourn in order to answer 
a roll call. 

It is the purpose of the Chair not to have any additional Home 
Loan Bank Board hearings until Wednesday of next week. We have 
other duties to perform on Monday and Tuesday with another sub- 
committee. 

Mr. Ford, will it be possible for you to be With us next Wednesday 
morning? 

Mr. Forp. I am sure it will be. I shall want to check my calendar 
first, however. 

Mr. Houirte.p. We will appreciate it if you can set up a meeting 
for 10 o’clock Wednesday morning. 

We will now adjourn. 

(Whereupon, at 12:15 p. m., the subcommittee was adjourned, to 
reconvene at 10 a. m. Wednesday, July 18, 1951.) 
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INVESTIGATION OF THE HOME LOAN BANK BOARD 


WEDNESDAY, JULY 18, 1951 


HovusE oF REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
ExecuTivE DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D. C. 


The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 1301, New House Office Building, Hon. Chet Holifield (chair- 
man of the subcommittee) presiding. 

Present: Representatives Holifield, Karsten, and Miller (New 
York). 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Houirietp. The subcommittee will be in order. 

You may proceed, Mr. Fischbach. 


FURTHER TESTIMONY OF PEYTON FORD, DEPUTY ATTORNEY 
GENERAL, DEPARTMENT OF JUSTICE 


Mr. Fiscupacn. Mr. Ford, are there any changes that you desire 
to make in connection with the transcript of the testimony of pro- 
ceedings before this subcommittee of July 13, 1951? 

Mr. Forp. I have been over my testimony, and I went over the 
hearings held before Judge Hall on April 26, 1949, and I have refreshed 
my recollection on one or two points, but basically I do not feel that 
there is any inconsistency in my testimony, with possibly one excep- 
tion, and I would like to ask the subcommittee’s permission to clarify 
that. That is in regard to a question that Mr. Fischbach asked me 
with reference to judgments in rem. He asked was it one of the spe- 
cifie agreements that you made for the disposition of the litigation in 
southern California that it would be by judgment in rem, and I reply, 
“No,” and so forth. 

That was the thing, as I remember, that was before me. 

That is correct. That was the thing we basically dealt with. 

There was a series of letters between myself and Mr. Chapman and 
Mr. Westover. And in one of the letters I submitted a form of release 
that would be satisfactory to the official defendants. 

Mr. Westover replied at some length. 

Those letters are available to the subcommittee if they desire them. 

I treated his letter as a refusal to agree to our suggestion of dis- 
missal with prejudice. Apparently, there were some conferences held 
after that. I am not too clear on the full implications of it from my 
memory, but I had Mr. MacGuineas check with Mr. Siegel who was 
present last night, and while we did not agree to that mutual form of 
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release I think we agreed that a judgment could be entered, whether 
you call it in rem or whatever you call it, providing that it did not 
run against the official defendants and provided that there was some 
language in the judgment that would release the official defendants 
from any further liability without subjecting ourselves to the juris- 
diction of a court. 

Mr. Fiscupacu. It appeared, Mr. Ford, from the proceedings 
béfore Judge Hall that two things had been eliminated from the con- 
troversy: One, was the question of a judgment in rem and it also 
appeared from the documents and evidence submitted to this com- 
mittee that notwithstanding the arrangement that apparently had 
been conclusively made, that there would be a judgment in rem, that 
thereafter counsel in a subordinate position in the Department did 
insist upon a dismissal of the litigation with prejudice as a condition 
to its disposition. 

Mr. Forp. Well, I do not think that it appeared in the proceedings 
before Judge Hall, that we had agreed to that, because most of the 
discussions I had with Mr. Chapman and Mr. Westover followed the 
hearing before Judge Hall. I think it broke down on the details of 
the language, the method of releasing the official defendants. 

I do not consider that, myself, any insuperable barrier to settle- 
ment of this litigation. I could not tell the committee how it could 
be worked out, but I am convinced that the form of judgment, the 
method of release, whatever it may be, can be hammered out some 
way. 

Mr. Hourrietp. You feel there is an opportunity still for settlement 
of the litigation? 

Mr. Forp. No, I am talking about the judgment, the form of the 
judgment. I certainly do not think that should be a barrier to the 
settlement. I think it can be worked out some way. I do not say 
how precisely. 

Mr. Fiscunacnu. There was evidence submitted to this subcom- 
mittee, Mr. Ford, that would indicate that the point at which nego- 
tiations following your appearance in the Federal court in Los Angeles 
broke down was right on the question of either the dismissal of the 
litigation with prejudice, which was the point insisted upon by the 
Department, and the point of a judgment in rem, in accordance with 
the arrangements made with you. 

Mr. Forp. I did not make it. My memory, if it serves me right, 
is to the effect that I did not make it definite, so far as the official 
defendants were concerned, that is, a judgment in rem, so far as certain 
other defendants or parties were concerned. So far as the official 
defendants were concerned, there would have to be some form of re- 
lease that would give a complete release to the official defendants. 

Mr. Fiscnspacn. There never was any controversy about the con- 
cept that all of the official defendants were to be given a complete 
release and a discharge, or was there? 

Mr. Forp. The controversy over the terms of it. As I understand 
following after I left Los Angeles, it broke down someway on certain 
caveats that they wanted to put in the form of release, that we con- 
strued as not being a complete release of the official defendants, and 
there was a further question of whether they would submit them- 
selves to the court’s jurisdiction, which we have never agreed to, as I 
understand it. 
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Mr. Fiscupacn. On the question of the jurisdiction of the court, Mr. 
Ford, was it your view when you went to Los Angeles and made what- 
ever arrangements the record of proceedings before the court reflects 
that you did make, that the court was without jurisdiction to deal 
with the subject matter? 

Mr. Forp. Well, it was my view that they did not have jurisdiction 
over these particular defendants, because that had been our position 
throughout the litigation. 

Mr. Fiscusacu. I take it then that it was your view that the court 
did have jurisdiction of the subject matter of the disposition of the 
litigation in accordance with the Portland agreement? 

Mr. Forp. I do not know. I had not considered it in that posture. 

Mr. Fiscupacu. Did you consider that the court had jurisdiction in 
connection with the award of counsel fees if the award of counsel fees 
was an implement of the Portland agreement? 

Mr. Forp. Well, I considered the court had jurisdiction over the 
counsel fees, so far as my agreement among the parties was concerned 
that I made out there. 

Mr. Fiscupacn. You referred while you were out in Los Angeles to 
the written authorization that you had from the individual members 
of the Board, and I requested Mr. MacGuineas yesterday to furnish 
the sub committee with a copy of your written authorization, and he 
presented me with a copy of a Western Union telegram phoned in on 
April 26, 1949, addressed to Mr. Siegel, reading as follows: 

Confirming my telephone conversation with you, the members of the Home 
Loan Bank Board understand your position with reference to the stipulation and 
our withdrawal therefrom, and are in complete accord with it. 


Witiiam K. Divers, 
Chairman, Home Loan Bank Board. 


Is this the authorization to which you had reference and to which 
Mr. Siegel had reference in the proceedings recorded in the court of 
Los Angeles? 

Mr. Forp. I am not sure. I think we had oral authorization or 
oral instructions, as it were. I think that was in confirmation of it, 
just to be sure that there was no misunderstanding. Whether we had 
that before we went before the court or whether it came after, I do 
not remember. 

Mr. Fiscuspacu. This telegram indicates, does it not, that the Board 
withdrew from the stipulation theretofore made? 

Mr. Forp. That is right, sir. 

Mr. Fiscupacu. So I wonder if at this point I might direct a 
question to Mr. MacGuineas. 

Could you state whether this is the only document that you were 
able to discover in the files of the Department with respect to the 
authorization of Mr. Siegel and Mr. Ford in which reference was 
made in the transcript of proceedings before Judge Hall? 

Mr. MacGurneas. I would not want to state that is the only 
document in the files. When I received your request, I went through 
the files at about that period and came across this telegram, and it 
seemed to fit your request; so I produced it. . 

Whether a more careful and a more backward search of the files 
further might reveal something additional, I am not prepared to say. 

Mr. Fiscupacn. I take it you have familiarized yourself with the 
transcript of the proceedings before Judge Hall under date of April 26? 
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Mr. MacGutnzgas. I read them just a few days ago. 

Mr. Fiscupacn. And did you not find in the transcript of those 
proceedings reference to a further document which was described 
this way, and I am not attempting in this description to give you a 
perfect reproduction of what the transcript shows, but merely the 
gist of it: that we—meaning Mr. Siegel and Mr. Ford—are in pos- 
session of a document which we would be willing to file here and 
which shows the terms and conditions upon which the Board | 
willing to proceed further. 

Mr. Forp. I can tell you what that is. That is Jim Carter’s letter 
of April 16 that you are referring to there, which you have, I think; 
or, if you do not have, I will get it for you. 

Mr. Fiscusacu. We do not have that letter. 

Mr. Forp. I will get it for you. 

Mr. MacGuineas. That is his letter to opposing counsel. You 
must have that. It was sent to Mr. Chapman and Mr. Westover 
and other opposing counsel. 

Mr. Forp. In that Mr. Carter says that he is instructed that the 
following conditions must be met before negotiations can go forward, 
and so forth. If you do not have it, I will be glad to get it for you. 
That is what that reference in the transcript is to. 

Mr. Fiscupacu. Following your appearance in court on the 26th 
of April you wrote a letter—did you not, Mr. Ford-—in which you 
stated to counsel in the case that they could proceed upon the 
acceptance of any one of three propositions that you set forth. 

Mr. Forp. They accepted No. 2. 

Mr. Fiscusacu. In connection with the acceptance of proposition 
No. 2, were you not in court when this statement was made?—and | 
quote from page 25 of the transcript of the proceedings on May 10 
1949-—— 

Mr. Forp. I was not in court then. 

Mr. Fiscupacu. I can see that you were not in court, but was it 
called to your attention that this statement was made: 


Fourth, and most important, I want it to be clearly understood 


Mr. Forp. Who is speaking? 
Mr. Fiscusacu. Mr. Westover. [Continuing:] 


that in accepting proposition No. 2 of Mr. Peyton Ford’s letter of April 27, 1949, 
and in acquiescing in vacating, pursuant to the Government’s request, their stipu- 
lation of March 22, 1949, and permitting the court’s interim partial allowance of 
$540,000 on account for attorneys’ fees for services rendered prior to December 15, 
1948, we are relying upon the consideration offered and accepted by us that hence- 
forth attorneys’ fees shall be judicially determined in adversary proceedings at 
the conclusion of the negotiations for settlement, if settlement be consummated, 
or, at some future time in the litigation, and that the entire matter of the attorneys’ 
fees, their amounts, from what properties to be paid or by whom to be paid has 
been by proposition No. 2 of Mr. Ford i in his letter of April 27, 1949, and his ex- 
planation thereof entirely withdrawn from the discussions of settlement and attor- 
neys’ fees are not to be a matter for negotiation or discussion but are to be left 
solely and exclusively for determination by the court, either at the successful con- 
clusion of all settlement negotiations or, if settlement is not accomplished, then for 
judicial determination in the litigation. 


Was that position ever conveyed to you? 

Mr. Forp. I do not recall having read that or heard it before, but | 
think it is a fair statement of the situation with one exception. I think 
that the parties, if they so desired and can do it, can certainly agree 





- 








INVESTIGATION OF HOME LOAN BANK BOARD 1217 


upon @ maximum attorney fee or any amount of attorneys’ fees. I do 
not think the acceptance of No. 2 precludes the parties from agreeing. 

However, if the parties cannot agree and if there is an offer of settle- 
ment made that is satisfactory to the parties and there is no way that 
they can agree on attorneys’ fees, then I think it should be—that is, 
the attorneys’ fees should be—determined in an adversary proceeding 
before the court as set forth in No. 2. 

Mr. Fiscupacu. Has it been called to your attention at any time 
that the Home Loan Bank Board took the position and now takes the 
position that the determination of attorneys’ fees is a matter which is 
solely within the jurisdiction of the Board? 

Mr. Forp. I did not know that; no. I do not think it is. 

Mr. Fiscupacn. Further, in connection with the question of the 
interim judgment, I observe from page 27 of the proceedings before 
the court on the same day, May 10, 1949, that after Mr. Westover 
made the statement to which we have already had reference the court 
said: 

The long and short of it is that the making of this order will not affect the negotia- 
tions for settlement proceeding in good faith on the part of all sides and all parties. 

And Mr. Carter, the United States attorney, answered, ‘‘ That is 
right.” 

The court then made the following statement: 

and that the two matters settled are the matter of fees, to be fixed by an ad- 


versary proceeding, and the matter of the final form of the settlement to be an in 
rem judgment. 


And Mr. Carter, the United States attorney, said: 


If that is fixed in the sense that it is fixed not by this order but by the exchange 
of letters in which apparently a common ground was reached. 

And the court said, ‘‘That is correct.” 

Was that ever called to your attention? 

Mr. Forp. No, but I am familiar with the exchange of letters 
which, if you do not have them, I will be glad to make available to you. 

Mr. Fiscuspacn. Was it ever called to your attention, Mr. Ford, 
that after the proceedings in May of 1949 subordinates in the De- 
partment of Justice who were active in the actual handling of the 
meeting to foster a settlement of this controversy took the flat position 
that there would be no in rem judgment under any circumstances and 
that the entire litigation would have to be dismissed with prejudice 
as a condition to continuing with discussion of settlement negotia- 
tions? 

Mr. Forp. I do not believe I was informed of that as you state it. 
_ Mr. Fiscusacu. If such in fact did take place, would that have been, 
in your opinion, adverse to the agreements that were made by you? 

Mr. Forp. Well, it depends. That would not give a complete 
release to these official defendants. 

Mr. Fiscnspacu. We appreciate that. 

Mr. Forp. Nor did I make any agreement that would subject 
themselves to the court’s jurisdiction. The form that any judgment 
takes, or the mutual releases, I submitted certain language to Mr. 
Westover and Mr. Chapman. I think that language probably was 
not completely satisfactory to them, and then I think it broke down 
on the wording and further caveats that were suggested, but I do not 
regard, as I said before, the form of judgment, the form of the releases, 
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as it were—I do not care whether you call it in rem or judgment 
stipulated, stipulated releases or anything else—I do not regard that 
as insuperable to the settlement of this litigation, if we could get over 
the other humps involved. 

Mr. Fiscusacu. If the settlement of the negotiations did break 
down because of the insistence of personnel in the Department on that 
point, such a position is one you would not have insisted upon; would 
you, had you known of it? Is that correct? 

Mr. Forp. I would have insisted upon the protection that I have 
spoken of to these official defendants. How that protection is effectu- 
ated is to my mind somewhat a matter of detail. It can be hammered 
out. I do not attach the importance to an in rem judgment that the 
other parties do, but then that is just a couple of lawyers disagreeing 
on that point. 

‘ Mr. Fiscusacu. I think I understand your position on that, Mr. 
ord. 

In April and May of 1949, when you were concerned in this matter, 
in the manner in which you have stated, did you take any position 
with regard to insisting that before there be a settlement the Board 
have any administrative hearings on charges against the Long Beach 
Federal? 

Mr. Forp. No. 

Mr. Fiscusacn. As a matter of fact, the Department of Justice 
was in no wise concerned in any administrative hearing on charges; 
was it? , 

Mr. Forp. I do not know what transpired. 

Mr. Fiscupaca. You did not mention that as a condition of settle- 
ment in any way; did you? 

Mr. Forp. No. I did not have that in my mind at all when I was 
talking about these two points. 

Mr. Fiscuspacu. And you were not instructed by the Board that 
before there could be any settlement of this case the charges that the 
Board had in its files had to be disposed of? 

Mr. Forp. I was not; no. 

Mr. Fiscusacu. The fact of the question of charges was not even 
mentioned? 

Mr. Forp. Not during the hearings. 

Mr. Fiscunacn. Judge Hall had made an order. 

Mr. Forp. Well now, wait a minute. I had better correct that. 
They were mentioned in this sense that I think I reserved the question 
of the Board taking any further action in future, as it were, if there 
were further facts developed that there was any concealment, fraud, 
misfeasance, malfeasance, which might have appeared following any 
settlement, but I was not concerned with it. That was just a state- 
ment of the Board, of course, in case fraud would not be precluded 
from proceedings. 

Mr. Fiscnsacnu. I think we all approach the situation with a clear 
understanding of the fact that the Department of Justice was never 
under any circumstances agreeing to accept fraud if one had been 
perpetrated. 

Mr. Forp. That is right. 

Mr. Fiscusacu. There was no mention whatever, however, of 
such an item as the insurance premiums being deposited in the court 
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and the deposit being insufficient to meet the requirements of the 
Insurance Corporation; was there? 

Mr. Forp. The only thing I dealt with are the two points: attor- 
neys’ fees and the form of the judgment. 

Mr. Fiscupacu. Mr. Ford, with respect to Judge Hall’s order that 
the parties make a report to the court of the progress of the negotia- 
tions for settlement, you recall that such an order was made? 

Mr. Forp. Yes; I knew of it. 

Mr. Fiscusacn. Did it come to your attention that the Department 
of Justice failed to respond to that order in the manner in which the 
other parties litigant responded? 

Mr. Forp. No; I do not think so, but I do not think we are obliged 
to file any formal papers with the court on negotiations. 

Mr. Fiscupacn. Mr. MacGuineas, I wonder if you have any 
comment you would like to make on that subject? 

Mr. MacGurneas. Well, my only comment is, as I recollect the 
files, the Department of Justice informed the court that negotiations 
were not pending, because prior thereto in June of 1949, at a conference 
in Washington, Mr. Chapman was requested to submit a written 
proposal for settlement as a basis of negotiations, and he declined to 
do it. And, therefore, when the matter was presented to the court 
on either Mr. Chapman’s or Mr. Westover’s so-called motion for an 
order dealing with negotiations, we informed the court that there 
were ho negotiations pending because Mr. Chapman had not seen fit 
to submit a proposal on which we could negotiate. 

Mr. Fiscupacn. Let us clarify that. 

Mr. Mitier. What kind of court order would that be? 

Mr. MacGuinegas. One I had never heard of before. 

Mr. Mituer. Negotiations are not matters of proper court concern, 
are they? In other words, anything may be said and done in the 
hope of settling negotiations, and that should not be made a matter 
of court record. 

Mr. Forp. That is right. 

Mr. MacGuingas. We consider it anomalous, to say the least. 

Mr. Mixer. Ridiculous. 

Mr. Fiscupacu. I do not think, Mr. Miller, you have all of the 
facts before you. I think, for one, it should be borne in mind that 
it was not Mr. Chapman’s motion or Mr. Westover’s as indicated by 
Mr. MacGuineas. The motion before the court was made by Mr. 
Gilbert. ; 

Mr. MacGurneas. I think you are right about that. It was 
Mr. Gilbert, who was alined on their side of the case. 

Mr. Fiscupacu. In the second place, I think it should be borne in 
mind—I think Mr. MacGuineas will agree with this, too—that the 
court had, on the representation of all counsel, including the United 
States attorney, deferred action on various applications with relation 
to the merits of the case, among those being a motion for summary 
judgment made by the Los Angeles bank and a similar motion made 
by Government counsel. Is that not correct? 

Mr. MacGurneas. Well, I know that the court has deferred such 
motions. Whether they were then pending before it at this time | 
cannot say without checking back as to when those were filed. 

Mr. Fiscunacn. And then, in the third place, it should also be 
borne in mind, too, that the court had offered to lend its assistance in 
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every way to resolving the matters that were in controversy and had 
striven with the aid of all counsel, including Government counsel, 
to narrow the areas of controversy to the extent that it was possible 
for any judgment. 

Mr. Miuuer. That may be true, but my only observation is that 
in my brief tenure at the bar, any action on the part of the court to 
settle litigation, ‘Come in, boys, and talk it. over, come in chambers 
and see what you can decide,” is one thing, but I have never heard of a 
court directing anybody to file the status of the negotiations for settle- 
ment. Imean, asa matter of court order. The court will always lend 
its office to an attempt to settle litigation between attorneys, and 
so forth, but that seems to be like a rather unusual proceeding, at 
least, I have never heard of it before, to put it that way. 

Mr. Forp. I never did, either. 

Mr. Fiscupacu. I think that the parties in the situation were usu- 
ally conscious of what the public interest in the matter was. I am 
sure that all counsel, including Mr. Ford, were actuated by a desire 
to serve the public interest by concluding this controversy on proper 
terms. 

I take it, Mr. Ford, that was and still is not only your policy, but 
the policy of the Department? 

Mr. Forp. Certainly. 

Mr. Fiscuspacn. On the 13th of July, Mr. Ford, I asked whether 
you had any memoranda which would indicate the basis, and please 
refer to the date upon which the decision was made by the Department 
to take charge of this particular litigation in southern California and 
to take direct control of it here in Washington, and you indicated that 
you could check the files and see what you had. Were you able to 
ascertain whether any memoranda existed upon which that action 
was taken? 

Mr. Forp. No, sir. Of course, we had been in charge of the litiga- 
tion most of the way through the case. So this attorney had been 
acting for us. There was a conference, I think, between the Board 
and various attorneys in the Department concerning this particular 
problem. And as a result of that conference a letter of April 16 was 
written which reflects the Department’s position as the result of the 
conference between the Department’s attorneys and the Board. So 
the letter speaks for itself. It fully sets forth the conclusions reached 
which I did not participate in then. 

Mr. Fiscuspacu. Your letter of April 16, 1949, is the letter of 
Mr. Carter addressed .to counsel? 

Mr. Forp. That is right. It was written at the instructions of the 
Department. 

Mr. Fiscusacn. In point of fact had not direct control of this 
particular litigation been taken over by the Department of Justice 
at Washington long before that? 

Mr. Forp. I think we had had very direct control of it, yes. We 
had watched it and handled it, watched all of the papers filed, probably 
prepared some of them, I imagine. 

Mr. Fiscuspacu. The memoranda to which I had reference the 
other day were any memoranda which would indicate the basis upon 
which the decision was made to take direct control of this case. And 
I would take it that that decision was made prior to April of 1949? 
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Mr. Forp. Yes. We got started in control of it as it were, I 
think, at the time that Douglas McGregor, my predecessor, argued 
the application before Justice Rutledge, and I think he later argued— 
no, he did not argue it—Oscar Davis argued that on the merits. So 
we had been virtually in control of it from the beginning, as I under- 
stand it. 

Mr. Fiscupacn. The other day I believe you indicated that the 
United States attorney had been in control of it up to a particular 
point, and from that point on control in this case had been taken 
over by the Department in Washington, and I requested any memo- 
randa upon which the decision to take such action had been made. 
You stated that you would check the files. 

Mr. Forp. There was not any that I found. What happened, I 
think, I probably used the word “control” too loosely. Carter was 
handling the litigation under our supervision. When the question of 
setting aside this stipulation came up we directly participated in it 
because we did not feel that we should ask Carter to go in at the 
Department’s instructions and repudiate it, as it were, because what 
we considered to be and the Board considered to be adequate reasons, 
with his previous position on it. 

Mr. Fiscupacu. There is no doubt but what Jim Carter had made 
such a stipulation? 

Mr. Forp. Yes, certainly. 

Mr. Fiscupacn. And that the Board changed its mind there- 
after? 

Mr. Forp. That is right. 

Mr. Fiscupacu. Did the Board ever change its mind about the 
agreement you made? 

Mr. Forp. Not that I know of. The Board considered and still 
considers, and I consider that if the other facets of the case, of which 
there are several, of course, could be settled on the basis that is satis- 
factory to the Government and what we consider its best interests 
and also on behalf of the other parties, that it would be to the best 
interests of everybody if we could agree upon either maximum attor- 
neys’ fees or a lodaihe amount, and that that be fully presented to 
the court with proper witnesses to substantiate it both for the pro- 
tection of the court and the protection of the parties and the protec- 
tion of the Government. I still think that is the way it should be 
done, but if it cannot be done, my agreement still stands. 

Mr. Fiscunacnw. Do you know whether the Board has flatly 
refused to submit that question to the court for its determination? 

Mr. Forp. There is no point to submitting it to the court for its 
determination until the case is settled. There was somebody, I am 
not sure who it was, who took the position in view of that letter of 
April 27 that you could not agree upon attorneys’ fees. I do not 
agree with that. ’ 

Mr. Fiscnpacu. I dare say that the parties would be free to agree 
on anything, subject to the approval of the court. 

Mr. Forp. That is right. That is my position. 

Mr. Fiscupacnu. Mr. Ford, on the last occasion of your appear- 
ance here reference was made to the assurances that were extended 
by the Solicitor General at the bar of the Supreme Court during the 
argument of Mallonee against Fahey. 
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Mr. Forp. Mr. MacGuineas has checked that and he can answer 
that. 

Mr. Fiscnpacn. All right. Mr. MacGuineas, did you check the 
files to ascertain whether or not they contain any memoranda with 
respect to the assurances extended to the court? 

Mr. MacGurineas. The specific answer to your question is that the 
files do not contain such a memorandum, but I have made myself 
familiar with the circumstances, if you wish to hear them. 

Mr. Fiscusacn. In doing so, did you talk to Mr. Davis? 

Mr. MacGutnzas. Yes. 

Mr. Fiscupacu. | think we would rather hear from Mr. Davis on 
that. 

Mr. MacGurnzeas. As you like. 

Mr. Fiscupacu. Reference was made, too, Mr. Ford, to the 
existence of a memorandum of a telephone conversation between 
Graham Morison and Arline Martin. We had before you the last 
time the specific memorandum in the handwriting of Miss Martin. 
Is there a similar handwriting in the Department’s files made by 
Mr. Morison of his telephone conversation on September 7, 1949? 

Mr. Forp. Where is that in the transcript? 

Mr. Fiscupacn. Pages 1144 and 1145. 

Mr. Forp. I have not found such a memorandum, but I would 
like to make a further search, to be sure. 

Mr. Fiscuracn. All right. It would also be appreciated if a 
further search could be made to ascertain whether there were any 
written instructions from the Board other than that produced here 
by Mr. MacGuineas and previously referred to as the telegram of 
April 26, 1949. 

Mr. Forp. Very well. 

Mr. Fiscupacu. Was the Department of Justice ever requested 
by the Home Loan Bank Board to change its policy in connection 
with this litigetion in any way at*all? 

Mr. Forp. I can’t say without reading the entire files. Can you 
answer that? 

Mr. MacGurngas. I have no knowledge of it but, again, there is 
much in the files that I have never read. 

Mr. Fiscupacu. Was there ever anything suggested to the Depart- 
ment of Justice by the Home Loan Bank Board which would indicate 
that the Board did not fully agree with everything that the Depart- 
ment did in representing the Board in this litigation? 

Mr. Forp. They have had some serious questions about the at- 
torney fees, yes. Ido not say that it is a disagreement, but they have 
been quite concerned about it. Of course, we have, too. 

Mr. Fiscunacu. After Mr. Jim Carter made the stipulation with 
respect to the attorney’s fees, which stipulation the Board requested 
you to either set aside——- 

Mr. Forp. Or object to. 

Mr. Fiscunacn. Or object to, did the Board advise you of its 
position in that respect in writing? 

Mr. Forp. I think that telegram—it was explained to them at that 
time—of course, they had previous meetings on it—that telegram was 
our written authority, so far as our position was concerned. 
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Mr. Fiscupacu. As I understand that telegram, Mr. Ford, it would 
seem that the Department of Justice did not act on its own initiative 
in connection with Jim Carter’s stipulation, but rather acted on behalf 
of the Home Loan Bank Board. 

Mr. Forp. No. I think there were several meetings and that there 
was an agreed position. I do not think we were in disagreement with 
the Board. 

Mr. Fiscuspacu. Was the Department of Justice initially in a posi- 
tion of disagreement with Jim Carter or did the disagreement arise 
after the Board took the position opposed to Jim Carter’s stipulation? 

Mr. Foro. As I understand it, it arose after that. That is my 
understanding. I am not sure, because, as I say, I did not participate 
inthis. Iwas on the west coast and was advised by the Department of 
the Board’s position and would I try to effectuate it. 

Mr. Fiscuspacn. Would there be any memoranda in the file which 
would indicate exactly what position the Board took after the United 
States attorney had made the stipulation? 

Mr. Forp. I do think that is reflected in the record of April 26. 

Mr. Fiscupacu. I am talking about any memoranda in the file 
prior to the proceedings in the court of April of 1949. 

Mr. Forp. I do not know. I would have to check. 

Mr. Fiscnsacn. I would appreciate your checking and ascertaining 
whether the Board communicated to the Department of Justice the 
Board’s displeasure with the United States attorney’s stipulation— 
communicated it to the Department in writing, and if so we would like 
to have it for our consideration, the communication that the Board 
transmitted. 

Mr. Forp. We will check and see if we have it and see if it can be 
made available. I do not think it is fair for the committee to ask 
the Department to produce any memoranda concerning privileged 
conversations, as it were, between the Department and its client, any 
more than I would ask Mr. Chapman to give me a detailed analysis 
of the memoranda of his conversations with Mr. Gregory. 

Mr. Fiscupacu. I appreciate that, Mr. Ford. If you find that 
such memoranda exists, and if you find that they partake of the 
privileged character that you indicate, your statement to that effect 
will be sufficient to the subcommittee and we will not pursue the 
matter with you or any other official of the Department of Justice 
any further. 

Mr. Forp. I appreciate that very much. 

Mr. Fiscupacu. But if you find that they do not partake of the 
privileged character-—— 

Mr. Forp. I will lean over backward to make available anything I 
can, but I do want to make that statement. 

(In connection with the above request, the following material was 
submitted: ) 

AprIL 26, 1949. 

Mr. Steet: Confirming my telephone conversation with vou, the members of 


the Home Loan Bank Board understand your position with reference to the 
stipulation and our withdrawal therefrom, and are in complete accord with it. 


Wm. K. Divers, 
Chairman, Home Loan Bank Board. 
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[Telegram] 


CINCINNATI, Oxt10, April 18, 1949. 
Tom C. Ciark, 
Attorney General of the United Siates. 
(Attention Clapp). 
Am familiar with the memorandum drawn in Morison’s office on Friday 
April 15, and coneur in the conclusions reached therein and in the decision to 
withdraw from the stipulation if the terms of the memorandum are not agreed 


with. 
Wm. K. Divers, 
Chairman, Home Loan Bank Board. 


APRIL 18, 1949. 
Hon. Tom C. Ciark, 


The Attorney General, Department of Justice, 
Washington 25, D. C. 


My Dear Mr. AtrrorNey GENERAL: This is to affirm my concurrence with a 
memorandum drawn up in Mr. Morison’s office in my presence on Friday, Apri! 
15, 1949, and I again state my concurrence in the conclusions there reached and in 
the decision to withdraw from the stipulation if the terms of the memorandum are 
not agreed with. 

Yours very truly, 
O. K. LaRoque. 

Mr. Fiscuspacu. I want you to understand that we have had 
testimony from the Board that in effect places the onus upon the 
Department of Justice for certain things. 

Mr. Forp. I will take the onus, whatever that is. 

Mr. Fiscupacn. It may be there may be some limitations on that 
that you care to make in the future. 

Mr. Forp. I know that the Department has been acting in good 
faith; at least, I feel that it has. So I have that to fall back on. 

Mr. Fiscuspacu. I am sure you do. 

With regard to the specific recommendations of the Smith com- 
mittee, was there ever a time when either Mr. Fahey or the members 
of the Home Loan Bank Board that succeeded Mr. Fahey’s adminis- 
tration ever sought the advice, the guidance, or counsel of the Depart- 
ment of Justice in connection with putting into effect the recommenda- 
tions of the Smith committee? 

Mr. Forp. I cannot answer that. I do not know. 

Mr. Fiscusacu. Do you know, Mr. MacGuineas? 

Mr. MacGutnras. No; I have no knowledge of that. 

Mr. Fiscnsacu. Would it be fair for this subcommittee to conclude 
that at no time did Mr. Fahey or the members of the Home Loan 
Bank Board seek the advice, guidance, or counsel of the Department 
of Justice im connection with putting those recommendations into 
effect? 

Mr. Forp. I would say that in all probability they did, because | 
know that there was constant communications back and forth between 
the Department and the Board. The presumption would be that that 
certainly was discussed. 

Mr. Fiscupacu. Could you check the files and satisfy us on that 
point? 

Mr. Forp. Yes. 

Mr. Fiscupacnu. I think you will appreciate the importance and 
its bearing upon the matters that this subcommittee will be called 
upon to determine. 

Mr. Forp. Yes. 
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Mr. Fiscusacu. I have no further questions of Mr. Ford. 

Mr. Mituier. The Smith committee recommendations were made 
while this matter was in litigation; were they not? 

Mr. Fiscnpacu. The Smith committee recommendations were 
made at a time, I think, in fact, Mr. Miller, the recommendations 
did come after one lawsuit was filed, but they were very early in the 
game. I mean, the recommendations were made in July of 1946. 
And at that time there was only one lawsuit pending and I do not 
believe any of the defendants had ever answered that lawsuit. I 
think it was a matter of days before the Smith committee report was 
adopted that that litigation broke out. 

Mr. Miuuer. As I understand the Smith committee recommenda- 
tions, they were made prior to the final examination and audit of the 
books. : 

Mr. Fiscppacu. The ‘Smith committee recommendations were 
made—— 

Mr. Miuuer. And there was a lot that the Department of Justice 
and the Home Loan Bank Board did not know at the time of the 
Smith committee’s recommendations, and that might have some effect, 
in addition to which there was pending litigation which, if I were the 
attorney for the Home Loan Bank or any agency, I would not be 
prone to follow legislative recommendations to prejudice my client’s 
interest in court. 

Mr. Fiscupacn. I would not have any quarrel with that position 
at all. : 

Mr. Miturr. That is my observation. I have no questions. 

Mr. Houirretp. Mr. Ford, you may be excused for the rest of the 
morning. 

(Subsequent to his testimony, Mr. Peyton Ford submitted the 
following letter in response to subcommittee requests for informa- 
tion: ) 

DEPARTMENT OF JUSTICE, 
OFrFIcE OF THE Deputy ATTORNEY GENERAL, 
Washington, July 19, 1951. 
Hon. Cuer HO.LIFIEeELD, 
House of Representatives, Washington, D. C. 

My Dear Mr. ConecressMANn: In connection with the requests made to me by 
counsel for your subcommittee investigating the administration of the Home Loan 
Bank Act, with particular reference to the matters involved in the case of Mallonee 
v. Fahey now pending in the United States District Court for the Southern District 
of California and in the Court of Appeals for the Ninth Circuit, I have had an 
examination made of the departmental files. The answers to the requests of com- 
mittee counsel are as follows: 

(1) The departmental files do not contain any memorandum of a telephone call 
made on September 8, 1949, between Assistant Attorney General Morison and 
Assistant United States Attorney Arline Martin. 

(2) Your committee counsel has already been furnished, by Mr. MacGuineas 
of this Department and by Mr. McKenna of the Home Loan Bank Board, copies 
of telegrams and letters addressed by members of the Home Loan Board to the 
Attorney General or representatives of the Department of Justice in April 1949, to 
the effect that the members of the Bank Board were then aware of the conclusions 
reached as to proposed basis for settlement negotiations and further conduct of 
the litigation, and that such conclusions met with the approval of the members 
of the Bank Board. The departmental files do not disclose any additional state- 
ments by the members of the Bank Board on this subject, other than those hereto- 
fore furnished your committee counsel. 

(3) The departmental files do not contain any written communication from the 
Home Loan Bank Board as to the Board’s disagreement with the stipulation 
entered into by United States Attorney Carter in April 1949 (other than the 
telegrams and letters referred to in previous paragraph). 
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(4) An examination of the departmental files made July 18, 1951, did not 
disclose any written communications from the Home Loan Bank Board to this 
Department with respect to the carrying out of the recommendations of the so- 
called Smith committee report, except that throughout the course of the litigation 
there had been a number of communications between the Bank Board and this 
Department with respect to the possibilities of reestablishing the Los Angeles bank 
and with respect to the termination of the conservatorship. Such communi- 
cations dealt either with proposals for settlement of the litigation or with ques- 
tions as to the effect which possible restoration of the Los Angeles bank or termi- 
nation of the conservatorship might have upon the Government’s interests in the 
litigation. 

In this connection your attention is called to the fact that as of July 25, 1946, 
when the report of the Smith committee was issued, actions were pending in the 
United States District Court for the Southern District of California to remove the 
conservator of the Long Beach Association and set aside the merger of the Los 
Angeles and Portland Home Loan Banks into the San Francisco Home Loan 
Bank; the shareholders’ committee of the Long Beach Association had moved for 
an injunction to restrain the holding of an administrative hearing before the 
Home Loan Bank Administrator, and hearings had been held by the district court at 
Los Angeles on this motion, which presented issues as to the constitutionality of 
the section of the Home Loan Bank Act authorizing the appointment of a con- 
servator without advance notice and hearing. 

On September 5, 1946, shortly after the issuance of the Smith committee report, 
the district court entered a judgment declaring that section of the act unconstitu- 
tional and enjoining the administrative hearing. On an appeal taken by the 
Department of Justice from that holding of the district court, the Supreme Court 
on June 23, 1947, held that the provision of the Home Loan Bank Act in question 
was constitutional, that the regulations of the Bank Board providing for the 
appointment of a conservator in advance of notice and hearings was lawful, and 
that the district court should not have enjoined the administrative hearing. 

As you know that litigation is still continuing at the present time and the basic 
issues involved were argued before the Court of Appeals for the Ninth Circuit 
on May 1, 1951, and dre now awaiting decision by that court. 

Yours sincerely, 
Pryron Forp, 
Deputy Attorney General. 
Do you have another witness? 
Mr. Fiscupacn. Yes, Mr. Adams. 


Mr. Houtrretp. You have been previously sworn? 


FURTHER TESTIMONY OF J. ALSTON ADAMS, MEMBER, HOME 
LOAN BANK BOARD 




















Mr. Apams. Yes, sir. 

Mr. Fiscupacu. I called your attention yesterday to the subject 
of the instructions given by the Board to Mr. Ford or anyone else 
in the Department of Justice in connection with the proceedings in 
April of 1949 after the stipulation had been made by the United 
States attorney and asked you to produce any communications that 
were signed by you individually as a member of the Board at that 
time and you referred the matter to Mr. McKenna. Mr. McKenna, 
I think you should step forward now to assist Mr. Adams. 

Mr. McKenna. In a moment, if I could consult with Mr. Mac- 
Guineas. 

Mr. Fiscupacu. Certainly. 

Were you able, after consultation with Mr. McKenna, to secure 
such documents? 

Mr. Apams. Yes. I left the matter to Bill, however. There is 
one memorandum that I signed or one letter addressed to the Honor- 
able Tom C. Clark which said: 

I have read the memorandum drawn up in Mr. Morison’s office on Friday, 
April 15, 1949, and I concur in the conclusions there reached and in the decision 
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to withdraw from the stipulations if the terms of the memorandum are not agreed 
with. 

Mr. Fiscupacn. May we have that for our record, please? 

Mr. Apams. Yes. 

Mr. Fiscusacn. Let this be marked as ‘‘Home Loan Bank Board, 
Exhibit No. 11.” 
} (The document was marked “Home Loan Bank Board Exhibit 
No. 11,” and is as follows:) 


Home Loan Bank Boarp Exuisir No. 11 
APRIL 18, 1949. 
Hon. Tom C. Ciark, 
The Attorney General, Department of Justice, 
Washington 25, D. C. 

My Dear Mr. AtrorNey GENERAL: I have read the memorandum drawn 
up in Mr. Morison’s office on Friday, April 15, 1949, and I coneur in the con- 
clusions there reached and in the decision to withdraw from the stipulation if 
the terms of the memorandum are not agreed with. 

Yours very truly, 
J. Atston ADAMS. 

Mr. Fiscupacu. Do you have the memorandum of Mr. Morison to 
which you referred? 

Mr. Apams. Morison? 

Mr. Fiscuspacu. You referred to it. You say here that, “I read 
the memorandum drawn uv in Mr. Morison’s office on Friday.” 

Mr. Apams. That is right. 

Mr. Fiscupacu. Do you have that memorandum? 

Mr. Apams. No; I haven't. 

Mr. McKenna. Mr. Adams left it to me to procure that, Mr. 
Fischbach. I have gone over the matter with the Department and I 
understand that it is a memorandum which Mr. Ford has just told 
the committee would be prejudicial to the Government’s case to pro- 
duce. Since the Department is our lawyer we are bound by their 
recommendation. 

Mr. Fiscupacu. I did not so understand Mr. Ford’s testimony, 
but 

Mr. McKenna. I am stating our understanding. Mr. MacGuineas 
is here to talk for himself. 

Mr. Fiscusacu. I will take your word that counsel in the Depart- 
ment of Justice have concluded that the memorandum referred to by 
Mr. Adams in this exhibit, in No. 11, is a memorandum which you 
preferred not to produce because of its character. Is that correct? 

Mr. McKenna. We are not producing it because we have consulted 
our attorneys of the Department of Justice and have been advised 
that the Government’s case would be prejudiced if it were produced. 

I understand that has been the Department’s position with respect 
to interchange of communications between any agency and the 
Department relating to proposals for settlement or matters directly 
involved in litigation. 

Mr. Fiscusacu. The record here reflects that that is not the posi- 
tion of the Department. I think it would be more accurate to state 
that the position of the Department is as the Department has put it, 
and that not every member and/or every communication would par- 
take of the confidential nature that is indicated by Mr. Ford and, 
certainly every communication would not partake of the categories 
enumerated in Mr. Morison’s letter. 

79631—52——79 
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Mr. McKenna. In each instance we will consult with the Depart- 
ment before we express our position. 

Mr. Fiscusacu. I would like to call the attention of the subcom- 
mittee to the fact that in a communication addressed to it by Mr, 
Divers, the Board took the position that we would be permitted access 
to every document upon which the Board reached a conclusion of the 
character that is indicated by this exhibit No. 11. That is a matter 
that we have to straighten out at a later point. 

Mr. Adams, was there any other communication that you signed 
which related to the proceedings in April of 1949? 

Mr. Apams. Not that I recall at the moment. 

Mr. Fiscuspacu. Well now, with this exhibit 11 before you, can you 
tell us, Mr. Adams, what it was that you as a member of the Board 
took exception to in relation to the agreement that had been made by 
the United States attorney in Los Angeles? 

Mr. Apams. No, I cannot without refreshing my memory, Mr. 
Fischbach. As you know, you called me about a quarter to 4 yester- 
day afternoon and told me 

Mr. Fiscuspacn. That is right. 

Mr. Apams. To be over here this morning and to get these papers 
together. I had a commitment last evening which I could not get 
out of and I just have not had time. I do not recall what was in this 
memorandum that I agreed to and I have not reviewed it. I have not 
seen it. All that I do recall, around that time, was being out in 
California at that time, I think as I previously testified, for the ex- 
press purpose of contacting some local citizens to serve as public 
interest directors when we reestablished the Los Angeles bank. Now 
we were so convinced at that time that we had reached an agreement. 
During that time all of the lawyers were in a huddle over this agree- 
ment at the Los Angeles branch office. 

Mr. Fiscuspacu. They were trying to set it up in proper terms. 

Mr. Apams. They were sparring back and forth, yes. And the 
then president of the bank, Mr. Holmes, kept me informed of approxi- 
mately what happened in that agreement daily. I had a very definite 
impression at that time that the thing broke down and I believe so 
since, based on fees, what the attorneys’ fees would be, and more so, 
who would pay them, which is the thing that I was very interested in, 
because particularly who would pay them. And it had been my 
understanding of the Portland agreement and all of our talks that 
there was an oral understanding when we got together to put it down 
in black and white, that each would take care of its attorneys’ fees, 
and the sparring to the best of my knowledge and to my understand- 
ing at the time was how to put this down in this legal document, so 
that the thing could not be twisted or misinterpreted or translated at 
a later date into saddling these fees upon the Federal Home Loan 
Bank of San Francisco or the Insurance Corporation or whoever 
might have the money to pay them. That has been my understand- 
ing ever since. That is where the thing broke down and that is why 
we could not get settlement at the time. 

Mr. Fiscupacn. In poimt of fact when the court made its interim 
allowance was not that question reserved as to the method of payment 
of the fees—was it not specifically provided that each party would pay 
their own fees? 

Mr. Apams. I do not know. 
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Mr. Fiscupacu. What was it that happened in the Board with re- 
lationship to the stipulation made by the United States attorney which 
led you gentlemen to conclude that you had better ask the Department 
of Justice to see if that stipulation could not be abrogated? 

Mr. Apams. I just do not recall the circumstances surrounding 

t. 
ee Fiscuracn. Was there no meeting of the Board in which the 
conclusions reached by the Board were recorded? 

Mr. Apams. I would have to look at the record to find that out. 
1 do not recall. We had huddles, hundreds of them, thousands of 
them, as a matter of fact, something that requires some attention of 
the Board every day, ever since I have been on it. 

Mr. Fiscuspacu. Here is an instance, though, Mr. Adams, in which 
the United States attorney had apparently made a complete agree- 
ment, and it was indicated that the Board was dissatisfied with that 
agreement and requested that the Department of Justice, in the person 
of Mr. Ford, go out to California to see what could be done about it. 

Mr. Apams. I do not recall the circumstances surrounding that 
decision, if and as when we made it, and I would much prefer to search 
the records and see if there is anything on it. Offhand, I just do not 
recall. There may possibly be. 

Mr. Fiscupacu. Could you tell us what your understanding is as 
of today with respect to the part that the Board can play in the dis- 
position of the controversy, and I specifically want to direct your 
remarxs to the question of whether the Board is in a position to take 
action to resolve this controversy or whether or not it is in a position 
to do so, whether the Department of Justice has the burden of making 
those decisions. 

Mr. Apams. Well, it is my understanding on policy questions that 
the Board can make such decisions. On litigation or legal questions 
if they can be separated the Department of Justice has charge and 
makes final decisions. As a layman I do not know how you separate 
the two, to settle the case that is litigated to the extent this is. I do 
not know where you draw the line. 

Mr. Fiscupacn. The Board concluded that it would be in the public 
interest to reestablish the Los Angeles bank, did it not? 

Mr. Apams. As of that time I believe the Board was willing to 
reestablish the bank. I know that I was willing as of the time and the 
conditions that existed. 

Mr. Fiscupacu. So that in point of actual fact you had gone to the 
trouble of going out to California to see if you could not select some 
public interest directors for the reestablished Los Angeles bank? 

Mr. Apams. That is correct. 

Mr. Fiscusacu. Did the Board ever change its position with respect 
to reestablishing the Los Angeles bank or is it still the Board’s position 
today that the Los Angeles bank should be reestablished? 

Mr. Apams. I will frankly state my position on it. I think it is 
the two-man board’s position. I would rather you would question 
Mr. Divers on his present position, because I do not think we have 
discussed it recently. There has not been any occasion to. The sit- 
uation has not been such that I think we could go ahead with it. I 
would take this position as of today because of the time that has 
intervened and the developments and continuous discussions and 
expressions of the members of the hank all the wav from Washinetouv 
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to southern California that I would want to have a brand new look 
at it by process of a hearing, a public hearing, where we could give 
notice to all members to state their desires and their position and we 
could review the whole situation. I think there is no question as to 
the service being rendered by the Federal Home Loan Bank of San 
Francisco. We never get a complaint about that. I know capable 
managers that have been on both sides over the last 2 years. And 
have so expressed themselves. What their feeling is today I do not 
know. 

Mr. Fiscusacu. Your feeling is that you would like to have a 
hearing of the manner indicated in the Smith committee report, 
notifying all members of the industry and ascertaining what their 
views are? 

Mr. Apams. That is right, bearing conclusions based on the facts 
presented at the hearing. That is the way I would like to do. I[ 
think it is the fair way and it is the only way we could know officially 
the position of the members in that whole eleventh and twelfth dis- 
trict there. 

Mr. Houtrretp. We will now recess for 20 minutes. 

(The subcommittee recessed from 11:10 a. m. to 11:30 a. m.) 

Mr. Houirietp. The subcommittee will be in order. 

Mr. Fiscnpacu. May I have my last question? 

(The record was read.) 

Mr. Fiscupacu. Have you ever suggested that the Board take 
such action as of recent months? 

Mr. Apams. We have discussed it, the Board members have dis- 
cussed it on many occasions, how we could reestablish the bank, and 
are of the opinion, I am so advised, that with the present status of 
this litigation it is impossible to do it. Being a layman I have to rely 
on advice of counsel which I up to now have no reason to doubt. 

Mr. Fiscusacu. Did you not, as a member of the Board, undertake 
to give consideration to the separate reestablishment of the Los 
Angeles bank when that was proposed by Mr. Fussell? 

Mr. Apams. I believe we did. There was a conference with Mr. 
Fussell, the details of which have slipped my mind at the moment. 
I believe that was the purpose of that conference with Mr. Fussell. 

Mr. Fiscuspacu. And the principle involved there was the reestab- 
lishment of the Los Angeles bank regardless of the Long Beach liti- 
gation, was it not? 

Mr. Apams. I believe so. 

Mr. Fiscupacn. Have you had occasion in recent months to re- 
examine the conclusion which was expressed at the time those con- 
ferences were terminated, namely, that the reestablishment of the 
Los Angeles bank was so interwoven with the litigation that it could 
not be done at this time? 

Mr. Apams. I do not recall how recent we have discussed it. It 
has not been too long. As a matter of fact, I do not recall any specific 
discussion of it since these hearings started. I think maybe my view 
at the moment would be that it would be unwise to discuss it until we 
find out what this is all about, speaking for myself. I say if you keep 
us as busy as you have recently, we will never get around to discussing 
it again. We do have 48 States, 4,000 institutions in which we are 
trying to do a job. You have to leave us a little time to perform our 
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duties. If that is criticism, I apologize for it, but it does constitute a 
problem, so far as I am concerned at the moment. 

Mr. Fiscupacu. You do not intend it as criticism, do you? 

Mr. Apams. No, asastatement. I know I have not had the chance 
to follow all of the testimony that has been going on bere for the last 
several days. I have been trying to keep the shop operating and keep 
up to date. You have had the chairman and half of our staff over 
here and we do have a few other decisions to make, you know, so that 
I am just not versed in a lot of this. 

Mr. Hourrretp. The Chair might state that the Members of 
Congress on this subcommittee are equally as busy 

Mr. Apams. I appreciate that. : 

Mr. Houirretp. As you gentlemen over there. And that this con- 
troversy has not been of congressional origin. It stemmed from ac- 
tions of the Board and other parties and, certainly, one committee 
has taken its time to investigate and make certain recommendations 
which have not been followed and therefore we feel it is in the interests 
of the public that a determination be made as to why those recom- 
mendations have not been followed. 

Mr. Apams. I appreciate that. 

Mr. Fiscupacu. Mr. Adams, could you tell us why the Board has 
not required Mr. Ammann to account to the Board and justify his 
accounting of his acts as conservator? 

Mr. Apams. It has been my understanding that he has made every 
attempt and that we are doing everything we can to provide such an 
accounting. 

Mr. Fiscusacu. Perhaps you did not understand my question. 
You say that you have done everything you can to provide an account- 
ing. By that you mean you have directed Mr. Ammann to prepare 
an accounting and file it in the court out there and have done what you 
could to have the Department of Justice cooperate in preparing a 
supplemental accounting, furnishing further information, is that what 
you mean? 

Mr. Apams. Yes, if I understood your question correctly. 

Mr. Frscuspacu. Perhaps you can tell us, Mr. Adams, why it is 
that the Board has never conducted any hearing on the accounting 
of Mr. Ammann in the face of the objections that were made by Long 
Beach to the accounting. 

Mr. Apams. That is one situation that I am not familiar with. 
Could counsel state it? 

Mr. McKenna. I have no knowledge of any objections having been 
made to the Board. And I do have knowledge, of course, of the 
injunctive order of the district court which my recollection is, prevents 
our taking any administrative action in respect to the Long Beach 
situation. So it would seem to be the better part of wisdom to get this 
jurisdictional question settled by the appellate court before we start 
moving in on considering Ammann’s accounting. 

Mr. Frscupacu. I would like the record here to be as clear as 
possible, Mr. McKenna. It appears that the question of the Board’s 
policies with respect to Mr. Ammann’s accounting, insofar as they 
have been made known to the court, are that the court has no juris- 
diction over Mr. Ammann’s accounting. Is that not correct? 

Mr. McKenna. I would not undertake now to state the full Govern- 
ment position reflected in our pleadings and in the brief. 
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Mr. Fiscupacn. Coming back to your action as a member of the 
Board, Mr. Adams, could you tell us why the Board has never set a 
Rearing in connection with the sufficiency of Mr. Ammann’s account- 
ing? 

Mr. Apams. No, I could not tell you that. 

Mr. Fiscnuracn. Do you take the position, Mr. Adams, that as a 
member of the Board you have no knowledge of any objections to 
Mr. Ammann’s accounting by Long Beach Federal? 

Mr. Apams. By Long Beach Federal? 

Mr. Fiscupacn. Yes. 

Mr. Apams. I have heard and have been informed that he has taken 
exceptions to it,.yves. You recall last time I was on the stand there 
were some FBI’s out there, I believe, which I did not know at that 
particular moment, getting final facts and figures on that accounting 
and checking it. Is that not so? 

Mr. McKenna. But none made to the Board. 

Mr. Apams. None has been made to the Board to my knowledge. 

Mr. Fiscusacu. Was the supplemental accounting prepared by Mr. 
Ammann brought to the attention of the Board at any time? 

Mr. Apams. I do not recall, if it was. It may have been, but I do 
not recall it at the moment. 

Mr. Fiscusacu. What is the position, Mr. Adams, with respect to 
this situation: Let us assume that some of the objections made by 
Long Beach to Mr. Ammann’s accounting are sustained ; let us assume, 
also, that they result in a surcharge; would the Board undertake to 
meet whatever financial obligation might devolve upon Mr. Ammann 
in that eventuality or would it be simply a question of Long Beach 
endeavoring to recover from Mr. Ammann individually? 

Mr. Apams. I do not know what the Board’s position would be. 
Knowing the chairman and the attitude that he takes, I believe, earn- 
estly, it would be the same as mine, whatever is fair to the Long Beach 
and to the Bank Board, that is the position that I would take at the 
time. And I would say this, so far as I am concerned, if damages 
were incurred because of his administration I would certainly want 
to see them settled in a fair way. 

Mr. Fiscupacu. Is there any recourse which the Board would have 
in meeting such an obligation—how would you go about paying it, if 
there were an obligation? 

Mr. Apams. As far as the Board is concerned, at the moment I do 
not know. We operate entirely on an authorization from Congress 
which is assessed against the regional banks. If that problem arose, 
just to make settlement, we would, certainly, search every possibility 
of doing it. I do not know how it would be done. I do not know 
where we would get the funds at the moment. 

Mr. Fiscupacu. There is another problem that this situation pre- 
sents. I think it is implicit in the operation of the Board under the 
statute and the operation of the Board under its regulations, and that 
is this: Let us assume that the Board, for good and sufficient reason, 
has genuine and perfectly legitimate reason to appoint a conservator 
for any one of the 4,000 institutions under its jurisdiction. In ap- 
pointing a conservator do you feel that there is any necessity for the 
maintenance of insurance during the period of the activities of the 
conservator? Mr. McKenna, I do not think you possibly could advise 
Mr. Adams in connection with this. 
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Mr. McKenna. I misunderstood you. I thought you wanted me 
to sit with Mr. Adams and advise him. 

Mr. Fiscusacu. I will be glad to have you advise with him in con- 
nection with any matter that pertains to the litigation. As I conceive 
it, unless you conceive it otherwise, this is a question which relates 
solely to a matter of policy and has nothing whatever to do with this 
litigation. 

Mr. McKenna. My functions are to give legal advice to the Board. 
If you wish me to limit my consultation to Mr. Adams regarding the 
litigation, that is something else. My function is not limited to 
discussing matters of litigation. 

Mr. Fiscuspacu. I want you to feel completely at liberty to advise 
him in connection with anything that arises. 

Mr. McKenna. I can assure you from past experience that Mr. 
Adams will not accept my advice without considering it. He is just 
as likely to reject it as to accept it. 

Mr. Apams. Which I did just a minute ago. 

Mr. Fiscupacu. The question is this, Mr. Adams: ‘“‘When the Board 
has occasion to appoint a receiver, is there need for the continuance 
of the insurance?” 

Mr. Apams. We have never had that situation arise. My hasty 
opinion right here would be that there would be need in the public 
interest to continue that insurance if after proper hearings, and so 
we appointed a conservator, did you say? 

Mr. Fiscuspacn. Yes. 

Mr. Apams. We have had. to make no such decisions. I believe 
that that would be my conclusion unless facts are shown that the 
shareholder was protected fully otherwise. 

Mr. Frscapacu. I take it that the purpose of the insurance is to 
insure the safety of the accounts of the shareholders? 

Mr. Apams. Yes, I think so. 

Mr. Fiscupacu. And to guarantee that in the event of insolvency 
the shareholders would be paid the statutory amount of their cover- 
age? 

Mr. Apams. In liquidation? 

Mr. Fiscupacu. Yes. 

Mr. Apams. Yes. 

Mr. Fiscuspacn. Well, when you appoint a conservator do you not, 
in effect, give to the shareholders of the association involved all of the 
protection that you possibly can with respect to the solvency of the 
association? 

Mr. Apams. I should think so, but there may be losses existing 
there which may have to be paid from some source. The only source 
[ can think of at the moment would be the Insurance Corporation on 
final liquidation, if that was the end result of the appointment of the 
conservator. 

Mr. Fiscupacn. If there were losses that occurred, would not the 
Insurance Corporation already be liable based upon the coverage that 
existed prior to the appointment of the conservator? 

_ Mr. Apams. I believe not unless the funds in the reserves of the 
institution itself were insufficient to take care of those losses on final 
liquidation. Then the Insurance Corporation would pay off. 

__Mr. Fiscupacu. Let us take a hypothetical association and call it 
“X.” We will assume that in the year 1951 its operations have been 
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such as to warrant the appointment of a conservator. You appoint 
a conservator. Now from the point at which you take charge of 
that association to the point at which you release it, what protection 
does the insurance give in contradistinction to the protection afforded 
by the appointment of a conservator? 

Mr. Apams. Waiting final determination of the action of the con- 
servator, whether it would be liquidated, but in your hypothetical 
case you turn it back to the original management or to the shareholders. 
I would say they have the same protection that any operating institu- 
tion has during any period in which losses may be suffered by manage- 
ment without impairing the institution. 

Mr. Fiscupacu. Right on that proposition, is it the intention in 
continuing insurance during a conservator’s administration to guard 
against the losses that might be incurred by the conservator? 

Mr. Apams. I did not follow you on that. 

Mr. Fiscuspacu. By continuing insurance after a conservator is 
appointed, is it the intention of the Board that the shareholders shall 
be protected against the acts of the conservator? 

Mr. Apams. I think it is reasonable to assume that that would be it. 

Mr. Fiscupacn. So the insurance really covers the shareholders 
not only against the acts of management but also covers the share- 
holders against the losses that might be created by the acts of the 
conservator? 

Mr. Apams. I think so. The objective of the Insurance Corpora- 
tion is to return their money to the investor, to the shareholder up to 
the maximum covered, which is now $10,000, whether by act of the 
conservator, its own management, however they might occur. 

Mr. Fiscuspacu. Now suppose the acts of a given conservator 
appointed by the Board resulted in losses to the association of $500,000 
but that loss was not sufficient to bring the association to the point of 
near insolvency, would the Insurance Corporation be answerable for 
the losses incurred by the conservator? 

Mr. Apams. Not in my opinion any more than the normal losses 
taken by the operation of all institutions at all times. They suffer 
losses on mortgages that they foreclose and sell, embezzlements, things 
of that type. . To the best of my knowledge and my understanding the 
Insurance Corporation has never paid any losses other than when the 
association was impaired. And I think our settlements have required 
them to use practically all of their own reserves, reserves created to 
absorb losses, and have by contribution in some cases absorbed the 
balance of the loss, but not on day-to-day operation losses that the 
association would normally take until there is impairment. If the 
Insurance Corporation was authorized to pay such losses, I think that 
would be the final straw of no responsibility.of management. As a 
reactionary, conservative Republican, I think now we are absorbing 
too many losses of the average businessman. We insure mortgages, 
FHA, we insure GI, and a further development of that, there will be 
no premium on able and capable management. If we are going to 
absorb those losses in between annual statements we might as well 
put an office boy in to run one of these institutions. I did not mean 
to make a speech out of that. 

Mr. Fiscupacn. We are glad to have your views on that. 

Mr. Adams, one other thing in relation to your action on order 
No. 2015. Is it still your position that you understood it to be solely 
an order to come in and talk the thing over? 
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Mr. Apams. Well, my action on order No. 2015 was motivated— 
my final decision was motivated by the procedure that I thought it 
was setting up which would be to formally lay these charges before 
the Long Beach management and hear their answers to them. I con- 
ceive no action further than that. And very frankly as of today I do 
not know whether those charges are sound or not. I would like to 
know. That is all that I had in mind. And that is what made me 
make the final decision to agree with the other Board members in our 
discussion. I would still like to hear Tom Gregory’s and manage- 
ment’s, rather, answer to those charges that I understand have been 
put in the record here. I do not know whether they can be proven 
or not. I do not know the answers to them. 

Mr. Hourrrevp. If you found out that some mismanagement oc- 
curred back in those years, what would you do about it today; assum- 
ing some of these charges are valid for the moment and considering 
the time at which they are supposed to have occurred, what could your 
Board do about it today? 

Mr. Apams. I do not know that either, Mr. Holifield. If that order 
had been carried out and management had come in and we had had a 
formal hearing, I would have judged on that, on the fairest basis that 
I know, and then determined what would be the fair thing and how 
could I carry out my responsibility as a part of the supervision of this 
system and what would be the right thing to do at that time. I 
haven’t any conception of how much further we would have gone or 
what the final conclusion would have been. 

Mr. Houtrtevp. This order No. 2015 I believe was in 1949. 

Mr. Apams. I think so; yes. 

Mr. Houtrretp. And quite a number of the charges that were 
made dated back as far as 1934, I understand Mr. Wyman’s charges. 

Mr. Anas. I believe that is correct. 

Mr. Houtrievp. It also had to do with particularly the point of 
selling real estate on contracts at a higher interest rate than the 4.5 
percent granted to the original borrower. It also had to do with prac- 
tices which were carried out in previous years. 

Assuming that the institution is no longer following that practice, 
what could the Board have done about these practices which were 
certainly within the law, because they were being done by many other 
institutions in southern California, to my own individual knowledge, 
and yet none of those institutions have been called on the carpet for 
the same procedure. What could the Board have done about it? 

Mr. Apams. I do not know. I do not know. 

Mr. Houirretp. Would they have liquidated the institution because 
of those things that happened back in 1934, 1937, 1944, 1943—would 
they have proceeded to liquidate the organization, even if it found 
those things to be undesirable and if it found some of the charges true? 

Mr. ApAms. Well, speaking of past performance of this Board of 
which I am a part, we have not done that. We have had occasions 
where we have requested boards to come in and sit down with us 
and have discussed it fully, that is, the practices that we thought were 
unsafe and unsound, and they have corrected those practices. And 
that is all that ever happened. Certainly, it is not our desire to 
liquidate an institution. I would say that if they were felt to be sound 
and that if we were justified in making such a request for a discon- 
tinuance of such policy and it was adhered to, that would have been 
the end of it. 
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Mr. Fiscupacu. You knew all about these charges in 1949 before 
the order was made, did you not? 

Mr. Apams. Yes. I had reviewed a lot of them, as a matter of 
fact, spent hours over the records. 

Mr. Fiscuspacu. Why did you not ask Tom Gregory to come in 
and sit down with you while he was in Washington on several occasions 
during 1949, that you wanted to know what his answer was? 

Mr. Apams. That is what we did formally, did we not, in order 
No. 2015? 

Mr. Fiscuspacn. What I am asking you is why, before you made 
order No. 2015 did you not ask Tom Gregory to come in and talk 
these things over with you? 

Mr. Apams. We did discuss some few of those items with Tom, | 
think, before we issued what is order No. 388. 

Mr. Fiscupacu. Yes. You were satisfied with the answers, were 
you not? 

Mr. Apams. Not necessarily. The determmation to make then was 
what to do with the association. The conservator had been running 
it for 2 years. The thing that I had never definitely felt at this time, 
this just cannot be a situation that is going to continue on indefi- 
nitely—either the association ought to be turned back to the share- 
holders or we ought to liquidate it—something should happen. Two 
years was long enough to make a determination whether he should 
be in or out. And I favored very much turning it back to the share- 
holders, very definitely to the shareholders. That was my understand- 
ing of this legal document that we finally had born after 5 or 6 hours 
over in the Justice Department one evening. I thought that that was 
what was happening. 

My thoughts on it right then, Mr. Fischbach, were simply these: 
That if that association is turned back to its owners, the share- 
holders, and an election is held, and they elect the old management, 
it is their business, they own it. I would have been very happy 
about that situation. It would then have been examined periodically 
the same as the other 4,000 institutions. If they were unsound and 
unsafe practices, in our opinion, after that date, we would have the 
opportunity still there for us to do our duty. I think that the pro- 
cedure would have been, so far as I was concerned, we would have 
called Tom Gregory in and his board, the same as we do in other 
cases, and lay those things on the table and discuss them and make a 
determination. 

I do not believe that 4,000 institutions can be run from an armchair 
in Washington. That opinion is based on operating one for 14 years 
at the executive level. 

I think we perform our responsibilities based on information we get 
from the examiners, and when that information appears, and comes 
up to our supervisory division and is brought to the attention of the 
Board, that it should be looked into, and in their opinion it is unsafe 
and unsound practices, that is the time that we review it, but | 
refuse to try to operate and get into management of 4,000 institutions 
from an armchair in Washington. After 14 years of supervision, | 
resent that, and it brings my blood pressure up. 

Mr. Fiscupacu. You had a good examiner out in Los Angeles, did 
you not—Mr. Dolan? 

Mr. Apams. I believe so. 
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Mr. Fiscusacu. Mr. Turner is a good examiner, too, is he not? 

Mr. Apams. To the best of my knowledge. 

Mr. Fiscupacn. I[ think I called your attention to the fact that 
while Mr. Roback and I were in Los Angeles in 1950, we met with and 
conferred with Mr. Dolan, and were told that there was not a single 
thing that was in anywise discreditable, so far as the management of 
Long Beach Federal from the time that order No. 388 was made, and 
that the management took over Long Beach Federal again. Your 
attention was called to that statement made to us by Mr. Dolan, 
was it not? 

Mr. Apvams. I heard that statement made somewhere. I have 
forgotten where, but Mr. Fischbach, in going over that examination, 
when it was finally completed and came to us, the Board sat down 
with Mr. Wyman, and he was of the opinion, that is, Mr. Wyman 
was of the opinion that some of those practices were still going on in 
the Long Beich Federal. 

Mr. Fiscupacn. Did Mr. Wyman call your attention to anything 
dated from the point in 1948, when Tom Gregory and the other 
directors of the association were reinstated? 

Mr. Apams. As I recall, he did. I could not tell you what specific 
items there were. If my memory serves me accurately, I believe 
that Mr. Wyman thought that some of these same practices on loans 
were going on. 

Mr. Fiscupacu. Did Mr. Wyman submit to you a report indicating 
that from January of 1948 on at any point either in 1948 or 1949, or 
1950—obviously it could not be in 1950, because you made the order 
in 1949—during the years 1948 or 1949, at any time there was any 
practice going on that he criticized? 

Mr. Apams. We have had one examination, I believe, since the 
association was turned back. 

Mr. Fiscupacu. That is correct. You had the examination as of 
July 1949. 

Mr. Apams. And we were in a conference—Wyman was in a con- 
ference with the Board in reference to that particular examination 
report. His impression was that some of the same practices were 
going on that had previously been objected to. 

Mr. Fiscupacu. Did Mr. Wyman take the report of examination 
that was transmitted by Mr. Turner and Mr. Dolan, and point to 
anything in that report and say in words or in substance that, “here 
is a practice which should be called to your attention; here is a point 
of criticism’’? 

ne Avams. The only one that I recall is in reference to the lending 
policy. 

Mr. Fiscnupacu. And you say that was predicated upon Mr. 
Wyman’s report? 

Mr. Apams. Yes, on the report of the examination which he had 
—— when we were discussing it with the Board. That is as I 
recall 1t. 

Mr. Fiscuspacu. When was it decided that you would go into this 
matter of the lending policy as disclosed by the report of examination 
of July 1949? 

Mr. Apams. If I recall correctly, it impressed me to be of such a 
nature that I thought we should wait for the next examination which 
would be—at that time it was our practice every 12 months—in at 
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least 12 months, spread from 10 to 14—in that period any time—to 
again review that. The report was quite old by the time it was 
finished and gone through the routine and analyzed and so on, and 
came to us, but since then it is my understanding we are enjoined from 
making examination of the institution. We have not been out there 
since. 

Mr. Fiscupacn. Whoever gave you such an idea? 

Mr. Apams. Why, it is the legal department’s interpretation of 
the court order. That is my understanding. 

Mr. Fiscupacu. Of course, Mr. Adams, you appreciate the impor- 
tance of such a statement? 

Mr. Apams. Yes, I do. 

Mr. Fiscusacn. And if it should appear that there was no restraint 
against your making any examination of the Long Beach Federal, 
you would appreciate the importance of a statement from the legal 
department that you were enjoined from making any’ examination 
of Long Beach Federal? 

Mr. Apams. Yes. How about that, Bill? Did I understand your 
advice correctly? 

Mr. McKenna. You understood it correctly. 

Mr. Fiscuspacu. Did you ever advise Mr. Adams and Mr. Divers, 
Mr. McKenna, or any other member of the Board that the court had 
restrained you from, or restrained the Board from making an investiga- 
tion or an examination of the books and records of the association? 

Mr. McKenna. My advice was that, as I recall it, but I think it 
is in writing, that in view of the language of the injunctive order that 
we could not follow the examination procedures, and could not 
examine. 

Mr. Fiscnpacn. Which injunctive order are you referring to? 

Mr. McKenna. Of November 1949. 

Mr. Fiscupacu. The advice that Mr. Adams referred to was 
obviously advice that had been given, and that he acted on before 
making order No. 2015 in September of 1949, 

Mr. McKenna. I was not following the question. If you will 
read it back to me 

Mr. Fiscupacu. In effect, his testimony was this: That he had 
been advised by the legal department that it was not possible to 
make an examination of the books of the Long Beach Federal prior 
to the making of order No. 2015. 

Mr. McKenna. AsI recall, there was an examination just prior to it. 

Mr. Fiscupacnu. That is correct. 

Mr. McKenna. And we certainly did not do that, anticipating that 
we were violating the court order. 

Mr. Fiscupacu. Has it ever been contended by the legal depart- 
ment that the Home Loan Bank Board could not make an examination 
of the books and records of the Long Beach Federal at any time at all? 

Mr. McKenna. Well, as I have said, my understanding of the 
injunctive order of November of 1949 was that it precluded our 
following the examination procedures that we would follow in that 
case, and that, therefore, we could not make the examination. 

Mr. Fiscupacu. Let us go back to the period immediately before 
making order No. 2015. Did you or any other member of the legal 
department, to your knowledge, ac vise the Board in 1948 or in 1949, 
prior to making order No. 2015, that the Board could not have an 
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examination of the books and records of the Long Beach Federal at 
any time at all? eg 

Mr. McKenna. Of course, you are making it a very broad state- 
ment there, but I still have no recollection of anybody having given 
that advice, and the answer to it, I take it is that an examination was 
conducted just before order No. 2015. 

Mr. Fiscupacu. In the light of that, Mr. Adams, were you still of 
the opinion that the Board, prior to making order No. 2015 could not 
go in and make an examination of the Long Beach Federal at any 
time? 

Mr. Apams. That has been my opinion and belief. I did not 
realize that we had made one examination after such an order by 
the courts. 

Mr. McKenna. I think we are on different grounds here. If I 
recall, if I am following this logic, we did conduct an examination 
in July 1949. On the basis of that examination, I suppose other 
information that Mr. Wyman had, he presented his facts to the 
Board, and the Board issued hearing order No. 2015. ‘Then an 
injunctive order came out, and that injunction order, in our opinion 
did prevent our examining the Long Beach association. 

Mr. Apams. That is my understanding of it. I think Mr. Fisch- 
bach was bringing out that we made an examination after this court 
order. 

Mr. McKenna. No, we never made an examination. 

Mr. Apams. That is the way I understood your question. 

Mr. Fiscupacu. Immediately before you made order No. 2015, 
did you not understand that you were perfectly free to have an 
examination of the Long Beach Federal at any time? 

Mr. Avams. I suppose I did. If that opinion is in writing, I think 
that would determine it. I do not recall the dates now. I could 
pe tell you when I was apprised of that. I do not recall on the 

ates, 

Mr. Fiscupacn. In making order No. 2015, did you think that 
you had to make it because you could not get an examination on 
any other basis? 

Mr. Apams. Not as I recall. That may have been the situation 
at the time. I do not recall, but I do not recall taking that into 
consideration as a factor. 

Mr. Fiscupacu. In making order No. 2015, were you under the 
impression that Mr. Wyman had criticisms of what had taken place 
in the association in the years 1948 and 1949? 

Mr. Apams. Based on the July examination? 

Mr. Fiscupacu. Yes. 

Mr. Apams. Yes. 

Mr. Fiscupacu. Were you aware of the fact that at no time prior 
to making order No. 2015, was a supervisory letter written to Long 
Beach Federal? 

Mr. Apams. I had no knowledge of it; no.- 

Mr. Fiscupacn. It was the custom and the practice of the Board, 
was it not, whenever it had a criticism of any association that was 
revealed either by the Board’s files, or by an examination that it 
would write an advisory letter to the association involved? 

Mr. Apams. That is the practice. 
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Mr. Fiscusacn. Can you tell us why that practice was not fol- 
lowed here, if Mr. Wyman had any criticism? 

Mr. Apams. What was the time lapse in here? I do not know what 
our average time lapse is today between the completion of the exam- 
ination, the analysis by the district examiner, and the analysis by our 
chief supervisor who in turn sends that to the bank president in the 
area who is the deputy of ours for supervision, the deputy supervisor 
and when he gets it out to the association. 

Mr. Fiscusacu. I can tell you what the time factor here was. The 
examination of July 16, 1949, was received at the Home Loan Bank 
Board on September 2, 1949, so the evidence here indicates. I would 
take it that the chief supervisor made some analysis of the examination 
report of July 16, 1949, after September 2, 1949, when it was received 
for the first time in Washington. 

Mr. Apams. That is a reasonable assumption, I think. 

Mr. Fiscupacu. Can you tell us why, in the light of the receipt of 
the examination report on September 2, 1949, in Washington, you 
gentlemen immediately engaged in discussions revolving around the 
formulation of order No. 2015, instead of writing a supervisory letter, 
if you had any legitimate criticism at all of anything that had been 
done and was revealed in that examination report of July 16, 1949? 

Mr. Apams. I could not tell you why; no. I assume that it was 
routine, and was being handled as such. Did the Long Beach get a 
supervisory letter, ever? 

Mr. Fiscupacu. The evidence shows that they did not. 

Mr. Apams. Never? 

Mr. Fiscupacu. Never from the point at which the association was 
restored in January of 1948, nor at any other time up to this date. 

Mr. Apams. That I had no knowledge of, if that is a fact. 

Mr. Fiscuspacu. Can you tell us, Mr. Adams, why, when the exam- 
ination report of July was received here in Washington in the beginning 
of September, you immediately proceeded to formulate this order 
No. 2015, instead of following the usual practice of writing a super- 
visory letter, if you had any criticism at all of anything at all revealed 
in that examination report? 

Mr. Apams. No. I know of no special reason for it. I assume that 
when brought to our attention by our chief supervisor on that routine 
report and copy of it, it never entered my mind as to whether it was 
being followed through or not, but it did look like it would need atten- 
tion. You come right back to what might be a simple reason, but | 
would like to know today, and I certainly do not, whether that asso- 
ciation is being operated in a sound and safe manner. That is all | 
want to know. And I do not know that, and I am open-minded about 
it. Itcould goeitherway. Very frankly, I have not the slightest idea 
whether there are violations out there today or not. And I think [ 
would be remiss in performing my job not to try to find that, because | 
could be over here 4 or 5 years trying to explain to some congressional 
committee why I had been lax, and had not made an effort, when my 
duties were such that I should have. That is the position that I see 
myself in. 

Mr. Fiscupacu. You take a given association, let us say, in North 
Dakota, any association in North Dakota, and you do not know 
whether that association is being operated in a sound and proper 
manner, you just assume that it is, and you make that assumption 
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in a perfectly-legitimate way; you assume that it is operated properly, 
unless something specific is called to your attention? 

Mr. Apams. By the examination division, yes, sir. 

Mr. Fiscupacn. Very well. Can you tell us why even in 1950, 
fully a year after order No. 2015 was made, there was never a com- 
munication addressed by the Board, either to the Long Beach Federal, 
or to Mr. Dolan out in Los Angeles, or to Mr. Noon, your supervisory 
agent, which suggested that there was anything wrong with Long 
Beach Federal or its management? 

Mr. Apams. No, I could not tell you that. I do not know. 

Mr. Fiscupacu. All right. 

Mr. Apams. I do not know whether it is based on some legal 
gymnastics or not. I will ask counsel to answer that. I do not 
know, very frankly. : 

Mr. Fiscuspacn. Can you tell us why no supervisory recommenda- 
tions were made either to Mr. Dolan or to Mr. Noon with respect to 
long Beach Federal, after the receipt in Washington of the report of 
examination of July 1949, when you got it in September? 

Mr. Apams. I imagine I figured that when we issued order No. 2015, 
we would sit down with the Board and we would officially go over those 
items, that it would be done in conference. That is what I expected 
to happen until we were enjoined from proceeding with that. That 
would be normal procedure for us if order No. 2015 had been carried 
out, where there is sufficient question, to sit down with management 
and discuss those items that are in the report. 

Mr. Fiscupacw. Quite to the contrary, is it not true that normal 
procedure for the Board would have been to write a supervisory letter, 
if there was anything at all brought to your attention that occurred 
in the year 1948, or in the year 1949, and was shown in either the 
examination report or the analysis; would that not have been the 
normal procedure? 

Mr. Apams. I could not know, frankly, what supervisory depart- 
ment is doing in that particular case. When it comes to our atten- 
tion, so far as I am concerned, when a situation is of a nature that it 
should receive board attention, rather than be handled in normal 
channels by the chief supervisor, frankly, I do not know at this 
moment what the chief supervisor does, whether it is customary for 
him to send the usual report prior to such conferences—lI sort of 
doubt if it is—I shall check in and find out if this is different from 
other like cases—I would like to know. I have had no reason to 
quiz the chief supervisor on that detailed procedure, detailed in most 
instances, I would say. So I do not know. 

Mr. Fiscuspacu. Since you have been a member of the Board, have 
you not learned that that is the customary and normal and usual pro- 
cedure, that if there is any criticism of a given course of conduct on 
the part of the management of a given association, that it is custom- 
ary and normal and the regular thing to send a supervisory letter? 

Mr. Apams. I knew that for 14 years prior to coming down here. 

Mr. Fiscupacu. Of course, youdid. In the light of that knowledge, 
can you tell us why no supervisory letter was sent to Long Beach de- 
tailing any criticism that Mr. Wyman or anybody else might have 
had with respect to anything in Long Beach Federal? 

Mr. Apams. I cannot tell you why. I do not know. I did not 
realize that it had not been until this very moment. I will be glad to 
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check into it. I will discuss it immediately with the chief supervisor, 
as to what conditions were that prevented that from going out im- 
mediately. I will be glad to do that. 

Mr. Fiscupacu. Was it ever called to your attention that there 
existed and exists in the files of the United States attorney a memo- 
randum of a conversation between Graham Morison and Arline Mar- 
tin, which took place while you, as a member of the Board, were con- 
sidering order No. 2015, and which indicates that Mr. Morison called 
the United States attorney’s office at Los Angeles, and conveyed intelli- 
gence of the fact that the Board was considering the issuance of an 
order? 

Mr. Apams. I have no recollection of it. I do not recall any such 
memorandum at the moment. 

Mr. Fiscusacn. I show you, Mr. Adams, a photostatic copy of the 
memorandum referred to, dated September 8, 1948: 


Talked with H. Graham Morison. He said O. K. to stips to extension of time 
to November 15 to file objections to Ammann accounting. 


And the next paragraph reads: 


Said will advise us if Home Loan Bank Board files notice of administrative 
hearing to forfeit charter of Long Beach association so we can make a statement 
to the court. 


It is signed A. M.—Arline Martin. 

Mr. Apams. I never recall seeing that. 

Mr. Fiscupacu. Have you ever heard of the purpose of the issuance 
of order No. 2015 as being related to forfeiting the charter of the Long 
Beach association? 

Mr. Apams. Not that I recall. 

Mr. Fiscusacu. Did you ever hear it said in words or in substance 
that the purpose of issuing order No. 2015 was related to holding an 
administrative hearing for that purpose? 

Mr. Apams. I wonder if you would repeat that question. 

(The question was read.) 

Mr. Apams. Not that I can recall. 

Mr. Fiscuspacu. You thought when you issued or voted for order 
No. 2015 that you would get Tom Gregory in and have a formal 
record; is that correct? 

Mr. Apams. That is right. 

Mr. Fiscupacn. And you were going to sit back and judge that 
record after it had been made; is that not right? 

Mr. Apams. That is correct. 

Mr. Fiscupacu. And that there would be a formal record in the 
sense that there would be a stenographer taking down questions and 
answers; is that right? 

Mr. Apams. Yes, definitely. 

Mr. Fiscnpacu. And you were going to have a hearing examiner, 
or a hearing officer in connection with that? 

Mr. Apams. That is correct. And we discussed the possibility of 
getting an outside hearing officer from, perhaps, some other agency, so 
that there could not be any question as to the fairness of it. All that 
we wanted was facts. 

Mr. Fiscupacu. There were none 

Mr. Apams. Not to use one of our hearing officers, or for a Board 
member to sit at the hearing. We thought it would be fairer. And I 
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agreed heartily with the other two Board members, to simply get a 
record on which we could base a judgment. And if I know the two 
men that I have worked with there, their thinking and their princi- 
ples, I do not believe there was anything more in either of their minds 
than just exactly that. I do not want you to believe that they were 
thinking one thing and I was thinking another on that. 

Mr. Fiscusacu. So far as you are concerned, your testimony would 
be that there was none of this informal ‘‘come in and talk it over’ 
atmosphere? 

Mr. Apams. We had been so unsuccessful in so many informal 
meetings, my judgment on the matter at the time was to have it 
formal, and to have a printed record, and there it would be. It would 
not be who said what later, and misunderstandings as we had on 
many of the items that we finally thought we agreed on. 

Mr. Fiscupacu. And it is your testimony that that was the posi- 
tion of the other members of the Board, too? 

Mr. Apams. Oh, I believe so with all of my heart. 

Mr. Fiscusacn. And if we have had testimony to the contrary, it 
would be up to-us to decide who is telling the truth? 

Mr. Apams. That is correct. 

Mr. Fiscuspacu. That is all. 

Mr. Houirie.tp. The subcommittee will be adjourned until 10 
o’clock tomorrow morning. Thank you, Mr. Adams. 

(Whereupon, at 12:30 p. m., the subcommittee adjourned to 
reconvene at 10 a. m., Thursday, July 19, 1951.) 
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THURSDAY, JULY 19, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
EXECUTIVE DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Homer Loan Bank ae 
Washington, D. C. 


The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 1301, New House Office Building, Hon. Chet Holifield (chair- 
man of the subcommittee) presiding. 

Present: Representative Holifield. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, Clerk. 

Mr. HouirteLp. The subcommittee will be in order. You may 
proceed, Mr. Fischbach. 


FURTHER TESTIMONY OF KENNETH G. HEISLER, GENERAL 
COUNSEL, HOME LOAN BANK BOARD 


Mr. Fiscupacu. | take it,. that while you were counsel for the 
Administration and for the Board there came to your notice the 
demand of the shareholders of Long Beach Federal for copies of the 
audit reports and the copies of the examinations that had been made 
of the affairs of that association by Mr. Strecker and others, as of 
May 18 and October 2, 1946; is that true? 

Mr. Hetsuer. I have no recollection of that at the moment. That 
is probably true, but I have no recollection on that point. 

Mr. Fiscunacn. Before you were asked to come and testify as a 
witness in these proceedings, vou were asked to produce, when you 
attended before the subcommittee, the correspondence files which 
would indicate your participation in the matter of the controversy in 
California, involving the Los Angeles bank, its reestablishment, the 
San Francisco bank and its continuation, and the Long Beach Federal 
controversy; is that not correct? 

Mr. Hersuer. That is right. 

Mr. Fiscnspacn. And in response to that, was there not a com- 
pendium of documents prepared at your office and bound in a file 
and handed to me? 

Mr. Hetsier. That is right. 

Mr. Fiscupacu. Did you not look over those documents? 

Mr. Heiser. No; I did not. 

Mr. Fiscnsacu. That report that was prepared by Mr. Strecker 
and others is the report of approximately 350 pages and was referred 
to earlier in the testimony before this subcommittee as exhibit C, as it 
was so identified on the night of the day that proceedings were heard 
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before the Federal judge in southern California in connection with the 
injunction that the plaintiffs in the litigation sought with relation to 
order No. 2015. I take it you are familiar with the existence of that 
document? 

Mr. Hetster. That is correct. 

Mr. Fiscuspacn. It appears from the file of papers that was pre- 
pared and turned over to me, to which I referred in my previous ques- 
tion, that a document numbered 23 is an analysis of the demand for 
inventories, reports, and audits, and I would take it that this demand 
was analyzed by you? 

Mr. Hetsuer. Not by me. 

Mr. Fiscnpacu. Pardon? 

Mr. Hersuer. I am fairly sure I did not analyze it. 

Mr. Fiscupacu. How would you explain the presence of the analy- 
sis that appears to have been numbered 23 in the file which was de- 
livered to me, if it was not prepared by you? 

Mr. Hetsuer. I presume it was included because, apparently, I 
transmitted it to the Commissioner. 

Mr. Fiscuspacu. Well, if you transmitted it to the Commissioner 
I take it that you agreed with the analysis and the conclusion therein 
reached? 

Mr. Hertster. I am sure I did at the time. 

Mr. Fiscupacu. Will you read the analysis and your memorandum 
of transmittal, so that you can refresh your recollection on the subject? 
Is your recollection now refreshed on the subject? 

Mr. Hetsuer. No; it is not. Apparently, it was prepared by an 
attorney in my office—it says prepared by “W. J. H.’’ which, appar- 
ently, is Bill Hogan. I have no recollection of it, and all I could do 
is give an explanation as I see the situation new. 

Mr. Fiscuzacnu. I think it would, probably, be best if Mr. Hogan 
were to testify. Is he still with the office? 

Mr. Herster. Yes; he is on leave, but he could come in any time. 
He is in town. 

Mr. Fiscupacu. I call attention, however, to the analysis which 
you believe was prepared by Mr. Hogan. 

Mr. Herster. That is right. 

Mr. Fiscuspacnu. And the last paragraph seems to indicate that this 
request, insofar as it relates to the report and audit referred to as 
exhibit C and prepared by Mr. Strecker and others, would not be 
furnished to the shareholders of Long Beach Federal; is that not a fact? 

Mr. Heitsuer. I cannot state right at this time without study what 
was in mind there, but it may have been this, that we customarily 
furnish the management matters that we find wrong with the asso- 
ciation and we would be very reluctant to give it out to shareholders 
generally. And I presume this is a statement that they are not in 
such a capacity that we would feel we would be justified m furnishing 
it to them, as I believe it has been stated, Mr. Strecker offered to furnish 
it to the management of the Long Beach Federal. 

Mr. Fiscupacn. That, I believe, is not supported by evidence 
here. The matter is rather a critical issue and I would appreciate it, 
Mr. Heisler, if you would today issue such instructions as you see fit, 
to be prepared to come back on the first occasion that this subcom- 
mittee convenes again, with such evidence as you can gather or as 
may be in the possession of the Board or the Department of Justice, 
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which bears upon this issue: (1), Was a copy of exhibit C ever de- 
livered to the shareholders or to the management of the Long Beach 
Federal at any time prior to the night in November of 1949 when it 
was offered in evidence before Judge Hall, in the proceedings pending 
before the court in southern California; (2), if so, by whom was that 
document made available, to the shareholders or the management, 
when and where, and who acted on the part of the agency or the Gov- 
ernment and who acted on the part of the shareholders or the man- 
agement? And I might say this, Mr. Heisler, and Mr. McKenna, if 
it will help you to have a copy of this portion of the transcript made 
available to you I will be glad to see that it is delivered to you 
tomorrow. 

-Would you like that; would either of you like that? 

Mr. McKenna. Yes. 

Mr. Fiscnupacu. Then you do not have to make a written note of 
it, Mr. Heisler. 

I take it, Mr. Heisler, there is no disagreement about the fact that 
when a conservator is appointed, the management of an association 
so affected is stripped of its power and authority except to make an 
application for hearing before the Board? 

Mr. Hetster. I believe that is correct. 

Mr. Fiscupacu. If a conservator is appointed for an association 
in southern California or elsewhere in the United States at a point 
that is substantially distant from the District of Columbia, how 
would the management, having no access to the funds of the associa- 
tion, be able, as a practical matter, to hire counsel and secure the 
attendance of witnesses and produce documents related to the issue 
that might be created in relation to the appointment of a conservator? 

Mr. Heister. You mean being out of the association and, therefore, 
not having any access to funds of the association, how would they 
finance any contest? 

Mr. Fiscnspacn. How would they finance a contest—how would 
they finance an administrative hearing before the Board and more 
particularly, Mr. Heisler, how would they finance a judicial review, 
whether under the Administrative Procedures Act or the inherent 
and constitutional power of the court to review the action of an 
administrative agency? 

Mr. Hetster. The Board, of course, in all proceedings before it, 
has permitted parties to appear with or without counsel, tried to keep 
its proceedings as informal as possible under the circumstances, so 
that the expense to that extent would be relatively insignificant which, 
I believe, would be the first step, which would be to seek an adminis- 
trative hearing and give the Board an opportunity to determine 
whether, in its mind, the conservator had been properly put in or not. 
It seems to me that is the first step. 

On that step, if the Board ascertained that it had acted improperly, 
I presume that when the management was restored the expenses of 
the proceeding would be paid. 

If the Board did not turn the management back then, I suppose 
you would have the question as to whether they were in the wrong 
they should be paid, but in any event the matter would then go to 
court and the court would have the jurisdiction and authority to 
determine, I believe, whether attorneys’ fees should or should not be 
paid. And the extent to which they should be paid after the adminis- 
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the situation. 

Mr. Fiscusacnu. Mr. Heisler, are you simply hypothesizing or are 
you giving us the policy of the Federal Home Loan Bank Administra- 
tion and the policy of the Home Loan Bank Board in relation to this 
problem? 

Mr. Hetsuer. Well, I thought I was giving you the legal situation 
I did not understand that it involved any question of policy, that it 
was just what would legally occur. Would you agree with me on 
that? 

Mr. McKenna. I would. And I think the regulations that are 
pertinent to that, the old section 207.3—I do not know the present 
numbering—provided, however, that nothing herein shall deny to such 
officer and directors the right from time to time to address such peti- 
tions authorized by the board of directors as they may have to the 
Federal Home Loan Bank Administration—that would be the Home 
Loan Bank Board now—or its representatives designated to receive 
such petitions concerning such associations or to represent the associa- 
tion in hearings provided for in these rules and regulations. And | 
think there is plainly implied in that, that the Board will make 
available such facilities as are necessary for the officers and directors, 
so that the officers and directors can address those petitions and pursue 
their remedies. That, in turn, is substantiated, I think, by the old 
provision 206.3 which says, in part, the costs of hearings held pursu- 
ant to section 206.2, which is the provision for the hearing, may be 
assessed against the association unless the Board finds upon such 
hearing there is no cause for the appointment of a conservator or 
receiver. 

All of that, I think, has implicit understanding that the Board will 
have to make an equitable determination of the application of costs 
and of the means of the association’s directors exercising the duties 
there devolved upon them. 

Mr. Fiscuspacn. I am familiar with the provisions of the regula- 
tions to which Mr. McKenna referred, Mr. Heisler. And my ques- 
tion to you was really directed to what the policy of the Board was 
under those rules and regulations. And I again inquire as to whether 
the Board’s policy, in the event I described, namely, the appointment 
of a conservator for an association or the appointment of a receiver 
for an association, whether the management would be afforded coun- 
sel, whether they would have to make an application to the Board for 
permission to retain counsel, whether the Board would assume ju- 
risdiction of such an application, and whether the Board itself would 
pass on how much counsel fees should be allowed to the association 
in order to defend itself on the charges brought against it, whether 
the Board would assume to determine the amount of counsel fees and 
the amount of expenses that might be allowed in connection with the 
defense of the association, and so forth, in relation to the matter. 

Mr. Hetsuer. Well now, you are asking me a very broad question 
of Board policy. And all 1 can answer is what the practice of the 
Board has been from where I sit, my observation of it. And that has 
been in the numerous administrative hearings that we have held, 
where the Board has permitted the participantsin the hearing to appear 
by themselves or through counsel and has in each instance had avail- 
able at the hearing an attorney of the Board for the purpose of seeing 








trative hearing. So I believe that would take care of the equities of 
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that their rights were fully protected, as we saw it, as well as the 
rights of the Government. 

Mr. Fiscuspacu. I do not think your answer, Mr. Heisler, is respon- 
sive to the question. 

Does the Board undertake to determine how much counsel fees shall 
be allowed to an association in connection with an administrative 
hearing, in which the association would be protesting either the 
appointment of a conservator or the appointment of a receiver? 

Mr. Hetsier. To my knowledge that case has never arisen. So I 
would just have to hazard a guess. If you want me to go ahead and 
give a guess as to what the Board policy would be, why, I would be 
willing to do that. 

Mr. Fiscupacu. I would rather you would not guess, Mr. Heisler. 

Mr. Hetsuer. I believe the Chairman would be able to give you 
his views, and Mr. Adams his views. 

Mr. Fiscupacn. There was included in the file that vou caused to 
be turned over to me, Mr. Heisler, a letter dated April 2, 1948, which 
appears to have been written by Mr. Divers to Mr. J. Arthur Younger 
of the Citizens Federal Savings and Loan Association at San Francisco. 
Is it correct for me to assume that this letter was cleared by you before 
it was written? 

Mr. Hetsuer. I would say so. 

Mr. Fiscupacn. I call attention to the third paragraph of the letter 
which reads as follows: 

It has been reported to me by counsel familiar with the pending litigation that 
it cannot be stated with any certainty that substantial damages will not be 
assessed in the district court against the Federal Home Loan Bank of San Fran- 
cisco despite the most vigorous opposition. Although it is the opinion of these 
counsel that legal grounds do not exist for finally substantiating such damages, 
nonetheless from a practical standpoint the test is what the court will do in the 
matter. This court has already taken jurisdiction of sufficient funds belonging 
to the bank to make its decree fully operative. The question then arises whether 
an appeal would succeed. Counsel have given me no definite assurance that an 
appeal would be successful in the circuit court of appeals. 

Were you one of the counsel who advised Mr. Divers along the line 
indicated by the paragraph of the communication that I read? 

Mr. Hetsuer. I must have been. I believe that would still be my 
opinion today, if the case was to be tried in the United States district 
court in Los Angeles. 

Mr. Fiscupacu. Now the second paragraph on the second page of 
the letter reads as follows: 

The proposed action by the directors of the Federal Home Loan Bank of San 
Francisco— 
and I will interpolate at that point, the proposed action referred to 
was the action proposed for the board of directors of that bank to 
settle and compromise the litigation and pay out certain funds— 
continuing with the letter— 
would be contingent upon the approval of the shareholders and in addition it is 


proposed that such a settlement will not be effected until approved by a court of 
competent jurisdiction after notice to all shareholders. 


Would we be correct in assuming that the shareholders referred to 
in that paragraph of the communication were the shareholders of the 
Federal Home aa Bank of San Francisco? 

Mr. Hetsuer. I would have to check that—yes. 
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Mr. Fiscupacu. And would we also be correct in concluding that 
the court referred to as a court of competent jurisdiction to approve 
the settlement was the Federal court in southern California? 

Mr. Hersuer. I gather from that letter that the chairman was not 
attempting to decide what court of competent jurisdiction was, but 
was merely stating that if it was decided by a court of competent 
jurisdiction that that should satisfy it. 

Mr. Fiscnpacu. You cleared this letter? 

Mr. Hetster. I assume I did. I am sure I did. 

Mr. Fiscnpacn. And when Mr. Divers said: 

It is proposed that such a settlement will not be effected until approved by a 
court of competent jurisdiction. 
do you think he has reference to some court other than the court in 
southern California? 

Mr. Hetsuer. I rather think he had reference to the fact that in- 
sofar as the San Francisco bank was concerned, it would actually 
have had jurisdiction of the parties and would be binding on them. 
I do not believe he had in mind that it meant that the court was the 
venue or the service of process was adequate or proper for the action 
to prevail against the Home Loan Bank Board or even action to 
prevail against the San Francisco bank on the merits, but I do not 
believe there is any question but what the United States district 
court has jurisdiction over the San Francisco bank and is a competent 
court and has competent jurisdiction for that purpose. 

Mr. Fiscusacu. Well then, when Mr. Divers wrote this letter 
and when you cleared it, you had in mind no other court than the 
court over which Judge Hall was presiding? 

Mr. Herster. I would say that we had in mind no other court, 
although I might add to that, we may have had in mind that there 
might be appeals from the gentleman to whom that letter is addressed, 
but the primary court would have been Judge Hall’s court. 

Mr. Fiscupacu. In point of fact, Mr. Heisler, were you not at 
one point along in the period immediately following the Portland 
agreement, confronted with the practical problem, as counsel to the 
Board, that there were among the industry, particularly in northern 
California, a group of 10 northern associations who contended that 
the Federal Home Loan Bank of San Francisco could not legally 
undertake to pay either the $300,000 mentioned in the first paragraph 
of Mr. Divers’ letter of April 2, 1948, to Mr. Younger or any other 
money in settlement of this litigation? 

Mr. Hersuer. Yes. The only quarrel I would have with that 
statement would be that it was not limited to the 10 associations. 
It was pretty generally the northern area and in, I believe, the 
northwest. 

Mr. Fiscusacn. I think you are absolutely correct on that, Mr. 
Heisler. And I recall distinctly, too, that there was one occasion 
on which Mr. Dusenbery, who was counsel for the San Francisco 
bank, wrote an opinion that the bank could not legally pay out any 
funds in connection with the compromise of this litigation. 

Mr. Herster. Yes; I do not recall any opinion of his. 

Mr. Fiscuzpacu. However, there came a time when in August of 
1948, you furnished a written opinion to the Board to the effect that 
the board of directors of the San Francisco bank did have that author- 
ity to compromise and settle the litigation? 
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Mr. Heiser. That was my opinion. 

Mr. Fiscuspacu. And I note, too, that a copy of your opinion of 
August 23, 1948, was furnished to Mr. McKenna and to the Federal 
Home Loan Bank of San Francisco, according to the distribution 
noted on the face page of the opinion. 

Mr. Hetster. It seems to me it was pretty generally distributed. 
I would say it was according to the notation, on to Mr. Divers and to 
Mr. McKenna and may have been wider. 

Mr. Fiscupacu. Was it not also to the Federal Home Loan Bank 
of San Francisco? 

Mr. Hetsuer. I think insofar as that notation on the memorandum 
is concerned that it is just merely listing the subjects. 

Mr. Fiscupacu. Mr. Heisler, I- do not think it was clear from 
your previous testimony on the subject of the inclusion in order No. 
2015 of ground No. 3 which related to the insurance premiums 
payable by the Long Beach Federal, that the subject of the insurance 
premiums had previously been discussed with you. I may be in 
error, but that is my impression at the moment. 

Do you recall whether prior to 1949 the subject of insurance premi- 
ums had been considered by you, in relation to any move against 
Long Beach Federal? 

Mr. Herster. I do not recollect anything on that. Mr. McKenna 
may, but I am sure. it was discussed. 

Mr. Fiscupacu. Would you look at this letter of October 6, 1948, 
which you addressed to Mr. McKenna and see if your recollection is 
not refreshed on that subject, and J particularly call your attention 
to the fourth paragraph. 

Mr. Hetster. I would think that that would just about adequately 
describe the situation. 

Mr. Fiscuspacu. All right. The fourth paragraph of your letter 
to Mr. McKenna of October 6, 1948, reads as follows: 

The Chairman has asked me to give consideration and I pass it on for your 
consideration, to see if there are any other offensive actions that we should take 
at this time as to whether we should sue on our insurance contract to recover 
insurance premiums or move to cancel insurance. 

With that sentence of the fourth paragraph of this letter before 
you, would you tell us, as nearly as you can correctly recall, what your 
conversation with the Chairman was, what he said to you and what 
you said to him? 

Mr. Hetsuer. I have absolutely no recollection of any conversa- 
tion. I would say it was almost as I have described it. 

Mr. Fiscupacu. What was the situation in October of 1948 with 
relation to Mr. Divers considering other offensive actions that the 
Board should take? 

Mr. Hetsuer. Well now, all I can do is give you a guess and that 
is that Dr. Husband was pressing him from the Insurance Corpora- 
tion, but that is purely speculation. I have no knowledge of that. 

Mr. Fiscupacu. Could you explain, Mr. Heisler, how it was that 
when a memorandum from the Insurance Corporation was trans- 
mitted to you, which stated in substance that under the amendatory 
legislation enacted by the Congress there was a rebate or credit due 
to Long Beach Federal for an amount of money which in the memo- 
randum was stated in so many dollars and so many cents precisely, 
that you wrote a memorandum advising the Insurance Corporation 
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that no rebate should be given to Long Beach Federal because it 
could not be determined how much the rebate should be? 

Mr. Hersuer. As I have testified before, Mr. McKenna prepared 
that after consultation, I believe, with the Department of Justice 
and could better answer that question if it is not answered on its face. 

Mr. McKenna. May I say something at this point? 

Mr. Fiscupacu. I will be very glad to place them before you when 
you testify. 

Mr. McKenna. You do not care to question me about it now? 

Mr. Fiscnpaca. I would like to very much, but as a physical propo- 
sition I do not have them right at my fingertips. Otherwise, I would 
be glad to. 

Are there any records that you could consult with respect to what 
the situation was in October of 1948 which would throw light on what 
offensive actions Mr. Divers or the Board had in mind in connection 
with either the Los Angeles bank or the Long Beach Federal? 

Mr. Hetsuer. I would say that probably the Chairman called me 
on the phone and told me just as that is stated there. 1 doubt if 
there is any further consideration than is there given. 

It has always been my view that we should keep this litigation as 
simple as possible, we should not start side issues and should try and 
get the main issue decided as promptly as possible. 

Mr. Fiscupacu. In the light of that are you familiar with the 
assignment of various members of the legal! staff of the Home Loan Bank 
Board to particular projects in relation to the litigation? 

Mr. Hetster. I do not know what you are talking about. 

Mr. Fiscupacu. You stated that it was your policy to avoid 
creating new issues. 

Mr. Hetster. New legal cases. 

Mr. Fiscupacu. Did you express that to the Chairman at the time 
he asked you to give consideration to any other offensive actions 
that should be taken at October of 1948? 

Mr. Hetster. I do not recall whether I did or not. 

Mr. Fiscupacu. I call attention to the fact that it would appear 
from your letter of October 6, 1948, that when the Chairman did ask 
you to give consideration to other offensive actions that should be 
taken, you passed that on for the consideration of Mr. McKenna. 

Mr. Hetsuter. That is right. 

Mr. Fiscupacnu. You did not state to Mr. McKenna that it was 
your policy not to create new offensive actions and it would not appear 
from this letter that you stated that as your policy to the Chairman 
when he asked you to give it consideration. 

Mr. Hetster. As to whether new actions would be started or not 
was not my decision. That was my personal policy. It was not 
my decision in any way. 

Mr. Fiscupacu. But did you advise the Chairman not to do that? 

Mr. Heiser. I do not recall one way or the other. 

Mr. Fiscupacnu. And it would appear from this letter of October 6, 
1948, that rather than advise a negative course of action, you followed 
the Chairman’s request on your own initiative, on your own initiative 
passed it on to Mr. McKenna for his consideration? 

Mr. Hetsuer. And for consultation with the Department of Justice. 
Mr. McKenna might have some views on that. He seems to have a 
better recollection of that than I do. 
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Mr. Fiscusacu. In the same letter you state to Mr. McKenna, 
within the scope of his inquiry would be whether any action should 
be instituted or anything done to recover some ninety-odd-thousand 
dollars for examination expenses by the Comptroller’s office. Do 
you recall that statement? 

' Mr. Hetster. I do not recall it. I just read it. 

Mr. Fiscupacu. You know that that statement is im the letter? 

Mr. Hetsuier. That is right. 

Mr. Fiscuzacn. Inconnection with the ninety-odd-thousand dollars 
for examination expenses did the Home Loan Bank Board at any 
time, or did Mr. Fahey, as administrator, at any time furnish Long 
Beach Federal with a breakdown of the charges that were so referred 
to by you? 

Mr. Heisurr. I believe they were discussed from time to time with 
Mr. Gregory. I cannot answer whether they were furnished to him 
at the association or not. I just do not know. The record would 
show it. 

Mr. Fiscusacu. I might state for your information and for Mr. 
McKenna’s, that it is claimed here by Long Beach Federal that they 
requested that information and have never been furnished it. 

Would you be good enough, please, to examine your records and 
ascertain whether that is correct? And would you also ascertain 
whether there is in the possession of the Board a detailed breakdown 
of the conservator’s expenses? 

Mr. McKenna. You will give us a copy of this so that we will 
not have to take it down? 

Mr. Fiscupacn. Yes. 

I would like to offer for the record at this time as a Home Loan 
Bank Board exhibit the analysis of the demand for inventories, 
reports, and audits to which reference was made in the examination 
of this witness, the letter of transmittal of November 6, 1946, trans- 
mitting the analysis to Mr. Fahey, the letter of April 2, 1948, of Mr. 
Divers to Mr. Younger which was cleared by this witness, the opinion 
dated August 23, 1948, which was written by this witness and tur- 
nished to the chairman, the letter of October 6, 1948, which reference 
was just had in connection with other offensive actions and a letter 
dated January 10, 1949, written by Mr. Heisler to the Attorney 
General, about which I will now examine him. 

Mr. Houtriretp. Without objection those exhibits will be received 
into the record and appropriately marked. 

(The analysis, the letter dated November 6, 1946, the letter dated 
April 2, 1948, the opinion dated August 23, 1948, the letter dated 
October 6, 1948, and the letter dated January 10, 1949, were respec- 
tively marked as ‘‘Home Loan Bank Board Exhibits Nos. 12 to 17, 
inclusive,” and follow:) 


Home Loan Bank Boarp Exuisit No. 12 
ANALYsis—DEMAND FOR INVENTORIES, REPORTS, AND AUDITS 


The demand addressed to Commissioner Fahey, which incorporates by refer- 
ence identical demands made upon A. V. Ammann, conservator, and R. J. Strecker, 
examiner of the Long Beach Federal Savings and Loan Association, asks for the 
following: 

1. Inventory of assets and property of the association as of May 20, 1946, 
the date on which the conservator was appointed. 
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2. Inventory of assets and property of the association as of October 2, 
1946, the date on which the conservator was reinstated. 

3. Copy of reports and audit submitted by the examiner in connection 
with the examination made of the association on October 1 and 2, the 2 days 
the officers and directors were in possession of the association under order 
of the three-judge court. 

4. Copy of reports and audit submitted by the examiner in connection 
with the examination commenced on May 18, 1946. 

Although it states the demand is made by the plaintiffs, Paul Mallonee, C. H. 
Newhouse, and Winnie Bucklin, it is signed ‘Shareholder Members Committee— 
Plaintiffs, by Paul Mallonee, chairman”. Since the ‘‘Shareholder Members 
Committee’’ is not the plaintiff, it has no standing to make such demand through 
the court. 


Home Loan Bank Boarp Exuisit No. 13 


NoveMBER 6, 1946. 
“Demand for Inventories” 
Entitled in the case of Paul Mallonee et al. v. John H. Fahey, A. V. Ammann, et al. 


Mr. Joun H. Fauey, 
Commissioner: 

Attached is an analysis of the ‘‘Demand for Inventories of Purported Con- 
servator, A. V. Ammann, and Reports and Audits of Purported Examiners,” 
which demand although entitled in the action Paul Mallonee et al. v. John H. 
Fahey, et al., is signed ‘‘Shareholder Members Committee— Plaintiffs, by Paul 
Mallonee, Chairman.” Since the ‘‘Shareholder Members Committee” is not the 
plaintiff, it has no standing to make such demand through the court. 

KENNETH G. HEISLER. 

Attachment. 


Home Loan Bank Boarp Exursit No. 14 


Apri 2, 1948. 
Mr. J. ARTHUR YOUNGER, 
Executive Vice President, Citizens Federal Savings and Loan Association, 
San Francisco, Calif. 

Dear Mr. Youncer: This is in reply to your letter of March 22, 1948, with 
reference to the »roposed action of the directors of the Federal Home Loan Bank 
of San Francisco to pay $300,000 in connection with the settlement of pending 
litigation involving the bank. In answering this letter, I feel I should first make 
it clear that neither the Board nor I have any interest in this case other than that 
it should be handled in a manner which will be to the best interests of the public 
and the savings and loan industry. 

From your letter it appears that you understand that the claim of the Long 
Beach Federal Savings and Loan Association is in reality a claim against the 
Board and for this reason conclude that any suggestion for the bank to make the 
payment is out of order. In reality the claims which are the subject of the sug- 
gested payment by the bank are claims which the management of the Long Beach 
association has asserted against the bank itself. 

It has been reported to me by counsel familiar with the pending litigation that 
it cannot be stated with any certainty that substantial damages will not be 
assessed jn the district court against the Federal Home Loan Bank of San Fran- 
cisco despite the most vigorous opposition. Although it is the opinion of these 
counsel that legal grounds do not exist for finally substantiating such damages, 
nonetheless, from a practical standpoint, the test is what the court will do in the 
matter. This court has already taken jurisdiction of sufficient funds belonging 
to the bank to make its decree fully operative. The question then arises whether 
an appeal would succeed. Counsel have given me no definite assurance that an 
appeal would be successful in the circuit court of appeals. 

I have been assured that if the Supreme Court of the United States would 
grant a writ of certiorari to review this matter, there is reason to believe that the 
final outcome would be favorable to the bank of San Francisco. This is subject, 
however, to many contingencies, one of which 1s the fact that the Supreme Court 
would have discretion to grant or to refuse review. Because of the constitutional 
issue, the Long Beach matter went up by appeal, which is not discretionary but 
is a matter of right in those cases where it is available. 
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The proposed action by the directors of the Federal Home Loan Bank of San 
Francisco by its terms would be contingent upon the approval of the shareholders 
and, in addition, it is proposed that such a settlement will not be effected until 
approved by a court of competent jurisdiction after notice to all shareholders. 
Further, no settlement would be made except after clearance by the Department 
of Justice. 

The matters involved in this issue have been pending for over 2 years and as 
a result other important matters have had to be neglected in order to devote the 
time and attention necessary to dispose of this action. The Board cannot help 
but feel that if this matter could be amicably disposed of on some reasonable basis 
so that the Board and the industry could devote their full time to constructive 
work, it would be vitally in the interests of the public and industry to do so. The 
Board or I would be glad to discuss this matter with you at any time. 

Very truly yours, ; 
Wiui1am K. Divers, 
Chairman, 


Home Loan Bank Boarp Exuipitr No. 15 


Avucust 23, 1948. 
Mr. Witiram K. Divers, 
Chairman, Home Loan Bank Board. 


Under the Federal Home Loan Bank Act, as amended, the Home Loan Bank 
Board is responsible for the regulations and supervision of Federal home loan 
banks, including the Federal Home Loan Bank of San Francisco. My opinion 
has been requested as to whether there would be any legal objection to the Federal 
Home Loan Bank of San Francisco joining in the proposed stipulation for judg- 
ment, draft of August 11, 1948, and general settlement of the pending litigation 
if such action is determined by the board of directors of the San Francisco bank 
to be advisable. 

In general the board of directors of a corporation may compromise and settle 
litigation when in their honest and informed judgment and discretion, based on 
facts affording a reasonable basis therefor, such compromise and settlement is to 
the corporation’s best interests. Levine v. Behn (N. Y.S. C. 1940, 21 N. Y.S. (2d) 
805, aff'd 28 N. Y. S. 711); Holland v. Presley (N. Y. A. D. 1939; 8 N, Y. 8. (2d) 
804, affirmed 21 N. E., (2d) 884) ; Northern Liberty Market Company v. Kelley ((1885) 
(113 U. S. 199, 29 L. ed. 948); First National Bank of Charlotte V. National 
Exchange Bank ((1876) 92 U.S. 122, 23 L. ed. 679); Donahoe v. Mariposa Land and 
Mining Company ((Calif. 1885) 5 Pac. 495); 6 Fletcher Cyc Corp. ((Perm. ed. 1931) 
S. 2511 and Supp.). 

“Directors have power to compromise or settle claims in favor of or against 
corporations, or in actions pending against it, * * *’’ 2 Fletcher Cyc. Corp. 
(Perm. ed. 1931) S. 528 with authorities. 

“Tt was for the directors to determine if the settlement should be made and 
upon what terms. While the responsibility was theirs, they had a right, under 
the circumstances, to rely upon competent and experienced counsel, who advised 
and supervised the exchange of releases between the corporation and Presley. 
They believed what they did was ‘for the common and general interests of the 
corporation (and) may not be questioned, although the results show that what 
they did was unwise or inexpedient.’’’ Holland v. Presley, supra, at page 806. 

Subject to the authority of the Home Loan Bank Board, and to the limitations 
of the Federal Home Loan Bank Act, as amended, each Federal home loan bank 
has the usual corporate powers necessary to accomplish the purposes of its incor- 
poration. Each bank is expressly empowered to ‘‘make contracts’’ and “to sue 
and be sued, to complain, and to defend, in any court of competent jurisdiction, 
State or Federal.’’ Federal Home Loan Bank Act, section 12. Federal home 
loan banks are therefore liable in civil actions. Compare U/nited States v. 
McCarl ((1927) 275 U.S. 1, 72 L. ed. 1); Ketfer & Keifer v. H. F. C. ((1939) 306 
U. S. 381, 83 L. ed. 784); Prato v. H. O. L. C. ((CCA. 1, 1939) 106 F. (2d) 128); 
Bauman v. Aluminum Co. of America ((D. C., E. D., N Y. 1944) 58 F. Supp. 160); 
Warrener v. Federal Land Bank of Louisville ((Ky. 1936) 99 8S. W. (2d) 817); 
Herman v. Home Owners’ Loan Corporation ((N. J. L. 1938) 200 Alt. 742, aff’d 4A 
(2d) 261; 9 Fletcher Cyc. Corp. (Perm. ed. 1931) 8. 4234. As an incident of the 
power to sue and be sued, Federal home lean banks have the authority to enter 
into compromises and settlements. See Creen Co. Nat. Farm Loan Ass’n. v. 
Fed. Land Bank of Louisville ((D. C. W. D. Ky. 1944) 57 F. Supp. 783, aff’d 
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152 F. (2d) 215, cert. den. 328 U. 8S. 834, 90 L. ed. 1610); City of Coral Cables y. 
State ((Fla. 1937) 176 8S. 40; 11 Am. Jr. 259; and (1947) 40 O. A. G. No. 123). 

“In carrying out its purposes and objects and as an incident to its power to 
contract and to sue and be sued, a corporation may enter into a compromise and 
settlement. * * *” (6 Fletcher Cyc. Corp ((Perm. ed. 1931) 8. 2511.) 

As in the ease of any other corporation, the authority of a Federal home loan 
bank to compromise and settle litigation is vested in its governing body, the 
board of directors. 

Counsel have a‘tised that the action against the Federal Home Loan Bank of 
San Francisco will not prevail if the issue is carried to the Supreme Court of the 
United States, although there is considerable doubt of the result in the lower courts. 
This consideration does not by itself prevent the board of directors of the San 
Francisco bank from determining that a settlement would be to the interests of 
theirinstitution. See Creen Co. Na‘. Farm Loan Association v. Federal Land Rani: 
of Louisville, supra and Levine v. Behn ((N. Y. Sup. Ct. 1940) 21 N. Y. S. 2d 805), 
aff'd 28 N. Y.S. 711). In the Green Co. National Farm Loan Association case 
the district court at page 788 said: 

“* * * Numerous deci:ions have recognized the right of corporate manage- 
ment to refuse to assert and press valid claims against debtors, and its right to 
compromise claims on a basis other than strict dollars and cents, when such 
action was accompanied by a reasonable probability that the best interest of the 
corporation would be served by so doing. * * *” 

The disruptive effect of the present prolonged litigation on the Federal Home 
Loan Bank of San Francisco and on its entire membership is the subject of concern 
to this Board as it must be to the directors of the bank. 

The decision of the board of directors of the Federal Home Loan Bank of San 
Francisco as to whether or not that bank should compromise and setile the 
litigation against it by joining in the presently proposed stipulation or otherwise 
must be made by the directors, with the advice of the bank’s own competent 
counsel, on the basis of their informed judgment and considered opinion as to 
the bank’s best interest. A careful decision of the board of directors to enter 
into a compromise and settlement of this litigation, made on such a basis, may 
in my opinion, be legally recognized by the Home Loan Bank Board as a proper 
exercise of corporate authority. 

The Home Loan Bank Board is represented in this litigation by the United 
States attorney for the southern district of California. There has been no commit- 
ment by the Home Loan Bank Board on its part to enter into or otherwise to act 
in connection with the proposed stipulation or any other plan for compromise and 
settlement. 

KENNETH G. HEISLER, 
General Counsel. 


Home Loan Bank Boarp Exnurpit No. 16 


OcTosEeR 6, 1948. 
Mr. Wituram F. McKenna, 
312 North Spring Street, Los Angeles, Calif. 

Dear Brit: I have not heard from you or Ron as to the attitude of Jim Carter 
as to the proposed hearing. Would he advise the Department of Justice so that 
they may clear the resolution here. 

On your request for statistics, we forwarded you some data on Friday, air 
mail special delivery, in care of Phil Angell’s office. We are wondering if you 
have received that and whether that is available to you or if Phil Angell is keeping 
it. If he has it, we will send you another copy. 

I am asking Mose to keep in closer touch with the Department of Justice and 
keep them advised as we progress. However, I just talked to Mr. Hickey and they 
seem to desire to await advice from Jim Carter before moving or even considering 
the matter. 

The Chairman has asked me to give consideration, and I pass it on for your 
consideration, to see if there are any other offensive actions that we should take 
at this time as to whether we should sue on our insurance contract torecover 
insurance premiums or move to cancel insurance. He presumes that bank counsc! 
will have covered the question as to whether suit should be instituted by th: 
bank for delinquené interest. Within the scope of his inquiry would be whether 
any action should be instituted or anything done to recover some ninéty-odd- 
thousand dollars for examination expenses by the Comptroller’s office. 
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We will not be able to assist as much as we would like to on legal research 
until we have copies of your petitions or other matters which will present more 
clearly to us your theories. Bear in mind that you have all your theories clearly 
in your mind but they have not been fully communicated to us. It may be you 
would want to send more specific questions that you want answered with authori- 
ties. Mose and Bill Hogan are working full time on the questions. I am asking 
Carl to devote full time to the economic data. 

A move is on foot here to have the hearing set around November 10 or 15. 
Phil Angell, however, took the position in a telephone conversation that it did 
not matter when it was originally set, if it conflicted with a trial or court hearing 
date they would request continuance. 

Sincerely yours, 
KENNETH G. HEISLER, 
General Counsel. 


Home Loan Bank Boarp Exutpit No. 17 


JANUARY 10, 1949. 
Re: Mallonee, et al. v. Fahey, et al., in the United States District Court for the 
Southern District of California, Civil Action No. 5421—PH. 
Your ref: HGM:REG 145-115-149 
The ATTORNEY GENERAL, 
Department of Justice, Washington 25, D. C. 

My Dear Mr. ArroRNEY GENERAL: I have your letter of December 23. You 
have asked my views as to the basis on which it is possible to consider that the 
waiver or cancellation of claims due the United States may be involved in the 
proposed settlement. Since the date of your letter, this matter has been infor- 
mally discussed by Mr. Guggenheim of your office and Mr. McKenna of this office. 

The settlement, if executed as proposed, would eliminate rights of the Home 
Loan Bank Board, an unincorporated agency of the United States, to undertake 
to recover certain expenses incurred by it in connection with the Long Beach 

Federal Savings and Loan Association. In order that the full facts would be 
available, I attached to my letter to you of December 17, an itemization of such 
amounts which the proposed settlement agreement would undertake to make 
uncollectable. 

These expenses have been considered chargeable to the association under 
section 5 of the Home Owners’ Loan Act of 1933, 12 U.S. C. 1464; title IV of the 
National Housing Act, 12 U. 8. C. 1724 et sec.; sections 203.2, 206.3, 207.5, and 
207.8 of the Rules and Regulations for the Federal Savings and Loan System, and 
son 301.14 of the Rules and Regulations for Insurance of Accounts, (24 

F. R. Ch. Il and III). Pursuant to these provisions, the Federal Home Loan 
Bank Administration by its Order No. 6258 authorized the billing of the con- 
servator for the Long Beach Federal Savings & Loan Association in the amount 
of $63,748.48. This bill was paid by the conservator out of association funds. 
The regular examination and audit as of September 30, 1946, in the amount of 
$4,813.33, was also billed against the association and paid by the conservator. 

Pursuant to authorization of February 27, 1948, by Board Resolution No. 519, 
the Comptroller of the Federal Home Loan Bank System billed the association 
in the amount of $65,007.60 to reimburse the Home Loan Bank Board for expenses 
in connection with the conservatorship. In addition, the amount of $24,772.94, 
although not yet billed, has been set up on the accounts maintained by the Comp- 
troller as chargeable against the association. 

Copy of the resolution and of the order referred to are attached for your con- 
venience. 

Sincerely yours, 
KENNETH G. HEISLER, 
General Counsel. 
Attachments. 
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Home Loan Bank Boarp, 
January 10, 1949. 
Interoffice Communication 
From: Office of the General Counsel 
To: Members of the Board 
Subject: West Coast Litigation 

We received today a letter from the office of the United States attorney for 
the southern district of California which advises us that his office had signed a 
stipulation extending until March 10, 1949, the time within which the plaintiff 
shareholders committee and the Long Beach Association will be permitted to file 
objections or exceptions to the accounting of A. V. Ammann. The United States 
attorney further advises of the receipt by him of the following two documents, a 
copy of each of which was enclosed with the letter: 

(1) Motion for Order Directing Repayment of Moneys Heretofore Ad- 
vanced by Shareholders Protective Committee; and 
(2) Motion for Order Directing Payment of Attorneys’ Fees on Account. 

The ‘‘Motion for Order Directing Repayment of Moneys Heretofore Advanced 
By Shareholders Protective Committee’, which motion is signed by Mr. Fitz- 
patrick and by O’Melveny & Myers in behalf of the plaintiffs in the bank suit, 
asks for an order for the payment of $32,308.41 out of funds, assets, or properties 
now on deposit in the court. The $32,308.41 was allegedly advanced by the 
Federal Home Loan Bank Shareholders Committee for the benefit of the Federal 
Home Loan Bank of Los Angeles in the litigation. The grounds upon which such 
reimbursement is moved are that the Los Angeles Bank is without funds to defray 
the costs and expenses of the litigation; that the committee has expended moneys 
and incurred liabilities in that connection; and that the funds in the registry of 
the court should be employed to make the committee whole. The motion is 
supported by an affidavit by J. Howard Edgerton, by a Memorandum of Points 
and Authorities, and by a “Statement of Expenses of Shareholders Protective 
Committee from April 26, 1946, to November 16, 1948.” 

The motion for order directing payment of attorneys’ fees on account is likewise 
made by Mr. Fitzpatrick and by O’Melveny & Myers. This motion is for an 
order fixing reasonable attorneys’ fees in both actions, both for services rendered 
and to be rendered by Mr. Fitzpatrick and by O’Melveny & Myers. The pay- 
ment is to be made out of the funds, assets, or properties on deposit in the registry 
of the court, or as the court should otherwise direct. The grounds alleged are 
that no funds are available to the Los Angeles bank because the Portland or 
San Francisco bank has all its assets, and that the associations which have joined 
as plaintiffs in the bank action have an interest in these assets of the Los Angeles 
bank sufficient to entitle them to payment out of these assets of these fees. 

The motion is supported by a memorandum of points and authorities and by 
two affidavits, one by Pierce Works and John Whyte of the firm of O’Melveny 
& Myers and the other by Richard Fitzpatrick. The affidavit in behalf of 
O’Melveny & Myers states that the litigation has required a combined total of 
1,634 hours of their attorneys’ time and 405 hours of stenographers’ time. The 
attorneys’ time is divided as follows: 





| | 
| Court time | Office time | Totals 





309 | 319% 
7044 1, 244 1, 31442 
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Employees 








81 1, 553 | 1,634 





This total does not include any services that have been rendered since October 
31, 1948, or that are yet to be rendered. There is a statement of the legal work 
that remains to be done, in particular in connection with the trial of the litigation, 
and the affidavit states that O’Melveny & Myers expects “‘to prove, among other 
things, each and all of the facts heretofore presented to the hereinabove mentioned 
Select Committee to Investigate Executive Agencies of the House of Representa- 
tives, Seventy-ninth Congress, Second Session.”” The affidavit further states 
that the only attorneys’ fees that have been paid are $2,500 on account to Mr. 
Fitzpatrick, paid on or about July 31, 1946; $2,500 on account to O’Melveny «& 
Myers, paid on or about October 15, 1946; $2,500 on account to Mr. Fitzpatrick 
on or about February 18, 1948; and $2,500 to O’Melveny & Myers paid on or 
about February 17, 1948. 
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A listing of the times spent by each partner and employee of O’Melveny & 
mayer - included on pages 33 and 34 of exhibit A to the affidavit of Messrs. Works 
and yte. 

The affidavit of Mr. Fitzpatrick in support of his claim for allowance for at- 
torneys’ fees gives a detailed chronology of his work in support of the Los Angeles 
bank side of the litigation. Mr. Fitzpatrick totals 1,645.5 hours of legal work and 
states that he has made over 2,500 telephone calls and written more than 175 
letters. He, likewise, does not include any time spent after October 31, 1948. 

It is not possible, of course, to predict what, if any allowances of fees the court 
will make on this presentation. In the light of the history of the litigation in the 
district court, it is probable that the district judge will make a very substantial 
allowance. In fairness to Mr. Fitzpatrick and to O’Melveny & Myers it should 
be stated that their calculation of time appears to be very conservative. 


KENNETH G. HBISLER. 

Mr. Fiscusacu. I refer to the letter of January 10, 1949, to the 
Attorney General, and I would like you to just glance over it and 
refresh your recollection. 

Do you recall the circumstances of the writing of this letter? 

Mr. Herster. No, I do not. However, it seems to have been a 
submission to the Attorney General to determine whether in his 
opinion we could waive the $90,000 that apparently is due us. 

Mr. Fiscusacu. Did you get an opinion from the Attorney General? 

Mr. Hersuer. I do not recall. 

Mr. Houtrievp. The subcommittee will stand adjourned for 20 
minutes. 

(Recess.) 

Mr. Hourrietp. The subcommittee will be in order. 

Mr. Fiscupacu. Mr. Heisler having been asked to be excused, we 
will resume his testimony at a later point. 

I will next call Mr. Wyman. 

I would first like to read into the record a portion of the transcript 
of the proceedings before the Federal court in southern California on 
April 26, 1949, on page 67 of the transcript of that day Mr. Westover 
asked this question: 

I would like to ask one question. You have raised a thought in my mind that 
I didn’t have, Mr. Siegel. Doesn’t the Board wish to still have the power reserved 
to them after settlement to bring some action administratively in court or other- 
wise for things prior to the date of the settlement? 

Mr. Steceu. The Board has made no such suggestion, Mr. Westover, at all. 

Mr. Westover. I want to be clear on that. 

Mr. Forp. No. 

The Court. The answer is ‘‘No.’’ Mr. Ford speaks with the authority of the 
Department, and the answer is, ‘“‘No.”’ 

Mr. Westover. The only thing, I understood the Board wants to have its 
hands free in everything in futuro from the date of the settlement on. 

Mr. Sreceu. I think it only fair to say that the Board has not discussed the 
question which you raised specifically, at least, not with me. Have they with 
you, Peyton? 

Mr. Forp. In a general way. 

That is in further amplification of Mr. Ford’s testimony on the 
question of whether there were any administrative proceedings con- 
templated on the basis of the charges then in existence against Long 
Beach Federal and it is in further amplification of Mr. Ford’s testimony 
that there was no intention of course to vitiate any fraud that might 
be discovered at a later time. 

Mr. Hourrietp. Mr. Wyman, will you please come forward? 


79631—52——_81 
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FURTHER TESTIMONY OF JOHN M. WYMAN, CHIEF SUPERVISOR, 
HOME LOAN BANK BOARD 


Mr. Fiscupacu. When you presented your statement, Mr. Wyman, 
consisting of 18 pages and you presented another statement consisting 
of 4 pages, the latter bemg headed “Operation since January 24, 
1948,”’ I take it your purpose in presenting the 18-page statement was 
to deal with matters prior to January 24, 1948, and in presenting 
your four-page statement it was to deal with matters relative to Long 
Beach Federal since January 24, 1948, is that correct? 

Mr. Wyman. That is substantially correct, yes, sir. 

Mr. Fiscupacn. And your 18-page statement is in effect a review 
of the matters contained in exhibit C? 

Mr. Wyman. I am unable to identify in my own mind exhibit C. 

Mr. Fiscnpacu. Exhibit C is the terminology we have fallen into 
using with relation to the report of examination of May 18, 1946, 
and October 2, 1946, a three-hundred-and-fifty-some-odd-page doc- 
ument. 

Mr. Wyman. Now may I have the question again? 

(The question was read.) 

Mr. Wyman. Well, it was a review substantially of the matters 
contained in the report of examination of May 18, 1946, and I believe 
October 2, 1946. 

Mr. Fiscuspacnu. That is the same document we have referred to 
here as exhibit C? 

Mr. Wyman. Yes, together with possibly some matters that were 
information, I should say, that was ascertained in connection with 
those examinations. 

Mr. Fiscuracnu. Allright. In your statement of points of criticism 
in relation to the operations of Long Beach Federal since January 
24, 1948, the four-page statement that you presented, you make 
reference to the fact that it was unfortunate that the report of ex- 
amination of July 16, 1949, did not disclose sufficient detail to itemize 
certain loans, either as to the number of houses or the dollar amount 
involved, and the loans referred to, in connection with that observa- 
tion you made in your statement, are those you treated in subdivision 
(d) of point 4 in which it is asserted that the association was continuing 
to make loans to builders to finance the construction of houses that 
were being sold by builders on contract and the terms of which did 
not provide that the purchasers of the houses could prepay their 
contracts, thus in effect nullifying the express provisions of the asso- 
ciation charter that borrowers shall have the right to prepay their 
loans at any time. Is that not correct? 

Mr. Wyman. Yes. 

Mr. Fiscupacu. All right. Mr. Wyman, I would like to ask you 
whether in view of your observation that the examination report of 
July 16, 1949, did not give sufficient detail to itemize those loans, 
whether you at any time requested further information from either 
Mr. Dolan or Mr. Turner who made the examination of July 16, 1949, 
or any other person employed by the Board or connected with the 
supervisory branch of the Board’s activities? 

Mr. Wyman. I believe we did make some inquiry for some addi- 
tional information, the details of which I do not recall at the moment 
and the details of which I do not have with me at the moment. 
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Mr. Fiscupacu. On the last occasion that you testified, Mr. 
Wyman, I believe you indicated that you did not know whether any 
other associations in southern California, or anywhere else for that 
matter, made loans of this character. 

Mr. Wyman. I do not recall, of course, the exact testimony that 
I may have given. What I intended to convey, anyhow, was that I 
had no knowledge of associations that were making loans upon terms 
and conditions that involved the sale of the properties without the 
purchaser having the right to prepay his loan. 

Mr. Fiscupacu. Would it be possible for you to gather that 
information on such a subject? 

Mr. Wyman. Well, that would be a rather inordinate undertaking, 
if | may say so, because we have, as you know, a large number of 
associations operating in California. 

Mr. Fiscupacu. I appreciate that. Would it help any if I sug- 
gested that you make a specific inquiry with respect to the activities 
of the Coast Federal Savings and Loan? 

Mr. Houtrretp. There is also a case which was brought to my 
attention, and I do not know what savings and loan association made 
the loan to the builders, but the builder was a Nevada corporation 
by the name of the United Building Company. This corporation was 
mentioned in my remarks at the time that I introduced an amendment 
to correct this procedure. At that time I may have had the informa- 
tion in regard to what savings and loan association loaned this money 
to them, but it has slipped my mind. 

Mr. Wyman. Would that be in the hearings in connection with that 
legislation? 

Mr. Houtrtetp. No. It was in my speech that I made at the time. 
Your regional bank should have that information, I would think, 
because 1t was a matter of public interest and reported in the press. 

Mr. Wyman. Well, of course, as you know, we want to get whatever 
information we can that the subcommittee desires. I was just think- 
ing about it being a rather inordinate undertaking to go back. 

Mr. HourrieLtp. We do not want to have you question every insti- 
tution in southern California, but your examiner in southern California 
should be able to report on that, if you would teletype him a request. 
Iam sure that he called this matter of Long Beach to your attention 
and he must have run across others in his examination of southern 
California savings and loan associations, and I think an inquiry to him 
might give you that information without too much trouble. 

Mr. Wyman. Well, I will be glad to make what inquiry we can 
on the subject. Of course again emphasizing, if I may, the particular 
point that I was endeavoring to testify about, namely, the lack of 
the right of the home owner to prepay his obligation. I was concerned 
about that basic point. 

Mr. Hourrretp. We understand that. And the Chair as an indi- 
vidual agrees with you on that point. The point that we are bringing 
out at this time is that if this objection were made to Long Beach 
Association and if it were a prevalent course of action with other 
savings and loan associations, this subcommittee would like to know 
why the Long Beach Association was singled out and why other 
associations were not also given the same treatment, why an inquiry 
Was not made to find out if other associations were proceeding in a 
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way which you deemed to be unwise. That is the point that this 
subcommittee would like to know. 

Mr. Fiscusacu. In connection with that, Mr. Wyman, I would like 
to suggest that you send for specific information from the Coast 
Federal and the Western Federal and such other associations in 
southern California and ascertain whether they were making loans to 
builders to finance the construction of houses that were being sold by 
the builders on contract, the terms of which did not provide that the 
purchasers could prepay their contracts. 

Mr. Houtrretp. Or the terms would also require a higher interest 
rate than the original borrower paid. 

Mr. Wyman. I would like to add this, that I at the time testified 
on it and now also have no knowledge of any institution that is doing 
that, but we will be glad to look into it. 

Mr. Ho.irreip. You were aware of the amendment that I proposed 
in 1950 and in 1951? 

Mr. Wyman. Yes. 

Mr. Houirretp. And I named a building corporation that was doing 
that in California. That was brought to my attention by a con- 
stituent. 

Mr. Wyman. I was familiar with the legislation that you introduced 
and sponsored, of course. 

Mr. Hourrretp. My remarks at that time on the floor were to the 
effect that the United Building Co., a Nevada corporation, was practic- 
ing those things, and I wonder why you did not make an investigation 
of where the United Building Co. obtained their loans at that time? 

Mr. Wyman. This is the first time, Mr. Chairman, that I recall 
having heard the name of that concern mentioned just in these past 
few moments here. 

Mr. Houirreip. Your research department was able to dig up the 
fact that I did propose an amendment and they, undoubtedly, got 
that information from the record, and I assume that they also read 
my remarks on the subject at the same time that it was offered. 

Mr. Wyman. I personally have not read them. I was just generally 
familiar and, of course, very much interested in the legislation myself, 
because I knew about it generally at the time that it was before the 
Congress. That is about the extent of my information on it. 

Mr. Ho.irrecp. I want to emphasize at this point, I offered that 
information without any suggestion from the Home Loan Bank Board 
that such an amendment was desirable or necessary. 

Mr. Fiscupacu. You indicated that you got this criticism from 
the examination report of July 16, 1949, with respect to Long Beach 
Federal. 

Mr. Wyman. The indication there, to the effect that they were 
continuing to make loans on that same general basis. 

Mr. Fiscuspacu. Would you look at the examination reports of the 
Coast Federal for about that period of time, 1949, 1948, 1947, and 
also, the examination reports of Western Federal and see if it is not 
also disclosed in those examination reports that they were making 
loans of the same character that you criticized here? 

Mr. Wyman. Yes, I will be glad to look at those reports and see 
what I can find there. 

Mr. Fiscupacn. And would you also send for specific information 
from your Los Angeles examiners in that connection? 
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Mr. Wyman. Yes. 

Mr. Fiscupacu. While Mr. Ammann was conservator he applied 
for various authorizations which I assume were examined by you? 

Mr. Wyman. I do not recall that they were, Mr. Fischbach, exam- 
ined by me, although there may have been some. I have not looked 
at that record for many months, in fact I do not know that I ever 
examined in detail the records of the conservator, because he was not 
operating under my jurisdiction, as I believe I testified earlier. 

Mr. Fiscupacu. In examining. authorization No. 62, I noted 
the fact that on the original there appeared to be your name endorsed 
and I asked that a photostatic copy of that document showing your 
name so endorsed thereon be made, and I show you the photostat 
with your name endorsed on the upper righthand corner of author- 
ization No. 62. Does that recall to your mind, Mr. Wyman, the 
fact that you examined authorization No. 62? 

Mr. Wyman. No, sir. 

Mr. Fiscupacu. Will you look at authorization No. 62, dated No- 
vember 20, 1947, and tell us whether or not it is a fact that Mr. Am- 
mann was seeking authority to reduce the interest on loans made by 
Long Beach Federal to one Eric Flodine which aggregated $33,750.75, 
and which are enumerated in this authorization request and see, also, 
if it is not a fact that in connection with those loans it was sought to 
reduce the interest payable by Mr. Flodine to 4.5 percent from 6 per- 
cent, notwithstanding the fact that Mr. Flodine was not giving the 
buyers of the homes he built permission to prepay, and notwith- 
standing, also, that Mr. Flodine insisted upon the payment of a bonus 
of $1,000 from one purchaser as a condition to the prepayment of those 
loans, and that you will find in a letter from Mr. Ammann to Mr. 
Newell, Assistant Governor of the Home Loan Bank Board, dated 
November 20, 1947, which transmitted this authorization request? 

Mr. Wyman. That appears to be substantially as you have stated, 
namely, a request for authority to reduce the rate of interest to 4% 
percent from 6 percent. 

Mr. Fiscusacn. And without authority being given to the pur- 
chasers of the homes to prepay? 

Mr. Wyman. The further fact being, as I understand it, that those 
were contracts that had already been entered into and which the con- 
servators possibly had no power to invalidate in any fashion. 

Mr. Fiscuspacu. There is no doubt, Mr. Wyman, that the contracts 
were entered into before Mr. Ammann was conservator—there is no 
doubt, however, that he modified the contract which provided for 6 
percent interest to 4% percent and did not insist, at the time of the re- 
duction of interest to 4% percent, that the purchasers of the homes be 
given authority to prepay—that is the fact, is it not? 

Mr. Wyman. That would appear to be the situation from this cor- 
respondence and the documents here. 

Mr. Fiscupacu. All right. Now in connection with it 

Mr. Wyman. If I may finish my comment on that. 

Mr. Fiscunacu. Go ahead. 

Mr. Wyman. The conservator, as I understand it from this cor- 
respondence and the documents, being faced with an operating prob- 
lem which led him to the conclusion as expressed in his letter, that it 
would be in the best interests of the association to make that reduction 
of the interest rate he, of course, having no authority to repeal, to in- 
















1264 INVESTIGATION OF HOME LOAN BANK BOARD 





validate the contract or arrangement that had previously been entered 
into when these loans were made and when the properties were first 
sold by the builder, Mr. Flodine. 

Mr. Fiscupacu. You have repeated that observation and I agreed 
with you before, and so I agree with you again. 

Notwithstanding all of that, there was nothing to prevent Mr, 
Ammann as conservator from insisting that as a condition to the re- 
duction of the interest from 6 percent to 4% percent, that the basic 
agreement be modified so as to require that the purchasers of these 
homes should have the right to prepay their mortgages, is that not 
true? 

Mr. Wyman. I assume he could have done that. He may have, 
I do not know. 

Mr. Fiscunacu. Is there anything in the authorization which 
would indicate that he even sought that kind of authority or even 
made that a condition of the reduction of interest from 6 to 44 percent? 

Mr. Wyman. I find nothing in here to indicate that the conser- 
vator did discuss that particular matter of prepayment rights with 
the association’s borrower, Mr. Eric Flodine. I do find, however, 
this statement by the conservator in this authorization No. 62, 
“without endorsing his manner of doing business.” 

Mr. Fiscuracu. I agree with you again. Now you do find that 
authorization No. 62 was approved on November 25, 1947, by A. C. 
Newell, the Assistant Governor, without any provision whatsoever 
which would have required that Mr. Ammann, as a condition to the 
reduction of interest from 6 percent to 44 percent on the Flodine loans, 
should insist that Mr. Flodine extend to the purchasers of the homes 
the right to prepay these mortgages? 

Mr. Wyman. I find nothing in that document so to indicate. 

I have no knowledge, of course, of any discussions that the con- 
servator may have had with Mr. Flodine. 

Mr. Fiscunacu. I think you misunderstand my question. I will 
try to restate it. It is true, is it not, that authorization No. 62 was 
approved by Mr. Newell on November 25, 1947, without any require- 
ment that Ammann insist that Flodine extend to the home owners 
the right to prepay these mortgages as a condition of reducing this 
interest from 6 percent to 4% percent; that is true, is it not? 

Mr. Wyman. I do not find any such condition expressed in authori- 
zation No. 62. 

Mr. Fiscuracu. Then the statement I have just made is true? 

Mr. Wyman. I would say that is true. 

Mr. Fiscuracu. Let us turn from the Flodine loans to the Jones 
Bros. referred to by Mr. Ammann in authorization request No. 58 
on August 7, 1947. It appears that the Jones Bros. loans aggregated 
$160,095.01 as of the date of authorization request No. 58, is that not 
correct? 

Mr. Wyman. Yes. 

Mr. Fiscuracu. All right. It also appears that these loans were 
made in July 1941 for original amounts ranging between $3,200 and 
$3,500. It also appears that those loans were made at the rate of 
4% percent, is that not correct? 

a Mr. Wyman. That would appear to be so from this authorization 
vo. 58. 
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approved on August 11, 1947, by Mr. Newell, is that not correct? 
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Mr. Fiscuracnu. It also appears that authorization No. 58 was 


Mr. Wyman. That seems to be the case. 

Mr. Fiscuracu. And it also appears that Mr. Ammann sought 
authority to reduce the interest from 4% percent to 4 percent per 
annum, is that not correct? 

Mr. Wyman. Without reading the entire document, that would seem 
to be so. 

Mr. Fiscnuracu. Doesn’t it also appear that authority was granted 
to reduce the interest on the loans referred to in this authorization 
No. 58, without any condition that the basic terms be modified so as 
io permit the home owners to prepay the principal amount of their 
loans at any time? 

Mr. Wyman. This is a rather lengthy document which I have not 
heretofore read. It will take a little while to read through it. 

Mr. Fiscnracnu. I suggest that you read it. You are going to come 
back and testify some more anyway. So you read it at another time. 

And also, I would like you to read the authorization request No. 48 
in relation to the loans extended to J. M. Lenney Building Co. and 
see if it is not true in that instance, too, that there was a reduction 
from 4% percent to 4 percent without any condition being attached to 
the reduction of interest, which would require that the home owners 
involved in those loans be permitted to prepay their loans, and you 
can report back to us on that when you come before the subcommittee 
again, 

"Toe Mr. Wyman, you made the point in your statement to this 
subcommittee that the effect of such loans was substantially to nullify 
the charter provision of Long Beach Federal which would guarantee 
to home owners the right to prepay loans, is that not true? 

Mr. Wyman. May I see this. 

Mr. Fiscnracnu. Surely. That is true, is it not? 

Mr. Wyman. That is correct. 

Mr. Fiscuracu. Was your attention ever called to the provision in 
the official regulations of the Home Loan Bank Board, as carried over 
from regulations adopted by Mr. Fahey while he was in charge of the 
Federal Home Loan Bank Administration, which provided that a fed- 
erally chartered savings and loan association could make a loan on any 
basis that was authorized by any agency of the Government which 
would guarantee such loans? 

Mr. Wyman. I think that has been substantially the regulatory 
provision governing Federal associations and still is. 

Mr. Fiscuracn. Do you not know that at the time that all of these 
loans were made and all of these loans that you are criticizing, there 
was in effect a regulation which permitted a savings and loan associa- 
tion chartered under this act to make a loan on the basis that was 
authorized by a guaranteeing agency of the Government? 

Mr. Wyman. That was substantially the regulation as I recall it. 

Mr. Fiscupacn. Do you have the charter of the Long Beach 
Federal? I call your attention to a specific provision of Long Beach 
Federal which appears to have been added after the Long Beach 
Federal was originally created and chartered, and it appears also to 
have been authorized during the time that Mr. Fahey was in charge 
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of the Federal Home Loan Bank Administration, the specific provision 
of the charter reading as follows: 

Sec. 14.1. ApprrronaL LenpiInG Powers. All loans shall be made in aecord- 
ance with sections 13 and 14 of this charter unless the Federal Home Loan Bank 
Administration upon application from the association for such approval approves 
another loan plan, practice, or procedure or permits a higher percentage of the 
appraised value of the security to be loaned. Such authority shall be in addition 
to and not an abrogation of any existing authority or procedure provided in this 
charter. 

Are you familiar with that provision? 

Mr. Wyman. Yes. 

Mr. Fiscuspacn. Of the charter of the Long Beach Federal and 
many other Federal associations? 

Mr. Wyman. I am quite familiar with it. 

Mr. Fiscusacn. Is it not true that this authority entitled ‘“Addi- 
tional Lending Powers” was an authority that was granted to many 
Federal associations during Mr. Fahey’s ‘administration? 

Mr. Wyman. That, of itself, as I interpret it—not being a lawyer, 
but as I understand ‘it—that of itself is not loan authority. That 
merely is providing that they should be made in accordance with 
certain sections of the charter, unless upon application for another 
loan plan the association is authorized to make loans in accordance 
with such other plan. 

Mr. Fiscuspacu. Be that as it may, Mr. Wyman, the question I 
asked you was this: Is it not true that the authority referred to in 14.1 
of the Long Beach Federal’s charter was an authority that was 
authorized to many Federal savings and loan associations during Mr. 
Fahey’s administration? 

Mr. Wyman. Many Federal associations amended their charters in 
accordance with that express provision known as section 14.1 of the 
charter “K.”’ 

Mr. Fiscupacu. Fine. We will go to the next step, Mr. Wyman. 
Is it not also true that while Mr. Fahey was in charge of the Federal 
Home Loan Bank Administration, he granted specific authority to 
all Federal savings and loan associations to make loans upon the terms 
and conditions authorized by the various guaranteeing agencies of 
the Federal Government? 

Mr. Wyman. I do not know, of course, the exact dates of those 
amendments to the rules and regulations. 

Mr. Fiscupacu. Mr. Wyman, I did not ask you for exact dates. 
I simply asked you: Is it not true that, while Mr. Fahey was in charge 
of the Federal Home Loan Bank Administration, he made an order 
which authorized all Federal savings and loan associations to make 
loans upon the terms and conditions established by guaranteeing 
agencies of the Federal Government? 

Mr. Wyman. May I answer the question now? 
soni Fiscupacu. Yes; and will you please answer it with “Yes” or 

ONT ph? 

Mr. Wyman. I prefer to answer it in my own way, if I may. 

Mr. Fiscuracu. I would like to have an answer “Yes” or “No, 
and then you can make any statement that you think is indicated. 

Mr. Houir1retp. Mr. Wyman, the Chair might suggest, if that is a 
fair statement, that you be responsive in your answer and say ‘‘Yes” 
and then make any explanation that you wish on it. I would like to 
expedite these hearings; and, if a fact is presented to you that is a fact 
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and you know it to be a fact, I think we would save your time and the 
time of the subcommittee by affirming it, and then going into it. 

Mr. Wyman. I do not know the exact dates of those amendments. 

Mr. Hourrre.p. He did not ask you the date. You may have 
misunderstood him. I do not believe he asked you the date. 

Mr. Wyman. Therefore, I am not certain whether it was while Mr. 
Fahey was Federal Home Loan Bank Commissioner. It is for that 
reason that I am not certain. And I find it difficult to give a “Yes” 
or “No” answer. 

Mr. Hourrr1evp. I understand. 

Mr. Fiscupacu. Under those circumstances, there was a time— 
was there not?—-whether it came under Mr. Fahey’s administration or 
under the Board’s, the Board that was created by the Reorganization 
Plan No. 3 of 1947, when all Federal savings and loan associations were 
authorized to make loans on the terms and conditions established by 
guaranteeing agencies? 

Mr. Wyman. That is substantially correct, and I believe that some 
portion of those authorizations did occur under Mr. Fahey’s adminis- 
tration. I am not too clear about that. 

Mr. Fiscupacu. Now, we will go to the next step. 

Is it not a fact that the various guaranteeing agencies of the Federal 
Government, which were authorized to guarantee loans made by 
Federal savings and loan associations throughout the country, did 
not require prepayment in the forms that they issued and approved 
for the making of loans? 

Mr. Wyman. I am unable to answer that question, Mr. Fischbach. 

Mr. Fiscusacu. Very well. If you are unable to answer it, do not 
even attempt to. 

Mr. Heisler, I would like to advantage the subcommittee of your 
presence by calling you to the stand in connection with that last 
question put to Mr. Wyman, and I would like to ask you if you know 
whether it is not true that the various guaranteeing agencies of the 
Federal Government did not require prepayment of loans in the 
forms that they issued and authorized in connection with the making 
of loans and the guaranteeing of such loans to Federal savings and 
loan associations? 

Mr. Herster. No; I could not authoritatively answer that. I 
mean, there is a simple answer. 

Mr. Fiscupacu. Very well. 

Mr. Gregory, will you come to the stand, please? 

You have previously been sworn? 

Mr. Grecory. Yes, sir. 

Mr. Fiscupacu. Is it or is it not a fact that the various guaranteeing 
agencies of the Federal Government did not require the inclusion in 
a loan made by a Federal savings and loan association of the right 
to prepay the amount of such loans? 

Mr. Greacory. You mean by that, Mr. Fischbach, did they require 
the subsequent purchaser under a contract be privileged to prepay it? 

Mr. Fiscusacu. Yes. 

Mr. Gregory. They did not require him to be privileged to pre- 
pay it. 

Mr. Fiscuspacu. With respect to the loans that were criticized here 
that were made by Long Beach Federal, either before the appoint- 
ment of the conservator or after the appointment of the conservator, 
were those loans guaranteed? 
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Mr. Gregory. A portion of them were. The Jones loans that are 
in question here were. The Lenney loans were guaranteed. 

Mr. Fiscupacn. By what agencies of the Federal Government were 
they guaranteed? 

Mr. Grecory. The Federal Housing Administration. 

Mr. Fiscuspacu. And were the forms that were use by Long Beach; 
Federal, whether before the appointment of the conservator or after 
the appointment of the conservator in connection with the making of 
those loans, submitted to and approved by the guaranteeing agencies 
of the Federal Government involved? 

Mr. Grecory. We made them upon the forms furnished by the 
guaranteeing agency for the purpose of making the loan. They 
furnished the actual forms already printed with their number on them. 
All of the loans were made on those forms. And in addition to that, 
they were submitted to the Federal Housing Administration, and the 
insurance was endorsed on them after we had made the loan and it was 
recorded. 

Mr. Fiscnpacu. I show you a form of deed of trust between 
Wrigley Heights Co., Inc., entitled ‘Service Company” as trustor 
and trustee with Long Beach Federal Savings and Loan Association 
as beneficiary, which is dated December 1943, and a related deed-of- 
trust note, and ask you if these documents represent a contract which 
was guaranteed by an agency of the Federal Government? 

Mr. Greeory. That is a photostatic copy of the loan documents 
out of our files, and has the endorsement of the Federal Housing Ad- 
ministration guaranteeing the loan on the back of the note. 

Mr. Fiscuspacn. I would like these documents to be received in 
evidence as Ammann exhibits, numbered 10A, and 10B; 10A_ being 
the deed of trust and 10B being the deed-of-trust note which bears 
the guaranty referred to in Mr. Gregory’s statement. 

Let the record also show that the guaranty referred to in Mr. 
Gregory’s statement is dated August 21, 1944. 

Mr. Hourrretp. Without objection, they will be received in the 
record. 

(The documents referred to were marked ‘Ammann Exhibit No. 
10A” titled “Deed of Trust With Assignment of Rents, December 17, 
1943,” and “Exhibit No. 10B” titled “‘Deed of Trust Note, December 
17, 1943,” and placed in the subcommittee files.) 

Mr. Fiscuspacu. That is all, Mr. Gregory. 

Mr. Wyman, you heard the testimony just now given by Mr. 
Gregory? 

Mr. Wyman. Yes, sir. 

Mr. Fiscusacu. It would be appreciated, Mr. Wyman, if, when 
you come before the subcommittee again, you would examine the 
records of the Federal Home Loan Bank Board and be prepared to 
tell us whether what Mr. Gregory stated here in your presence just 
now is true and correct. . It would also be appreciated if you would 
ascertain the information you previously indicated you could not fur- 
nish because you did not know. 

There are no further questions of Mr. Wyman at this point. 

Mr. Houirtevp. You are excused, Mr. Wyman. 

Mr. Fiscusacn. At this point, I would like to read into record, or 
have received as an exhibit, rather, in connection with the testimony 
of Mr. Ammann, an excerpt from a memorandum dated October 11, 
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1946, to Harold Lee, the Governor of the Federal Home Loan Bank 
Administration, which sets forth the demand that was made by Mr. 
Ammann for title to various assets of Long Beach Federal Savings 
and Loan Association, and in connection with that I would like to 
inquire what exhibit this will be marked. 

Mr. Hourrrevp. That will be Ammann Exhibit No. 11, and it will 
be so received. 

(The excerpt referred to was marked ‘Ammann Exhibit No. 11,” 


and is as follows:) 
AMMANN Exuisit No. 1l 


Excerpt From Memoranpum Dartep Ocrosser 11, 1946, ro Haro.p Lex, 
GoverRNor, From A. V. AMMANN, RE Lone Breach FEDERAL SAVINGS AND 
Loan Association, Lone Bracu, Cauir., Paces 00470 ro 00479. 


{Excerpt from p. 00475] 


“Under the order of the Supreme Court of the United States, dated the Ist 
day of October 1946, and signed by Wiley Rutledge, Associate Justice, A. V. 
Ammann requests that, as conservator, he be placed in full possession of and 
control of the business and all of the business of the said Long Beach Federal 
Savings and Loan Association, and he requests that the directors of the Long 
Beach Federal Savings and Loan Association forthwith deliver, return, relinquish, 
assign, transfer, convey, quitclaim, surrender, and set over to the said A. V. 
Ammann, as conservator, title, control, and possession of any and all property of 
every kind and nature, wheresoever situated, owned by the Long Beach Federal 
Savings and Loan Association, or pertaining to the operation of said association, 
including all books, records, reports, accounts, and other documents.” 


Mr. Fiscupacu. Mr. Heisler, would you resume the stand, please? 


FURTHER TESTIMONY OF KENNETH G. HEISLER, GENERAL 
COUNSEL, HOME LOAN BANK BOARD 


Mr. Fiscusacu. I place before you a document which has been 


covered into our record as Ammann Exhibit No. 11 and call attention 
to the fact that it appears from this document that, on the occasion 
when Mr. Justice Rutledge signed a stay order in the original litigation 
between Long Beach Federal and Mr. Fahey, Mr. Ammann presented 
a request that the directors of Long Beach Federal Savings and Loan 
Association forthwith deliver, return, relinquish, assign, transfer, 
convey, quitclaim, surrender, and set over to said A. V. Ammann as 
conservator, title, control, and possession of any and all property of 
every kind and nature, wheresoever situated, owned by the Long 
Beach Federal Savings and Loan Association, or pertaining to the 
operation of said association, including all books, records, reports, 
accounts, and other documents; and in the light of that, Mr. Heisler, 
I ask you to state whether this demand by Mr. Ammann was an act 
which was authorized by the Home Loan Bank Administration? 

Mr. Hetster. You are asking if his request was authorized by the 
Federal Home Loan Bank Administration? 

Mr. Fiscupacn. Yes, sir. 

Mr. Heiser. I rather think what you are asking is as to the use 
of the word “title.” 

Mr. Fiscupacu. I am asking you whether this demand was a 
demand which was authorized by the Federal Home Loan Bank 
Administration? 

Mr. Hertsuer. Specifically? 

Mr. Fiscupacu. Yes. 
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Mr. Hetsuter. That, I cannot answer. 

Mr. McKenna. What was the question? 

Mr. Herster. Whether the Federal Home Loan Bank Administra- 
tion authorized this request. 

Mr. McKenna. That is an excerpt from the memorandum from 
Mr. Ammann to the Governor. 

Do you have the memorandum? 

This is the first I have heard of it. Of course, the regulation does 
not give the conservator title to any of the assets or anything except 
the management of the association. 

Mr. Fiscusacu. That is right; I agree with you there. 

My reason for calling Mr. Heisler back on this specific point, I 
might say for your benefit and for Mr. Heisler’s benefit and for the 
benefit of the record, is that I am keenly aware of what the regulations 
state. Iam also keenly aware of what Mr. Heisler himself stated. 

Mr. McKenna. We might add, to that, that Mr. Ammann is not 
a lawyer and might not be using the word “title’’ in the sense that a 
lawyer would use it. 

Mr. Fiscupacu. Any observation of that character is perfectly 
appropriate. Nevertheless, I am asking the question: Whether this 
demand which appears to have been made, was a demand which was 
authorized by the Federal Home Loan Bank Administration. 

Mr. McKenna. We would have to know the rest of the context of 
it and the rest of it before we could answer that. 

We welcome, however—be perfectly willing to inquire into this 
and find out the circumstances. It is something new to me. It is 
entirely new to me. 

Mr. Hetsuer. It is new to me. 

Mr. Fiscusacu. All right. That is something, I take it, Mr. 
Heisler and Mr. McKenna, that you both would be in better position 
to testify about after you examine your own files and determine the 
contents of the document from which this is an excerpt. 

Mr. McKenna. Quite naturally, because this purports to be a 
memorandum from Ammann to Lee. It does not say whether Lee 
approved it, or anybody else approved it. 

Mr. Fiscupacu. I will state for the benefit of the record, so that 
you will have it before you when you go over the transcript, that this 
is an excerpt from a memorandum which Mr. Ammann submitted 
and which, while quite voluminous, is pertinent only with respect to 
the portion excerpted, on the question of the demand for title. 

Mr. McKenna. Do you have a carbon of this that we can take 
with us? 

Mr. Fiscupacu. You can take that with you. 

Mr. McKenna. Do you have any other idea where we may find 
that? 

Mr. Fiscnpacu. You will find that this is excerpted from page 
00475 in the authorization file. 

Mr. McKenna. I see. From the records of the conservator. 

Mr. Fiscusacu. That is right. You will also find that the memo- 
randum from which this is an excerpt is contained in pages 00470 
to 00479. 

I take it that this excerpt, Mr. Heisler, is new to you and that you 
did not know of its existence before? 

Mr. Hetster. I do not recollect ever having seen it before. 
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Mr. Fiscuspacn. Now, if he made a demand of the character indi- 
cated by the document I placed before you, it would be beyond the 
authority of the conservator as you have conceived and presented 
the authority of the conservator? 

Mr. Hetster. Well, as I stated previously, if the word “title” is 
used as a word in its art sense, transferring legal title, that is not 
contemplated by the regulations and would not be proper for him to 
request or obtain title in that sense. The word ‘title’ is frequently 
loosely used, and that may have been the sense that it was intended. 

Mr. Fiscupacnu. Well, would your statement be equally true with 
regard to the words “assign, transfer, convey, quitclaim, surrender, 
and set over’’? 

Mr. Heister. Offhand, I would not treat those as indicating neces- 
sarily one way or another that title was being transferred. 

Mr. Fiscupacu. I take it, Mr. Heisler, that you probably are more 
familiar than any other counsel of the Home Loan Bank Board with 
the provisions of the Home Loan Bank Board regulations, not only 
as they have been inherited from the Board’s predecessor, Mr. Fahey, 
but also as they have been adjusted and interpreted and continued 
by the Board. Would I be justified in reaching that conclusion? 

Mr. Hester. Well; I have an assistant general counsel that handles 
generally the work of interpretation of the regulations and the flow 
of dockets. 

Mr. Fiscupacu. What is that gentleman’s name? 

Mr. Hetsuer. Hall. 

Mr. Frscuracu. Is that J. Aldridge Hall? 

Mr. Heisuer. Yes. 

Mr. Fiscupacu. He is the gentleman who, I believe, your file 
indicates was assigned to the task of preparing a more definite state- 
ment of the original charges upon which the appointment of the 
conservator was premised? 

Mr. Hetster. I believe that is right. 

Mr. Fiscupacn. Do you know whether he has ever prepared a 
memorandum opinion as to the meaning of the word ‘‘vest’’ as used 
in the context of the regulations of the Home Loan Bank Board 
relating to the appointment of a conservator or receiver? 

Mr. Herster. Not to my knowledge. 

Mr. Fiscnspacn. What is the meaning of that word as it is used in 
the regulation, and I believe it occurs at a point where the regulation 
provides that upon the appointment of a conservator certain things 
vest— 
in the conservator and upon the discharge of the conservator certain things are 
divested and revested? 

Mr. Hetster. I guess Mr. McKenna is the authority on that. 

Mr. McKenna. My understanding of that situation is that the 
regulations as originally drafted and proposed by the old five-man 
Federal Home Loan Bank Board contemplated that title would vest 
both in conservators and receivers of Federal savings and loan asso- 
—* These regulations were so promulgated in this proposed 
orm. 

It is my further understanding that a Nation-wide industry hearing 
was conducted later the same year, which was 1942, and that at that 
hearing the industry representatives generally protested against the 
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vesting of title in conservators as distinguished from receivers. If [ 
recall, from reading the transcript of the proceedings, ‘the members of 
the industry preferred that a conservator ooatinab'tes operation of the 
association with the least disruption and the least confusion in the 
community until a final determination with respect to its affairs had 
been made. Accordingly, the industry preferred that title not vest 
in the conservator. And that explains the use of the word “vest.” 
so far as the receiver is concerned; and the absence of the word so far 
as the conservator is concerned. 

Mr. Fiscnpacn. Would you be good enough to read into our record 
that part of section 148.4 in which the word “revest’”’ occurs? 

I would like your attention to this, too, Mr. Heisler 

Mr. McKenna. 148.4 starts with the sentence relating to conserva- 

tors and in the second sentence relates to receivers, and that is the 
one in which the term—the word ‘‘revest”’ is found; that second sen- 
tence relating only to receivers reads this way: 
An order of the Home Loan Bank Board discharging a receiver and returning the 
association to its management shall by operation of law and without any con- 
vevance or other instrument, act, or deed, restore to such Federal association all its 
rights, powers, and privileges, revest in such Federal association the title to all its 
property and restore the rights, powers, 9nd privileges of its officers and directors 
all as of the time specified in such order except as such order may otherwise 
provide. 

Mr. Fiscnpacn. With regard to the use of the word “revest,’’ I 
would take it that it was the contemplation of the regulations on the 
practice of the Board, that upon the appointment of a receiver, the 
receiver should be endowed with the investiture of title to all of the 
assets of the association; is that correct? 

Mr. McKenna. I believe that is correct, Mr. Fischbach, and I 
believe that is generally the case when a receiver, as distinguished from 
a temporary receiver or conservator, is appointed. 

Mr. Fiscuracnu. In connection with the investiture of title to real 
property owned by a Federal savings and loan association or interest 
in real property owned by a Federal savings and loan association, 
is there any requirement of the regulation or of the Home Loan Bank 
Board that the chain of title be perfected in each county in which 
the property of the association is owned? 

Mr. McKenna. Well, I cannot give you a direct answer to that. 

Mr. Fiscuracn. Or located. 

Mr. McKenna. I will have to tell you my recollection of the cases 
that have arisen. 

Mr. Fiscurnacn. How about you, Mr. Heisler; can you answer the 
question? 

Mr. Hersuer. I believe I answered it the other day and stated 
that a lot of this feature was left for determination of the best method 
and manner of proceeding at the time the receivership operation was 
going on. One form might have to be filed in a county and a different 
sort of procedure in another State or county. And, offhand, until 
we had a little experience on the subject, it would seem more desirable 
to have flexibility of operation. And I think I further stated that it 
had always been our practice—and in my opinion would in the future 
to do everything possible to see that there were no problems and to 
clear up any problems that did come along. That has been our policy 
in HOLC. Ihave no reason to believe that we differ in the Insurance 
Corporation receivership. 
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Mr. Fiscnsacnu. In connection with that problem generally, in the 
light of the fact that a problem of title appears to have arisen in 
southern California in the litigation owt there, did you ever make a 
study of the regulations of the Comptroller of the Currency applicable 
to the appointment of a receiver for a national bank? 

Mr. McKenna. The only study, I think in that connection, has 
been made with my participation way in the distant past. I recall 
conversations with the people concerned with those problems at the 
office of the Comptroller of the Currency and at the office of the Fed- 
eral Deposit Insurance Corporation. 

Of course, we were keenly aware of that problem and were faced 
with both the difficulties and the advantages on both sides that neither 
the Comptroller of the Currency nor the Federal Deposit Insurance 
Corporation had. 

So far as we are concerned, of course, when a receiver is appointed 
for a Federal association, the receiver is the Federal Savings and 
Loan Corporation and as of that point there is no break in the recorded 
titles, so far as it appears in the Recorder of Deeds Office, because 
the assumption of office by the Federal Savings and Loan Insurance 
Corporation is not by a written instrument that appears in the 
Recorder of Deeds Office. 

When the Federal Savings and Loan Insurance Corporation does 
proceed to liquidate the assets, of course it must be faced with the 
problem of giving clear title to the purchasers of the assets. 

Mr. Fiscupacn. Precisely. 

Mr. McKenna. It has done that in all receivership cases. It has 
done it to the satisfaction of the title companies and of the people 
who have purchased the property. 

We do not have the provision of statute which the Comptroller of the 
Currency has. And now I have not looked at them in many years 
and I do not want anybody to accept as gospel my description of 
them, but they permit, and I believe, direct, the Comptroller of the 
Currency to proceed to the courts, to a district court, to get approval 
of conveyances. I do not want that to be accepted as an interpretation 
of the statute, because I have not looked at it in many years. 

Mr. Fiscupacu. I would say that your statement of the purport 
and effect of those statutes is quite accurate, notwithstanding you 
have not looked at them for many years. 

Mr. McKenna. I might add, Mr. Fischbach, that, of course, the 
lack of such provision not only permits us to proceed without going to 
court, but on the other hand precludes our going to court because the 
court would have no jurisdiction to pass on such an item. It would 
not be a case or controversy. 

Mr. Fiscusacnu. In point of actual fact, do you conceive it to be 
the situation that under the basic act which it is the duty of the Home 
Loan Bank Board to administer, the Board could not promulgate 
regulations of the character similar to those that have been promul- 
gated by the Comptroller of the Currency with respect to the sale by a 
receiver of real estate of a Federal savings and loan association? 

Mr. McKenna. I think it unquestionably is true that we cannot 
by regulation confer jurisdiction on the United States Court. 

Mr. Fiscupacu. That is not what I asked you. 

ine McKenna. I am sorry. I thought that was the question you 
asked, 
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Mr. Fiscuspacu. Do you conceive that the Home Loan Bank Board, 
under the statute which it is obliged to administer, cannot, because of 
the deficiencies of the statute er the silence of the statute, promulgate 
rules and regulations of a type that are comparable to those of the 
Comptroller of the Currency with respect to the sale by a receiver of 
real estate? 

Mr. McKenna. Well, I thought that was the question that I 
answered before. So far as the statutes are different, of course, they 
cannot be reconciled by regulation, and the specific difference, to 
which I thought you had reference, was that which authorized and 
directed the Comptroller of the Currency to proceed to courts for 
approvals. 

Mr. Fiscusacna. All right. 

Mr. McKenna. So far as a procedure to that effect is set up by 
the Comptroller of the Currency or followed by the Comptroller of 
the Currency, we could not by regulation adopt it in the Home Loan 
Bank System. I do not consider that a defect in the statute for this 
reason, whether or not there is any title problem, you and I might 
well disagree, because we have had receivership after receivership 
and not any single case of title problem; on the other hand, I can 
recognize a totally different merit in such a procedure which may or 
may not have counter-balancing factors. I do not know that there is 
any merit to it. That factor is that there should be an opportunity, 
probably in the community for people to come into some local forum 
to object in connection with the sale and disposition of a specific item 
of property. I do not think it is at all necessary, so far as the chain 
of title is concerned. Whether it is necessary in order to provide a 
proper forum and an easy forum for people in the community to 
object to a disposition of a specific item of property, is another ques- 
tion. And there is a good deal of argument in favor of it. 

Mr. Fiscnupacn. Mr. McKenna, in the cases in which you have 
had receivers appointed, I take it you have not had occasion to face 
the problem that arises when you have a conveyancing statute 
similar to that which exists in the State of California? 

Mr. McKenna. I can only answer specifically. I recall no re- 
ceivership case in California. We have operated in different States 
and offhand I do not see anything in my vague, very vague recollec- 
tion of the California statutes that superimpose a new difficulty that 
we have not elsewhere faced. 

Mr. Fiscunacn. The fact of the matter is, too, is it not, that 
quite a few lawyers on the part of the Government, quite a few law- 
yers on the part of home owners and litigants in this southern Cali- 
fornia controversy, take opposing positions on the question of whether 
there is a title problem in southern California by virtue of the various 
acts which have transpired there? 

Mr. McKenna. I can only express our position which is in our 
view clearly and unquestionably, that there is no title problem and 
that goes back to the sequence that I just related, that it was the 
intention at the very time these regulations were adopted, in recogni- 
tion of the objections of the industry, not to vest the title in the 
conservator. 

Mr. Fiscusacn. It is your view and the view of many lawyers in 
the Government that there is not any question of title, but that view, 
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is it not true, is met head on with a contrary view by many lawyers 
of California, including counsel for title companies out there? 

Mr. McKenna. Of course, they will have to state that for them- 
selves. 

Mr. Fiscnpacn. I mean, have you not experienced the fact your 
views are in direct contrast to the opposing views of many lawyers 
in California? — 

Mr. McKenna. When that issue was prevalent it is my recollection 
of it that at that time all of those lawyers were acting on the assump- 
tion that the conservator took title. On that assumption you are in 
a totally different world of argument than which we have placed 
ourselves. You are not making opposite contentions with respect to 
the same propositions, but are arguing different propositions. 

Mr. Fiscupacu. It is a matter of recorded fact that the views of 
the Government counsel, in connection with the questions of title in 
California, are diametrically opposed to the views of local counsel out 
there who are not Government counsel? 

Mr. McKenna. Well, again all I can say is our position is that 
there is no title problem because the conservator does not get title. 
They may contend that the conservator does get title or contend that 
we contend that the conservator gets title. What their positions are, 
you would have to read all of the pleadings, and as I say, we do not 
recognize that there is any bona fide title question in this case. 

Mr. Fiscupacnu. Coming back to the question of the revesting of 
title where the Insurance Corporation is designated as receiver, there 
is no question at all but that it is the concept of these regulations, that 
upon the designation of the Insurance Corporation as a receiver for 
the Federal savings and loan association, that title to the real estate 
owned by that savings and loan association would become vested in 
the Insurance Corporation? 

Mr. McKenna. In the Insurance Corporation as receiver? 

Mr. Fiscupacn. Correct. 

Mr. McKenna. Which is of course a trust capacity distinguishable 
from its general corporate function. 

Mr. Fiscupacnu. That is correct. That is the concept of the 
regulations. 

Mr. McKenna. That is my understanding of the regulation. 

Mr. Fiscnnacnu. With relation to that trustee obligation of the 
Insurance Corporation as receiver, is it the concept of the regulations 
that the beneficiaries of that trust would have a right to go into the 
local courts and ask for an accounting of the receivership by the 
Insurance Corporation and the discharge of that trust obligation? 

Mr. McKenna. Well now, let us trace that from item to item, be- 
cause we are now in rather a nebulous legal argument which I have 
formed no strong opinion on. 

Mr. Fiscnnacn. I am simply asking you and Mr. Heisler for your 
statement of how you interpret your own regulations. 
~ Mr. McKenna. Well, my view of it is this and I have not given 
consideration to this in years, but my view of it is that when the 
Insurance Corporation is appointed as a receiver, all of its actions 
from that point forward ought to be maintained. There has to be a 
record maintained of them as a matter of public record, available to 
anyone that objects. That is maintained by the Board here in 
Washington. 
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When a specific transaction occurs, a record of the transaction 
occurs here. The Home Loan Bank Board afterward passes initially 
administratively on the accounts of the Federal Savings and Loan 
Insurance Corporation. If in some unusual case there is some share- 
holder with a substantial uninsured portion who feels that he has 
been aggrieved by the actions of the Insurance Corporation, it is my 
feeling that certainly he should be given every opportunity to express 
that first in the administrative tribunal and after he has exhausted 
his administrative remedies he should be given recourse to a court. 
And I think that should be a court that should be convenient to him 
because the Insurance Corporation is bigger than he is. Whether 
the act so provides I do not know. 

Mr. Fiscusacn. Mr. Heisler, do you concur in the views expressed 
by Mr. McKenna? 

Mr. Hertster. I do. 

Mr. Fiscuspacu. | take it, Mr. McKenna, that implicit in your 
statement is the proposition that if a shareholder in southern California 
objects to something that the Insurance Corporation has done in its 
capacity as receiver for a savings and loan association out there in 
California, that it is the contemplation and concept of the regulations 
that that shareholder should come to Washington and go through an 
administrative proceeding before the Board before bringing any 
action against the Insurance Corporation in any court? 

Mr. McKenna. I think it would be unreasonable, in the case of an 
individual shareholder, for the Home Loan Bank Board to insist that 
he come to Washington for that administrative hearing. I should 
think the Board could send an examiner out to California to listen to 
his complaint. It certainly would be, as I can see it, an economical 
way to do it, if these shareholder cases did not occur month by month 
and could be put together at one time when an examiner could go out 
there and pass on them all. 

Mr. Fiscupacu. Laying aside for the sake of this inquiry the 
question of locale, whether the hearing would be in Washington or 
whether the hearing would be in southern California by virtue of the 
action of the Board in sending an examiner out there, the statement 
is nevertheless implicit in your position that the shareholder would 
have to go through some sort of administrative proceedings with the 
Board before bringing any suit against the Insurance Corporation? 

Mr. McKenna. My answer is *“Yes’’: and I would like to explain 
why. I see a great deal of virtue to the principle of the exhaustion 
of ene remedies. I do not view that as a legal technicality 
at all. 

Mr. Fiscupacn. All right, Mr. McKenna. 

Mr. McKenna. Let me explain that. 

Mr. Fiscupacn. All right. 

Mr. McKenna. The Home Loan Bank Board members may in no 
sense be aware of what their subordinates have done. It may be that 
all that would have to be done would be to present that fact to them 
and they would take immediate remedial steps without the expenditure 
of any money, or it may be that there will be some doubt as to whether 
the officer of the Insurance Corporation of the Board is right or the 
shareholder is right, and the most economical proceeding would cer- 
tainly be a simple administrative hearing to determine that. That is 
the most economical way to dispose of the case. And I would expect 





INVESTIGATION OF HOME LOAN BANK BOARD 1277 


that in the tremendous majority of cases it would be disposed of in 
that manner. 

If, after throwing the light of day on it in that manner, the share- 
holder is still not satisfied with the decision of the Home Loan Bank 
Board, then I feel he should have the recourse of any citizen to the 
courts. 

Mr. Fiscuracn. All right. 

Then laying aside, if you can, for a moment the argument you have 
advanced in favor of administrative review prior to the institution of 
suit, might I inquire whether you or Mr. Heisler or anyone else con- 
nected with the Home Loan Bank Board has ever presented to the 
Congress a legislative recommendation that the part of the National 
Housing Act which created the Insurance Corporation be amended so 
as to require that, as a condition to the bringing of any suit against the 
Insurance Cor oration, there be an exhaustion of administrative 
remedies and that the claimant file an application for an administra- 
tive hearing as a condition precedent to bringing a suit against the 
Insurance Corporation? 

Mr. McKenna. I take it, Mr. Fischbach, in bringing the suit 
against the Insurance Corporation you mean specifically with respect 
to this item about which we have been talking? 

Mr. Fiscupacu. Yes. 

Mr. McKenna. I have no recollection of that, but my inclination 
at the moment would be that as a matter of general law that would 
follow even without a statutory provision. Whether or not we have 
at some time in the past proposed that it be made specific in the legis- 
lation, I do not know and I doubt it for that reason. 

Mr. Fiscupacw. Coming back to the question of the procedures 
of the Comptroller of the Currency with relation to the sale by a re- 
civer for a national bank, of real estate in a given community any- 
where in the United States, do you think it w ould be advisable for the 
Board to present its views to this subcommittee as to the suffici iency of 
the basic statute, in the light of your statement that under the basic 
statute, as it now exists there is no statutory requirement, nor is there 
statutory authority for the promulgation of regulations which would 
require the receiver to go into the local court and seek the approval of 
the court for the sale of real estate? 

Mr. McKenna. Of course, that is a legitimate field of inquiry for 
the committee and I would suggest that before any recommendations 
were made of that matter that it be given extreme study because it 
may be that the Comptroller of the Currency statute should be 
changed to conform to ours. I do not know at the moment. All I 
can say is that at one time I did inquire into that subject very thor- 
oughly and I did assist, I think substantially, in setting up these pro- 

cedures which, to the limit of my knowledge, have functioned and have 
functioned very inexpensively, because the results of our receiver ships 
have, in each case been, I think, in my manner of thinking, reflecting 
credit on our administration of them. 

Mr. Fiscupacu. Mr. Heisler, do you concur in those views that 
are expressed by Mr. McKenna? 

Mr. Heistrr. Yes, generally. I think everyone wants this title 
problem to be as simple as possible. The difficulty, as I pointed out 
before, is that as long as we have a present decision of the United 
States district court out there that does involve our titles, why, we 
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cannot very well continue with any conservatorship proceedings nor 
can we necessarily determine what statutory legislation we do need, 
or regulations, until that matter has been settled. 

Mr. Fiscupacn. Is it the position of the Board that until that 
litigation is concluded and I would assume that it would not be con- 
cluded until the highest court has had an opportunity to pass upon 
the question, that there should be no legislative change? 

Mr. Hetsuer. I do not believe the Board has any definite position 
on the point. I believe they would want to do what seemed to be 
right and appropriate. If it appears that a decision will be forth- 
coming shortly in the court of appeals in San Francisco, I believe they 
would want to wait and see what that was and make a decision from 
that point. 

Mr. McKenna. I might point out, lest we get off the track again, 
that all of my discussion here about receivers and title has no applica- 
tion whatever to the conservator in Long Beach Association. 

Mr. Friscupacu. I appreciate that. 

Mr. McKenna. Who, in our way of thinking, never was intended 
to get title and that this argument about going to court for vesting 
of title in the case of the receiver is totally a different question. 

Mr. Fiscusacu. I think the record reflects that, Mr. McKenna, 
and if it does not, it certainly does now with your statement, but I 
so understood it. 

After consultation with Messrs. MacGuineas, Heisler, McKenna, 
Chapman, and Gregory, it was agreed that probably the best way of 
dealing with the bulk of the matter contained in exhibit C would be 
to place at the disposal of the Home Loan Bank Board and its counsel a 
copy of a certain report made by the shareholders of Long Beach 
Federal in relation to their examination of the contents of exhibit C, 
which report, it is my understanding, was adopted unanimously by 
the shareholders of Long Beach Federal together with certain resolu- 
tions approving all of the action of the directors and officers of Long 
Beach Federal that are detailed in exhibit C. That report is not in 
evidence before this subcommittee, but will be in evidence before this 
subcommittee as is exhibit C and it will be regarded as the answer of 
Long Beach Federal to exhibit C, and when supplemented by Mr. 
Gregory’s testimony it will be regarded by the subcommittee and by 
all parties interested in the investigation as the answer to Mr. Wyman’s 
charges. 

Mr. Grecory. With one exception in that respect, Mr. Fischbach. 
Some of Mr. Wyman’s charges apparently were not detailed in exhibit 
C and I have prepared an additional document for answer to Mr. 
Wyman’s specific statement and I would like permission to file that, 
too, as a part of the record. 

Mr. Fiscupacu. I think if there is no objection to it, Mr. Chairman, 
it would probably be advisable, too, to request that Mr. Gregory make 
his answering document, to which he has just referred, available to the 
Home Loan Bank Board between the close of this session and the 
commencement of the next session of this subcommittee, so that they 
will be apprised of what your position is. And if they have any com- 
ment to make in relation to it they will have an opportunity to do so. 

Mr. Greeory. I will be very glad to do so. 

Mr. Houtrievp. At this point, the Chair would like to state that 
the shareholders’ report and Mr. Gregory’s statement will be received 
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as of today in evidence in our files. However, opportunity will be 
given to Mr. Gregory to present it formally at the next hearing and 
to make such comments as he may desire at that time. 

Mr. Fiscupacu. I would like to call upon you, Mr. McKenna, or 
Mr. MacGuineas or Mr. Heisler to amplify the statement I have made 
to indicate whether you are in complete agreement with it and also, I 
would like, as I stated informally, your assurances individually that 
this procedure is regarded by you gentlemen as a satisfactory and 
reasonable manner for the subcommittee to adopt in dealing with the 
problem presented by the bulk of exhibit C and the testimony related 
to it. 

It is implicit in the procedure we are endeavoring to reach that both 
sides concerned with the charges contained in exhibit C and Mr. 
Wyman’s statement on the one hand and the Long Beach Federal on 
the other, should have a full opportunity to study each other’s position 
and present, either in writing or through testimony as they deem fit 
and proper, their respective views. What we are trying to do is to 
narrow the areas of controversy if possible. And I would like some 
expression from you gentlemen individually that this meets with your 
approval. 

Mr. McKenna. My understanding is that the audit of the Long 
Beach, which is in answer to exhibit C and Mr. Gregory’s statement, 
will be furnished so that the Home Loan Bank Board examiners can 
go over them. The Home Loan Bank Board examiners will then write 
on it or their response to it, which will in turn be submitted to the 
Long Beach Association and then they will be given an opportunity 
to file a further reply, that is, the Long Beach Association, and that 
that entire matter will be part of the record. After that, if there is 
testimony by one side or the other, the other side will be given 
opportunity to refute that. That is, as we look at it, an efficient way 
of handling the situation. 

Mr. Fiscusacn. That is right. Thank you. I take it you are in 
agreement, Mr. MacGuineas? 

Mr. MacGurinzgas. Officially I am here as a representative of the 
Department of Justice which is only concerned with the litigation in 
the case. So officially I have no position on this matter. 

Mr. Fiscupacu. Mr. Heisler, do you concur in the views expressed 
by Mr. McKenna? 

Mr. Hetsuer. Yes. 

Mr. Fiscupacu. Thank you very much. 

Mr. Houtrrevp. We will adjourn until next Thursday. 

(Whereupon, at 1:30 p. m., the subcommittee adjourned to recon- 
vene Thursday, July 26, 1951.) 
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THURSDAY, JULY 26, 1951 


House or REPRESENTATIVES, 
ComMITTEE ON EXPENDITURES IN THE 
ExecutivE DEPARTMENTS, SPECIAL SUBCOMMITTEE, 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment and subsequent 
postponement, at 10:10 a. m., in room 429, Old House Office Building, 
Hon. Chet Holifield (chairman) presiding. 

Present: Representative Holifield (chairman). 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Hourrretp, The subcommittee will be in order. 

At the conclusion of the last hearing, last week, Mr. Gregory pre- 
sented four exhibits, and they will be appropriately marked and re- 
ore the record as Long Beach Exhibits Nos. 2A, 2B, 2C, 
and 2D. 

(The documents referred to were marked as follows: ) 

“Long Beach Exhibit No. 2A”’ (resolution by shareholders and 
members of the Long Beach Federal Association approving and accept- 
ing the report of the Shareholders Members Protective Committee), 
“Long Beach Exhibit No. 2B” (Shareholders Protective Committee 
Report, January 17, 1951); ‘(Long Beach Exhibit No. 2C’”’ (analysis 
of report and examination and audit of Long Beach Federal Associa- 
tion as of May 18, 1946, and October 2, 1946); ‘‘Long Beach Exhibit 
No. 2D” (analysis of complaint in Newendorp and Bradley et al. 
versus Long Beach Federal Association, T. A. Gregory, et al.). The 
above exhibits may be found in the files of the subcommittee. 

Mr. Fiscupacu. Mr. Davis. 

Mr. Houtrretp. Mr. Davis, will you raise your right hand? 

Do you swear that the testimony you are about to give before this 
subcommittee shall be the truth, the whole truth, and nothing but 
the truth, so help you God? 

Mr. Davis. I do. 


TESTIMONY OF OSCAR H. DAVIS, ASSISTANT TO THE SOLICITOR 
GENERAL, DEPARTMENT OF JUSTICE 


Mr. Fiscusacu. State your full name, please, sir. 
Mr. Davis. Oscar H. Davis. 
Mr. Fiscupacn. Are you an attorney? 
Mr. Davis. Yes, sir. 
Mr. Fiscusacu. With what department of the Government are you 
connected? 
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Mr. Davis. With the Department of Justice. 

Mr. Fiscusacu. In what capacity? 

Mr. Davis. I am an assistant to the Solicitor General. 

Mr. Fiscunpacn. How long have you been so connected with the 
Department of Justice? 

Mr. Davis. Since November 1939. I have not been an assistant 
to the Solicitor General since that time, but I have been in the De- 
partment of Justice since that time. 

Mr. Fiscupacu. Mr. Davis, what experience did you bring to the 
Department of Justice in 1939 when you were connected with it? 

Mr. Davis. You mean, my legal education or my legal experience? 

Mr. Fiscusacn. Both. - 

Mr. Davis. I am a graduate of Columbia Law School, in 1937, and 
from 1937 until 1 came to the Department of Justice, in November 
1939, I was associated with the New York law firm of Chadbourne, 
Wallace, Parke & Whiteside. 

Mr. Fiscnpacu. Mr. Davis, it has come to the attention of the sub- 
committee that you, in the course of your duties with the Department 
of Justice or the Office of the Solicitor General, have taken an active 
part in various matters pertaining to what has been termed in the pro- 
ceedings before this subcommittee as the California controversy. You 
are the same person? 

Mr. Davis. I am a person who has been connected with that con- 
troversy. 

Mr. Fiscuspacu. Now, Mr. Davis, during the course of the presenta- 
tion of the Government’s views, in a matter litigated before the Su- 
preme Court of the United States, in Mallonee versus Fahey, you were 
called upon, were you not, while at the bar to extend certain assur- 
ances to the Court in connection with what was contemplated relative 
to the conservatorship of the Long Beach Federal Savings and Loan 
Association; is that not so? 

Mr. Davis. No, sir. 

Mr. Fiscuspacn. Tell us what did transpire. 

Mr. Davis. The only assurances that were made to the Court re- 
lated to the merger of the Long Beach Association. There were no 
assurances asked or made concerning the conservatorship. I do not 
now recall whether I was asked by the Court to make assurances re- 
garding the merger or whether I made them voluntarily. I do know 
now, by reviewing the argument that I had prepared in advance, which 
I still have i in my possession, that I had intended to make those assur- 
ances in the course of my presentation. I do not recall now whether | 
did that without being asked by the Court or whether I made those in 
response to a question by a Justice of the Court. 

The assurances were solely relating to an alleged contemplated mer- 
ger of the association. There were no assurances asked or made con- 
cerning the conservatorship. 

Mr. Fiscusacu. In relation to those assurances, what do your notes 
indicate that you were prepared to say to the Court relative to the 
possible merger of the Long Beach Federal Savings and Loan Associa- 
tion? 

Mr. Davis. I can read to the subcommittee the relevant portion of 
the argument that I had prepared. I would like the subcommittee 
to know that the argument was not delivered as I had originally pre- 
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pared it. So J cannot assure the subcommittee that I delivered this 
in exactly the same way that I shall now read it. 

I also prepared, after I had prepared this narrative form of argu- 
ment, an outline from which I believe I spoke before the Court, and I 
will also give the subcommittee the headings in that outline regarding 
the question of a merger. 

The paragraph on the subject of the merger which I had originally 
prepared in my narrative form of argument is as follows: 


The lower court also condemned section 5 (d)— 
that is, of the Home Loan Corporation Act— 


because it provided insufficient standards for rules and regulations on mergers of 
Federal associations. We believe that adequate policies on merger are found in 
the act, evtecgeonrged in the converse of the policies for the creation of associations, 
but we have not gone into the matter in detail, because the whole charge by 
appellee that the Bank Administration is about to merge the Long Beach Associa- 
tion has not the slightest foundation in fact. The Bank Administration does not 
now, and never has had, any intention to merge the association, and it has never 
given any intimation of any such intention. 


Mr. Fiscuspacu. On that point right there, Mr. Davis, upon what 
facts did you make that statement? 

Mr. Davis. I should say I made it on the basis of three separate 
sets of facts. Perhaps I had better start at the beginning. 

I came into this litigation after the district court had adjudged 
section 5 (d) of the Home Owners’ Loan Act unconstitutional. I had 
nothing to do with the matter while it was in the district court. I - 
came into it only, I believe, in late September or early October 1946, 
when it had been decided to appeal the matter to the Supreme Court. 
I was not too active in preparing the appeal papers. I believe I went 
over them, but I did not prepare them. But I was quite active in a 
matter which arose in November of 1946. 

Early in October, I believe on October 1, Justice Rutledge of the 
Supreme Court had stayed the order of the district court returning 
the association to its former management, and had reinstated the 
conservator. 

The plaintiffs in the Mallonee action moved the full Supreme Court 
in, I believe, November 1946 to vacate that stay, and presented a 
rather voluminous series of papers and affidavits in support of their 
motion to vacate the stay. 

We, on behalf of the Government, filed an opposing memorandum 
and opposing affidavits in connection with that motion to vacate the 
stay, and I worked rather hard and intimately in connection with 
that matter, together with other attorneys in the Department of 
Justice and the Federal Home Loan Bank Administration. 

At that time I should say that I had very little, if any, connection 
with the hearing before Justice Rutledge originally. I was not 
present there and I do not believe I had much to do, although I am 
not sure, in connection with preparing the papers in connection with 
it. But it was significant to me, and I noticed at that time that the 
Government, in asking Justice Rutledge for a stay of the lower court’s 
order, specifically did not ask for a stay of the injunction which the 
district court had granted against the merger of the association, and 
Justice Rutlege’s stay order excepted the injunction against the mer- 
ger, so that that remained in effect throughout the Supreme Court 
litigation. 
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I remember rather vaguely, rather generally, that I was interested 
in that, and had inquired from members of the staff of the Home 
Loan Bank Board whether there had been any intention to merge 
the association, and was told that that was not so. 

Mr. Fiscuzpacu. Now, with whom did you talk? 

Mr. Davis. I cannot exactly remember that. But I do know this, 
Mr. Fischbach, that in the course of the papers which were prepared 
to be presented to the Supreme Court in November 1946, Mr. Fahey, 
who was then the Commissioner of the Home Loan Bank Adminis- 
tration, made an affidavit, and I looked that up a few days ago in 
preparation for this hearing, and I found in Mr. Fahey’s affidavit a 
statement which bears directly on this point. 

The last paragraph of Mr. Fahey’s affidavit, which is sworn to on 
November 22, 1946, and which was filed in the Supreme Court in 
connection with the Government’s opposition to plaintiff’s motion to 
vacate the stay, is as follows: 

It is alleged’in the affidavit of the said Mallonee at page 4 thereof that ‘‘appar- 
ently the same fate of immediate merger’? would have befallen the Long Beach 
Federal Savings and Loan Association except for certain circumstances alleged in 
the affidavit. As to this, affiant states that at no time has any merger of said 
association been proposed or considered by affiant or by the Federal Home Loan 
Bank Administration, and neither affiant nor said Administration has ever had 
any intention of merging said association. 

Mr. Fiscupacn. I think that is a very satisfactory statement of the 
basis upon which 

Mr. Davis. No. I wish to go on, Mr. Fischbach. 

There is a matter that came up further. 

Mr. Fiscupacn. Proceed, then. 

Mr. Davis. This was in connection, as I say, with the motion to 
vacate the stay, which the Supreme Court denied early in December. 

Then I turned to the preparation of the brief in the Supreme Court 
case, which was given to me for my primary responsibility, and in the 
course of that preparation I came up against the following problem: 

The lower court had held that particular section of the act uncon- 
stitutional on two grounds: One, that it did not provide sufficient 
standards for the appointment of a conservator; and, two, that it 
did not provide sufficient standards for the merger of the association. 

The question of the sufficiency of standards for the conservatorship 
was obviously present because the conservator had been appointed, 
and if the act was unconstitutional on that ground, his appointment 
was illegal and invalid. 

So that issue was certainly before the Supreme Court, and we 
briefed it at great length. 

I then came to the second question of the sufficiency of the act’s 
standards for merger of the association, and with my knowledge of 
Mr. Fahey’s affidavit, and I believe general talk with Judge Dougherty, 
and maybe Mr. Silverman—I cannot verify this precisely—I was 
under the clear impression that no merger had been contemplated. 
And therefore, it appeared that the lower court had issued a ruling 
on a matter which was really not adversary, that is, that it had made 
a hypothetical ruling. 

As you well know, the Supreme Court and the other courts do not 
like to make such rulings. So in the course of the preparation of the 
brief, when I came to the part which dealt with the question of sufli- 
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ciency of standards for the merger of the association, I believe that I 
again discussed with Judge Dougherty or Mr. Silverman, or possibly 
Mr. Heisler, although I think not with Mr. Heisler, the matter of the 
merger of the association. And I believe I was again told that there 
was no such intention. 

As a result of that, we incorporated in the brief a sentence which 
appears on page 79 and page 80, or rather, two sentences, of our 
brief in the Supreme Court. I will read to the subcommittee these 
sentences: 

The Bank Administration has not sought to merge Long Beach and has indi- 
cated no intent todo so. The “‘threat’’ and ‘“‘danger’’ of a merger which appellees 
claim to exist is a chimera of their own, needlessly dragged into and through the 
litigation. We shall, however, outline the statutory standards controlling ad- 
ministrative action in this field. 

This brief, as prepared, was reviewed and signed by Mr. Heisler, 
Judge Dougherty, and Mr. Silverman, in addition to other attorneys 
for the Department of Justice. 

I had not completed reading the material that I had intended to 
present to the Supreme Court, which I prepared in my narrative 
statement. With your permission, I would like to continue to read it: 

The Bank Administration does not now and never has had any intention to 
merge the association and has never given any intimation of any such intention. 
The three-judge court did not find any such intention. In seeking a stay of 
execution from this court of the judgment below, appellants did not seek to stay 
the portion of the judgment enjoining a merger. he rules and regulations do 
not now provide for any involuntary merger of the association in the hands of a 
conservator. In short, the appellees have made the ‘‘danger’’ or ‘‘threat’’ of 
merger up out of whole cloth, and it has not the slightest reality. They claim 
to see in the merger of the Los Angeles and Portland banks a pattern for conduct, 
but a sufficient answer is that that merger involved an entirely different kind of 
institution and occurred under a wholly different statute which has entirely 
different provisions on merger and consolidation. The merger issue is not a real 
one, 

In the outline which I made, and from which I believe I actually 
argued the case, under the heading of ‘“Merger’’ it contains first a 
heading which says that the act contains sufficient standards, and 
then the second heading is, ‘‘But the merger issue is not a real one.”’ 

Under that, I had four subheadings: 

(a) No intention to merger. See Fahey affidavit in Supreme Court. 

(b) Exception from stay granted by Justice Rutledge. 

(c) Rules and regulations. 

(d) The bank analogy is not a true one. 

Mr. Fiscupacu. I take it, then, that those are the facts upon 
which you predicated not only your position but such assurances as 
may have been extended to the Court? 

Mr. Davis. Assurances were extended to the Court. The only 
thing that I do not remember is whether I did them voluntarily in 
the course of my argument or whether I was asked by the Court. 

Mr. Fiscupacu. In the course of ascertaining what the intention 
of the Federal Home Loan Bank Administration and its personnel 
was with respect to their lack of intent to merge, did you ascertain 
what their intent was in connection with the disposition of the con- 
servatorship of Long Beach Federal? 

Mr. Davis. I do not understand the question, Mr. Fischbach. 
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Mr. Fiscupacu. Let me put it differently, then. In the course of 
your work, you have indicated that you were satisfied that there was 
no intent to merge Long Beach Federal. 

Mr. Davis. Yes. 

Mr. Fiscupacu. That it had never been considered? 

Mr. Davis. Yes. 

Mr. Fiscupacu. That it was not then a subject of consideration. 

Now, in relation to ascertaining those facts, did you ascertain 
what the intent of the Federal Home Loan Bank Administration was 
Maes manpect to the disposition of the conservatorship of Long Beach 

ederal? 

Mr. Davis. The only thing that I was interested in was what they 
intended to do immediately. I understood they intended to have 
an administrative hearing and find out whether the charges which 
had been made were correct. I never went into the question of what 
would be done if the charges were sustained. 

Mr. Fiscupacu. Did you ever go into the question of what would 
be done if the charges were not sustained? 

Mr. Davis. No, sir. I just assumed that if the charges were not 
sustained, the rules and regulations would be followed. 

Mr. Fiscusacn. But that was not a subject that you pursued either 
with Messrs. Fahey, Dougherty, Silverman, Heisler, or any other 
personnel? 

Mr. Davis. No, sir; not that I remember. 

Mr. Fiscupacu. Sometime later after the Supreme Court had ruled 
in Mallonee v. Fahey, did you not participate in conferences which had 
as their-objective the formulation of an order which was promulgated 
in January of 1948 by the Home Loan Bank Board after Mr. Fahey no 
longer was the sole Commissioner of the Federal Home Loan Bank 
Administration? 

Mr. Davis. Yes, sir. I participated in an evening conference which 
was held in the office of Herbert Bergson at which there were present, | 
remember, in addition to Mr. Bergson and myself, Mr. Heisler, Chair- 
man Divers, and I believe Mr. Adams. I cannot recall a third member 
of the Board, and I am not sure that there was one appointed at that 
time. There may be. But I cannot recall, if there was a third 
member, whether he was there. And other people were also present. 

Mr. Fiscusacu. Do you remember Mr. Gregory being present? 

Mr. Davis. Yes, sir; | remember Mr. Gregory being present. 

Mr. Fiscupacn. And do you remember whether Mr. Linden was 
present? 

Mr. Davis. Yes; I remember Mr. Linden. 

Mr. Fiscusacnu. Tell us, if you will, the substance of what was said 
and agreed upon at that conference. 

Mr. Davis. That would be impossible for me to do now, 3% years 
after that meeting. I do know what I believe had been agreed upon 
at that meeting. 

Mr. Fiscuspacnu. Mr. Davis, did you make a memorandum of your 
participation in that conference? 

Mr. Davis. No, sir; I did not. I do have—— 

Mr. Fiscupacnu. Did Mr. Bergson? 

Mr. Davis. Did he make a memorandum? 

Mr. Fiscupacnu. Yes. 
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Mr. Davis. I have no idea. I do have a letter which I drafted and 
I believe was sent out immediately after that conference, which I 
believe throws light on our view as to the meaning of the resolution 
which was agreed upon at that conference. I believe that is probably 
what you are interested in. 

Mr. Fiscupacu. To whom is that letter addressed? 

Mr. Davis. I believe it was a letter to Mr. Divers prepared for the 
signature of Mr. Morison, the Acting Assistant Attorney General. I 
cannot say that it was sent out, but I know it was prepared. 

Mr. Fiscuspacu. What was the date of it? 

Mr. Davis. January 17, 1948. 

Mr. Fiscnsacu. When, in relation to the meeting 

Mr. Davis. I believe it was the next day, but I am not sure. 

Mr. Fiscuspacn. Was that letter prepared? 

Mr. Davis. I am not sure when that meeting was, but I believe the 
meeting was January 16. I am not sure. 

Mr. Fiscuspacu. Would you present a copy of that letter, please? 

Mr. Davis. I do not feel free to do that, Mr. Fischbach, since the 
Department of Justice has rules requiring permission of the Attorney 
General to release letters. If I get that, I shall be glad to present it. 
But I do not feel free to do it on my own. 

Mr. Fiscupacn. Have you conferred with Mr. Peyton Ford, or 
Mr. MacGuineas as to whether the document you mentioned comes 
within the prohibited classification? 

Mr. Davis. I have not conferred at all on this matter with Mr. 
Peyton Ford, and this morning, about 3 minutes before I took the 
stand, Mr. MacGuineas informed me for the first time that the De- 
partment had decided not to submit certain documents to the sub- 
committee. I did not discuss with him whether this fell within it 
or not. 

Mr. Fiscuspaca. Mr. MacGuineas, is there any objection to the 
document referred to by Mr. Davis 

Mr. Davis. Mr. MacGuineas has not seen the document. 

Mr. MacGutnzas. I have never seen it, to my knowledge. 

Mr. Fiscupacn. Would you have a look at it, please? 

Mr. Davis. I shall be glad to read the letter to the subcommittee. 
Actually, I hesitate somewhat in turning it over, even though Mr. 
MacGuineas tells me that in his opinion it would be all right to do so. 
I hesitate somewhat to turn it over without getting the permission 
from someone superior in the Department of Justice. 

Mr. Fiscupacn. You may read it. 

Mr. Davis (reading): 

My Dear Mr. Divers: With reference to your letter of January 15, 1948, con- 
concerning the above case, the proposed resolution attached thereto, and the 
conferences held on January 16, 1948, at the Department of Justice, the Depart- 
ment is unable to concur in the adoption of the resolution attached to your letter 
of January 15, for the reasons already given to you at the conferences on Friday. 


The Department does not object to the adoption by the Home Loan Bank Board 
of a substitute resolution in the form attached to this letter. 


There was an attachment [reading]: 


It is our understanding that under the latter resolution an election will be held 
by the shareholders to determine their authorized representative to whom the 
conservator is to turn over the assets and records of the association, and that this 
turn-over will not occur until such an authorized representative of the shareholders 
is selected by them. It is also our understanding that the association’s books and 
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records will be made available for inspection at the association’s office and will not 
be removed therefrom. 

Mr. Fiscupacn. The reference in the communication you have just 
read, Mr. Davis, to a letter that Mr. Divers had written to the 
Department refers to a communication in which Mr. Divers trans- 
mitted a form of resolution similar to that which was adopted in 
order No. 388? 

Mr. Davis. Oh, no, sir; it was a form of resolution entirely differ- 
ent. But I believe that the form of resolution which was attached to 
the letter which I have just read was identical with the resolution 
which was adopted as order No. 388. Iam not familiar with order No. 
388, but I presume it was the one that was adopted in January 1948. 

Mr. Fiscupacu. I think you ought to refresh your recollection on 
that. 

Mrs. Morrison, would you hand Mr. Davis this document? 

Mr. Davis, you will find order No. 388 is reproduced in the record 
there. 

It would appear from the resolution that you transmitted to Mr. 
Divers that with the exception of the words relating to the place for 
the books and records of the association to be made available, the 
resolution you transmitted is in words and language identical to that 
adopted by the Board in making order No. 388. 

Mr. Davis, directing your attention to the draft of the resolution 
you transmitted to Mr. Divers in your letter of January 17, could 
you throw some light on what the intent of the Department of Justice 
was with respect to the filing of an accounting by Mr. Ammann in 
the District Court for Southern California? 

Mr. Davis. It was my understanding that the filing of the account- 
ing would be pursuant to the rules and regulations of the Home Loan 
Bank Board, and that it would not be separate and apart from that. 

Mr. Fiscusacu. Is it your understanding that the filing of the 
accounting was to be followed with proceedings before that court 
with relation to the sufficiency of the accounting? 

Mr. Davis. I contemplated that there might possibly be proceed- 
ings relating to the sufficiency of the accounting, but not in the same 
sense that a receiver appointed by the court would account to the 
court. I believe that this conservator being appointed by the Home 
Loan Bank Administration would account to the Home Loan Bank 
Administration, and the court might determine that the accounting 
was beyond the authority of the Administration because it was arbi- 
trary or capricious, or something like that, in the usual way that a 
court reviews orders of an administrative board. 

[ cannot even say that I reached that bridge. I thought in view 
of the language of the Supreme Court in Fahey versus Mallonee, that 
there might be such review. I cannot say that I felt surely that there 
would be. 

Mr. Fiscupacu. Was it contemplated that the filing of the account- 
ing would merely be a gesture of comity between the executive branch 
of the Government and the court? 

Mr. Davis. It would be at least that, because the district court 
had shown a great interest in this matter, and it would be at least 
that. 

Mr. Fiscupacn. Was it contemplated that it would be anything 
more than merely a gesture of comity? 
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Mr. Davis. I cannot say that. As I say, from my point of view 
that was a matter that would be reserved for future determination. 
I was clearly of the view that the accounting would be made to the 
Home Loan Bank Board. Whether there would be any review in 
the court I should think would depend upon whether judicial review 
is applicable to the Home Loan Bank Board at all, whether it is 
applicable to this kind of order or supervisory action of the Home 
Loan Bank Board, and that was a bridge that I did not cross, as I say. 

Mr. Fiscupacu. In your conversations with personnel of the Board, 
was it within your contemplation at the time that you drafted the 
resolution which became order No. 388 that the Home Loan Bank 
Board itself would notice a hearing in connection with Mr. Ammann’s 
accounting? 

Mr. Davis. I do not recall that I had any conversations with per- 
sonnel of the Board at all in connection with this matter. I may 
have, but I do not recall. I can say that my only feeling was that the 
accounting would be done in accordance with the rules and regula- 
tions of the Board. I did not even know what they were fully, but 
that was my feeling, that the accounting would be made to the Board 
under its rules and regulations, whatever they were. 

Mr. Fiscupacn. I take it, Mr. Davis, that when in January of 1948 
you participated in the drawing of the resolution which with the 
addition indicated became order No. 388, you had certain views in 
regard to the accounting by a fiduciary? 

Mr. Davis. My views were as I stated, that Mr. Ammann would 
account to the Home Loan Bank Board in accordance with their 
rules and regulations. 

Mr. Fiscupacu. And I would take it that you felt that there should 
be an accounting? 

Mr. Davis. I cannot even say that I had any such feeling, per- 
sonally. Apparently, as I understood the rules and regulations of the 
Home Loan Bank Board, they provided for an accounting. We 
certainly did not want the Board to go contrary to its own rules and 
regulations. 

Mr. Fiscupacn. Did you have any feeling that the shareholders of 
Long Beach Federal might be entitled to an accounting? 

Mr. Davis. I had the feeling that they were entitled to whatever 
accounting was provided by the rules and regulations of the Board 
and, as I understood it, the rules and regulations provided for an 
accounting, 

Mr. Fiscuspacn. And did you have the view that possibly the 
shareholders might object to some of Mr. Ammann’s activities? 

Mr. Davis. I do not know if my thinking went that far. All I 
would say to you, in answer to questions along this line, is that I would 
say it should be governed by the rules and regulations of the Board. 
That is about as far as I got in my thinking. 

Mr. Fiscuspacu. When you drafted the resolution which, with the 
addition indicated, became 

Mr. Davis. May I interrupt, Mr. Fischbach? I did not draft the 
resolution. It was drafted in a conference in which there were prob- 
ably 10 or 11 people. 

Mr. Fiscnupacu. You approved it, did you? 

Mr. Davis. I did not approve it, personally. I thought the De- 
partment should not object to it. 
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Mr. Fiscuspacnu. What is the distinction, Mr. Davis? 

Mr. Davis. Pardon me? 

Mr. Fiscusacu. What is the distinction? 

Mr. Davis. “Approve”? means that you believe it should be 
adopted. But we in the Department of Justice had a narrow interest 
in this litigation. We had no interest in the policy of the Home Loan 
Bank Board as to whether it should withdraw its conservator or not. 
We were interested in the litigation from a legal point of view. I felt 
that we ought to view it from that point of view, and therefore set 
ourselves entirely apart from the question of whether, as a matter of 
policy, the conservator should be withdrawn. 

That issue was an issue for the Board. ‘Therefore, the only matter 
that was presented to us was whether we, as counsel for the Board in 
this litigation, objected to the adoption of the resolution on legal 
grounds. I think there is a very great distinction because, when you 
approve something, you approve it not only as a matter of legality 
but as a matter of policy, and, as I say, approval as to policy was not 
within my province. 

Mr. Fiscusacu. Mr. Divers had transmitted to the Department a 
form of resolution of which the Department disapproved; is that not 
correct? 

Mr. Davis. That is right. 

Mr. Fiscupacnu. And did not your letter of January 17 transmit 
the draft of a resolution which the Department did approve? 

Mr. Davis. No, sir. The letter says: 

The Department does not object to the adoption by the Home Loan Bank 
Board of the substitute resolution in the form attached to this letter. 

I cannot say definitely, but I do recall that the words ‘do not 
object” were chosen advisedly. 

Mr. Fiscusacu. Tell me this, Mr. Davis. During the course of 
the conferences which preceded the drafting and transmission of the 
resolution attached to your letter of January 17, was there any dis- 
cussion about the charges that had been made by Mr. Fahey against 
the management of Long Beach Federal? 

Mr. Davis. There may be, but I do not recall. 

Mr. Fiscupacu. Was it agreed at that meeting that the charges 
would survive the adoption of order No. 388 or the resolution to 
which you had no objection? 

Mr. Davis. I cannot say what was agreed at the meeting or whether 
the meeting had a consensus. I know that I firmly believed, without 
a doubt, that the charges would survive if the Home Loan Bank 
Board wished to continue with them. 

Mr. Fiscusacu. Did you express that belief at the meeting? 

Mr. Davis. I have no idea. I do not recall that the subject ever 
came up. I do not recall that the subject ever came up at the meet- 
ing, that the charges would be dropped. I think neither side raised 
the issue. 

Mr. Fiscunacu. Mr. Davis—— 

Mr. Davis. As I recall—pardon me. 

Mr. Fiscuspacu. Did you go into that meeting with a view of 
keeping these charges alive in the back of your mind and not saying 
anything about it to any of the parties concerned? 

Mr. Davis. Of course not, Mr. Fischbach. I went into the meeting 
solely with the view of dealing with the resolution because we had 
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been informed by the Home Loan Bank Board that they wanted to 
do away with the conservator. That is all we were informed by the 
Home Loan Bank Board. We were not informed by them that they 
wanted to do away with the charges at all. 

Mr. Fiscupacn. Did they tell you why they wanted to do away 
with the conservator? 

Mr. Davis. I do not really recall. There was some talk about 
that, but I think the feeling was that the conservatorship should be 
ended, not because they thought the charges against Mr. Gregory 
were wrong or false or disapproved, but that possibly the matter 
could be settled ultimately. I do recall Mr. Adams, I believe, saying 
that he had not had a chance to go into the charges. 

Mr. Fiscupacn. Mr. Adams took that position in 1948? 

Mr. Davis. As I said, I am not sure, but I believe he took that 
position. I believe Mr. Divers also said something or other about 
their being newly appointed and having had a lot of work to do, and 
everything else, and not having had a chance to go into this matter 
fully. 

Mr. Fiscusacn. Did Mr. Adams or Mr. Divers make known to 
you the fact that there existed a document of some 350 pages which 
presumably contained all of the details of the charges upon which the 
conservator had been appointed, or did you know? 

Mr. Davis. I do not know what document you are referring to. 
The House committee report? 

Mr. Fiscupacu. No. That is not the document. Did you ever 
know of the existence of a report of examination of Long Beach 
Federal as of May 15 and October 2, 1946? 

Mr. Davis. I know that there were documents upon which the 
charges were originally preferred. I never concerned myself with that 
aspect of the matter, because it was never anything that I had any- 
thing to do with. I knew that they worked from materials. I never 
went over them. The only time I went over those matters was, I 
believe, in connection with the motion to vacate the stay in the 
Supreme Court. 

We did at that time go over those matters, but most of the material 
was given to us by the Home Loan Bank Board, and I did not go over 
the underlying material at all. 

Mr. Fiscuspacn. Was it ever brought to your attention that im- 
mediately after the order of the Home Loan Bank Board, a petition 
was filed in the Federal courts in which the shareholders sought to be 
restored to the possession of Long Beach Federal and to have the 
management the association had had taken away from it at the time of 
the appointment of the conservator, reinstated? 

Mr. Davis. Yes, sir. It was brought to my attention, and I was 
never more shocked in my life. 

Mr. Fiscupacn. All right. How did it come to your knowledge? 

Mr. Davis. I really do not know. I believe I was called on the 
phone, or a telegram was sent. I do not know. I know it was 
brought to my knowledge. 

Mr. Fiscuracu. At that time, did you make an examination of what 
the rules of the Home Loan Bank Administration or the Home Loan 
Bank Board provided? 

Mr. Davis. Yes; we made a rather quick survey, and it was my 
view at that time, and I hold to the view today, that the resolution 
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did not intend that, and it was contrary to the intention and purport 
of the resolution as I understood it and as I understood that the 
members of the Home Loan Bank Board understood it. I understand 
that the district court in California has ruled contrary to my view. 

I am just expressing my own view, which I believe is also the view 
of Mr. Bergson. 

Mr. Fiscusacu. Did you ever pursue the matter before the court? 

Mr. Davis. I had nothing to do with the litigation in California at 
all in the district courts there. At that time, I should explain to you, 
Mr. Fischbach, I was in what was called the Supreme Court Section of 
the Claims Division, and my connection with the case was a kind of 
residue of my having participated in the argument in the Supreme 
Court in the case of Fahey against Mallonee. 

Mr. Fiscupacu. Now, Mr. Davis, was your shock that you spoke 
of in any way temporized by your examination of the rules of the 
Home Loan Bank Board? 

Mr. Davis. No, sir. I was firmly of the view that that was not the 
intention of the resolution, and I so told Mr. Bergson, and he agreed. 
I remember we got in touch with somebody at the Home Loan Bank 
Board, and I believe that the Home Loan Bank Board sent a telegram 
to that effect. 

Mr. Fiscupacu. Was that telegram sent pursuant to your advice? 

Mr. Davis. I do not remember whether it was sent pursuant to 
our advice or whether they suggested it themselves. But we certainly 
approved it, sir. 

Mr. Fiscupacu. When you examined the regulations of the Home 
Loan Bank Board, did you find a provision which I shall read to 
you as follows: 

An order of the Home Loan Bank Board discharging a conservator and returning 
the association to its management shall restore to such Federal association all its 
rights, powers, and privileges. 

Did you come across that regulation? 

Mr. Davis. I do not recall. It has been 3% years since I went into 
the matter. I am not now cognizant of the reasons why I came to my 
conclusion. I do remember firmly that I came to that conclusion. It 
is a legal matter on which I have not refreshed my recollection at all. 

Mr. Fiscupacn. Was it the intention when order No. 388 was 
drawn, or at least to the extent that order No. 388 is reflected in the 
resolution you transmitted, to restore to Long Beach Federal all its 
rights, powers, and privileges? 

Mr. Davis. All I can say, Mr. Fischbach, was that it was the in- 
tention of the resolution, as our letter makes clear, that an election 
was to be held by the shareholders to determine their authorized 
representative to whom the conservator is to turn over the assets and 
records of the association, and that this turn-over will not occur until 
such an authorized representative of the shareholders is selected 
by them. 

I do not know that there is much point in going into the legal dis- 
cussion, because I am not prepared to do that. I have not reviewed 
the matter. All I can say is, that rightly, or wrongly that was my 
view at that time. 
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Mr. Fiscupacn. All right. Mr. Davis, was your shock in any 
way temporized when you examined the regulations and found, in 
addition to what I previously read, this language?— 


And shall restore the rights, powers, and privileges of its officers and directors. 


Mr. Davis. I do not recall whether it was temporized or not. 

Mr. FiscuBacu (reading): 

All as of the time specified in such order, except as such order may otherwise 
provide. 

Mr. Davis. As I say, I know we looked at the regulations, but I do 
not recall what they were. I presumed that we looked at the one 
that you read to me. I was still of the view afterward that the reso- 
lution meant what we had believed it meant when we wrote this letter 
saying that the Department did not object to its adoption by the 
Home Loan Bank Board. 

Mr. Hourrretp. May I ask the witness at this point why they did 
not specify what they intended in the order? 

Mr. Davis. The only thing I can say, Mr. Chairman, is that we 
thought we had. We may have turned out to be mistaken. But 
that is a matter, of course, which is before the courts. 

Mr. Fiscusacu. In what way is that before the courts? 

Mr. Davis. I presume it is involved before the courts. I do not 
know. I have not been very familiar with the litigation which is 
pending in the ninth circuit. If we made a mistake in not being more 
specific, then that will turn out in the end. 

Mr. Fiscupacu. You never were called upon—were you?—as 
either an attorney in the Department of Justice or as a member of 
the Solicitor General’s staff, to approve an appeal from the order of 
the court in California which restored the management of Long Beach 
Federal to the possession of that association? 

Mr. Davis. No. I am not certain that the meaning of that order 
is not now before the ninth circuit in the case which has been argued 
and is pending there. I am not sufficiently familiar with that litiga- 
tion to know whether the meaning of this order No. 388—is that 
the order? 

Mr. Fiscupacn. Yes. 

Mr. Davis (continuing). Is before the court. But I am not suffi- 
ciently familiar with that litigation to say. 

Mr. Fiscupacu. You never appealed from this order? 

Mr. Davis. No. No appeal was taken at that time. But what I 
am saying is that I am not sufficiently familiar with the litigation, 
which is now pending at this mqment, to know whether the interpre- 
tation of that order is now before the circuit court of appeals in San 
Francisco as a result of the appeal which was later taken. 

Mr. Fiscurpacn. I think I can state without contradiction that 
that phase of order No. 388 is not at all in controversy at this time. 

Is that not correct, Mr. MacGuineas? 

Mr. MacGuineas. I really would not want to say without study- 
ing the briefs. There are a lot of briefs and a lot of issues raised. 

Mr. Fiscupacu. Mr. McKenna, do you know whether any phase 
of order No. 388 is involved? 

Mr. McKenna. I would say the same thing, except that the inter- 
pretation is involved in the appeal. Whether more is involved or 
not, I would not want to answer. 
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Mr. Fiscuspacu. Did there come a time when you had further 
participation in any aspect of this California controversy after the 
adoption of order No. 388? 

Mr. Davis. Yes; I believe that there was some question of a 
settlement. I believe that now only on the basis of a review of my 
own personal files in the last few days. : 

Mr. Fiscusacn. Did you participate in any phases of the attempts 
to settle this controversy? 

Mr. Davis. The only participation I had is that I believe a letter 
was written by the Home Loan Bank Board to the Attorney General, 
and we answered that letter. I participated not at all in any settle- 
ment negotiations. 

Mr. Fiscupacu. There are certain appeals taken which I believe 
the files indicate you recommended be dismissed? 

Mr. Davis. Yes. 

Mr. Fiscusacu. Do you recall the basis upon which you made 
such recommendations? 

Mr. Davis. Yes; also, again, by reviewing my own personal file in 
the matter. At the time the recommendation for dismissal of the 
appeals was made, we understood from the Home Loan Bank Board 
that the settlement of the matter was very close, and they felt that 
settlement would be facilitated if these appeals were dismissed; and 
since they were the primary agency involved, I did not object to that 
recommendation. 

Mr. Fiscupacn. After those recommendations were made for the 
dismissal of the appeals, did there come a time when you were called 
upon to consider the wisdom of making application to the circuit 
court of appeals for writs of prohibition and mandamus, and so forth? 

Mr. Davis. Yes. 

Mr. Fiscuspacu. And how did you resolve those matters? 

Mr. Davis. I recommended to the Solicitor General that he 
authorize the Claims Division, I believe, to file such petitions as they 
found it necessary. I am not even certain whether those petitions 
were filed or not. 

Mr. Fiscuspacu. Were there some writs that you disapproved of? 

Mr. Davis. I cannot say, Mr. Fischbach. There may have been. 
I have not reviewed my files on that at all. In fact, I do not have 
any personal files on that. 

Mr. Fiscupacn. Were you consulted in connection with the 
promulgation of order No. 2015 in November of 1949? 

Mr. Davis. I saw what I believe to be an early draft of this. 

Mr. Fiscusacu. I should have saitl September of 1949. 

Mr. Davis. I am not certain, but I did see an early draft of an 
order which I believe to be that, and I went over it for a couple of 
hours one afternoon and made various minor suggestions. 

Mr. Fiscuspacn. Who brought it to you, Mr. Davis? 

Mr. Davis. No one brought it to me. Mr. Melvin Siegel asked 
me to come down to his office, and I did. 

Mr. Fiscusacn. Are you familiar with the contents of that order? 

Mr. Davis. No, sir; not now. 

Mr. Fiscupacu. Do you remember what it was that Mr. Siegel 
wanted to go over? 

Mr. Davis. The whole thing. He wanted my advice as a lawyer 
on the drafting of it, and so forth. 
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Mr. Fiscupacu. Did he tell you why that order was going to 
be adopted? 

Mr. Davis. He may have, but I do not recall. 

Mr. Fiscuspacn. In your examination of your records in the last 
few days, did you come across any memorandum which dealt with 
order No. 2015? 

Mr. Davis. No, sir. I should explain to you by that time I had 
almost no connection with the litigation except in a kind of consulta- 
tive capacity. Particularly Melvin Siegel, when he was connected 
with it, would sometimes call me up and ask me a question on some 
point that bothered him; or, if he had a brief or a document before 
him, he would sometimes ask me to go over it and make such sug- 
gestions as I could in a short period of time. But I had no primary 
or secondary responsibility. It was casual and consultative, and, of 
course, I did not make any notes about it. 

It was just something that occurred to me in the course of the day, 
and then I came back and forgot about it. 

Mr. Fiscupacu. Did he consult with you after he left the Depart- 
ment? 

Mr. Davis. Yes. In the course of his preparation for the brief 
in the circuit court of appeals on the case which was just argued, he 
wrote me, I believe, two or three letters from St. Paul or Minneapolis, 
asking me if I knew any cases on certain points. 

Mr. Fiscupacu. How long before, in relation to the date on which 
order No. 2015 was promulgated, did you have this conference with 
Mr. Siegel? 

Mr. Davis. I have no idea. 

Mr. Fiscupacu. Who was present besides Mr. Siegel and yourself? 

Mr. Davis. I believe Mr. McKenna and the secretary. 

Mr. Fiscupacu. Would it refresh your recollection if I placed a 
copy of order No. 2015 before you and enable you to tell us what 
phases of the order you discussed with Mr. Siegel? 

Mr. Davis. No, sir. It was a conference that lasted no more than 
2hours. I do not believe it did last that long. I knew nothing about 
it in advance, and I did not take any papers back with me. And I 
really would be unable to say at this date what suggestions I made to 
them. I would not even be able to say whether the order as finally 
promulgated bore any resemblance to the order that I saw, because I 
do not remember at all what was in it, except that it was quite long. 

Mr. Fiscupacu. Did you express any opinion as to whether the 
order should or should not be promulgated? 

Mr. Davis. I do not believe so, except that I probably said I saw 
no objection to it. 

Mr. Fiscupacu. Did it occur to you that possibly the promulgation 
of order No. 2015 might have some bearing upon the assurances that 
were extended to the Supreme Court in the Mallonee versus Fahey 
matter! 

Mr. Davis. That possibility never occurred to me until Mr. 
MacGuineas informed me a week or two ago that that suggestion had 
been broached before this subcommittee. 

Mr. Fiscupacu. And, in the conference that you participated in 
with Mr. Siegel and Mr. McKenna, that was not even discussed? 

Mr. Davis. No, sir. 
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Mr. Fiscnpacn. Had you been called upon at any time to review 
the strategy of a program advanced by Mr. Angell and by Mr. Silver- 
man with respect to writs of prohibition to be sought in the circuit 
court of appeals in San Francisco? 

Mr. Davis. I do not know what you mean by the strategy ad- 
vanced by Mr. Angell and Mr. Silverman. I do know that, if a writ 
of prohibition or mandamus were secured from the circuit court of 
appeals, under the rules of the Department of Justice authorization 
would have to be secured from the Solicitor General. I have been on 
his staff since January 1949; and since I had a previous connection 
with this case, the matter would come to me, and I did pass upon 
recommendations for or against writs of prohibition. I do not know 
how many there were. I do remember I did recommend, and the 
Solicitor General did authorize, the filing of a writ of prohibition, and 
I am not sure whether there were any others previously which we did 
not authorize. 

Mr. Fiscupacu. Since your connection with the case, Mr. Davis, 
can you tell us of any single act that was taken, either by you or by 
anyone else in the Department of Justice, which was calculated to 
submit to the courts the question of the merits of the controversy in 
southern California and in the litigation, particularly? 

Mr. Davis. I should explain to you, as I think you know, that I 
have not been too familiar with the litigation in southern California 
after my participation in the Supreme Court. So, I cannot of my 
own knowledge say what occurerd entirely in southern California. 
I do have views as to whether what you call the merits of the con- 
troversy should be submitted to the district court. I was of the 
view at the time of the argument in Fahey against Mallonee that an 
administrative hearing was the proper proceeding and that, under 
the doctrine of exhaustion of administrative remedies, it was a pre- 
requisite to any jurisdiction in the Federal court. 

I was strongly of the view at that time, and I have not changed my 
opinion since, although I have not gone into it since that time. 

I never really went thoroughly into the question of what would 
happen after an administrative hearing had been completed. As 
Justice Jackson pointed out in his opinion in Fahey against Mallonee, 
there are some administrative determinations which are not subject 
to review at all. There are a great many others which are subject 
to review. 

I never definitely determined in my own mind whether a decision 
of the Home Loan Bank Administration on the basis of an adminis- 
trative hearing would be reviewable in a Federal court or not. 

I did determine, at least tentatively, that if the administrative 
hearing was held on the basis of a record, the review would certainly 
encompass nothing more than the usual type of judicial review of an 
administrative agency, which was to see whether there was sub- 
stantial evidence warranting the findings and whether the action of 
the administrative body was capricious, arbitrary, or an abuse of 
discretion. 

Mr. Fiscupacn. It occurs to me, unless my recollection is faulty, 
that you took the position before the Supreme Court that the acts 
of the Federal Home Loan Bank Commissioner with relation to the 
appointment of a conservator were not subject to review under the 
Administrative Procedure Act; is that correct? 
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Mr. Davis. No, sir. I do not remember that the subject came up 
at all. If it did come up, I am quite sure that I told the Court 
what my view was: that I was not certain whether it was reviewable 
or not. It might or might not be. And, as Justice Jackson points 
out in his opinion, he does not pass on that question. 

Mr. Fiscnpacu. Was it your view when you were connected with 
the case that the acts of the administrator were not subject to review? 

Mr. Davis. No. As I say, I had no definitive feeling or opinion 
on it. I thought it was an open question which would have to. be 
gone into if an administrative hearing were held and as a result of 
that administrative hearing a determination was made which some 
of the parties in the action might want to try to take to a Federal 
court. 

Mr. Fiscupacu. I have nothing further of this witness. 

Mr. Houir1etp. Thank you, Mr. Davis. 

You may be excused. 

Mr. Fiscupacu. Mr. Quigley. 


TESTIMONY OF ROBERT F. QUIGLEY, ASSISTANT COMPTROLLER 
OF THE DIVISION OF FEDERAL HOME LOAN BANK OPERATIONS, 
HOME LOAN BANK BOARD 


Mr. Houiritetp. Mr. Quigley, will you raise your right hand? 

Do you swear that the testimony you are about to give before this 
subcommittee shall be the truth, the whole truth and nothing but 
the truth, so help you, God? 

Mr. he I do. 
Mr. Fiscupacu. Will you give us your full name, please? 

Mr. Quie.ey. Robert F. Quigley. 

Mr. Fiscnpacu. And what is your connection with the Home Loan 
Bank Board? 

Mr. Quietey. Assistant Comptroller of the Division of Federal 
Home Loan Bank Operations. 

Mr. Fiscupacn. Do you have a breakdown of the charges of 
Mr. Ammann as conservator of the Long Beach Federal Savings and 
Loan Association? 

Mr. Quieter. No; I do not have that available. I am a little 
unprepared at the moment to know just exactly what I was going to 
have here this morning. I do have a couple of copies of bills that 
were submitted out there at the beginning. I could go into that and 
get that information if you desired it. 

Mr. Fiscusacn. Do you have copies of the bills that were sub- 
mitted to Long Beach Federal and paid by Mr. Ammann? 

Mr. Quiauey. Yes; I do have those. 

Mr. Fiscupacu. What do they amount to? 

Mr. Quie.tey. About $70,000, roughly, I presume. Excuse me 
just a second. I have the folder back there. 

Mr. Fiscupacu. Surely. 

Mr. Quia.tey. We had one bill submitted for $4,813.33. 

Mr. Fiscupacnu. Under what date? 

Mr. Quiatey. Under a letter of April 14, 1947. 

Mr. Fiscusacu. And was that bill paid by Mr. Ammann? 
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Mr. Quictey. That bill was paid by Mr. Ammann. Now, attached 
and going along as part of that bill was another bill for $10,985.44, 
which was for the May 18, 1946, examination and audit. 

Mr. Fiscupacu. When was that bill—— 

Mr. Quiatey. They were both submitted at the same time under 
ove ite here by the Deputy Comptroller of the Home Loan Bank 

oard. 

Mr. Fiscupacn. Was it ever called to the attention of the Deputy 
Comptroller of the Home Loan Bank Board that the May 18 and 
September 30 examination was not made available to the shareholders 
or the officers at Long Beach Federal until some years later? 

Mr. Quicuery. I would not be in a position to answer that, sir. 

Mr. Fiscusacu. Is this the detail on the first bill? 

Mr. Quicuey. This is here. [Indicating.| This is the detail on 
the first bill. 

Mr. Fiscupacn. I would like this marked as an Ammann exhibit. 
It will be Ammann Exhibit No. 12. 

Ammann Exhibit No. 12 consists of a copy of a letter addressed 
to Mr. Ammann dated April 14, 1947, transmitting Federal Home 
Loan Bank Administration Bill No. 40459 in the sum of $15,798.77, 
covering supervisory examination and audit of Long Beach Federal as 
of May 18, 1946, and examination and audit of the conservatorship 
as of September 30, 1946, a statement of man-hours of reimbursable 
time for 17 persons during the period from October 1946 through 
February 1947 and a similar statement listing 20 persons for the 
period from May 1946 through December 1946. 

Mr. Houirretp. The exhibit will be received and marked in 
evidence. 

(The document referred to was marked ‘‘Ammann Exhibit No. 12” 
and follows: ) 

AMMANN Exuisit No. 12 
Aprit 14, 1947. 
Mr. ALBERT V. AMMANN, 


Conservator, Long Beach Federal Savings and Loan Association, 
Long Beach, Calif. 

Dear Mr. AMMAN: There is attached Federal Home Loan Bank Administra- 
tion bill No. 40459, rendered in the sum of $15,798.77, covering supervisory 
examination and audit of the Long Beach Federal Savings and Loan Association 
as of May 18, 1946, and the examination and audit of the conservatorship of such 
association as of September 30, 1946. 

There are also attached, in support of the above bill, statements, reflecting, by 
months, the number of reimbursable man-hours performed and the total charges 
in connection with each of the two examinations and audits involved. 

It will be appreciated if you will promptly arrange for the issuance and trans- 
mission to the undersigned of a check payable to the Federal Home Loan Bank 
Administration in the sum of $15,798.77 in payment of the attached bill. 

Very truly yours, 





Deputy Comptroller, Re Conservatorship, Long Beach. 


No legal objection. 
KENNETH HeEts.eR, General Counsel. 
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Form C-8, Revised 


FreperaL Home Loan Bank ADMINISTRATION 
WASHINGTON, D. C. 


No. 40459 
Date: April 14, 1947 


A. V. AMMANN, Conservator 
Long Beach Federal Savings and Loan Association, 
Long Beach, Calif. 


Statement of amount due for examining services rendered to February 1947 in con- 
nection with examination and audit 





Total time 
Per diem 
charges 





Amount 





Field, Loa named examination: 


District examining office, analysis work: 
— 





Total amount of bill rendered (per attached 
statement) $15, 798.77 

















The charge for examiner’s time is based upon the estimated amount necessary 
to pay salaries, subsistence, travel, and other costs. The time shown for field 
examination may include time spent in the district office in the completion of the 
examination. Remittance should be accompanied by a copy of this bill to 
assure proper credit, and should be forwarded to: Comptroller, Federal Home 
Loan Bank Administration, Washington 25, D. C. 


(This copy to chief examiner) 
Federal Home Loan Bank Administration, Federal Home Loan Bank System— 


conservatorship, Long Beach Federal Savings and Loan Association, Long Beach, 
Calif —examination and audit as of Sept. 30, 1946 





Man-hours of reimbursable time 





Examiner Amount 
October |November| December| January | February 
1946 1946 1946 1947 1947 





wn 
tw 
= 
oc 


eSSRSS8: 


@oocoooa 


Atherton, R. F 4314 
Bramley, G. K 9% 
Darche, C. A 
Duffus, P. W 
Erickson, E. M 
Fitzpatrick, E. S 


cocoortocoo 
— to 


ge8 
SISssseaesesy 


McCoy, F. H 
Robinson, E. 
Strecker, R 
Turner, C. F 
Williams, R. E 
Zarrilli, M 


24914 
234 
31% 


1,432%%{| 4,813.33 


oocococeco 





cccoB Sach 
B| coco BBSaRocbooccoe 


8 


























Note.—Charges computed on basis of per diem rates of $31 and $26 a day (8 hours) for the examiners in 
charge and their assistants respectively. 
E. M. Erickson and H. J. Laipply billed at $31 a day; all others billed at $26 a day. 
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Federal Home Loan Bank Administration, Federal Home Loan Bank System—Long 
Beach Federal Savings and Loan Association, Long Beach, Calif—Examination 
and audit as of May 18, 1946 





Man-hours of reimbursable time 





Examiner Fiscal year 1946 
May 1946 | June 1946 July 1946 3 a 
Amount 








Baesman, R. G % $310. 89 
Bilheimer, R. L 
Bramley, G. K 
Cherry, J 
Crosen, J. C 
Darche, C. A 
Dolan, G. K 


Manley, O. M__. 
McCoy, F. H_... 
Strecker, R. J 
Williams, R. E 22 
Zarrilli, M 984 


86534 ‘ 1, 03814 48684 





























Man-hours of reimbursable time 





Total reimbursa- 
bles 


Examiner Fiscal year 1947 
Novem- | Decem- 
ber 1946 ber 1946 





Hours 





Baesman, R. G 
Bilheimer, R. L 


Cherry, J. 
Crosen, J. 
Darche, C. A 
Dolan, G. K. 


215% 


21614 
9634 
26634 
216% 
11 
705. 94 256 
15. 10 27 
1, 449. 82 45914} 1, 751.07 
635. 44 22084 705. 23 
524. 56 26114 836. 25 


8, 175. 90 3,32134| 10, 985. 44 


wa 





a cococossoososcoocoxsosco 


= 


23634 


























Nore.—Charges computed as follows: (a) During the Deriod from May 18, 1946, through June 30, 1946, 
on basis of $28 and $23 a day (714 hours) for examiners in charge and their assistants, respectively; (6) during 
the period from July 1, 1946, through July 31, 1946, on the basis of $28 and $23 a day (8 hours) for examiners 
in charge and their assistants, respectively; (c) during the period from Aug. 1, 1946, through Dee. 31, 1946, 
on basis of $31 and $26 a day (8 hours) for examiners in charge and their assistants, respectively. 

J. M. Cherry, E. M. Eriekson, and R. J. Strecker billed at the higher rates, all others billed at the lower 
rate. 
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Mr. Fiscnupacu. Do you have with you a statement in addition 

to that which has been received as Ammann Exhibit No. 12? 

Mr. Feb We have this second bill that was paid. 

Mr. Fiscusacn. I would like to offer this as Ammann Exhibit 
No. 13. Itis a letter dated July 22, 1947, addressed to Mr. Ammann, 
transmitting two bills of the Federal Home Loan Bank Administration 
in the aggregate amount of $63,748.48, in connection with the opera- 
tion of the conservatorship during the period from May 20, 1946, 
through June 30, 1946, and from July 1, 1946, through June 30, 1947. 

It also transmits a copy of Federal Home Loan Bank Administration 
Order No. 6258 issued July 21, 1947, and requests the issuance of 
checks by Mr. Ammann as conservator to the Federal Home Loan 
Bank Administration in the amounts of $8,098.97 and $55,649.51. 

Mr. Hourrrevp. It will be received and marked in evidence. 

(The document referred to was marked ‘Ammann Exhibit No. 13” 
and follows:) 

AMMANN Exarsitr No. 13 
JuLY 22, 1947, 
Re conservatorship, Long Beach. 
Mr. ALBERT V. AMMANN, 
Conservator, Long Beach Federal Savings and Loan Association, 
Long Beach, Calif. 

Dear Mr. AmMMANN: There are attached two bills, rendered by the Federal 
Home Loan Bank Administration in the aggregate sum of $63,748.48 covering 
reimbursement of certain expenses incurred by it, as reflected in the attachments 
to such bills, in connection with the operation of the conservatorship of the Long 
Beach Federal Savings and Loan Association, Long Beach, Calif., during the 
period from May 20 through June 30, 1946, and from July 1, 1946, through June 
30, 1947, respectively. 

It will be appreciated if, pursuant to Federal Home Loan Bank Administration 
Order No. 6258, issued July 21, 1947, a certified copy of which is also attached, 
you will promptly arrange for the issuance and transmission to the undersigned of 
checks payable to the Federal Home Loan Bank Administration in the respective 
amounts of $8,098.97 and $55,649.51. 

Very truly yours, 





Comptroller. 


Attachments. 
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Federal Home Loan Bank Administration—Ezxpenses in connection with preparation 
of the conservator’s inventory and expenses of the conservator and of persons assigned 
to the conservator in connection with operation of the conservatorship of the Long 
Beach Federal Savings and Loan Association, Long Beach, Calif., during the 
period from July 1, 1946, through June 30, 1947 





Name 


Conservatorship inventory 


Operation of conservatorship 








Ammann, Albert V______._- Ss. 
Bourland, Fred B 

Beer, Grace Chisum 

Day, Lyndon R 

O’Dwyer, Brendon 

White, Ruth K____. 


Strecker, Raymond J ee a 


Atherton, Robert F 

Bilheimer, Roy L____---.--- a 
Bramley, George K__...___-- 
Croson, Joseph M_............ 
Darche, Charles A rh 
Duffus, Parmalee W ___._____-. 
Embree, William C___._____. 
Erickson, Elmer M_.--.__.--.- 
Fitzpatrick, Edward 

Flynn, Thomas M 

Fox, Edward H 

pS SO es 
Laipply, Harold J 

Lloyd, Richard T 

Manley, Orville M 

McCoy, Frank H 

Polansky, Raymond E_-__--_--- 
Robinson, Earle W 

Turner, Clifford F_______-- 
Williams, Raymond E 

Zarrilli, Michael 


Total, salaries and travel 
Other expenses: 
Communications___-_-_-_---- 


Other contractual services_. 


Total cost 


689. 96 
"12.98" 


13. 99 


588. 03. 








Total 


Salary 


Travel 


Total 


Grand 
total 





10. 66 


1, 104. 63 








$6, 821. 96 





29. 40 
213, 92 
256. 14 

23. 33 
624. 81 
328. 39 

54. 20 

19. 35 

71. 12 

3, 816. 27 

62. 03 


$2, 636. 71 
580.70 | 7, 512.87 


$9, 458. 67 
64. 45 


0 
. 73 | 4, 888. 27 
. 68 | 3, 007. 57 


859. 56 


7. 06 200. 65 
. 57 109. 38 
. 91 53. 30 
78.80 | 7,467. 75 
16. 91 60. 36 
78. 21 
26. 10 





37, 098. 36 


54, 563. 52 


176. 47 
909, 52 

















55, 649. 51 





Federal Home Loan Bank Administration 


Expenses of the conservator and of per- 
sons assigned to the conservator in connection with operation of the conservatorship 
of the Long Beach Federal Savings and Loan Association, Long Beach, Calif., 
during the period from May 20 through June 30, 1946 








Ammann, Albert V 
Bourland, Fred B 
Beer, Grace Chisum 
Day, Lyndon R 

O’ Dwyer, Brendon... 


RS NBR EAE aerside elas on 
tne mewn Ft Plc lho 


Bramley, George K 


Oe Ae” | ER ee ee eee . 
i Re SS eee eae ee x 


Dillon, Charles F 
Dolan, George K 
Duffus, Parmalee W 
Embree, William C 


CN eee ee se gc and twas : 


| eae 
Kleeb, John M 

Laipply, Harold J__- 
Williams, Raymond E 

Zarrilli, Michael 





r 


Operation of conservatorship 





$733. 02 





| 
Salary | Travel 


Total 





$595. 64 
335. 56 


0 
198. 7 
473. 

0 


103. 


$1, 328. 66 
1, 112. 78 
14, 26 

331. 02 

1, 072. 83 
11. 60 

324, 31 
978. 23 

. 75 


79 





4, 784. 27 
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FepERAL Home Loan Bank ADMINISTRATION 


Order No. 6258 
Date: July 21, 1947 

The Comptroller of the Federal Home Loan Bank Administration is hereby 
authorized and directed to bill the conservator, Long Beach Federel Savings 
and Loan Association, Long Beach, Calif., in the amount of $63,748.48, to 
reimburse the Federal Home Loan Bank Administration for the payment by it 
of the compensation and expenses as listed in exhibit A hereto of personnel 
appointed, assigned, or furnished to serve as conservator and to assist in the 
conduct of the conservatorship of the said Long Beach Federal Savings and Loan 
Association during the periods stated in said exhibit and as described therein, 
and for other expenditures by the Federal Home Loan Bank Administration, 
said personnel, except the officer of the Federal Home Loan Bank Administrat ion 
appointed conservator, and all such expenses, including the expenses of said 
officer, having been furnished or incurred, and paid, and such other expenditures 
having been made, by the Federal Home Loan Bank Administration at the request 
of the conservator of the said Long Beach Federal Savings and Loan Association, 
or incurred by the conservator and paid by the Federal Home Loan Bank Adminis- 
tration, solely in connection with the operation of said conservatorship. 

The billing herein ordered shall be to reimburse the Federal Home Loan Bank 
Administration for the compensation, expenses, and expenditures listed in said 
exhibit A only, and shall not prejudice any future billing against the seid cou- 
servator to reimburse the Federal Home Loan Bank Administration for the pay- 
ment by it of the compensation and expenses of other personnel, so appointed, 
assigned, or furnished for the same or different periods, or of the same personnel 
for different periods or the billing of such other amounts as are now or ms.y from 
time to time be due the Federel Home Loan Bank Administration. 

Said exhibit A above referred to is made a part of this order and ordered filed 
by the Secretary in Order Exhibit File No. 413. 

I hereby certify that the above is sn order issued by the Federel] Home Losin 
Bank Administration on July 21, 1947. 

J. Francis Moors, Secretary. 


Mr. Fiscupacn. Do you know, Mr. Quigley, whether notice was 
ever issued in connection with the adoption of order No. 6258? 

Mr. QuicLtey. What do you mean by that, sir? 

Mr. Fiscupacn. Do you know whether the shareholders of Long 
Beach Federal were advised that there would come before the Federal 
Home Loan Bank Administration the subject of the disbursement of 
funds of Long Beach Federal in connection with the reimbursement 
of the Federal Home Loan Bank Administration for the payment by it 
of compensation and expenses of personnel assigned in connection with 
the conservatorship? 

Mr. Quic.ey. I would not know, sir. 

Mr. Fiscupacn. Mr. Gregory, was Long Beach Federal ever given 
notice of the adoption of order No. 6258, or was it ever given notice of 
the fact that such a matter would ever come before the Federal Home 
Loan Bank? 

Mr. Grecory. The hearing on these matters? 

Mr. Fiscuspacu. Before the Administration. 

Mr. Grecory. The first I have ever heard of it is today. 

Mr. Fiscupacn. Now, Mr. Quigley, it has come to the attention of 
the subcommittee that in addition to the moneys mentioned and the 
charges made, what is here termed as ‘Ammann Exhibit No. 12” and 
“Ammann Exhibit No. 13,’’ that some $90,000 is claimed to be due 
to the Home Loan Bank Board in connection with the affairs of 
Mr. Ammann as conservator of Long Beach Federal; is that correct? 

Mr. Quiatey. The Comptroller’s office maintained a record of all 
conservatorship expenses for budget purposes. In other words, our 
duty was to determine the difference between administrative and 
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nonadministrative expenses for budget purposes, and when the Long 
Beach conservatorship was in effect, all expenses of such conservator. 
ship or in connection with such conservatorship were considered as 
nonadministrative, and we maintained a record of all nonadminis- 
trative expenses during the course of the conservatorship, strictly for 
budgetary purposes. 

Mr. Fiscnpacu. Was Long Beach Federal ever billed for the 
amount of $90,000 claimed as the balance due in connection with the 
conservatorship of Mr. Ammann? 

Mr. Quictry. Not to my knowledge. 

Mr. Fiscnsacn. Has there ever been formulated a breakdown of 
the charges comprising that $90,000? 

Mr. Quiciey. We do have the record of the gross expenses incurred 
considered as being in connection with the conservatorship. As [ 
say, for budgetary purposes, I do have that. I do not have it available 
now, but I can obtain that. 

Mr. Fiscusacn. Do you know whether a reserve was ever set up 
on the books of Long Beach Federal in connection with the $90,000 
claimed to be due? 

Mr. Quietey. I would not know. 

Mr. Fiscuspacn. Do you know why Long Beach Federal was never 
billed for the $90,000? 

Mr. Quiatey. No, sir. 

Mr. Fiscupacn. I think in fairness it should be stated on the record 
that there appears in the various reports that were filed in connection 
with the Home Loan Bank Board that some $90,000 is due. I think 
that is the amount. 

Mr. McKenna. Do you want me to talk off the record for a moment 
and shed some light on this? Or do you want me to stay out of it? 

Mr. Fiscuspacnu. Go ahead. 

Mr. McKenna. I understood that a $90,000 item is the nonadminis- 
trative total of expenses in connection with the conservatorship which 
is in accordance with the appropriation act. Now, it would be most 
remarkable if that coincided with the amount due from the association. 
I think we can assume that it does not. But I do not know of any 
study to determine how much of that $90,000 is actually collectible 
from the association. That is what I understood you wanted us to do 
now, and what we are in the process of doing. 

Mr. Fiscupacu. That is correct. 

Mr. Quigley, are you in a position to state in relation to the expenses 
of the conservatorship whether it is contemplated that the Home Loan 
Bank Board would have any hearing to determine the amount of any 
billing for additional expenses of the conservatorship before actually 
submitting a bill to the Long Beach Federal? 

Mr. Quietey. No; I would not be in that position, sir. 

Mr. Fiscusacn. How long will it take to furnish a breakdown of 
the amount which the Home Loan Bank Board will claim as due and 
owing from Long Beach Federal in relation to the expenses of the 
conservatorship? 

Mr. Quieter. I would have to get a determination as to what items 
are applicable for billing. It would have to be worked up after con- 
sultation. I would not know myself. 

Mr. Fiscuzpacnu. Do you know whether a copy of the documents 
which comprise Ammann Exhibit No. 12, other than the bill, were 
ever transmitted to Long Beach Federal? 
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Mr. Quieiey. Just these items along here are all that I know, and 
they are reflected in the letter itself. In support of the above bill, 
statements reflecting so-and-so are listed here. Just these are all that 
I know. 

Mr. Fiscupacu. And would the same be true in regard to Ammann 
Exhibit No. 13? 

Mr. Quiciey. Those are all the enclosures that I am familiar with, 
or that I know did go with the letter. 

Mr. Fiscupacu. I take it that you do not need these documents in 
your possession at this time. 

Mr. Quietery. No, sir; I do not. 

Mr. Fiscupacn. Could you tell us this, Mr. Quigley? In relation 
to persons whose names are mentioned in Ammann Exhibits Nos. 12 
and 13, as personnel whose time has been spent in connection with 
the affairs of Long Beach Federal or whose time is assigned to aid the 
conservator as mentioned in order No. 6258, whether the persons 
enumerated in the lists attached to these exhibits were on the payroll 
of the Home Loan Bank Board during the period of time covered by 
the exhibits? 

Mr. Quie.ey. This personnel was on the payroll of the Board during 
the same period of time. 

Mr. Fiscusacu. And is their time charged to Long Beach Federal 
at the salary rate that they were being paid as employees of the Home 
Loan Bank Administration? 

Mr. Quiatey. Yes, sir. This separate conservatorship record was 
maintained distinct from the budgetary records, and the time was 
entered into the regular records, and then as a supplement or sub- 
sidiary, this Long Beach record was maintained of the conservatorship 
expenses, ; 

Mr. Fiscupacu. Now, let us assume that a given man shown on 
these exhibits put in a total of 228 hours. I know that that is claimed 
in Ammann Exhibit No. 12 as the time spent by F. H. McCoy, and 
that a charge of $741 was calculated for those 228 hours. How was 
that charge computed? 

Mr. Quratey. I meant to point out, in connection with this initial 
billing here, this was on the basis of the examination charges in effect, 
since this initial bill did cover an examination and audit as of May 18 
and another one as of September 30, they were billed at the examina- 
tion fee basis. That is noted down at the bottom of the statement, as 
to what charges were includable at that time. 

Mr. Fiscupacu. Does the Board or did the administration pursue 
the policy of making a profit on these examinations? 

Mr. 5 ewe The fee is established not to make a profit nor to 
incur a loss. The fee is determined to be established in such a way 
that the examining division will break even as nearly as may be, 
There is no intent to make a profit. 

Mr. Fiscupacn. Yet the computation of a man’s time is not pre- 
mised upon the salary that the Board is paying for that man; is that 
correct? 

Mr. Quie.tey. No; because we have overhead expenses of the 
over-all examining division, such as rents and communications and 
travel expenses and supervisory expenses in the home office that 
have to be included in order that all the costs of the examining division 
will fall into a bill or a fee. 
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Mr. Fiscupacu. With relation to the charges computed for the 
personnel who were assisting Mr. Ammann in the affairs of the con- 
servatorship, how are they computed? 

Mr. Quictey. The people that helped in the conservatorship 
operation itself? 

Mr. Fiscupacnu. Yes. 

Mr. Quia.tey. They were based on the actual cost, the actual 
money that was disbursed by the Board to these people, or in connec- 
tion with the expenses incurred by those people for conservatorship 
operations, or actual costs. 

Mr. Fiscupacnu. Did Mr. Ammann enjoy a higher rate of compensa- 
tion as conservator than he did in the capacity that he had as an 
employee of the Home Loan Bank Board? 

Mr. QuieLtey. Would you repeat that again, sir? 

Mr. Fiscupacn. Will the reporter read it? 

(The pending question was read by the reporter.) 

Mr. Quiatry. I would not be able to say at the moment, sir. I 
know he did not. In respect to your question, there was, to my knowl- 
edge, no added remuneration for being conservator, I will put it that 
way. But I am not in a position to say definitely that he did not get 
an increase in pay or anything of that nature. That I would not 
know. 

Mr. Fiscuspacnu. How about the individuals that were assigned as 
aides of Mr. Ammann in connection with the conservatorship? Did 
they continue at the same rate of pay as employees of the Federal 
Home Loan Bank Administration or employees of the Home Loan 
Bank Board, or did they have a different compensation as employees 
of Mr. Ammann as conservator? 

Mr. Quicuiey. Basically, in connection with both that question and 
your prior question, I really am not in a position to answer that. 

Mr. Fiscunacu. Could you determine the answer to both those 
questions and let us know by the time you have completed the 
breakdown of the additional charges that the conservatorship en- 
tailed? 

Mr. Quietey. Might I ask, for clarification on that, did you 
mean, did they get more money because they worked on the conserva- 
torship operations than they normally would have gotten working 
on Bank Board immediate work? 

Mr. Fiscupacu. Yes. 

Mr. Quicuey. I can determine their pay scales, yes, sir, at the time 
before and the time during and subsequent thereto. 

Mr. Fiscusacn. And also determine whether the charges made in 
Ammann Exhibit No. 12 for the operation of the conservatorship in 
relation to the individuals mentioned were premised upon the drawings 
of those individuals as employees of the Home Loan Bank Adminis- 
tration or as employees of the Home Loan Bank Board, or whether 
it was premised upon a different basis. 

Mr. Quietey. I can almost state definitely at the moment that 
there was no adjustment of pay scales, to my knowledge, because of 
the conservatorship. But might I ask again exactly, now, just what 
do you wish in this connection? <A statement reflecting their salary 
ranges during the conservatorship? 

Mr. Fiscunacn. Here is a statement attached to Ammann Ex- 
hibit No. 12, which shows that in the case of Mr. Ammann, for the 
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period from May 20, 1946, through June 30, 1946, there was paid, or 
at least there was charged for Mr. Ammann, the sum of $733.02 for 
salary. But what I would like to ascertain is whether that is the salary 
that Mr. Ammann had under the appointment that he occupied as 
an employee of the Federal Home Loan Bank Administration during 
that period, or whether it is a rate of pay different from that which 
was authorized to him as an employee. 

Mr. Quiciey. I could answer that definitely ‘‘No,’’ because the 
payroll as such, for budget purposes, did not change. It was only the 
pulling out of the budget the exact charges that were includable 
therein for these identical people who were determined to be working 
in connection with the conservatorship. 

Mr. Fiscupacu. Now, in that period of time, I notice that there 
was $3,314.70 charged up to travel for the individuals who were men- 
tioned on this list for the period from May 20, 1946, through July 30, 
1946. Now, that $3,314.70 was a charge, I take it, that was made 
against Long Beach Federal? 

Mr. Quicuey. It was charged on our books as nonadministrative 
expenses. A determination as to whether it was chargeable to the 
Long Beach Federal or not would not be my duty to determine. 

Mr. Fiscupacn. Who determined that it was chargeable to Long 
Beach Federal? 

Mr. Quietey. The Bank Board determined that it was chargeable 
to the Long Beach Federal. 

Mr. Fiscupacu. And bills were issued and paid? 

Mr. Quig.tey. Right. The comptroller’s office, as I stated before, 
maintained a record of nonadministrative expenses. 

Mr. Fiscupacu. Who determined which were administrative and 
which were nonadministrative expenses? Who made that determi- 
nation? 

Mr. Quiciey. The appropriation act itself allowed a determination 
to be made as to administrative and nonadministrative expenses. 
Those in connection with the conservatorship, any conservatorship, 
by the appropriation language, were allowable to be recorded as 
nonadministrative. 

Mr. Fiscupacu. I understand that. But who in the Federal Home 
Loan Bank Administration and who in the Federal Home Loan Bank 
Board actually makes the determination as to whether a given item 
of $1,000, which has been expended, is administrative or whether it is 
nonadministrative, and who makes the determination as to what 
part of it is administrative and who makes the determination as to 
what part of it is nonadministrative? 

Mr. Quie.tey. Looking back that far, I could not remember the 
exact procedure that was used at that point, but I can get that 
information for you. What I mean is the policy behind it and the 
method of making the determination. 

Mr. Fiscupacn. In preparing the analysis that you are going to 
prepare with relation to the balance of the charges incurred in con- 
nection with the administration of the conservatorship, please be 
prepared also to state who it was who made the determination as to 
which category a given item fell into, and who made the determination 
as to the amount of the given item being broken down into adminis- 
trative and nonadministrative categories. 

79631—52——-84 
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Mr. Quieter. I have a vague recollection of the procedure behind 
that, but I would prefer to look into it a little further before I give 
you some answers on that. That is the only thought I had in mind. 

Mr. Fiscusacn. I take it, then, that the distinction between the 
categories referred to, namely, the administrative expenses and the 
nonadministrative expenses, is that the latter are those which are 
deemed to be collectible? 

Mr. Quicuixry. No, sir. The latter are those deemed to be non- 
administrative, sir. For budgetary purposes alone, that is the only 
connection that our office has with regard to Long Beach as such. — 

Mr. Fiscasacn. Now, the administrative expenses would be 
deemed to be receivable by the Administration or the Board; is that 
not correct? 

Mr. Quic.iey. The administrative expenses of the Board itself? 

Mr. Fiscnpacu. Yes. 

Mr. Quieitey. We obtained those funds to operate from the home 
loan banks and by assessments from other sources, other Government 
agencies, for work that we might do for them. 

Mr. Fiscupacn. When the billings which were made and are 
reflected in Ammann Exhibits Nos. 12 and 13 were submitted, what 
category did they come in? Administrative or nonadministrative? 

Mr. Quiaitey. They came in the category of nonadministrative. 
Now, there might be a question in connection with this May 18, 1946, 
examination and audit. That was an examining division expense at 
that time because it was an examination prior to the beginning of the 
operation of the conservatorship. It was made as of May 18. 

Now, at that point, I am not willing or able to answer whether the 
examining division, as such, at that time was categoried as nonadmin- 
istrative. But that would be the only distinction. It would have no 
bearing. 

That is just a technical point. But all of these collections, in gen- 
eral, are nonadministrative, except, as I say, for this $10,985.44 item. 

If the examining division at that time was treated as a nonadminis- 
trative function, that would be nonadministrative expenses, whereas 
the Long Beach expenses are nonadministrative expenses because 
they were in connection with the operation of a conservatorship. 

Mr. Fiscunacn. And being nonadministrative, they were deemed 
to be collectible? 

Mr. Quiatey. I could not answer that, sir. 

Mr. McKenna. Would you want me to answer that off the record, 
Mr. Fischbach? 

Mr. Fiscupacn. Just a moment. 

In the light of the fact that Ammann Exhibit No. 13 requested the 
issuance of checks aggregating some $63,700, and in light of the fact 
that Ammann Exhibit No. 12 requested the issuance of checks by 
Mr. Ammann for some $15,800, roughly, were not those expenses 
deemed to be collectable? 

Mr. Quiciey. By the issuance of the bill, I would presume so. 
But that I would not be in a position to answer definitely, as to the 
subsequent items after these. 

Mr. Fiscusacn. All right. 

Now, Mr. McKenna, did you want to make a comment? 

Mr. McKenna. Off the record, only if it would be of any help. 

Mr. Fiscupacu. Very well. 
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Mr. Houtrte.p. Off the record. 

(Discussion off the record.) 

Mr. Houtrieuip. Back on the record. 

Mr. Fiscuspacu. I would like to call attention, Mr. Quigley, to 
that portion of House Document 209 of the first session of the Eighty- 
first Congress, being a report on audit of the Federal Home Loan 
Bank Administration to the Federal Home Loan Banks, which ap- 
pears at page 2 and states that the expenses allocated for reimburse- 
ment in connection with the Long Beach conservatorship amount to 
$83,170, and having called attention to that, I would like to inquire, 
Mr. Quigley, whether the $83,170 therein mentioned comprises the 
amount deemed reimbursable to the Home Loan Bank Board from 
Long Beach Federal in relation to the conservatorship. 

Mr. Quiciey. I would not say that the inclusion of this as an 
item opposite the caption, “Long Beach Conservatorship,” would 
indicate that it was deemed to be fully receivable; I would not know. 

Mr. Fiscupacn. When we referred before to some $90,000, it was 
intended to refer to the precise amount which appears to be $83,170, 
and I would like to state in connection with that, that it has been 
the understanding of this subcommittee that the position of the Board 
is and has been that that is the amount which is presumably due from 
Long Beach Federal as the unpaid balance of the expenses of the 
conservatorship. 

Could you ascertain whether or not that is so? 

Mr. Quieuey. Yes, sir. I would have to check into that. But 
this item here, I might point out, is as of June 30, 1947, and the con- 
servatorship was still in effect at that time. There were subsequent 
expenses chargeable as nonadministrative after that. 

Mr. Fiscupacn. So that the amount would be greater than the 
$83,170? 

Mr. Quiauey. This is a report of the expenses incurred only during 
the fiscal year 1947 itself. 

Mr. Fiscupacn. I am advised that in an audit report to the 
Congress for the year ended June 30, 1950, the amount referred to as 
$83,170 is now shown as of June 30, 1950, as $89,781, and it is shown 
under the assets reported by the GAO. ‘This report here is dated 
by the fact that there are expenses in addition to those not reflected 
in the figures; is that correct? 

Mr. QuieLtuy. No. This is the grouping of the expenses during a 
certain year only, the fiscal year 1947. There were some in 1946; 
there were some in 1948. It is the cumulative grand total of those, 
less the collections made, that represent this $89,781 amount in this 
report here. 

Mr. Fiscusacu. Now, this $89,781 shown as of the end of the fiscal 
year 1950 would be the amount that is presently claimed to be due 
from Long Beach Federal; is that not so? 

Mr. Quieuey. No, sir. The theory behind this, as I understand it, 
is that it is only an amouat of money that has been spent on a con- 
servatorship operation which was deemed nonadministrative expenses, 
and in our pattern of budgetary procedure, the money must be 
obtained somewhere or absorbed to operate the Board. The Board 
operates on a self-sustaining basis. .All its expenses find reimburse- 
ment from some source. 
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In this listing here, the intent, I would say, is only to reflect that 
the Board had spent $89,781, and as of June 30 that amount had not 
been collected to replenish our cash working fund. 

Mr. Fiscupacu. Do you know whether the Board ever took the 
position that Long Beach Federal owed the Board the sum of $89,781? 

Mr. Quietey. No, sir. 

Mr. Fiscuzacu. Will you ascertain what the position of the Board 
is on that, too? 

Mr. Quieuey. I will do so, sir. 

Mr. Fiscusacu. I would like to read into the record from the report 
made by the Comptroller General, the following comment. 

Mr. Hourrizitp. What is the date of the report, please? 

Mr. Fiscupacu. The date of the report is June 15, 1951, and it 
refers to the Home Loan Bank Board period of operation for the year 
ended June 30, 1950. The page from the report containing the 
comment I am about to read is page 14, and the comment is as follows: 

The $89,781 due from the Long Beach Federal Savings and Loan Association 
represents the unreimbursed costs incurred in the conduct of the association’s 
affairs while the association was under the control of a conservator appointed by 
the Commissioner of Federal Home Loan Bank Administration on May 20, 1946. 
The total expenses incurred by the conservatorship were $158,342, of which 
$68,561 was reimbursed to Home Loan Bank Board by the conservator. 


That is the end of the comment with respect to the item. 

In light of that comment, Mr. Quigley, would it not appear that 
the amount claimed to be due to the Board from Long Beach Federal 
is in fact the total amount of $89,781? 

Mr. Quicuiry. This statement states that it represents the unreim- 
bursed costs incurred. It does not necessarily imply that it is all 
due from the Long Beach Federal. 

Mr. Fiscuspacu. What does this language that I am about to read 
signify to you in the capacity that you have in relation to the Board? 
The $89,781 due from the Long Beach Federal Savings and Loan 
Association. Does that mean to you that that amount of money is 
not due or that only a portion of it is due? 

Mr. Qurietey. I would not like to make a statement on that. 
This is a report of the General Accounting Office auditors. I would 
not want to say 

Mr. Houirtetp. May I ask the witness where they got the infor- 
mation to compile that report? 

Mr. Quietey. From the books and records of the Bank Board. 

Mr. Ho.uirietp. From whom would they have obtained that? 
From your department? 

Mr. Quietey. From my department. 

Mr. Houirretp. Did you make any representation to them that 
that amount was an amount due from Long Beach Federal Savings 
and Loan Association? 

Mr. Quie.ey. No, sir; not that it was specifically due from the 
Long Beach Federal. I might have made the representation that it 
was an uncollected amount of nonadministrative expenses in con- 
nection with a conservatorship, but I have not, or the comptroller’s 
office has not, been instructed as to whether or not the $89,000 is an 
amount actually due specifically from the Long Beach Federal Savings 
and Loan Association. 
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Mr. Houtrretp. Then you take no responsibility for the position 

that the General Accounting Office took in regard to that sum? 

Mr. Nagel Pardon me? 

Mr. HoutrreLp. You take no responsibility for the General Account- 
ing Office’s making the statement that this was a sum due from the 
Long Beach Federal Savings and Loan Association? 

Mr. QuicLey. It would not be my position to make that statement, 

sir. 

Mr. Hourrrecp. Is it an accurate reflection of the situation? 

Mr. Quietey. That I would be unable to say, sir. 

Mr. Hourrretp. Do the books that you maintain show this amount 
to be due from the Long Beach Federal Savings and Loan Association? 

Mr. Quietey. Our books have that under the category ‘Accounts 
receivable.” It is an item that some determination must be made 
of 

Mr. Hourrre.tp. Does it have also the amount of $89,781 in the 
receivable column of the institution from which it was supposed to 
be received? : 

Mr. Quia.ey. I think the indication in the books would show that 
it is the Long Beach conservatorship. That means that it is an 
account receivable for nonadministrative costs, uncollected, brought 
about—— 

Mr. Houirietp. Did you have an opportunity to look at this 
report after it was prepared? 

Mr. * csacnse That is the report as of which date? 

Mr. Fiscupacnu. June 30, 1950. 


Mr. Houirietp. June 30, 1950, General Accounting Office, their 
report of your institution. 
Mr. Quta.ey. I might have seen it, but to me at the time that I 


saw it, it was only for my own personal use. I did not review the 
report 

Mr. Houirretp. You have seen the General Accounting Office 
statement? 

Mr. Quicuery. I did see that statement. 

Mr. Hourrreip. And did you read this section here that we have 
been referring to? 

Mr. Quic.ey. I might have read that in full. 

Mr. Houirie.tp. Did you at that time notify the General Account- 
ing Office that this was an inaccurate statement, and did not appraise 
the true financial statement of the building and loan? 

Mr. Quietey. I would not have been in a position to do that, sir. 

Mr. Houirietp. Who would have been? 

Mr. Quiciry. (No response.) 

Mr. HourrreLtp. What is your position? 

Mr. QuieLey. Assistant comptroller of the Division of Federal 
Home Loan Bank Operations. 

Mr. HouiF1ELp. Would the comptroller have been responsible for 
making that statement? 

Mr. Quiciey. The comptroller? 

Mr. Ho.irietp. Yes. Would the comptroller as your superior be 
responsible for allowing a statement like this to go into the General 
Accounting Office report? 

Mr. Quictey. I would not be in a position to say whether he would 
or would not. 
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Mr. Houtrietp. Now, someone is responsible. 

Mr. Quictey. That is true. 

Mr. Hourrrevp. In the comptroller’s office. And I would. take it 
ordinarily that the comptroller himself would be responsible for his 
assistant and those under him. 

Mr. QuieLey. That is a report of the General Accounting Office 
auditors. 

Mr. Houirretp. Yes. 

Mr. Quieuey. I do not think that we are in a position to tell the 
General Accounting Office auditors the wordage to put in their report 

Mr. Hourriretp. But you would be in a position to notify them if 
you thought that their statement was inaccurate, and would give them 
your version of the balance sheet, would you not? 

Mr. Quieuey. I think the General Accounting Office auditors were 
informed regarding that amount, as you quoted there. I think the 
interpretation—— 

Mr. Hourrrexp. I am sure they were informed about it, and I have 
reason to believe from their report that they were informed that this 
was due from the Long Beach Federal Savings and Loan Association, 
or else they would not have put it in their report. 

_ Mr. Quiciey. I would not be in a position to discuss that matter, 
sir. 

Mr. Fiscusacn. Mr. Quigley, were you instructed by anybody to 

take a position before this subcommittee with regard to this $89,000 

that is different from the position shown on the books of the Home 

Loan Bank Board? 

Mr. Quieter. No, sir. 

Mr. Fiscupacn. We have spent a good deal of time here trying to 
ascertain what amount is claimed by the Board to be due from Long 
Beach Federal. I understood from your testimony that there has 
been no determination; is that correct? 

Mr.  eheance (No response. ) 

Mr. Fiscnsacu. Is it correct that there has been no determination? 
Mr. Quieiey. To my knowledge, there has been no determination. 
Mr. Fiscupacu. And that was the sense of your testimony? 

Mr. Quiatey. Yes, sir. My testimony meant to imply to the sub- 
committee that we have maintained a record of all the costsin connection 
with a conservatorship operation. Wehave collected certain amounts 
of those costs. We maintain on our record at the present moment a 
figure of $89,000, roughly, that is receivable for costs that had been 
expended. 

Mr. Fiscupacu. I also understand from your testimony—— 

Mr. Quiciey. Excuse me, sir. Now, whether it is receivable from 
the Long Beach or from some other source or is to be written off, that 
I do not know. 

Mr. Fiscupacn. At the present time you maintain that $89,000 and 
some odd hundred as a receivable, and you have Long Beach Federal 
as the source of that receivable? 

Mr. Quietey. The Long Beach conservator. That was the source 
of that money. 

Mr. Fiscupacu. And your books are maintained in such a way that 
apparently they gave rise to the comment that the $89,781 was due 
from the Long Beach Federal Savings and Loan Association; is that 
not true! 
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Mr. Quieury. That is as it is written by the General Accounting 
Office auditors. The interpretation on that ‘due from,’’ I do not 
know on that angle as to whether that statement by them makes it a 
fact that the money must be collected from the Long Beach conserva- 
torship or from the Long Beach Federal Savings and Loan. 

Mr. Fiscupacu. I also understand from your testimony that the 
Long Beach Federal has never been billed for the $89,781. 

Mr.  oamenpp No, sir. 
Mr. Fiscusacn. It is true that it has not been billed? 

Mr. QUIGLEY. For the $89,000? 

Mr. Fiscuspacu. That is right. 

Mr. Quiauey. In full? No, sir. 

“Mr. Fiscupacu. All right. I also understand from your testimony 
that you were not responsible for making the determination that the 
amount referred to either be billed or not billed? 

Mr. Quie.tey. No, sir. We will make the billing if we are instructed 
to make a billing. 

Mr. Fiscupacu. And you have not been instructed to make a 
billing? 

Mr. Quiauey. No, sir. 

Mr. Fiscusacu. I also understand that you have never formulated 
any breakdown of the $89,000 and furnished it to Long Beach Federal? 

Mr. Quicuey. No, sir. We have the items in our records that 
would reflect every dollar of costs incurred out there, but I would 
have to draw those figures off into a statement form. I think you 
asked for that before. 

Mr. Fiscuspacu. That is correct. 

Mr. Quiatry. To obtain a concise statement of the Long Beach 
conservator costs. 

Mr. Fiscupacn. Could you ascertain for us also why it is that that 
amount has never been billed to Long Beach Federal or why any 
part of it has not been billed to Long Beach Federal? 

Mr. QuieLey. Excuse me, sir. I missed that question. 

Mr. Fiscnpacu. Could you ascertain and report to us why it is 
that neither the $89,000 figure referred to before, nor any part of it, 
has ever been billed to Long Beach Federal? 

Mr. Quiatey. I will ascertain that, sir. But at the present moment 
I have not had the opportunity, with no notice of coming over here, 
to look into the record on this. It is pretty hard to answer some of 
these questions. 

Mr. Fiscnsacu. I appreciate that. 

Mr. Quiatey. I will go in and see just what the total story is on 
this and will report to you on the basis of what you have asked for. 

Mr. Fiscupacu. All right. 

Mr. Houtrtetp. Mr. Quigley, in reading this report here of the 
General Accounting Office, I find the following language: 

The total expenses incurred by the conservatorship were $158,342, of which 
$68,561 was reimbursed to HLBB by the conservator. On terminating the con- 
servatorship, the association refused to make reimbursement. 

And, of course, that follows the statement that $89,781 is due from 
the Long Beach Federal Savings and Loan Association. 

It therefore appears to me that information has been furnished 
the General Accounting Office which clearly indicates that the total 
sum was incurred by the conservator in expenses. The conservator 
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himself reimbursed to the Home Loan Bank $68,561; the $89,781 
carried on the books is still due. And it is also indicated that the 
Long Beach Association has refused to pay that. 

So undoubtedly there must have been a demand for payment, or 

the association would not have refused. 

Mr. > sage oid I would not know about that. 

Mr. Houtrre.p. If there were the demand, we would like to know 
if there were the demand, if you will search your records, please, and 
find that out. 

Mr. Quiatey. We will search the records. 

Mr. Fiscupacnu. If this does not portray the fair picture of this 
situation, we would like to have it from you or your superior, & state- 
ment which would clarify this point. It is important that we have 
that, because this information has been furnished by your agency 
through the General Accounting Office, and the General Accounting 
Office has taken it at face value; they have embodied in their report 
a situation which is not realistic and therefore they have furnished 
to the Congress, unwittingly, perhaps, a false picture. 

are they say is true, then, of course, the situation speaks for 
itself. 

Mr. Quiatey. As I say, that is the report of the General Accounting 
Office auditors. 

Mr. Houtrietp. That is right. 

Mr. Quictey. Insofar as what goes into that report, it is their 
report. 

Mr. Houtrietp. Yes, that is true. But you cannot divorce your- 
self from the responsibility of the report if you furnished them the 
information. 

Mr. Quiatny. They obtained that information from the audit of 
the Home Loan Bank Board, sir. 

Mr. Fiscupacu. Mr. Quigley, how long have you been with the 
Federal Home Loan Bank Administration or the Federal Home Loan 
Bank Board? 

Mr. Sep Sixteen years. 

Mr. Fiscupacu. I understood from Mr. McKenna, I believe, that 
he anticipated being able to furnish this breakdown on the $89,000 
by Monday. 

Mr. Quratey. I think so, sir. 

Mr. Fiscupacn. Or am I correct in that? 

Mr. McKenna. Mr. Fischbach, I think that my conversation about 
Monday related to Mr. Gregory’s statement. I do not think we gave 
a date as to this, because I would not have any idea. 

Mr. Fiscuspacn. How long would it take you, Mr. Quigley, to fur- 
nish this information? 

Mr. Quiauey. By Tuesday. 

Mr. Fiscunacu. Very well. We will expect to have it then. 

That is all I have. Thank you. 

Mr. Houirretp. You are excused. 

Mr. Fiscupacn. Mr. MacGuineas. 
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FURTHER TESTIMONY OF DONALD B. MacGUINEAS, ATTORNEY, 
CLAIMS DIVISION, DEPARTMENT OF JUSTICE 


Mr. Houirreitp. Mr. MacGuineas, you have waited very patiently 
for your turn at this hearing, and we want you to know that the 
subcommittee welcomes you to the witness chair. 

Mr. MacGurnzgas. Thank you, Mr. Chairman. 

Mr. Fiscupacu. You have previously been sworn? 

Mr. MacGurineas. Yes; I am sure I have. 

Mr. Fiscupacu. We would like you to present such views as you 
may have in connection with the matter under investigation. 

Mr. MacGurngas. Thank you. 

I think the record already shows that I am an attorney in the Claims 
Division of the Department of Justice, and that I am the trial attorney 
assigned to the primary responsibility for representing the interests of 
the Government and Government agencies and Federal officials who 
are involved in this litigation. 

That assignment was given to me approximately as of January 1, 
1950, so that, whatever has transpired in the case since that date, I 
have or should have direct knowledge of my own, and I assume pri- 
mary responsibility for what has been done. Whatever occurred in 
the case prior to the beginning of 1950 I have no direct knowledge of 
my own. My knowledge is that derived from an examination of the 
previous record and file that were built up in the case. 

Mr. Houirietp. And you take on the legal responsibility for such 
acts as have occurred subsequent to your entering the case? 

Mr. MacGurneas. You mean such acts as have occurred subsequent 
to my entering the case? I take the responsibility for everything that 
has occurred since I got into the case. 

Mr. Houtrievp. I see. And you take no responsibility for anything 
that happened before you came into the case? 

Mr. MacGurnzeas. I do not see how I could. If I may digress very 
briefly and give a little outline of the nature of this litigation as we 
see it in the Department of Justice; as the subcommittee knows, two 
suits were instituted in 1946. One was by the Long Beach Associa- 
tion to have the conservatorship declared illegal and to get back its 
assets from the conservator. 

The second suit was that by the former shareholders or members of 
the former Los Angeles bank to have declared illegal the merger of 
that institution with the Portland Home Loan Bank into the San 
Francisco bank. 

The Long Beach suit was founded on the ground that the provisions 
of the Home Loan Bank Act authorizing the appointment of a con- 
servator without prior notice and hearing were unconstitutional, and 
that litigation went on until June of 1947; I should say that aspect of 
the litigation went on until June of 1947, when the Supreme Court 
unanimously held that the provisions of the Bank Act were constitu- 
tional and the regulations promulgated by the Bank Board under that 
act with respect to conservatorships were valid, and further held that 
the district court had erred in issuing an injunction restraining the 
holding of an administrative hearing by the Bank Board. 

Of course, the Department of Justice assumes full responsibility for 
that course of the outcome, and I think I may say that it feels pride 
and justification in that outcome. 
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The Department of Justice there established that Congress was act- 
ing within its constitutional prerogative when it enacted the Home 
Loan Bank Board Act. 

Thereupon, after the holding of the Supreme Court, and for the first 
time, to the best of my belief, it seems to have been suddenly conceived 
by the Long Beach counsel—and I understand that this was in some 
respects at the suggestion of the district court—that if it were charged 
that the conservatorship was the product of a fraudulent conspiracy 
to damage the Long Beach Association, the litigation might go on, 
notwithstanding the decision of the Supreme Court. 

In any event, amended pleadings were filed by the Long Beach 
Association and associated litigants in the case which then charged this 
so-called fraudulent conspiracy. 

Mr. Fiscuspacu. Was that not also indicated in the opinion of the 
Supreme Court in Mallonee versus Fahey? 

Mr. MacGuineas. No; I do not think so. I am not sure of just 
which sentence you may have reference to. 

Mr. Fiscuspacu. The portion of the opinion to which I refer and 
which is brought to mind by your comment, Mr. MacGuineas, is that 
which indicates that there is more to this controversy than meets the 
eye, and that if the credit of a financial institution is impaired by those 
who have supervisory jurisdiction over it, and that action was done 
corruptly, the condition indicated would not be without a remedy. 

Mr. MacGuineas. Iam sorry. I do not seem to have my copy of 
the Supreme Court’s decision here in the Mallonee case. I recall the 
observation by Mr. Justice Jackson that there is more to this litiga- 
tion than meets the eye, a comment the full meaning of which I am not 
in @ position to interpret. 

1 do not know what he may have had in mind. I do think that 
what you have said about it goes somewhat beyond the language of the 
Supreme Court. I think the sentence is this: 

Nor do we mean to be understood that if supervising authorities maliciously, 
wantonly, and without cause destroy the credit of a financial institution, there are 
not remedies. 

I would take that certainly not as any indication of the Supreme 
Court that there was any malicious, wanton, or improper action by 
administrative officials in this case. It is put purely in a hypothetical 
sense. 

Mr. Fiscupacu. Oh, surely. There was no suggestion on my part 
that the Court even made any implication that there was any such 
fact. 

Mr. MacGutneas. And, furthermore, I would not take that state- 
ment by the Supreme Court as indicating that this suit was or was not 
an appropriate remedy if this hypothetical situation is deemed to 
exist. 

In other words, I think that the Supreme Court just was not 
passing on that issue in the case. But, in any event, since the de- 
cision of the Supreme Court in June of 1947, the litigation has pri- 
marily been concerned with this action based on the charges of a 
fraudulent conspiracy by the Long Beach Association. 

Now, as the subcommittee knows, in January of 1948, order No. 388 
was entered, and the conservatorship was terminated, so that the issue 
as to the termination of the conservatorship as such is now out of 
the picture. 
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There remain the claims by the Long Beach Association for personal 
damages against the members of the Bank Board, the San Francisco 
bank, the directors of that bank, and many other individuals, and 
there also remains the claim of the Long Beach Association that 
there has not been a proper accounting by the conservator for the 
assets of the Long Beach Association which he took over. 

From time to time, since January of 1948, there have been pro- 
posals and feelers put out, if I may put it that way, with respect to 
settlement of the case. 

Mr. Fiscnspacu. I wonder if I could ask you for further elucidation, 
Mr. MacGuineas, on the statement you just made previous to going 
to the subject of a possible settlement. 

I noticed your statement that, with order No. 388, the conservator- 
ship was terminated. It has been a matter of some concern to me 
and members of the subcommittee that notwithstanding the termina- 
tion of the conservatorship, the Department of Justice took the posi- 
tion in pleadings before the court that order No. 388 did not in fact 
terminate the conservatorship and that the conservatorship was still 
in existence and was still pending, and that the only thing that existed 
as a bar was the action of the district court to the real termination 
of the conservatorship. 

In other words, I believe it fair to state, without attempting ac- 
curately to paraphrase the allegation of the pleadings, that the plead- 
ings alleged in substance that the conservator had not been 
eliminated, that the court was interfering with the conclusion of the 
conservatorship. 

Mr. MacGuingas. I do not know what specific pleadings you 
have in mind. Nor from my knowledge of those earlier pleadings 
would I think your statement _an accurate characterization. 

Of course, it is true, as Mr. Davis testified this morning, the De- 
partment of Justice has taken the position that the district court 
misconstrued order No. 388 and wrongfully assumed jurisdiction in 
itself to take over aspects involved in the termination of the con- 
servatorship. 

It is also true that we feel that the position of the district court with 
respect to his jurisdiction has been a bar to disposition of the litiga- 
tion, and it is for that reason, primarily, I think that we can say that 
the Department of Justice took an appeal from the second injunction 
order issued by the district court restraining an administrative hear- 
ing. 

That appeal has been briefly referred to in the record as one which is 
now before the court of appeals in San Francisco awaiting decision. 

Mr. Fiscupacnu. Further in connection with elucidating on the 
subject of order No. 388, it appears that in the answer of the Federal 
Savings and Loan Insurance Corporation filed July 18, 1949, amongst 
other things, the following statement was made: 

This defendant admits that the court made and entered its order of January 23, 
1948, undertaking to remove said A. V. Ammann as conservator and ordering an 
accounting, and states that said order was made by this court over the objections 
of the Government, and has prevented said conservator— 
and this is the portion to which I have reference, and I would like 
further elucidation— 


and has prevented said conservator since January 24, 1948, from performing and 
exercising the duties of his office. 
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Mr. MacGurneas. One thing that occurs to me is that the action 
of the district court has interfered with what we deem to be the correct 
procedure for the accounting by the conservator, to wit, accounting 
under the aegis and under the supervision of the Bank Board as dis- 
tinguished from the accounting before the district court. Perhaps the 
sentence in the pleading had reference to that. 

Mr. Fiscusacu. All right. Then you were going to take up the 
question of the settlement. 

Mr. MacGurtngas. Yes. But before I come to that, I had men- 
tioned the appeal which was now pending, and I think the record 
should show again the view of the Department of Justice, that that 
appeal may dispose of the entire controversy. 

The court may, however, decide the case on a narrow ground, 
which, while it may not dispose of the entire controversy, will most 
certainly limit the issues, and will enable the litigants to know more 
than they can know now about what their legal rights in this con- 
troversy are. 

The statement has been made that various appeals taken by the 
Department of Justice in the case, or other tactics which we have 
pursued, have prevented the case from being brought to trial. In 
my opinion, there is no justification for such statements. 

When the district court has made interlocutory orders, which in 
our view were erroneous and prejudicial to the Government’s interest, 
we have taken appeals, and we certainly conceive that it was our duty 
to do so, and we would have been derelict in our duty had we not 
done so. 

But we at no time interposed any delay in the efforts of any of the 
litigants to bring this case to trial before the district court. And it 
is my impression that neither the Long Beach counsel nor this Los 
Angeles bank counsel has made any particular efforts to bring the 
case to an actual trial before the district court. 

Mr. Fiscnracu. In connection with that, I wonder if you would 
care to comment on a memorandum in the file of the United States 
attorney in southern California which refers to various motions made 
by the San Francisco bank and contains the observation that these 
motions are of the character that are calculated to avoid a trial on 
the merits. Are you familiar with that memorandum? 

Mr. MacGuingas. Not offhand. 

Mr. Fiscusacu. It is a memorandum—— 

Mr. MacGuineas. Perhaps I could explain it this way. That 
memorandum seems to tie into this. It is, of course, true that the 
Department of Justice and the San Francisco bank have consistently 
throughout this litigation raised the legal issue of lack of jurisdiction 
in the district court over certain aspects of the subject matter of the 
case and over certain of the defendants of the case. 

Now, if what you are talking about as preventing the case from 
coming to trial is referring to the assertion of jurisdictional defenses, 
it is, of course, true that we have consistently asserted those juris- 
dictional defenses, but the district court has consistently overruled 
those defenses. And it seems to me that if the plaintiffs had been 
persistent, they could have obtained from the district court an order 
for trial in this case, which they have not done. 

I think perhaps that this time is a good one to go into this question 
of jurisdictional defenses. 
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Mr. Fiscuspacu. Mr. MacGuineas, before you go into that, perhaps 
you could add to our understanding of the situation if you could tell 
us briefly whether in the view of the Department of Justice the court 
out there has any jurisdiction at all of any aspect of this controversy. 
Tell us what you think the court has jurisdiction of, and then we will 
understand what you believe the court has not jurisdiction of. 

Mr. MacGurineas. I think it would be easier to put it the other 
way. We certainly feel that the district court there does not have 
any jurisdiction over the Home Loan Bank Board or its members. 
And that position has been taken not only in this case but in any case 
in which a Government agency seated in Washington or a Government 
official stationed in Washington is sought to be sued in one of the 
district courts of the United States outside of the District of Columbia. 

The Supreme Court has held that an official who is stationed at the 
seat of the Government may only be sued there, and the Department 
of Justice always raises that point, and we raise it here. 

There are certain defendants in this case as to whom I believe we 
have made no assertion of lack of jurisdiction over their persons. It 
is my understanding that Mr. Ammann, for instance, was personally 
served within the State of California. I understand that I am correct 
in saying that we have not asserted a lack of jurisdiction of the court 
over the person of Mr. Ammann for that reason. 

To my knowledge, no one on our side of the case has asserted that 
the district court lacked jurisdiction over the person of the San 
Francisco bank, it being a California corporation doing business in 
California. 

Mr. Fiscupacna. Is it the view of the Department that the court, 
having jurisdiction over the person of Mr. Ammann, nevertheless 
does not have jurisdiction over the subject matter of his accounting? 

Mr. MacGurneas. That is true. That is based on the fact that 
the Home Loan Bank statute, as we understand it, contemplates, at 
least initially, not a judicial review of the accounting of a conservator, 
but initially an administrative determination of his accounts by the 
administrative agency to which he is responsible. That is, the Bank 
Board. 

Now, whether and to what extent there may properly be judicial 
review after the Bank Board has rendered its decision, is a matter to 
which we have not yet taken a position because it has not become a 
present issue in the case. 

I may say that we also take the position that this district court in 
this action has no jurisdiction of the subject matter of the merging 
of the banks into the San Francisco bank; that that is a matter which 
the statute did not contemplate should be one for judicial review. 

Now, various criticisms have been expressed because the Depart- 
ment of Justice has seen fit to assert these so-called jurisdictional 
defenses. 

In my view, the Department would be derelict in its duty, and 
negligent in the performance of its functions, if it did not assert these 
jurisdictional defenses when it avowedly and bona fide believed them 
to be proper propositions of law as applied to this case. 

Mr. Fiscupacn. I wonder, Mr. MacGuineas, if that position of 
the Department was taken with due consideration of the fact that in 
the proceedings before the Smith committee, Mr. Fahey made refer- 
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ence to the fact that the matter is in the courts and he anticipated 
it would soon be vindicated. Could you tell us whether the Depart- 
ment’s position has been formulated with know:edge as to Mr. Fahey’s 
statement to that effect? 

Mr. MacGutneas. I do not know. That was before I got into 
the case. But I think I can say with confidence that the iart. 
ment’s position in the case has been formulated throughout by what 
it conceives to be the proper principles of law applicable to this-case. 

Mr. Fiscupacu. And that position of the Department would be 
taken regardless of what position the individual might take who might 
have been administrator of the system, before a committee of the 
Congress? 

Mr. MacGurneas. That, of course, is true. When the matter 
gets into the courts, it then becomes the responsibility of the Depart- 
ment of Justice to handle the lawsuit, to decide what issues shall be 
raised or which shall not be raised, and to decide whether the case 
shall be compromised or not, and if so, on what terms. 

Of course, we always consult with and receive the views and give 
adequate consideration to the views of the administrative agency 
involved in the lawsuit. But we certainly are not bound to accept 
those views. 

Mr. Fiscuracn. So that even if Mr. Fahey did make such a state- 
ment as I indicated before the Smith committee, the Department of 
Justice would, if it concluded that the law were otherwise, take a 
position contrary to that? 

Mr. MacGutnzas. Certainly. We decide how the case shall be 
litigated. We take that position because we feel that the law requires 
it to be litigated in that way. 

Again, coming to this matter of jurisdictional defenses, it seems to 
me that there should not be much disagreement about the proposition 
that under our system of government every branch of the Govern- 
ment properly should be kept within its constitutional bounds of 
jurisdiction, and certainly when the Long Beach Association attacked 
the jurisdiction of Congress to enact the Home Loan Bank Act, 
section 5, it was perfectly within its rights in raising that issue, and 
the Department of Justice was there called upon to defend the juris- 
diction of Congress, and it did so, and it did so successfully. But it is 
just as important that the courts be kept within their proper con- 
stitutional function and jurisdiction, and also that the administrative 
agencies be kept within their jurisdiction. 

So the assertion of a jurisdictional defense in a case is no more, as 
we see it, than an effort by the litigants to keep the particular branch 
of government involved within the bounds of its constitutional 
function. 

Mr. Fiscusacu. So that if the Congress wants to do anything 
about it, it is up to the Congress? 

Mr. MacGurnras. Of course. And furthermore, the jurisdiction 
of administrative agencies and the jurisdiction of courts are spelled 
out or delineated by acts of Congress, so that when we assert that in 
a particular situation the district court does not have jurisdiction of a 
certain party or of a certain aspect of the controversy, we are merely, 
as we see it, carrying out the will of Congress, for it is Congress that 
decides whether a court shall or shall not have jurisdiction in a given 
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case, or that an administrative body shall or shall not have juris- 
diction. 

So to fail to raise what we believe to be legitimate jurisdictional 
defenses would be for us to connive at an evasion or avoidance of the 
will of Congress, and certainly I take it no one will ask us to be a 
party to any maneuver of that sort. 

Mr. Fiscnpacu. I think you are to be commended for that position. 

Mr. MacGutnzgas. So as I say, we do not feel that we owe any 
apologies to anyone, because we have asserted these jurisdictional 
defenses which, as we see it, are merely carrying out the law as Con- 
gress has laid it down, 

If Congress feels that the law should be different from what it is, 
that is not a matter of primary responsibility for the Department of 
Justice or even the executive branch of the Government. 

Then, if I may turn for a minute to the question of compromise 
proposals—as I understand it, early in 1948, certain representatives 
of the Bank Board entered into discussions with interested parties 
with a view to working out a compromise, and I believe that was the 
so-called Portland agreement. 

In any event, that was not consummated; the so-called Portland 
agreement was never approved by the Department of Justice, and it 
broke down, and the plaintiffs thereupon, or I think perhaps even 
prior to the breakdown of negotiations, filed new charges of fraudulent 
conspiracy and new claims for many millions of dollars of damages. 

In November of 1948 the Bank Board and other interested parties 
again undertook certain settlement discussions. Those discussions 
were broken down. as I understand it, by the attorney fee issue which 
was raised when counsel for some of the plaintiffs made a motion to 
the district court for attorneys’ fees which resulted in the award of 
$540,000 in attorneys’ fees. 

Mr. Fiscusacu. Was that an application that was contemplated 
by the terms of the Portland agreement, and was that an application 
which was designed to implement the Portland agreement so that 
people would know what they were talking about in relation to 
attorneys’ fees? 

Mr. MacGuineas. I do not think I ought to express an opinion on 
that, because I do not have enough of the history of the so-called Port- 
land agreement to say. 

Mr. Fiscupacu. I see. 

Mr. MacGurneas. I have never seen a piece of paper which set 
down in writing what this so-called Portland agreement is. So I just 
do not feel that I am competent to talk about it. 

Mr. Fiscusacnu. All right, Mr. MacGuineas. 

Mr. MacGutnuas. In June of 1949, the Department of Justice 
and the Bank Board worked on a plan for reestablishing the Home 
Loan Bank of Los Angeles, and that proposed settlement, or basis for 
settlement, was rejected by the Los Angeles bank litigants. 

Then, in October of 1949, the plaintiffs submitted another proposal 
for settlement. That seemed to us less favorable to the Government 
interests and the public interests involved than previous proposals, 
and the Attorney-General rejected that proposal. 

In July of 1950 there was a rather lengthy conference held in the 
Department of Justice to see whether we could get together on any 
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common ground of negotiations. Those conferences went on for 
some 4 days. Unfortunately, they did not produce any agreement. 

I do not know whether the subcommittee is interested in the details 
of that or not. I do have a rather lengthy memorandum of that con- 
ference at the time which expresses what was said and what I con- 
sider to be the attitudes of the various parties. 

Mr. Fiscupsacn. I think it would be helpful if you would file it. 

Mr. MacGutineas. Very well. I will produce that for the subcom- 
mittee, if you wish. 

At the present time, all of the parties are, of course, awaiting the 
decision of the court of appeals, and it seems to me that the position 
of any party with respect to a settlement or no settlement would 
necessarily be largely dependent upon what the court of appeals is 
going to say about our respective rights and obligations in this litiga- 
tion. 

There is a basic issue in this case, as we see it, from the standpoint 
of the Government and from the standpoint of the public interest. 
We conceive that Congress has provided by the Bank Act that when 
charges of mismanagement of one of these savings and loan institu- 
tions are made, Congress has said that the Bank Board shall be the 
agency of Government which shall investigate those charges, and if 
it deems it appropriate after such investigation, to determine whether 
or not disciplinary action shall be applied, and if so, what that should 
be. 

Mr. Fiscuspacu. Would that not necessarily presuppose the con- 
cept that the charges would be made in good faith? 

Mr. MacGutneas. I will comment on that in just a minute. 

Congress has vested that jurisdiction in the Bank Board. Now, so 
far, for 5 years, the Long Beach association has been successful in 
preventing the Bank Board from exercising what we conceive to be 
the function vested in it by Congress, to wit, to have a hearing and a 
determination on these charges. 

It seems to us a matter of much public importance that it be asserted 
as a principle of law that the district courts are not authorized to 
enjoin the administrative proceedings established by Congress for 
the hearing of these charges. 

Now, you say, does this assume that the charges are made in good 
faith? But that involves this. If it were the law that a management 
who was charged with improper conduct could avoid a determination 
of those charges by the administrative agency vested by law with 
authority to do so, by alleging in the court that those charges are not 
made in good faith, a very simple expedient would be available whereby 
the administrative function would be completely paralyzed, and, 
indeed, it has been paralyzed in this case for some 5 years by the resort 
to that tactic. 

Mr. Fiscnpacu. Yes; we understand the facts, Mr. MacGuineas. 
A three-judge court convened in southern California on the allegation 
that section 5 (d) of the act was constitutional, enjoined the holding 
of an administrative hearing. It also enjoined the continuance of the 
conservator. Thereafter, the judgment and order, or decree, of the 
three-judge court was stayed by Mr. Justice Rutledge pending the 
appeal to the Supreme Court. 

The parties in whose favor that three-judge court decree was made 
sought in the Supreme Court to vacate the stay by Mr. Justice 
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Rutledge when the full Court was convened, and the stay was con- 
firmed by the full bench, and thereafter the decision that you alluded 
to was made in 1947 by the full Supreme Court. 

Now, we understand, too, and it is important for us to understand 
this correctly, that following the decision by the Supreme Court, there 
was no judicial bar, either by the Supreme Court or by the district 
court, to the conduct of an administrative hearing on the charges that 
Mr. Fahey had preferred. 

We also understand that Mr. Fahey at that time was no longer the 
sole Commissioner of the Federal Home Loan Bank Administration, 
but in pursuance of the President’s Reorganization Plan of 1947, a 
three-man Board was created, of which he was Chairman, Mr. Fahey 
was Chairman; that thereupon Mr. Fahey, without consulting the 
other members of the Board, set a date for the administrative hearing, 
and in doing so he was not barred or enjoined by any judicial decree 
of any court; that thereafter the knowledge of that act was brought 
home to the members of the three-man Board, other than Mr. Fahey, 
namely, Mr. Dyke and Mr. Adams; and that Mr. Dyke and Mr. 
Adams objected to the action that had been taken by Mr. Fahey, and 
that there was a meeting of the Board at which they overruled Mr. 
Fahey’s action in setting the administrative hearing, and that was the 
posture of the matter that was continued right on up until the making 
of the order No. 388. 

So during the period which intervened after the Supreme Court’s 
decision to the making of order No. 388, there was absolutely nothing 
in the way of judicial decree which would have prevented the holding of 
an administrative hearing. 

Now, are we correct in understanding that to be the fact? 

Mr. MacGurngas. I do not have personal knowledge of the internal 
controversies that may or may not have existed among the Board 
members. But you are correct in stating that as a proposition of law, 
after the Supreme Court’s decision, there was then outstanding no 
injunction restraining the holding of the administrative hearing until 
the district court issued a second one in September of 1949. 

Mr. Frscuspacu. All right. So again, from the period in January 
of 1948 right up until November of 1949, there was no injunction 
against holding any hearings? 

Mr. MacGurngas. That is correct. 

Mr. Fiscusacn. All right. 

Mr. MacGurnwras. And may I say that it was my understanding 
that off and on, during almost all of that period, settlement negotia- 
tions were in the wind or were under discussion, and what effect those 
may have had on the fact that there was not then any administrative 
hearings set is a matter not within my own realm; so I cannot say. 

Mr. Fiscunacu. I think it also important to ascertain whether 
there is any disagreement about this case, that during the course of the 
settlement negotiations, and as we understood Mr. Ford’s position, 
both before the court and before the subcommittee, there was no in- 
tention of having any charges survive any settlement; any charges 
upon which an administrative hearing would be premised. The only 
thing that it was within the contemplation of the parties that would 
survive was any question of fraud that might be later discovered or 
that might be involved in the situation. 


79631—52 85 
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Mr. MacGurngas. No. I do not understand that. My under- 
standing has been what Mr. Oscar Davis testified to this morning. 
that it was his understanding, specifically in connection with order No. 
388, that that certainly did not wipe out the charges. And I do no: 
understand Mr. Ford’s testimony to mean that he thought that the 
charges were wiped out. 

My understanding of his position is that when he went to Los An- 
geles in April of 1949, he was relatively unfamiliar with the case, and 
he was not taking a position on many issues that were involved, and | 
do not understand that he took any position that a compromise was 
to be on a basis of wiping out these charges of mismanagement. 

Mr. Fiscuspacn. Let me ask you this, Mr. MacGuineas. Your 
latest participation with the litigants in settlement negotiations, | 
believe you stated, was around July of 1950? 

Mr. MacGurneas. There was one brief session later on that I did 
not mention because it did not amount to much. But the big con- 
ference was July of 1950. 

Mr. Frscupacu. All right. Did you enter into the conference of 
July of 1950 with a view that if there had been a settlement reached, 
there might even at a later date be an administrative hearing on the 
charges that are embraced, let us say, in order No. 2015? 

Mr. MacGurinnas. I made it perfectly plain at that conference that 
it was my view, and I think my client’s view, the Bank Board’s view, 
that nothing had theretofore transpired which had wiped out those 
charges. 

In other words, they were still on the books, so to speak. And | 
considered it a matter of very serious moment and a matter which 
went to public policy in a very high degree as to whether any settle- 
ment should be entered into which would wipe out the charges. In 
other words, reach a result whereby these serious charges of mis- 
management are never passed on by the agency who Congress said 
should pass on them, and whether it could be thought to be in the 
interests of proper administration of the Home Loan Bank Board’s 
system that charges of that nature should be tossed out the window, 
so to speak, without ever giving the members of the institution con- 
cerned the protection contemplated by Congress of an administrative 
determination as to whether that kind of mismanagement was or was 
not going on. 

So everybody at the conference of July of 1950 was perfectly aware 
that we of the Department of Justice considered that one of the serious 
problems that would have to be met in any settlement of the case, 
was whether we could agree to washing out the charges of mismanage- 
ment without an administrative determination by the Bank Board. 

Mr. Fiscunacu. It appeared that the charges of mismanagement 
all related back to transactions which had taken place largely prior 
to the appointment of a conservator; is that not correct? 

Mr. MacGutneas. No; I do not understand that as correct. In 
other words, I understand that following the appointment of the con- 
servator there was a rather elaborate investigation and auditing 
account of the books and records of Long Beach, and that, as a result 
of that, much new information was made known. 

Mr. Fiscupacn. Yes. But it all related to transactions which 
took place prior to the appointment of a conservator? 
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Mr. MacGurnzeas. I do not want to speak dogmatically about that. 
My impression is otherwise. 

Mr. Fiscunacn. Let us see. In 1946, Ammann went in as con- 
servator, pursuant to Mr. Fahey’s order. 

Mr. MacGutnias. Yes. 

Mr. Fiscupacn. And there was this detailed audit and examination, 
From 1946 to 1948, Ammann was in charge. 

Mr. MacGuineas. That is true. 

Mr. Fiscusacu. So all the charges of mismanagement related to 
transactions which antedated the appointment of Mr. Ammann. 

Mr. MacGuineas. As of that time, you are correct. But, of 
course, subsequently, when order 2015 was issued, there were incorpo- 
rated in that, as I understand it, certain charges which related to 
transactions occurring after the association was restored to Mr. 
Gregory. 

Mr. Fiscupacn. Yes. Order 2015 brought up new issues relating, 
No. 1, to the alleged failure of Mr. Gregory to sign an affidavit as 
to the correctness of the books and records of the association, and 
No. 2, brought up as new substantive charges the failure to pay 
insurance premiums which had been deposited in court. 

Mr. MacGurneas. I believe that is correct. 

Mr. Fiscupacu. So the charges of mismanagement that you were 
confronted with in July of 1950, when you had the last major settle- 
ment conference, were charges of mismanagement antedating the 
appointment of Mr. Ammann as conservator. 

Mr. MacGurngas. No; because in July 1950 the charges embodied 
in order No. 2015 were also in the air. Those had been issued in 
September 1949, the previous year. 

Mr. Fiscusacu. Other than the charges with relation to the failure 
to sign an affidavit and with relation to the Insurance Corporation, 
they all related to matters antedating Mr. Ammann’s appointment? 

Mr. MacGurneas. I do not have in mind precisely every charge 
that was set forth in order No. 2015. But I think we agree that they 
fall into two groups, the preconservator group and the postconservator 
group. 

Mr. Fiscusacu. All right. 

Mr. MacGutneas. At the time of the settlement conferences, both 
of those groups of charges were necessarily before the litigants. 

Mr. Fiscupacnu. In the contemplation of the Department of Justice, 
specifically, was it within your contemplation that if you were success- 
ful in July of 1950 in concluding this controversy, with due regard to 
the public interest and on the basis that would be acceptable to the 
Department and to the Board and to the litigants, was it contem- 
plated that, notwithstanding such a conclusion, there would still at a 
future time be an administrative hearing to pass upon these pre- 
conservator charges and postconservator charges? 

Mr. MacGurneas. The only way I can answer that is to say that 
whether or not there would be an administrative hearing was one 
of the issues that had to be decided in a settlement, if there was to be a 
settlement. 

Mr. Fiscunacn. All right. 

Mr. MacGurnpas. I indicated that I myself saw great difficulty in 
being conscientiously able to reach a settlement which would wipe 
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out these charges without their ever having been passed upon by the 
proper authority. 

Mr. Fiscupacu. Thank you for that. Now I understand your 
position. 

Mr. MacGuineas. Yes. But that was specifically one of the issues 
that certainly the Long Beach litigants were highly interested in. 
As I say, it was realized by everybody that that had to be handled one 
way or another, or there could not be a settlement. 

Mr. Fiscupacn. I see. 

Mr. MacGuineas. Now, we have gotten somewhat away from 
the point that I was thinking of, the question of what we conceive to 
be the public interest, and having it established that the adminis- 
trative tribunal not be prevented by the court from exercising its 
function on hearing charges of this nature, and the question as to 
allegations of bad faith in the picture. 

If the jurisdiction of the tribunal to hear these charges without 
judicial restraint is established in this litigation, as we believe it will be, 
the question may then arise, if, as, and when the Board then deter- 
mines to hold a hearing, as to whether any proper basis exists for 
charges that the Board is, by reason of bias or any other basis, not a 
proper tribunal to hear it. 

But my point is that however that issue may arise, it can then be 
met properly at that time. 

Mr. Fiscupacn. You do not think it can be fairly anticipated? 

Mr. MacGurnzgas. I do not think that it is within the competence 
of the district court in California to pass on that issue in this liti- 
gation before the board has ever had a chance to have the hearing. 

There also may be questions, when the Board holds a hearing, and 
if it issues an order, let us say, requiring certain things to be done or 
not to be done—there then will arise the issue as to what extent 
there may properly be judicial review of that order, whether under the 
Administrative Procedure Act or whether under some common-law 
principle of judicial review. 

Now, we have taken no position on that, because 

Mr. Fiscusacu. I note that you, almost in the same language that 
Mr. Davis referred to that subject, state that the Department had 
not taken any position on that, And I would appreciate it, Mr. 
MacGuineas, if you would endeavor to reconcile the conflict that 
appears to exist in my mind on that subject, and which arises out of 
the statement that was made to the Supreme Court in the Depart- 
ment’s brief in Mallonee versus Fahey. And I refer to this statement. 
It is note 40 on page 89, in case you would like to refer to it. 

Mr. MacGutnzas. I do not have a copy before me, Will you just 
read it to me? 

Mr. Fiscupacu. Here is what it says: 

The Government does not question the right of the association to secure appro- 
priate judicial review after completion of the administrative hearing of the order 
appointing the conservator. 

Compare Stark versus Wickard, with the citation; Federal Reserve 
Board versus Agnew, with the citation; Administrative Procedure Act, 
with reference to the public law. 

Mr. MacGurneas. It is quite consistent with what I have said and 
with what Mr. Davis has said. In other words, we said in that brief 
that we are not now raising any question as to the existence of appro- 
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priate judicial review. But, at that time, the issue as to what kind 
of review would be appropriate, what court has jurisdiction to exercise 
it, in what kind of proceeding it may be invoked—those issues were 
all premature. Those issues come into the case after the adminis- 
trative hearing has been held and the administrative determination 
has been made. 

Our basic position with respect to this litigation is that it has been 
conducted in a way which prevents the initial administrative deter- 
mination. And once that obstacle is out of the way, then the question 
will arise as to what is the appropriate judicial review and what is the 
proper scope of it. 

We have been prevented from reaching that issue so far, because 
the hearing has been prevented from being held. 

Mr. Fiscuspacu. Yes. You have been prevented, except for the 
period which followed after the Supreme Court’s deeision and except 
for the period right up to the time when the hearing under order No. 
2015 was enjoined. 

Mr. MacGuinpas. True. As I say, it is my understanding that 
the administrative process was not pressed at that time because during 
most of that period, at least, there was talk, or efforts being made 
toward settling the whole litigation. 

Mr. Fiscupacn. It would interest this subcommittee, Mr. 
MacGuineas, if you could produce any single piece of paper on which 
such a thought is recorded. 

Mr. Ma ctivnibas What thought is that? 

Mr. Fiscupacn. The thought that there would be no administra- 
tive hearing in the period from. 1947, following the Supreme Court’s 
decision, to September of 1949, when the order No. 2015 was made, 
because of the pendency of the settlement negotiations. 

Mr. MacGuineas. I am not aware of it. To my knowledge, there 
is no piece of paper which makes that statement. That is an infer- 
ence of mine based on what I understand to be the general climate of 
the litigation during that period of time. 

Mr. Houirie.tp. The subcommittee will stand recessed until 7:30 
this evening. 

(Whereupon, at 1:10 p. m., the subcommittee recessed, to reconvene 
at. 7:30 p. m. this same day.) 


EVENING SESSION 


Mr. Houtrtetp. The subcommittee will be in order. 

Mr. Fiscupacn. Off the record. 

(Discussion off the record.) 

Mr. Fiscupacn. Back on the record. 

Mr. MacGuineas has furnished a statement of expeuditures and 
authorizations for expenditures by the Department of Justice for 
1946 to December 1, 1950, in connection with the case of Mallonee 
versus Fahey and consolidated cases. This statement was prepared 
by the office of the administrative assistant to the Attorney General, 
and I would like to have it marked as an exhibit here and assigned an 
appropriate number. 

Mr. MacGurneas. I will give you the original copy for the exhibit. 

Mr. Fiscupacn. Fine. 
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(The document referred to above was marked ‘Department of 
Justice Exhibit No. 2’’, and follows:) > 


DEPARTMENT OF JusTICE Exursit No. 2 
Statement of expenditures and authorizations for expenditures by the Department 


of Justice, from 1946 to Dec. 1, 1950, in connection with the case of Mallonee vp, 
Fahey and consolidated cases 





j 
i } 
| Authoriza- | 


. . : Payments tions for rn 
assifice 0 se - af 
Classification of expense made | payments to | Total 


be made 





POR os conan sd a oie salins dh i RRs eee ene sel thee | 1 $4, 020. 74 | $15, 500 | $19, 520. 74 


Reporting of testimony and transcripts ss ocala eMabaaiine esac Nab om ad 1, 606. 35 | 4, 295 5, 901. 35 
a: | Ree Ss PEPE rim Ee ee SOLAR SE Bet BNE CTR ERED 3, 764. 57 | 620 | 4, 384. 57 
ig Rnd EE eee ae aT Re NL EOL NE NE OTE Se Cee ikea 100 | 100. 00 
Marshals’ expenses................-- Seek ga soeetee 4 ERS ee | 7. 86 
een ee ti ta? EER eae, te sdhiniers 1 9, 399. 52 | 20,515 | 120, 914. 52 

| | 





| Of these amounts, $1,927.27 is recoverable from plaintiffs as costs taxed against them by the Supreme 
Court on June 23, 1947. 


Prepared by the Office of the Administrative Assistant Attorney General. 


FURTHER TESTIMONY OF DONALD B. MacGUINEAS, ATTORNEY, 
CLAIMS DIVISION, DEPARTMENT OF JUSTICE 


Mr. Karsten. This was money expended by the Departinent of 
Justice. I notice there is a footnote. Can you explain that, Mr. 
MacGuineas? 

Mr. MacGuinras. Yes. When the case first went to the Supreme 
Court, the Government prevailed in the Supreme Court, and ob- 
tained a reversal of the district court, and thereupon became entitled 
to recover the cost of that appeal, so that amount of $1,900 plus, 
the Government is entitled to get back from the Long Beach Associa- 
tion, which was the unsuccessful party to that appeal. 

Mr. Karsten. Thank vou. 

Mr. MacGuinuas. I think I had about concluded my statement, 
with ‘perhaps a word as to the general position of the Department 
with respect to the settlement of this litigation. 

The Attorney General has more than once informed the counsel 
and the litigants in this case that in this, as in any other case, the 
Department of Justice is prepared to settle the litigation on terms 
which we deem to be in the public interest. 

We do not feel that we have any arbitrary or obstructionist attitude 
toward settling this case or any other case. 

On the other hand, the responsibility for settlement of this case 
is in the Department of Justice. 

We propose that that responsibility will be exercised, with full 
regard to the public interests that are involved in litigation as im- 
portant as this. 

In our view, the factors of public interest are at least the following: 

That the shareholders in this institution, as in any other savings 
and loan institution, shall have the assurance that the system of 
supervision provided by Congress through the administrative func- 
tions of the Home Loan Bank Board, with respect to any charges of 
mismanagement, shall be permitted to function as Congress conceived 
that it would function when it passed the act; and, secondly, that the 
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proper relations and distribution of functions between the different 
branches of Government, the administrative functions vested in the 
executive branch and the judicial functions vested in the courts shall 
be maintained. 

Those seem to us to be two primary considerations of public inter- 
est which the Department of Justice has consistently kept in mind in 
passing upon any settlement offers in this case. 

Now, a word of comment about the statement of expenditures: 

You will note that the statement shows some $20,000 representing 
authorization for payments as of the time the statement was prepared, 
December 1, 1950. 

Since then I would assume that a certain amount of those authori- 
zations have been converted into actual payment of expenditures, 
particularly in connection with the printing of the record and the 
briefs on the appeal now before the court of appeals, but I am cer- 
tain that there are certain expenditures, such as the authorization for 
travel, which were set up but not actually utilized, so that the amounts 
actually expended by the Department of Justice are less than the total 
shown in this statement. 

This statement does not cover any expenditures which may have 
been incurred subsequent to December 1, 1950, but those would be 
very Minimum in nature. 

There has been no travel, for instance, by Department of Justice 
representatives between Washington and the west coast since Decem- 
ber 1, and there have been no substantial expenditures, so that | 
think it is safe to infer that the total amount of money actually paid 
out by the Department in the conduct of this litigation for more than 
5 years is approximately or something under $30,000. 

I think I may say that, considering the complexities and the duration 
of this litigation, that represents a very modest expenditure. 

Mr. Houirieip. Of course, it does not include the salaries of any of 
your legal staff that have been involved in this litigation? 

Mr. MacGuineas. That, of course, is true. At the time this state- 
ment was prepared, it was concluded that those could not be stated 
with any degree of accuracy. It is not the practice of the Depart- 
ment to maintain time sheets with respect to attorneys’ work on 
particular cases, so that any allotment for attorneys’ time could be 
at best only a very rough guess. 

I may say in that connection, however, that from the beginning the 
case has been handled with the regular personnel of the Department 
of Justice, without the addition of any increase of personnel on account 
of this case, with the single exception of the retainer of Mr. Siegel in 
connection with the appeal to the ninth circuit, and that, as I think 
the subcommittee has been informed, was an expenditure undertaken 
by the Insurance Corporation in the nature of a contribution on its 
part to the defense of this litigation to which it has been made a 
party defendant. 

I think I have no further statement, unless the subcommittee has 
some questions. 

Mr. Houtrretp. Why did the Insurance Corporation hire additional 
counsel, when they already had counsel? 

Mr. MacGurneas. Well, it is my understanding that that was done 
for this reason: 
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Mr. Siegel had been the trial attorney in charge of this case up to 

the time when he left the Department, which was on toward the end 
of 1950. At that time the appeal had been taken from the preliminary 
injunction by the district court. That, of course, involved a very 
complicated and involved record indeed, and in the print it runs to 
some 24 volumes. 

I was assigned to take over the responsibility of the case at that 
time, but at that time I had had no opportunity to acquaint mysvl{ 
with the extensive background necessary, and it was determined 
that for the advantage of all concerned it was advisable to retain 
Mr. Siegel to handle that specific appeal. 

Mr. Houirietp. Does this travel allowance here include all the 
travel allowance of the different attorneys in the Department of Jus- 
tice going back and forth to the coast on this matter? 

Mr. MacGuinzuas. It would, with the sole exception of such trave! 
expenses as may have been incurred by Mr. Siegel after he left the 
Department under the special retainer, but it does include all trave| 
by attorneys who were then in the Department of Justice when they 
performed that travel. 

Mr. Hourrrevp. Including Mr. Silverman? 

Mr. MacGurinreas. Mr. Silverman has never been an attorney of 
the Department of Justice. This does not cover any expenses of the 
Home Loan Bank Board. You have received a separate statement 
on that. 

Mr. Hourrrexp. I see. 

Mr. MacGuineas. So, it would not include any travel by Mr. 
Silverman or Mr. McKenna. This is limited to expenses paid out of 
the Department of Justice appropriation. 

Mr. Fiscupacnw. Mr. MacGuineas, weren’t there a good deal of 
expenses in connection with telephonic communications between 
Washington and the west coast, which do not appear on this state 
ment? 

Mr. MacGurneas. There is an amount of expense for telephone 
communications. My information from the man who prepared this 
statement in the office of the administrative assistant was that their 
records did not permit them to identify the calls with respect to this 
particular case, so that in that respect this statement is incomplete. 
I would have no way of even estimating with accuracy what the tele- 
phone charges might amount to. 

Mr. Fiscupacu. Now, were there not also a great many communi- 
cations on the teletype between Washington and the west coast, in 
relation to this litigation? 

Mr. MacGutnras. Yes. Now, it is my understanding that there 
is a Government teletype system, and to the extent to which that 
has been used, and what charges are made in that connection, I am 
not informed, but, again, apparently the records maintained in the 
administrative assistant’s office in the Department of Justice do not 
permit any accurate ascertainment of a charge for that. 

Mr. Fiscupacu. I don’t want to pursue the matter unnecessarily, 
but I would like to have your record reflect through vou, if it is pos- 
sible, whether this statement which has been marked ‘Exhibit 2 of 
the Department of Justice,’’ represents the best effort that Mr. An- 
dretta could make in relation to the inquiry. 
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Mr. MacGuinzas. I certainly was so informed by his office, and I 
have no reason to doubt it. 

Mr. Fiscusacu. In connection with the hiring of Mr. Siegel, did 
you participate in the-conferences that led to the decision that he be 
retained? 

Mr. MacGurnuas. No; I did not directly, those were handled by 
Mr. Newell Clapp, but I may say, however, that that matter was at 
least informally cleared with the General Accounting Office either by 
Mr. Clapp or by Assistant Attorney General Morison. 

Mr. Fiscusacu. Did you intend to convey the impression in 
answering Chairman Holifield’s question with respect to travel per- 
formed by Mr. Siegel that the Department of Justice contributed to 
that expense? 

Mr. MacGutngas. Oh, no; the Department of Justice did not 
contribute to that expense. That was an Insurance Corporation 
expense. 

Mr. Fiscupacu. Do you know why the Insurance Corporation 
was selected as the vehicle for the retainer of Mr. Siegel? 

Mr. MacGurngas. No; I don’t believe I am informed on that. 
As I say, I was not in on the actual negotiations or arrangements with 
Mr.-Siegel. ; 

Mr. Fiscusacu. Did you learn anything about the subject as the 
result of your study of the files? 

Mr. MacGutneas. Well, I have a general impression that it was 
felt that since the Insurance Corporation was a party to the suit, and 
its interests were being defended, it was only fair that it make a con- 
tribution representing its share of the cost of defending the case, and 
I also have the understanding that it was the view of counsel con- 
cerned that the Insurance Corporation could lawfully incur that 
expenditure, and therefore it was done. 

Mr. Fiscnpacu. Can you tell us, Mr. MacGuineas, whether Mr. 
Siegel appeared in the matter as special counsel, or whether he ap- 
peared as a Special Assistant to the Attorney General? 

Mr. MacGuineas. He was designated a Special Assistant to the 
Attorney General for the limited purpose of arguing that appeal before 
the court of appeals. 

Mr. Fiscupacu. Why was that deemed necessary, in light of the 
fact that he had been engaged as special counsel for the Insurance 
Corporation? 

Mr. MacGuineas. Because he argued the case on behalf of all the 
official defendants, not merely the Insurance Corporation, and 
ordinarily, of course, that representation would be made by the De- 
partment of Justice, and therefore it was considered appropriate that 
a designated special assistant of the Department of Justice argue on 
behalf of all those official defendants. 

Mr. Fiscunacn. I take it that his designation in that capacity 
carried with it no emolument at all? 

Mr. MacGuinzas. That is correct; no payment whatever from the 
Department of Justice. 

Mr. Fiscuspacu. Now, in your contact with Mr. Andretta, or the 
office with which he was connected, the personnel of his office, with 
relation to the data prepared and reflected in Department of Justice 
Exhibit No. 2, was there any estimate made as to the amount of ex- 
penses, other than those that are reflected in the statement? 
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Mr. MacGutnras. No; it was apparently impossible to make an 
estimate. The records do not exist which would permit an accurate 
estimate of those calculations, such as the telephone and telegraph 
charges. 

Mr. Fiscupacnu. Is there any record in the Department which 
would indicate the number of persons connected with the Department’s 
legal staff who spent time in this litigation? 

Mr. MacGuineas. Well, I think the only way to do that would be 
to run through the files of the case which would bear the initials of 
the attorneys who participated in the preparation of memoranda, 
or court papers, and from that you could ascertain the names of the 
various attorneys who at one time or another have participated in 
the case. 

But 1 think it would not be possible to form an accurate opinion 
as to what percentage of their time in any given year, for example, 
was spent on this case. 

I may say that so far as Lam concerned, since the beginning of 1950 
I would estimate that during the year 1950 I spent something like 20 
to 25 percent of my time on this case, and a substantial proportion of 
that was incurred in attendance and work in connection with the 
hearings before this subcommittee. 

During 1951, except for my attendance before this subcommittee, | 
would say that my portion of time spent on this case was substantially 
less than 20 percent, maybe 10 percent, as a very rough guess. 

Mr. Fiscunace. Do you have any other assistants assigned to 
this case? 

Mr. MacGurneas. No. I handled all of the work myself on this 
case in the Department subject, of course, to review by my superiors. 

Mr. Fiscusacu. Mr. MacGuineas, at what point in relation to the 
settlement negotiations, particularly those revolving about the so- 
called agreement, the so-called Portland agreement, did you come 
into the matter? 

Mr. MacGurneas. The Portland agreement was a dead duck 
before I ever got into the case, if I may put it in that colloquial way. 

The Portland agreement was the subject of negotiation in the very 
early part of 1949, if I am not mistaken. At least, I understand that 
they were not pursued after May of 1949, and I did not come into 
the case until the very end of 1949. 

Mr. Fiscupacu. Then you did not participate in any of the con- 
ferences with relation to the promulgation of order No. 2105? 

Mr. MacGurneas. Not in the least. 

Mr. Fiscuracn. We understand that Mr. Morison did; is that 
correct, according to the information you were able to glean from the 
files? 

Mr. MacGuineas. I do not havea recollection at this time on that. 

Mr. Fiscupacn. Do you have anything with you in connection 
with which you could refresh your recollection on that point? 

Mr. MacGurngeas. No;I don’t. All I have with me are my work- 
ing files on the case, which I have built up since I took the case over. 

The regular Department files antedating my connection with the 
case, I do not have here. 

Mr. Fiscupacu. Have you familiarized yourself with the criteria 
of the Home Loan Bank Board with respect to the objectives of its 
supervisory function? 
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Mr. MacGurnzgas. I would say only in a very general way. | 
think, and I think everybody else in the Department of Justice has 
been careful to draw a distinction between our function as responsible 
for the litigation of this case, and the function of the Bank Board 
with respect to the administration of the act which Congress has 
entrusted to its care. 

Mr. Fiscupacn. Does the Department have any comment with 
respect to the so-called charges of mismanagement to which you 
alluded, and the criteria of the Board with respect to its supervisor, 
function? 

Mr. MacGuineas. If I understand your question correctly, | 
would say that our comment would be this: That we feel that this 
litigation so far, on the part of the plaintiffs, has been designed to 
prevent the Bank Board from performing its statutory function of 
hearing and determining those charges, and we feel that that is not 
in accordance with law, and we expect to have that demonstrated by 
the court of appeals in its forthcoming opinion. 

Now, I might make only the other comment that in connection 
with the case I have formed the opinion that there does exist evidence, 
and I think I may say substantial evidence, to support at least some 
of those charges. 

Mr. Fiscupacu. When you refer to evidence existing in support of 
some of those charges, are you referring to the compendium of data 
that is embodied in the document we referred to earlier as exhibit C? 

Mr. MacGurinnas. Is that the so-called Strecker report? 

Mr. Fiscuracu. Yes. 

Mr. MacGuinras. That is one of the evidentiary data that I 
have in mind; yes. 

Mr. Fiscunacnu. Does there exist any other evidence to support 
those charges? 

Mr. MacGutneas. Yes; there does, in my opinion. 

Mr. Fiscupacu. And has there ever been made available to those 
to whom the charges are imputed that evidence? 

Mr. MacGurneas. Certain of it has not been made available, and 
the Department takes the position that it will not be made available 
to them at this time, because that would be prejudicial to the proper 
conduct of the lawsuit, from our point of view. 

Mr. Fiscunacnu. That is understandable, Mr. MacGuineas. 

Mr. MacGutnras. Yes, 

Mr. Fiscupacnu. I was just trying to ascertain whether we were 
going through a futile gesture here in trying to deal with the so-called 
Strecker report, and the answer of Long Beach Federal thereto, and 
the reply of the Home Loan Bank Board, and the possible rejoinder to 
that reply. 

Now, if it is a fact that in so doing we would be going through a 
futile gesture, I think the subcommittee ought to be advised of that by 
you on behalf of the Department of Justice, and by appropriate 
counsel for the Home Loan Bank Board. 

Mr. MacGurneas. I don’t think it is incumbent upon me to 
characterize your activities as a futile gesture or not. All I can say 
is that there does exist evidence in addition to that which has been 
produced before this committee. 

Mr. Fiscupacn. Does that bear upon the charges that have been 
made, or does it bear on charges that have not been made? 
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Mr. MacGurneas. What I am thinking of has a bearing upon 
charges that have been made. 

Mr. Fiscusacu. In connection with the charges that have been 
made, ..nd concerning which you believe substantial evidence exists 
to support some of them, is it your opinion that substantial evidence 
exists to support the charges which antedate the conservator, or does it 
fall in the category also of the charges which are subsequent to the 
appointment of a conservator? 

Mr. MacGurneas. I would say both. 

Mr. Fiscupacu. Have you made any survey to satisfy yourself, 
Mr. MacGuineas, as to the extent to which the so-called charges of 
mismanagement bear upon matters which are committed to the 
judgment and the discretion of the board of directors of the association 
involved? 

Mr. MacGutnzgas. No; I would not say that I had. 

Mr. Fiscupacu. Is it the position of the Department, and of the 
Board, as you have learned it since you have been in charge of this 
litigation, that there is an area of discretion resident in the directors 
of an association chartered under the organic act and subject to the 
supervision of the Home Loan Bank Board? 

Mr. MacGuinras. My position is that from the standpoint of the 
legal issues presented in this case, the issue of paramount importance 
is that the Bank Board be permitted to exercise the function which 
we conceive Congress to have delegated to it, of passing on such 
charges as may be presented to it. 

Beyond that I don’t believe that the Department of Justice is 
concerned. 

Mr. Fiscupacu. Were you at all concerned, and when I say “‘you,”’ 
I include the Department, with the fact that there was a period of 
time when the Board apparently had a perfectly clear road to consider 
administrative charges and did not elect to do so? 

Mr. MacGuinuas. No; I had not been concerned with that. In 
the first place, as I conceive it, and I think as the Department of 
Justice conceives it, the action to be taken on charges of this kind 
and decisions as to when it shall be taken, is a matter entrusted by 
law to the Bank Board, and our concern was that the Bank Board be 
free from any, to our mind, improper judicial restraint from exercising 
that function. 

Mr. Fiscusacu. I take it that was the position of the Department, 
not only in this case but also a matter of timing in this case, and by 
that I mean to suggest that the position of the Department was that 
the Board should be free to act at any time. 

Mr. MacGuineas. The position of the Department of Justice is 
that the Board should be free to exercise its administrative discretion 
in the field that Congress has vested in it, and the Department of 
Justice would not intrude itself in decision as to the particular manner 
in which that discretion would be exercised, and, as I stated, I think 
before, to my understanding it was not until November of 1947 that 
the district court finally entered an order terminating its injunction 
which had been reversed by the Supreme Court in the previous June, 
and it is further my understanding that from November of that year 
henceforward the abeyance of action on the administrative charges 
is to be explained by the fact that intermittently during that period 
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negotiations or considerations for settlement of the case were being 
taken. 

Mr. Fiscusacn. I am going to ask you a question which is troubling 
me, Mr. MacGuineas, and I can only rely upon the integrity of your 
testimony for an answer. 

Can you state, without any reservation of any kind whatever, that 
the position you have presented here is in fact the true position of the 
Department, in light of the fact that the Department has in the 
exercise of its discretion declined to make available to this subcom- 
mittee certain data, on the ground of executive privilege? 

Mr. MacGurnuas. I can certainly state that to the very best of 
my knowledge what I have stated is the true position of the Depart- 
ment, and I certainly have not the slightest reason to think that any- 
body in the Department has any different position on that. 

Mr. Fiscupacu. Now, in the light of the fact that the Department 
has seen fit to assert a privilege, and to refrain from making available 
to this subcommittee all of the documents and the memoranda perti- 
nent to the controversy, can you tell us whether those documents not 
made available to the subcommittee would throw a different light 
upon any aspect of this matter that you have testified about? 

Mr. MacGuinegas. First, I think the way you put your question 
it is susceptible of a misinterpretation; when you say we have refrained 
from producing all the documents, of course you did not mean to say 
we have not produced any. 

Mr. Fiscupacu. Not at all. 

Mr. MacGutnzgas. I just wanted the record to be clear on that so 
there would be no possible misinterpretation of that. 

I think perhaps a word is in order on our position on that. You 
have it stated formally in the letter from Assistant Attorney General 
Morison, but I think I can add to that my view, since I was the one 
in the Department who actually made the selection of documents 
which were determined could not be produced without prejudice 
to the litigation, that in my opinion we have given the fullest considera- 
tion to the proper accord and relationship between the legislative and 
executive branches of the Government, and I think that if we have 
erred we have erred on the side of liberality in giving your subcom- 
mittee data from our files. 

Now, to specifically answer your question, I can certainly say from 
my knowledge of what is in the files of the Department that there is 
nothing there which is in any way inconsistent with the position of the 
Department as I have stated it. 

Mr. Fiscuspacu. I wanted your assurance on that. 

Mr. MacGutneas. I am certainly glad to give it. 

Mr. Fiscupacu. With respect to the pleadings that have here- 
tofore been filed on behalf of the Insurance Corporation, I take it that 
it would be fair for us, and correct for us, to conclude that you did not 
have any responsibility for the assertions that were made with respect 
to the Insurance Corporation not being subject to suit? 

Mr. MacGurngas. That is not correct. The first pleading which 
was filed on behalf of the Insurance Corporation was filed, I believe, 
in the latter part of 1948. For that I have no responsibility. I was 
not in the case. 

Mr. Fiscnupacu. That was my assumption. 
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Mr. MacGurneas. But recently this year pleadings have been filed 
in connection with efforts of the Long Beach Association to serve Mr. 
Noon as asserted agent of the Insurance Corporation, and the plead- 
ings and legal memoranda which have been filed in that connection | 
do assume responsibility for. 

Mr. Fiscuracu. In connection with that, can you tell us whether 
you gave consideration to the general proposition that the Insurance 
Corporation, having been created and endowed with the authority 
to sue, and made subject by the organic act to the burden of being 
sued in any State or Federal court, was doing business in California? — 

Mr. MacGuineas. Yes; I did give consideration to that question. 

Mr. Fiscupacn. Did you come to the conclusion that the Insurance 
Corporation was insuring accounts in California? 

Mr. MacGurneas. It was certainly known to me that there are 
savings and loan institutions in California which are insured by the 
Insurance Corporation, but whether—— 

Mr. Fiscupacu. Well—— 

Mr. MacGuinzras. If I may proceed? 

Mr. Fiscupacn. Yes; go right ahead. 

Mr. MacGurngas. It seemed to me that the question as to whether 
or not the Insurance Corporation was doing business in California, in 
the sense that that issue is present in any suit against a private corpo- 
ration where the test is whether it is amenable to suit in a jurisdiction 
because it is doing business there, it seemed to me that that was at 
least a questionable matter which it was our duty to appropriately 
present to the court for its decision, and our pleading, I think, does 
that. 

Mr. Fiscusacu. Mr. MacGuineas, the position of the Department 
with respect to the Insurance Corporation, is that the inclusion in the 
act of the words, ‘‘sue and be sued” makes the Insurance Corporation 
subject to suit as any private corporation would be, is that correct? 

Mr. MacGuineas. That is right, it removes the Government im- 
munity, the sovereign immunity from suit, and thereby places it in 
the same position as a private corporation, but retains, as in the case 
of a suit against a private corporation, questions as to a proper venue 
and proper jurisdiction of a particular court over that corporation. 

Mr. Fiscurnacu. I take it that as a practicing attorney you are 
aware that the State statutes of many States contain certain provi- 
sions which are applicable to corporations engaged in the business of 
insurance, and particularly I would assume that you are aware of the 
State statutes of the State of California which contain certain provi- 
sions with respect to corporations engaged in the business of insurance, 
whose home office is located in a place other than the State of Cali- 
fornia, is that correct? 

Mr. MacGutneas. In general, I don’t consider myself an authority 
on California statutory law in this or any other field. 

Mr. Fiscusacu. Did you give consideration in formulating the 
position of the Insurance Corporation in the pleadings to which you 
referred, to what the statutes of California were? 

Mr. MacGuineas. To this extent, without having conducted an 
exhaustive research on the problem, it would be my view that a 
State rezulatory statute of the type to which you apparently refer is 
not legally applicable to a Federal instrumentality such as the In- 
surance Corporation is. 
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Mr. Fiscupacu. I thought that was your position, so to state your 
position more accurately than it has heretofore been presented, it is 
your position and the position of the Department of Justice that 
with respect to a federally created corporation which may sue and be 
sued while it is in the same category that a private corporation is, it 
nevertheless is subject to still one further additional distinction, in 
that unlike a private corporation it is not subject to the laws of the 
States? 

Mr. MacGuineas. It is not safe to generalize about that proposi- 
tion. The problem is to try to spell out what Congress would be 
considered to have decided about that problem. 

Of course, Congress can, if it chooses, specifically make any Federal 
instrumentality wholly subject to State law, and I am sure there are 
some Federal statutes which, at least in certain respects, do that but 
more often, and this is an illustration of the general situation, Con- 
eress does not specify that, and therefore it is necessarily a problem 
of inferences from generalized language in the Federal statute. 

Mr. Fiscunacnu. The conclusion that you have reached with re- 
spect to the Insurance Corporation in this particular controversy is 
that, first, it is like any private corporation, and, second, it is not 
like any private corporation, because whereas a private corporation 
would be subject to the State laws, the Insurance Corporation, being 
a Federal corporation, is not subject to the State laws. 

Mr. MacGurneas. Yes, I think that is an accurate statement. 
Certainly I would say that your California statutes for qualification 
of insurance companies to do business in the State would not apply 
to the Federal Savings and Loan Insurance Corporation. 

Mr. Fiscupacu. Was it vour view and the view of the Department 
that those statutes of the State of California which, in effect, make a 
foreign corporation, having a home office outside of the State of Cali- 
fornia, subject to suit in the State of California through the service 
of process upon, let us say, the superintendent of insurance of the 
State of California, or the secretary of state of California, inappli- 
cable to the Insurance Corporation. 

Mr. MacGutneas. That would be my general view, which might 
be subject to qualification if I were to make, as I have not made, as 
[ said before, an exhaustive study of the California law. 

But in general, I think the approach to a problem of that sort is 
that the State legislature, when it litigates in this field, is thinking 
about and is intending to deal with private business corporations and 
not intending to deal with Federal instrumentalities, even passing 
questions of constitutionality as to whether it can deal with them if 
it chooses to do so. 

Mr. Fiscusacn. In point of fact, doesn’t the Department of Justice, 
or didn’t the Department of Justice in earlier litigation, take the posi- 
tion that Federal corporations which may sue and be sued are not 
subject to the service of process under State law? 

‘Mr. MacGutneas. I don’t know whether you have reference to 
some specific case or not. It does not occur to me offhand. 

Mr. Fiscunacnu. All right. 

Mr. MacGurnsas. But I would not be at all surprised if the Depart- 
ment has taken that position. It seems to be consistent with the 
general approach I have indicated. 
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Mr. Fiscupacn. Did it occur to you, Mr. MacGuineas, that in 
formulating the position of the Insurance Corporation that in light 
of the fact the Insurance Corporation does not maintain an agent for 
the service of process in any State in the United States, the net effect 
of your position was that the Insurance Corporation was not subject 
to suit in any State court in the United States. 

MacGurineas. When you state that the Insurance Corporation has 
not designated agents for service of process, I don’t know whether 
that is true in all circumstances or not. 

Mr. Fiscupacu. You heard that testimony here, didn’t you? 

Mr. MacGuineas. What I heard was that, and what I believe to 
be true with specific reference to this case, is that Mr. Noon has not 
been designated as an agent for service of process in California, and 
to the best of my knowledge no other agent of the Corporation has, 
but it was also brought out in testimony that when any question of 
payment of a member of an association of his insured fund is involved, 
that arises in connection with the receivership or litigation or taking 
over of the insolvent association, in those cases it is the practice of 
the Insurance Corporation to have an agent on hand, and certainly 
testimuny was expressed by representatives of the Insurance Corpora- 
tion that such an agent in that situation might well be available for 
service of process. 

Mr. Fiscupacu. Were you present when that testimony was given? 

nee MacGuineas. Yes; that is my recollection of what was testi- 
fied to. 

Mr. Fiscupacu. Did you not hear the inquiry made with respect 
to the type of personnel who would be available in any community 
under those circumstances? 

Mr. MacGutineas. I probably heard it. I don’t know that I can 
recount it specifically now. 

Mr. Fiscupacn. | think the net effect of the inquiry produced the 
response that the type of individual who would be available under such 
circumstances would be, first, a clerical person, and second, assistant 
to such clerical person, and not the type of personnel who would have 
contracting authority on behalf of the Insurance Corporation. 

Mr. MacGutneas. If that is so, and I am not sure, I don’t think 
that that would be necessarily decisive on the question as to whether 
such an agent was one upon whom service could properly be made. 

Mr. Fiscuzacu. Did it occur to you that the net effect of the posi- 
tion that was formulated in behalf of the Insurance Corporation was 
that no suit could be maintained against the Insurance Corporation in 
as State court anywhere in the United States? 

Mr. MacGutneas. No; it does not occur to me that that is the 
situation. In fact, what occurs to me is that the problem of whether 
a person who has put funds in an association, and has received insur- 
ance, whether he can have judicial process to collect on that insurance 
is actually no problem at all. It is a pure hypothetical situation 
which has never occurred, and if it should ever occur then, as I under- 
stand it, the situation probably would be that there would be an agent 
in that State or in that area. 

What I have indicated was that in this particular case, presenting 
the specific issues that it does, which to my mind has no relation what- 
ever to any right of an insured member to obtain the benefit of his 
insurance, whether in this case action may be maintained in that cour! 
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by the service of process against any agent of the Corporation, and 
to me that problem just has no relation to the other problem of 
whether an insured member of an association could collect on his 
insurance. 

Mr. Fiscupacu. Well, Mr. MacGuineas, it appears that some 
16,000 shareholders in southern California brought a suit against the 
Insurance Corporation which had as its declared objective determina- 
tion of whether the insurance of their accounts in Long Beach Federal 
was or was not in force. 

Do you believe that it is compatible with the intent of Congress for 
the Department of Justice to maintain the position that such a suit 
cannot be maintained in southern California in the Federal court, 
or in southern California in any State court? 

Mr. MacGurneas. I am sorry to disagree with you, but what 
appears to you with reference to this case does not appear to me. 

In other words, the situation, as I see it, is that a pleading has been 
filed ostensibly on behalf of some 16,000 shareholders, by an alleged 
shareholders’ commiitee. 

Mr. Fiscupacu. Why do you say “an alleged shareholders’ com- 
mittee’’? 

Mr. MacGurineas. Because it is; it is an alleged shareholders’ 
committee; in the pleading they are a shareholders’ committee who 
represent all the 16,000, but whether they do or not, I do not know. 

Mr. Fiscupacn. As a trial attorney haven’t you made inquiry 
to ascertain whether or not this alleged shareholders’ committee is 
actually a committee and licensed as such pursuant to the laws of 
the State of California? 

Mr. MacGurneas. I am aware there is a committee, and it holds 
a license under the California statute, but that, to my mind, does not 
indicate how many of those members it actually may represent. The 
fact that it is licensed does not prove it represents every member 
of the association by any means, if I understand the situation correctly. 

Mr. Fiscupacn. I don’t believe there is any contention it does. 

Mr. MacGuineas. I thought your question said some 16,000 
shareholders, and I am saying that I don’t understand, or I don’t 
know that actually some 16,000 shareholders have filed an inter- 
pleader in this case. 

Mr. Fiscupacu. Suppose you take my question, and without refer- 
ence to the 16,000 shareholders, and view it, if you please, as a share- 
holders’ committee licensed by the State of California having insti- 
tuted suit. 

Mr. MacGurneAs. Yes. Now, what that sharcholders’ committee 
sought to do with specific reference to the Insurance Corporation was 
to maintain an asserted bill of interpleader and deposit into the court 
what it claimed was the proper amount of insurance premiums, and 
in that connection I believe the petition prayed for a declaration that 
the insurance was in force, but the whole gravamen of that petition 
was, as I said, the so-called interpleader to permit them to pay their 
insurance premiums into court instead of paying them to the Insurance 
Corporation. 

Now, in that connection we have taken, and | think with every 
justification, the position that this is not a proper interpleader under 
the Federal interpleader statute, and that the district court did not 
acquire any jurisdiction over the Insurance Corporation by virtue of 
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this so-called interpleader, and I think that was a perfectly proper 
position to take, the correct position to take under the law, and I also 
think that it has no connection whatever with any issue as to whether 
a member of an insured institution can collect on his insurance. 

Mr. Fiscnsnacu. I know the Department does not like to deal with 
hypotheses, but I would like to inquire as to what the Department’s 
position is further along the line of the immunity of the Insurance 
Corporation from suit in southern California, and if this were a direct 
action by a shareholders’ committee licensed by the State of California 
against the Insurance Corporation, would the Department contend 
that the Insurance Corporation was not subject to suit in southern 
California because it had not designated an agent to receive process? 

Mr. MacGuineas. Do vou mean if this was an action by share- 
holders to collect on their insurance? 

Mr. Fiscusacu. Whether to collect on their insurance, or to de- 
termine the validity of their insurance, or for a declaratory Judgment 
pertinent to the question of the insurance. 

Mr. MacGuingeas. I cannot generalize on the Department’s 
position, because whether or not we might consider that the court 
had jurisdiction in a given case would depend upon the specific cause 
of action sought to be pleaded, and in one case we might agree there is 
jurisdiction, and in another we might consider there is not jurisdiction 
in the district court. 

Mr. Fiscusacu. Let’s eliminate the question of the district court 
and let’s assume that the shareholders of any Federal savings and 
loan association anywhere in the United States sought to bring an 
action for declaratory judgment to determine any pertinent matter 
with respect to the insurance coverage extended by the Insurance 
Corporation, and brought such a suit in a court of general jurisdiction 
that was created under the laws with a statute or constitution of a 
given State, would it be the position of the Department that because 
the Insurance Corporation had not designated an agent for the service 
of process in that State jurisdiction, it would not be subject to suit? 

Mr. MacGurineas. I cannot generalize on that. Our _ position 
would be taken with reference to the particular facts in a particular 
situation. However, I may say that it has always seemed to be 
pretty obvious that the Insurance Corporation is suable in the Federal 
courts here in the District of Columbia. 

Mr. Fiscupacu. What State court would the Insurance Corporation 
be suable in? 

Mr. MacGurngas. As I say, I cannot answer that; it would depend 
upon the particular situation. 

Mr. Fiscuspacu. Didn’t your thinking on the subject go that far 
when you formulated the position of the Insurance Corporation? 

Mr. MacGutngas. No; I felt that I had conceived my duty when 
I thought the best I could about the specific issue that was presented 
to me at the time in the case. 

Mr. Fiscupacu. And it went no further? 

Mr. MacGurnaas. That is right. 

Mr. Houirrme tp. Then your position, and the position of the 
Department, is that it is opposed to the Insurance Corporation 
designating an agent in California for the purpose of receiving process 
in this particular case. 
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Mr. MacGurneas. I don’t think the Department has taken a 
categorical position on that one way or another, but I may say that, 
if such a proposal were made, the Department of Justice would 
consider it with reference to its views as to how any such action of that 
sort might affect this particular case, and I think quite properly so. 

Mr. Hourrietp. When the Department took the position that Mr. 
Noon was not the man to be served in this case, was that a position 
of expediency that he was not the man to be served? Was that a 
position of expediency for the purpose of preventing this shareholders’ 
committee from obtaining a court review of their case of their pleading? 

Mr. MacGutneas. It was for the purpose of raising what we con- 
ceived to be a proper legal issue in the case. Now, I don’t con- 
sider—— 

Mr. Houirretp. Then that is another way of stating that it was 
an expedient method whereby you could deprive the shareholders of 
a federally chartered institution from obtaining their day in court as 
provided for in section 402 of the basic act which says that they shall 
sue and be sued in any State or Federal court. 

Mr. Noon had acted in all other capacities as a representative of 
the Home Loan Bank Board and the Federal Savings and Loan 
Corporation, he had acted as their representative on all matters of 
business, but when it comes to this particular matter of business the 
Department uses the defense that he is not the proper person to serve 
and, furthermore, takes a further position that there is no one that 
can be served; that there is no agent that can be served in this par- 
ticular case. 

Mr. MacGutnieas. I certainly am unable to agree with your state- 
ment that that position was taken with any view to depriving any 
litigant of its day in court. 

Mr. Houtrretp. Then if it were not taken for that purpose, and 
the Department was sincere in its belief that Mr. Noon was not the 
proper person, why did not the Department advise the Insurance 
Corporation to appoint someone that would be the proper person? 

Mr. MacGuineas. Our function in this case, as in any other case, 
is to act as litigating counsel for the Government and its agencies 
and the officials involved in the case. 

Mr. Houtrinup. You concede, then, that your job in this instance 
is to win the case, putting it bluntly, to win the case for your client, 
in this case the Home Loan Bank Board, and Federal Savings and 
Loan Insurance Corporation? 

Mr. MacGuineas. To the extent it is under the facts and the law 
that it is entitled to win the case, certainly. 

Mr. Hourrietp, You have no interest, then, in the principle of 
equity which seems to me, as a layman, to be involved here, in ad- 
vising your client that he owes an obligation under the statute to 
designate an agent to receive process. 

Mr. MacGutneas. It is our—— 

Mr. Houirretp. You have no interest in that? 

Mr. MacGurneas. No; that is not a correct statement of our posi- 
tion, either, Congressman. 

Mr. Hourrietp. No? Well, then, did you at any time talk over 
with them the possibility of designating an agent? 

Mr. MacGutnzas. I have no recollection now that we did. 
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Mr. Houirietp. Do you have any recollection of ever advising thei 
not to appoint an agent to receive process in California? 

Mr. MacGutneas. No; I have no recollection that we did. 

Mr. Ho.irietp. You were here when Mr. Ford testified the other 
day that, so far as this particular case was concerned, he could see no 
reason why an agent should not be designated to receive process; were 
you not? 

Mr. MacGurvzas. I was here, but I confess I don’t recall his pre- 
cise words, but i was certainly here. 

Mr. Hourrrevp. I believe that was the sense of his answer to 
my query, and my query was to this effect, that if the Insurance 
Corporation decided to appoint an agent in California, that it would 
not have an effect upon this case, and I believe he agreed with me on 
that statement. 

Mr. MacGutngas. I would agree with you also, that if certain 
action is to be taken which does not have any effect upon the case, 
the Department of Justice is not concerned with it. The question is 
whether or not it does affect the case. 

Mr. Houtrteip. Let us be specific. Would you oppose, as counse! 
for the Federal Savings and Loan Insurance Corporation, would you 
oppose at this time their appointment of an individual to receive 
process in the State of California? 

Mr. MacGurngas. I cannot answer that question now, because 
that is a question which I think it would be my obligation to study 
and consider, as to what effect, if any, it would have uvon the case. 

Mr. Houirietp. And you have never advised them on this particular 
subject? 

Mr. MacGurneas. I don’t believe I have, Congressmaa. 

Mr. Ho.utrievp. I would like to have you study that inquiry of 
mine, and I might want to ask you a question about it sometime in 
the future. 

Mr. MacGurneas. I don’t mind saying that I think I would be 
reluctant to recommend or even approve any administrative action 
which in my view would have a prejudicial effect on the litigation. 

I think it would be contrary to the function of the Department of 
Justice to do so. 

Mr. Houtrrevp. I can see the particular point you are making. 

Mr. MacGurnzeas. In other words, on many of these issues of ad- 
ministrative action, whether it is a good policy or bad policy to do in 
the first place, as such, is not the decision for the Department of Jus- 
tice, but it is one thing to say that certain administrative actions 
should or should not be taken if this lawsuit is not hanging over our 
heads, which we have to defend, but so long as this lawsuit is in our 
hands to defend then, of course, when decisions of that nature are 
presented it is our duty, as counsel responsible for litigation, to con- 
sider what effect if any decisions of that nature will have upon the 
litigation, and to advise the agency accordingly. 

Mr. Houtrieip. You are, of course, very familiar with the basic 
act which set up the Insurance Corporation, and you have stated 
several times that you want to advise your client according to what 
you believe the Congress intended. 

Now, after studying the act, especially section 402, which has been 
quoted many times, do you not believe that Congress. intended to 
make available to any bona fide cla'mant, whether it be a shareholder, 
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a depositor, or anyone else that had an equity that was insured, do 
vou not believe that Congress intended that they should have access 
io either a State or a Federal court to obtain declaratory determina- 
tion of their equity? 

Mr. MacGurnuas. I spell out the intent of Congress as expressed 
in the Insurance Corporation Act, as I have previously stated, to 
waive the Government’s immunity from suit and no more. I cannot 
see that Congress, for instance, chose to repeal existing laws or existing 
principles of law with respect to venue of parties, venue of actions, or 
court jurisdiction over defendants. Apparently Congress had a 
somewhat different intent in enacting this statute than it did in enact- 
ing the Federal Deposit Insurance Corporation Act, because, as I 
understand it, in that act Congress specifically provided for the desig- 
nation of agents, whereas in the Insurance Corporation Act it did not, 
and therefere we can only assume that Congress had two different 
intents in these two different acts. 

Mr. Houtrigevp. I can see your position on that, but when Congress 
did say that this Corporation should be a “sue and be sued corpora- 
tion,” even though it did not go ahead and spell out the manners by 
which it should sue, or the manners by which it should be made avail- 
able for suit, do you not believe that it was the administrative duty of 
the administrators of this Corporation, the trustees of it, to carry out 
that which is declared in the act to be a principle? Now, that par- 
ticular line in the act was not put in there idly or without purpose. 

Mr. MacGuinuas. Oh, no. 

Mr. Hourrrevp. And if it were put in there with purpose, and it took 
an administrative regulation to make it available to the claimant, 
then if the trustees did not take that administrative action to give 
life to that principle, it seems that they have been dilatory in their 
duty. 

Mr. MacGutnias. As I see it, the purpose of the act was to waive 
sovereign immunity from suit. That purpose is accomplished by the 
mere enactment of the statute and, as I see it, no administrative 
action is necessary to accomplish that purpose, so the result is——— 

Mr. Houirreip. Will you tell me how, if there is no administrative 
action that is possible, will you tell me how the individual obtains the 
right which Congress intended him to obtain, which was the right to 
sue? Now, how can he obtain that right without administrative 
action designating an agent? 

Mr. MacGurnras. The intention which Congress manifested in the 
statute was that if the Insurance Corporation were properly sued in 
a court which had proper jurisdiction over the Corporation, the 
defense of sovereign immunity from suit could not be asserted, and 
that intention of Congress has been carried out. 

In other words, there has never been raised any defense of sovereign 
immunity with respect to suit against the Insurance Corporation, 
and that was the intention of Congress, as nearly as I can spell it out 
from the wording of the act. 

Mr. Houirieip. Yet we have had testimony from Mr. Divers, and 
[ believe we have had testimony from Mr. Husband, both, that they 
have not designated in the districts, the different districts in the 
United States, agents to receive service of process. 

Mr. MacGurngas. That seems to me a different problem from the 
one which Congress dealt with when it provided that the Corporation 
should be subject to suit. 
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Mr. Houirrecp. I cannot follow you because it seems to me that 
there is a link missing in the availability of an individual to protect 
himself from an administrative determination. 

If | were a depositor in a building and loan association and I had 
$180 deposited there, to the best of my belief and knowledge, and 
that building and loan association goes out of business, and I go in 
and claim payment of that $180, and the Insurance Corporation 
representative who comes there to pay the claim, or a person desig- 
nated by the Home Loan Bank Board to pay the claim says to me, 
“Mr. Holifield, you have only $80 on your books,” and the books 
show that you have only $80, and I think I have $180 and I want to 
go to a third party, to an impartial judge of some kind, I am presented 
with a real practical problem at that time. I can either take the 
$80 that they offer me or I can refuse. I either have access to a 
convenient court to press my claim for that $180 or I do not have. 

Now, if an agent has not been appointed in that district, I do not 
have access to the protection which Congress intended that I should 
have. Even if a court exists in the District of Columbia and I am 
a resident of California, I cannot afford to pay a $350 round-trip 
ticket back here, hire a lawyer, and sue for that difference of $100, 
so I am thereby deprived of my rights, I am deprived of justice, and 
I do not believe that Congress intended, in passing that act and put- 
ting that language in there, for that act to be a nullity and that section 
of the act to be noneffective nor do I think they intended that the 
Insurance Corporation should not breathe life into the provision of 
the act to make its protection available to a humble citizen who 
could not otherwise obtain it. 

Mr. MacGurneas. I agree with you entirely, nor do I feel that 
there is anything that has occurred in this case, or that has been 
stated in the hearings to my knowledge, which would justify an 
inference that in the hypothetical case which you put, that member 
or depositor in ‘he institution could not maintain an action against 
the Insurance Corporation. 

Mr. Houirre.p. He could maintain an action, providing the trus- 
tees of the Insurance Corporation looked upon his claim with benevo- 
lence and acquiesced in his right to obtain a declaratory judgment in 
a court. But if they decided otherwise, that he had no claim, he 
would be absolutely helpless. 

Mr. MacGutneas. No; I cannot agree with that, Congressman. 

Mr. Houirreip. Because they would not make available to him a 
court to determine his claim. 

Mr. MacGurneas. In that situation I do not agree that there 
would not be a court available. 

Mr. Hourrretp. How could there be a court available if they 
refused to appoint an agent to receive process? 

Mr. McGurneas. Because, as the testimony of the representative 
of the Insurance Corporation indicated, in that situation where the 
member of the association has not received payment, because the 
association has become insolvent, there would be an agent of the 
Corporation in that jurisdiction. 

Mr. Houtrte tp. Yes, but they have testified that they would 
appoint someone in that district as a matter of determination on 
their part, administrative determination, not as a matter of the right 
of the citizen to have it, and there is a great difference between you 
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saying, as a trustee of a corporation, “All right, we will be willing to 
appoint an agent to receive process and allow you to file a suit against 
us,” and the right of a citizen to go into a court and file that suit 
without the acquiescence of the corporation to be sued. 

There is a tremendous difference there, and that is where, in my 
mind, you have not explained, nor has anyone else explained, that 
gap between acquiescence on the part of the Board to be sued and the 
right of the citizen to sue, regardless of acquiescence. 

Mr. MacGuinnmas. I think it ought not to be assumed, within the 
hypothetical case which you have put, Congressman, that it would 
be necessary for the Insurance Corporation to designate specifically 
an agent to receive process in order for effective process to be served 
upon that agent, so as to bind the Corporation. That would be a 
question of law which would depend upon the situation then involved. 

That is not the situation that is present in this case by any means, 
as I see it, and certainly Congress apparently did not—or, let me put it 
this way: Congress apparently intended to leave it up to the dis- 
cretion of the Board as to the matter of the designation of agents for 
the process of service, because in this act it specifically did not do 
what it did in the Federal Deposit Insurance Corporation Act, to 
impose such a requirement upon the agency to designate agents. 

So that is a distinction which it seems apparent to me Congress 
saw fit to make. 

Mr. Houirievp. I will grant you there is a distinction there, so 
far as spelling out that particular point, but it seems to me that the 
broad purpose of the section of the act which says that this Cor- 
poration is a Corporation that can sue and can be sued in any State 
or Federal court contains within that one line in the act the absolute 
obligation on the part of the administrators, the Home Loan Bank 
Board, and the trustees of the Corporation, to make that part of the 
act effective by administrative action. 

Mr. MacGuineas. Let me make a little illustration. We might 
have in some State # justice-of-the-peace court which has jurisdiction 
limited to cases up to $100, we will say. 

Now, suppose a member of an institution has a claim for $1,000 
against the Insurance Corporation, and he tries to sue the. Insurance 
Corporation on a $1,000 claim in court, or in a court whose juris- 
diction is limited to $100. Now, obviously, it seems to me, it could 
not be fairly said that Congress intended that the $100 J. P. court 
should pass on the $1,000 claim merely beeause it used this language, 
“by any court, State or Federal.” 

In other words, when you come to consider a particular situation, 
whether a particular case lies within the jurisdiction of a particular 
court, you cannot look solely to the provision of the insurance law. 
You must also consider all other applicable provisions of law with 
respect to limitations upon the court’s jurisdiction and venue over 
parties, and that sort of thing. 

Mr. Houirtetp. Of course, when you speak of any State or Federal 
court, you necessarily imply one of competent jurisdiction. 

Mr. MacGutnras. Precisely, ves. 

Mr. Hourrreip. And certainly, if the claim is $180, vou would not 
file that in a justice-of-the-peace court, where the limitation for claims 
was $100. You would file it in the next available State court, which 
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would have a level of jurisdiction high enough to give the claimant 
equity before the law. 

Mr. MacGuinzas. Yes; but the plaintiff’s lawyer might come into 
the J. P. court and say, “Congress said any court, State or Federal, 
and this is a State court; therefore, Congress has said I can sue in this 
court,’”’ but obviously that would be an unsound proposition, and all | 
seek to get across by that homely illustration is the fact in deciding 
whether a given court has jurisdiction of a given cause of action, you 
must consider the whole body of law applicable to that court’s juris- 
diction. 

Mr. Fiscunaca. It is not a question of jurisdiction over a given 
cause of action that the Congressman is referring to. He is referring 
to the suability of the Insurance Corporation in a given court. 

Mr. MacGurneas. You must also consider the court’s jurisdiction 
over persons, : 

Mr. Fiscusacn. Let’s put it this way: Do you concede that it is 
appropriate for the Department of Justice, to put it very bluntly, to 
assert on the one hand, here, this agency, the Insurance Corporation, 
failed to designate an agent to receive process; therefore, it is not 
subject to suit in this State—do you think it is appropriate? 

Mr. MacGurineas. I think it is appropriate in this case, as in any 
other case, to present to the court the facts, and what we deem to be. 
the applicable principles of law applicable to that set of facts. 

Mr. Fiscunacu. Does it occur to you, or has it not ever occurred to 
you, that in effect what the Department of Justice is doing here is 
citing the dereliction of the agency as the reason for the nonavailability 
of the Insurance Corporation to the claimant? 

Mr. MacGurneas. No; I don’t consider that a proper characteriza- 
tion of our action in this case at all. 

Mr. Fiscuspacu. Then that thought has not occurred to you at all? 

Mr. MacGuineas. It occurs to me now that your characterization 
is not correct. 

Mr. Fiscusacu. Do you think it appropriate for the Department of 
Justice to maintain that the Insurance Corporation is not subject to 
the service of the appropriate process of any State or Federal court in 
any jurisdiction where it has not appointed an agent to receive service 
of process? 

Mr. MacGuineas. To my knowledge, we have never maintained 
any such position. The issue has never arisen, except in this one case, 
in this one court, and we have taken this position in the one case before 
the one court, in presenting to that court the facts, and what we deem 
to be the legal issues. 

Now, if we are wrong, the court will say so, but it is our function, 
whenever we think a tenable legal issue is raised, to present that to 
the court, and to give the court the benefit of our views on it, and Mr. 
Chapman and his associates will give the court the benefit of his 
contrary views, and the court will decide who is right. 

It is not the function of counsel to decide the case; it is the function 
of counsel to present legal issues to the court, and it is the function of 
the court to decide which presentation of counsel is correct. 

Mr. Fiscugacn. Don’t you deem it the function of the Department 
of Justice to carry out the intent of Congress in a matter of this 
character? 
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Mr. MacGuineas. Certainly, and we do that. We also carry out 
what we deem to be the intent of Congress by presenting to the court 
legal issues of statutory interpretation, as we deem them to be raised 
in a particular case. That is the only way that can be carried out, 
presenting the issue to the court and letting the court decide. 

Mr. Fiscuracn. Did you rationalize the position of the Department 
of Justice, in part, upon the premise that since Congress did not 
require the appointment of agents to receive the service of process in 
the National Housing Act, as it did in the act with relation to the 
Federal Deposit Insurance Corporation, that Congress intended a 
different result? Bie, 

Mr. MacGurneas. Did I rationalize it—when? 

Mr. Fiscuracu. When you formulated the position of the Insurance 
Corporation. 

Mr. MacGuineas. No; I was not aware of that fact. I did not 
know it until it was brought out in these hearings. 

Mr. Fiscuracu. Do you rationalize it in whole or in part now? 

Mr. MacGutneas. It now seems to me, now that I become aware 
of it, it seems to be an additional factor to support the position we 
took; yes. 

Mr. Houirieip. You state sincerely that you believe that Congress 
intended in one instance, in the case of deposits in banks, to give to a 
man the right to sue up to $10,000, the right to have his deposits 
insured up to $10,000, and the right to sue in order to collect all or 
any part of that $10,000 which might be in controversy, the amount 
to be received to be decided by a court of competent jurisdiction, and 
at the same time deny to that man that same protection when he 
placed his $10,000, or any part of it, in a savings and loan association? 

Do you honestly mean to tell this subcommittee that you feel that 
Congress in one instance wanted to protect the individual and the 
deposit of his money, and in the other instance wanted to leave it up 
to the judgment of the trustees of that Corporation as to whether he 
should have that protection or not? 

Mr. MacGuineas. No; that is not my position. I do not consider 
that anything, at least any position that has been taken by the 
Department of Justice, or to mv knowledge that has been taken by 
the Bank Board, deprives a member of an institution of the right to 
sue on his insurance. 

All I said was with respect to the specific matter of designating 
agents, that Congress has used two different sets of language in two 
different statutes, and we can only assume that Congress knows how 
to use the English language to express its intent, and when Congress 
uses two different bits of phraseology, in two different statutes, it 
must mean something different in the two cases; otherwise, it would 
use the same language. 

That, of course, is an elementary principle of statutory construc- 
tion, which is applied by the courts all the time. 

Mr. Hourrretp. Yes; and I am ready to accept, to a certain extent, 
your interpretation on that one point, but I do say this: that your 
interpretation, which I understand is the interpretation of the De- 
partment of Justice, will certainly be made available to the Members 
of Congress, and to the people throughout the United States, and 
they will certainly be told the difference between the protection they 















1348 INVESTIGATION OF HOME LOAN BANK BOARD 


are receiving in the Federal Deposit Insurance Corporation and the 
Federal Savings and Loan Insurance Corporation, and if this Board, 
if the trustees of the Federal Savings and Loan Insurance Corporation 
need additional language from the Congress in order to extend equal 
protection to depositors in savings and loan associations, that they 
now receive from the Federal Deposit Insurance Corporation through 
the banks, I think Congress will come forward with some additional 
language patterned after the Federal Deposit Insurance Corporation 
Act, if that is what it takes to give the people the protection, because 
I believe Congress intended they should have the same type of 
protection. 

Mr. MacGuineas. Well, so long as the subcommittee appreciates it 
is not the function of the Department of Justice to enact legislation, 
it is our job to try a lawsuit in accordance with law, as Congress has 
passed it. 

Mr. Houirrerp. That is true. I am not relieving for one moment 
the obligation, which | say exists at the present time in the present 
law, of the trustees of that Corporation and administrative officials 
of the Home Loan Bank Board from making available to the people 
the protection which I believe is written into the act in general lan- 
guage, although not specifically spelled out as it is in FDIC language. 

Mr. Fiscupacrn. Mr. MacGuineas, I would like to turn to another 
subject, if I may. 

I take it you have given careful and detailed consideration to the 
question of the reestablishment of the Los Angeles bank. 

Mr. MacGuineas. As it has been a factor in the litigation; yes. 

Mr. Fiscuspacu. It appears variously to the subcommittee that the 
Department has taken the position that to reestablish the Los Angeles 
bank would be prejudicial to the litigation; is that correct? 

Mr. MacGutneas. The Department of Justice has taken the posi- 
tion that to reestablish the Los Angeles bank at this time, without the 
concurrent disposition of the Long Beach suit, would be prejudicial to 
the litigation; ves. 

Mr. Fiscunacn. Will you explain the basis for that position? 

Mr. MacGutngas. It arises largely from the history of what has 
happened in the case. Our experience has been in this case that when 
certain positions have been taken, either administratively or legally, 
that thereafter, at a later stage in the litigation, the taking of that 
position has always been sought to be used against us to the prejudice 
of the future conduct of the litigation. 

Now, an illustration, of course, is the matter of order No. 388, and 
the submission of a copy of that to the court; and that, of course, has 
been used in a way which we deem to be quite contrary to the intent 
of the Board when they enacted the order, to confer upon the district 
court jurisdiction over this case. 

Mr. Fiscusacu. You were not in the case at the time that the 
order No. 388 was made? 

Mr. MacGurngas. No; but that was part of the history with which 
I am familiar, and which I bear in mind. 

Mr. Fiscusacnu. I appreciate that. 

Mr. MacGutneas. And, if I may use another illustration, in certain 
cases where either we did not appeal from particular orders or we 
abandoned others, it has thereafter been asserted against us that, by 
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failure to do so, we recognize the validity or the propriety of the 
court’s order. 

Again I think that was quite a misinterpretation of the Department 
of Justice’s s position. But the history of the case has been littered 
with that kind of interpretation. 

That being so, I fee! that it is incumbent upon me, so long as I 
have charge of the case, to make extremely sure that any interim 
action which may be taken in advance of disposition of the litigation 
will not be such as could be resorted to by opposing counsel to prejudice 
the future conduct of the case. 

Mr. Fiscusacu. There is no criticism of that position at all, Mr. 
MacGuineas, but you realize as well as I do how easy it is for anyone 
to say, “I will not do this because of that.” 

Now, I would like to have you state in exact language the precise 
basis upon which you reached the conclusion that the reestablishment 
of the Los Angeles bank at this time, or at the time it was last pro- 
posed by counsel for the stockholders committee of that bank, would 
prejudice the interests of the Government in this litigation. 

Mr. MacGurngas. As you know, there are now pending the Long 
Beach petitions which seek to recover millions of dollars as damages for 
personal liability for the establishment of the San Francisco bank. 
Those claims for damages are made against the individual members 
of the Home Loan Bank Board, and they are made against the direc- 
tors of the San Francisco bank. 

Now, in my view, to take action at this time, and leave that litiga- 
tion free to proceed without any limitation, would certainly strengthen 
the position of those who are asserting this claim for damages. 

Mr. Fiscupacn. That is your conclusion; and upon what is it 
based? 

Mr. MacGutnzeas. I have tried to make it plain that it is based 
upon my experience as to positions which have consistently been taken 
in the case by opposing counsel, and it is based in part upon concur- 
rent opinions of other counsel, in whose judgment I have great respect, 
and I refer specifically to Mr. Angell and Mr. Dusenberry, who repre- 
sent the San Francisco bank, and the directors thereof, who are among 
those charged with this liability, and it is just based on my conclusion, 
my size-up of the litigation. 

Mr. Fiscupacu. In what specific way would the reestablishment of 
the Los Angeles bank prejudice the interest of the Government in this 
litigation? 

Mr. MacGurneas. I am not prescient enough to foresee all of the 
maneuvers which astute counsel for the Long Beach Association might 
make in a particular situation, but I am aware enough of his legal 
ingenuity to realize that he will take full advantage of every situation 
presented to him and, as I said, so long as I am in charge of the case 
I deem it my duty not to have something done which will open the 
door for exercise of legal ingenuity to their advantage. 

Mr. Fiscrpacn. In what way would it open the door to the exer- 
cise by Mr. Chapman of the legal ingenuity you so generously attribute 
to him? 

Mr. MacGuineas. One way, and it just occurs to me as a matter of 
casual thought, that if we restore the bank the position would then be 
taken by opposing counsel that, “Aha, they finally have admitted they 








1350 INVESTIGATION OF HOME LOAN BANK BOARD 


were wrong in abolishing the bank, and they have now tried to make 
good their wrong.” 

Mr. FIscHRACH. There would not be any merit in that position, 
would there, in your view? 

Mr. MacGurneas. In my view, no; but the whole history of this 
litigation has been the assertion of positions which, in our view, are 
without legal merit, nonetheless we have been litigatin the case for 5 
years, and I deenf it incumbent upon me not to open hie door for the 
presentation of other nonmeritorious legal contentions. 

Mr. Fiscupacn. Mr. MacGuineas, I still fail to see the basis upon 
which you reach the conclusion that was expressed to the firm of 
O'Melveny & Myers, and that was expressed to members of the 
industry, through communications addressed by Mr. Divers, of the 
basis upon which you predicated the position that the reestablishment 
of the Los Angeles bank would be prejudicial to the public interest. 

Mr. MacGutnzuas. The issuance of order No. 388 has certainty been 
utilized by opposing counsel as an indication that the Administrator 
acted wrongfully when he appointed a conservator. My view is 
that there is no legal merit to that contention, either, but it has been 
made use of, and the same sort of thing, in my opinion, is likely to be 
done in respect to the reestablishment of the bank. 

In my view the one single factor which prevents the reestablishment 
ot the bank, assuming the Board will administratively determine that 
that is a good thing, as to which I express no opinion one way or an- 
other, the one thing that prevents any such determination, if the 
Board wishes to make it, is the maintenance of this action for damages 
against the individual members for their alleged wrongful conspiracy 
in merging the two banks. 

If that were out of the picture, in my view, there would be nothing 
which would prevent the Board trom freely exercising the rights 
vested in them by Congress of deciding how many banks there should 
be and where they should be located. 

Mr. Fiscnpa.u. Is that the basis upon which you concluded that 
it would be contrary to the interest of the Government to reestablish 
the Los Angeles bank at this time? 

Mr. MacGutneas. Those are the considerations which run through 
my mind, as I have considered this thing from time to time. 

Mr. Frscupacn. The fear that possibly Chapman, as counsel for 
Long Beach, or other lawyers representing the parties litigant, miglit 
urge a misconstruction of the significance of that action upon the 
court? 

Mr. MacGutneas. I would not say “fear,” I would say “‘expecta- 
tion.”’ 

Mr. Fiscunacn. The expectation that they would do so? 

Mr. MacGurneas. That is certainly a factor which I have had in 
mind. In other words, it seems to me very important for the disposi- 
tion of this litigation that is already overly complex. We ought not 
to go out of our way to create occasions for new legal issues to aris’ 
which will cause new litigation to go on for further years. 

Mr. Fiscnpacu. You say it is a factor. Is there any other factor 
upon which you predicated your position? 

Mr. MacGurngas. I should say this: Any proposal for reestablish- 
ment of the banks, of course, primarily presents the administrative 
question as to w hether the Board would deem it feasible economically, 
and so forth, to reestablish the bank. 
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Mr. Fiscupacu. Let us lay that aside. 

Mr. MacGuineas. Any proposal for the reestablishment of the 
bank, also, involves a multitude of other details which would have to 
be agreed upon. You cannot just say, ‘Let us agree to reestablish 
the bank,” and say that you have settled the lawsuit. You have 
vot all of these questions of distributing back the various assets and 
liabilities to the two banks—how that shall be done, what shall be 
assumed by each of the institutions, who shall administer it. You 
have the question as to the denial by Long Beach of the $6,300,000 
note executed to the San Francisco bank by the conservator; who is 
going to assume responsibility for any loss on the obligation. You 
have the question of attorneys’ fees: how shall they be handled and 
who shall pay for them, and how much. You have questions as to 
the form of any judgment which would be entered. Those are a 
host of things which would all have to be resolved in any settlement 
of the bank litigation. 

Mr. Fiscusacu. I am not talking about the settlement of the bank 
litigation. I am talking about the basis on which you, as counsel 
in charge of this litigation, concluded that it would be contrary to 
the interests of the Government to reestablish the bank at that time. 

Mr. MacGurygas. My basic conclusion is that to do so, without 
adequate protection of the other aspects of the litigation with respect 
to the interests which we represent, would be extremely unwise and 
derelict on the part of counsel. 

Mr. Fiscupacu. To what extent have you been influenced by the 
opinion of Mr. Angell in that respect? 

Mr. MacGurnegas. I accept Mr. Angell’s opinions as those of an 
able practitioner of the law. 

Mr. Fiscnusacu. To what extent have you been influenced in that 
position by the opinions of Mr. Heisler, Mr. McKenna? 

Mr. MacGutnegas. I do not know that I ever had Mr. Heisler’s 
opinion on that subject. I accept Mr. McKenna as an able practi- 
tioner of the law. 

It is quite impossible for any lawyer to say to what extent he is 
influenced by some other lawyer’s expression on a legal proposition. 

I consider in making up my mind, I accept their judgment, I 
consider every factor which occurs to me, and come up with a net 
conclusion. 

Mr. Fiscupacu. In what way is the Department of Justice con- 
cerned with the asserted liabilities in the direction of the directors 
of the San Francisco bank? 

Mr. MacGuineas. As such it is not, but their liability is predicated 
on the same basis as the alleged liability of the members of the Home 
Loan Bank Board. So, obviously, you have to consider them as one, 
notwithstanding the fact that you have two different groups of de- 
fendants and represented by separate counsel. 

Mr. Fiscupaca. Did it ever occur to you, Mr. MacGuineas, that 
the reestablishment of the Los Angeles bank would eliminate one 
important aspect of the California controversy? 

Mr. MacGurnzgas. It would eliminate, I suppose, the suit by the 
members of the Los Angeles bank, provided an agreement were reached 
at the same time on all of the other factors which are necessarily a part 
of any agreement for the elimination of that suit. 

Mr. Fiscupacu. Did you ever give serious consideration to the 
proposal that the Los Angeles bank be reestablished? 
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Mr. MacGurneas. I have given serious consideration to every 
proposal which has been submitted to the Department of Justice in 
connection with this case since I have had it. 

Mr. Fiscusacn. Did ‘you think of the proposal that was submitted 
for the reestablishment of the Los Angeles bank by O’Melveny & 
M vers had any merit or was it devoid of merit? 

Mr. MacGurneas. I frankly am somewhat at a loss to answer that 
question. I mean, here is a proposal which contains, let us say, a 
dozen different propositions and has implicit in it another dozen 
which are not expressed. 

Mr. Fiscusacu. Let us take the proposal of O’Melveny & Myers 
for the reestablishment of the Los Angeles bank without regard 
whatever to the Long Beach claims. 

Mr. MacGutneas. Yes; but that proposal, as I say, had a great 
many other factors involved in it, of which I have tried to indicate 
some, and no agreement was reached on those collateral factors. 

Mr. Fiscupacu. Are we correct in understanding that the reason 
that the proposal made for the reestablishment of the Los Angeles 
bank by O’Melveny & Mvers fell down because of inability to agree 
on collateral factors implicit in their proposal? 

Mr. MacGutneas. That, certainly, was a factor. I do not say it 
was the only factor, but it was an important factor. 

Mr. Fiscuspacu. It was my understanding, and I believe that it is 
the understanding of members of this subcommittee, that the reason 
the proposal presented by O'Melveny & Myers for the reestablish- 
ment of the Los Angeles bank, without regard to the Long Beach 
claims, was that you conchided it was contrary to the interests of the 
Government for such a step to be taken at this time. 

Mr. MacGurneas. Yes; but that is not limited to the factor which 
we had discussed as to its adverse effect upon the remaining litigation. 

Mr. Fiscusacn. Then, in what way 

Mr. MacGutneas. The other element as to the terms involved in 
their proposal was also involved in any determination as to whether 
the net effect of the proposal was advantageous or disadvantageous to 
what we deemed to be the public interest. 

Mr. Fiscupacn. Am I correct in understanding that your position 
now is that there was no disagreement as to the details? 

Mr. MacGuineas. You were quite incorrect in understanding that. 
No agreement has been reached by the Department of Justice with 
the Long Beach Association as to the multitudinous details that would 
be involved in any settlement. 

Mr. Fiscuracn. Why was no agreement reached on those points? 
Was it because of an inability to agree? 

Mr. MacGuineas. We sat around the table for a couple of days 
trying to reach an agreement. I will say that I am satisfied that 
counsel for the Los Angeles bank acted in the best of faith in their 
efforts to reach an agreement. We were unable to do so. It is quite 
not at all unusual that opposing counsel in a litigation, cabneialy one 
as complicated as this, will be unable to agree at a particular time 
upon a specific proposal for settlement. 

Mr. Fiscuracn. Then I understand from your testimony that it 
was inability to agree on the details presented by O'Melveny & Myers 
for the reestablishment of the Los Angeles bank that accounts for the 
failure of the Department to advise the Board that there was no 
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obstacle to the reestablishment of the bank from the Department’s 
standpoint? 

Mr. MacGurneas. No. You give only part of the reasons. Both 
factors were present, to wit, our failure to agree on all of the collateral 
issues involved as well as our inability to see how the bank could be 
reestablished separately and let the other litigation continue without 
prejudice to our position in that litigation. 

Mr. Fiscuracnu. | take it, Mr. MacGuineas, that you have memo- 
randa of your meetings with O'Melveny & Myers which would indi- 
cate the areas of your inability to agree on details? 

Mr. MacGutnnas. I think the only one I have is a rather lengthy 
memorandum of the conference of July 1950, which was the general 
settlement proposal involving not only the Los Angeles bank action, 
but the Long Beach action. 

Mr. Fiscuracu. That was a complete fiasco; I mean, it was total 
inability to agree; is that not correct? 

Mr. MacGuinzas. The result was unproductive, we will say that. 

Mr. Fiscuracnu. But after that conference were there not separate 
efforts made by O’Melveny & Myers without Mr. Chapman, without 
Long Beach Federal, without any of the other parties plaintiff in the 
litigation to bring about the reestablishment of the Los Angeles bank? 

Mr. MacGuineas. What happened was this: At the July 1950 
settlement, as I say, we started out talking about the possibility of 
settling the entire litigation. 

Mr. Fiscunacn. Everything? 

Mr. MacGuinnas. And we did that for about 3 days. It soon 
became apparent to me that we were not getting any place as far as 
Mr. Chapman was concerned and he withdrew. He had absented 
himself from quite a number of the meetings during the early days 
anyhow, but he finally withdrew entirely and went back to California, 
as I understand it, and Mr. White, of O'Melveny & Myers, remained 
behind, as well as, I think, Mr. Barnett and Mr. Eason and Mr. 
Edgerton. And we then sat around with those gentlemen to see 
whether a formula for satisfactory settlement of the bank litigation 
separately could be worked out and that, of course, involved discus- 
sion of the various, what I term, collateral issues, which are necessarily 
involved in any settlement of the Los Angeles bank action. We did 
not reach agreement on those issues, and it was left. However, | 
made it perfectly plain that one of the difficulties from my point of 
view in settling the Los Angeles bank case separately was our view 
that by itself that would prejudice our defense of the Long Beach 
case. 

Mr. Fiscnpacn. In what way? 

Mr. MacGurneas. In the ways that I have previously indicated. 
So it was left that Mr. White went back to Los Angeles with the 
agreement from us that we would, by ourselves, see if we could work 
out a system whereby we could be satisfied that the Los Angeles bank 
case could be settled separately without prejudicing the litigation, 
although, as I say, we had not even then reached an agreement on 
all of the other issues which necessarily would have been a part of any 
such settlement. I thought over that problem and I consulted with 
Mr. MeKenna; whether I consulted with Mr. Angell, I do not now 
recall, but I neither then nor now have been able to outline a specific 
course of procedure which would satisfy me that a reestablishment of 
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the bank, and leaving the Long Beach action free to be prosecuted 
for this so-called malicious conspiracy to merge the banks, how that 
could be done without prejudicing the defense of that action. 

Mr. Fiscupacn. Did you ever think of asking counsel for the 
plaintiffs to stipulate that if the Los Angeles bank were reestablished, 
the act of reestablishing it would not be cited in the manner in which 
you feared it might? 

Mr. MacGutnnas. Oh, I think probably I turned that over in my 
mind. 

Mr. Fiscusacu. Did you do anything about it? 

Mr. MacGutnzas. I rejected it. 

Mr. Fiscupacn. Did you reject it without submitting it for the 
consideration of counsel for the plaintiffs? 

Mr. MacGurnuas. That is correct. 

Mr. Fiscnpacu. Why? 

Mr. MacGutnuas. In the first place, on the basis of past experience 
in this sort of thing, I concluded that the probabilities of our reaching 
an agreement as to specific language of such a stipulation would be 
exceedingly remote and, in the second place, we have to bear in mind 
that the actions taken in the case are not wholly within the control of 
counsel, but, of course, the court is free of its own motion to take 
positions and to enter orders. And obviously no stipulation by 
counsel could control the court in that respect. 

Mr. Fiscupacu. Did you ever seek a conference with the court in 
connection with the matter? 

Mr. MacGutnzas. No. 

Mr. Fiscupacu. Why not? 

Mr. MacGutneas. | am not in the habit of seeking conferences 
with courts in that manner. I deal with them on the basis of pre- 
sentation of formal papers and formal arguments. 

Mr. Fiscupacu. Did you formulate any such papers for presenta- 
tion to the court? 

Mr. MacGutnzas. No. 

Mr. Fiscupacn. Why not? 

Mr. MacGutneas. I did not think it feasible as a method of 
approach to the problem. 

Mr. Fiscusacu. Is it not a fact, Mr. MacGuineas, that apart from 
the inability to agree on details with O’Melveny & Myers, you were 
actuated in taking the position that the Los Angeles bank could not 
be reestablished while the litigation was pending because of the fear 
that it might in some way be used against the defendants in that 
litigation? 

Mr. MacGutnras. As I stated before, I would term it an expecta- 
tion rather than a fear, but when you say apart from agreement on 
the details, that is a bigger part, because those were—by calling them 
details or collateral issues, | do not mean to imply that they were 
trivial matters—they were important issues, difficult issues, and one 
on which there was a substantial area of disagreement, so that those 
were quite as important, to my mind, as this other issue of not im- 
pairing the defense of the Long Beach action. 

Mr. Houirte_p. We will adjourn until 10 in the morning. 

(Whereupon, at 9:30 p. m., the subcommittee adjourned, to re- 
convene at 10 a. m. Friday, July 27, 1951.) 
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House oF REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DeParRTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Homer Loan Bank Boarp, 
Washington, D.C. 


The subcommittee met, pursuant to adjournment, at 10 a. m., in room 
429, Old House Office Building, Hon. Chet Holifield (chairman of the 
subcommittee) presiding. 

Present: Representative Holifield. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee, Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Houirretp. The subcommittee will] be in order. 

Mr. Fiscupacu. Mr. Siegel. 

Mr. Houtrterp. Mr. Siegel, do you swear that the testimony you are 
about to give this subcommittee will be the truth, the whole truth, and 
nothing but the truth, so help you God? 

Mr. Stecev. I do. 

Mr. Hourrretp. Thank you. Be seated. 


TESTIMONY OF MELVIN H. SIEGEL, ATTORNEY, 
MINNEAPOLIS, MINN. 


Mr. Fiscuspacu. Will you state your full name, Mr. Siegel. 

Mr. Srecet. Melvin H. Siegel, S-i-e-g-e-1. 

Mr. Fiscusacu. And your address? 

Mr. Srecer. 2506 Sheridan Avenue South, Minneapolis, Minn. 

Mr. Fiscupacn. You are an attorney at law? 

Mr. Srecet. That is right. : 

Mr. Fiscupacn. When and where were you admited to the bar? 

Mr. Stecen. I was first admitted to the bar in Tennessee when I was a 
member of the legal staff of the Tennessee Valley Authority in 1934 or 
1935. I don’t remember exactly. 

Mr. Fiscunacu. When did you become connected with the Depart- 
ment of Justice? 

Mr. Sreeet. I joined the Department of Justice in December 1939 
and I transferred to the Board of Economic Warfare during the war, 
July 1942, came back to the Department of Justice after I was released, 
discharged from the Army in August 1946, and was there until De- 
cember 1949. 

Mr. Fiscupags. In what division of the Deparfent of Justice were 
you assigned ? — 

Mr. Street. Claims Division. 
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Mr. Fiscunacu. When for the first time were you called upon to 
render any services at all in connection with the Mallonee versus Fahey 
litigation ? ; 

Mr. Stecet. Sometime in March 1949, as I recall. 

Mr. Fiscupacn. And who assigned you to the matter? 

Mr. Stecet. The Assistant Attorney General in charge of the Claims 
Division, Mr. Morison. 

Mr. Fiscnnacnu. Are you connected with a Jaw firm in Minneapolis? 

Mr. Srecet. Yes. 

Mr. Fiscnpacu. What is the name of the firm ? 

Mr. Srecet. Leonard, Street, and Deinard. 

Mr. Fiscupacu. Do you know a Mr. Twohy ? 

Mr. Srecer. I spoke to him once during the preparation of the case, 
but sometime in 1949 while I was in the Department. He was a most 
casual acquaintance. I don’t know if he is in Minneapolis now. 

I have never seen him since I returned to practice in Minneapolis, 
but I did consult with him while I was in the Department in order to 
check on the background of certain of the charges that have been made 
in the Smith committee hearings in the event this matter went to 
hearing. 

Mr. Fiscusacn. In connection with that, did you at any time ever 
consult any of the exhibits or examine any of the exhibits of the 
Smith committee ? 

Mr. Srecen. I examined the text of the committee hearing and the 
committee report. How many of the exhibits I examined, I can’t 
recall. Some of them certainly, and perhaps all of them. I am not 
certain. 

Mr. Fiscupacu. When and where did you see Mr. Twohy last, did 
you say? 

Mr. Sirce.. Sometime when I was connected with the Department 
of Justice. I can’t place the date, but it would have been sometime 
prior to November 1949, and I should think it was after the notice to 
take Mr. Fahey’s deposition was filed by the San Francisco bank, 
because I am quite certain that it was in that connection that I went 
to see him. 

Mr. Fiscusacu. Did you consult with counsel who prepared the 
notice to take Mr. Fahey’s deposition ? 

Mr. Sircev. Certainly. 

Mr. Fiscupacu. Where, in Washington or in California ? 

Mr. Stecet. Possibly both. I am not certain. 

Mr. Fiscupacu. Mr. Siegel, we understand that you are now spe- 
cial counsel for the Federal Savings and Loan Insurance Corporation 
or the Home Loan Bank Board. 

Mr. Stecet. I am not now. I was retained to argue the appeal in 
California, which was argued on May 1, and since that date I have 
discharged my retainer and am no longer retained by the Insurance 
Corporation or by any party to the litigation, I may say. 

Mr. Fiscusacu. When were you retained by the Insurance Corpo- 
ration the first time? 

Mr. Srece.. January 1950. 

Mr. Fiscusacu. When were you separated from the Department of 
Justice ? 

Mr. Srece.. December 1949. 
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Mr. Fiscusacu. When in December? 

Mr. Stece.. Toward the end. 

Mr. Fiscupacu. When in January were you retained ? 

Mr. Strcen. The letter of my retainer would indicate it. I believe 
it was January 19, somewhere around there, toward the end of the 
month. 

Mr. Fiscunacn. Were you in Washington at that time ? 

Mr. Siecer. No. 

Mr. Fiscupacu. Where were you? 

Mr. Strcev. Minneapolis. 

Mr. Fiscupacu. Who spoke to you about your acting as counsel for 
the Home Loan Bank Board or the Insurance e Corpor: ation, or both? 

Mr. Stece,. Counsel for the Board, of the San Francisco bank, and 
Mr. Ford. 

Mr. Fiscupacnu. When was that subject first broached to you? 

Mr. SteceL. Sometime before I left. I can’t place the date, but not 
too long before. 

Mr. Fiscupacu. Sometime before you left the Department of Jus- 
tice ? 

Mr. Stecev. Oh, ves. It was suggested that I might be retained, 
and inquiry made whether I would be interested. I wasn’t in any 
position to give any definitive answer at that time, of course. 

Mr. Fiscusacu. Who spoke to you about the matter for the first 
time ? 

Mr. Stecen. I can’t say that. I know that Mr. Ford spoke to me and 
that counsel for the Board spoke to me, and a Mr. Angell also spoke 
to me. 

Mr. Fiscunacu. But you can’t say who broached the subject / 

Mr. Sircen. First, no. I can only say I didn’t. 

Mr. Fiscusacu. What did Mr. Angell have to say to you about it? 

Mr. Stecen. Well, I think he indicated that in view of the time I 
had spent on the case it would be helpful to the case if I would be 
retained to handle the argument after I left, in view of the fact that 
Thad spent about 6 months in familiarizing myself with the record, 
and of course he was in no position to do any more than make a 
suewestion. 

Mr. Fiscunacu. Were you the counsel in the Department of Justice 
who had spent more time than anyone else in the Department of Jus- 
tice on the case? 

Mr. Stece.. At that time, certainly. 

Mr. Fiscuzacu. Who did you relieve when the matter was assigned 
to you? 

Mr. Stecen. Mr. Guggenheim. Mr. Guggenheim possibly had been 
formerly connected with the case at a longer time, but that was dur- 
ing the period when there was considerable discussion of compromise 
and the case was actually being handled there and not in Washington. 

Mr. Fiscuzacu. When you were first assigned to the matter by Mr. 
Morison, was the case still in the course of compromise ? 

Mr. Sirce.. The first matter that came to my attention was a stipu- 
lation with respect to attorneys’ fees. 

Mr. Fiscunacu, Was that stipulation signed by Mr. Carter, United 
States attorney for all other counsel ? 

Mr. Sircen. That is correct. 
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Mr. Fiscusnacu. Who called that to your attention ? 

Mr. Srecex. It came to my desk. 

Mr. Fiscusacnu. And what, if anything, did you do about it ? 

Mr. Srecet. I promptly suggested to Mr. Morison that the matter 
was a public scandal and that we ought to take action and set the 
stipulation aside. 

Mr. Fiscusacn. Did you make that suggestion to him in writing? 

Mr. Srecex. I think I called him on the telephone and told him [| 
wanted to come in and see him and make my recommendations. 

Mr. Fiscupacu. How long had you been in the case at that time? 

Mr. Srecet. A very short time. 

Mr. Fiscusacn. And after you called Mr. Morison on the tele- 
phone—lI presume he gave you an audience ? 

Mr. Stecet. Immediately. 

Mr. Fiscusacn. What followed then? 

Mr. Srecev. Well, it culminated in the letter that was sent to Cali- 
fornia which I think you are familiar with, in which the Department 
advised that it would not continue with the negotiations except on the 
terms set forth in that letter. Now, I don’t recall the exact language 
of that letter. You have the text of it. If you can show it to me, I can 
refresh my recollection. 

Mr. Fiscupacu. Tell me what you said to Mr. Morison and what 
he said to you prior to the writing of that letter. 

Mr. Srecev. Just exactly what I told you. I told him that by a 
stipulation of that kind, the Government was in effect agreeing to turn 
its back while the other side could put in unlimited claims for damages 
on ex parte basis without any attempt by cross-examination or proceed- 
ings to evaluate those claims, and for the Government to do so in con- 
nection with an agency, with an association subject to the supervision 
of the Federal Government, seemed to me absolutely scandalous; I still 
think so. 

Mr. Fiscusacu. Mr. Siegel, what did Mr. Morison say to you about 
that? 

Mr. Stecer. He agreed. 

Mr. Fiscunacn. Prior to the time that you were assigned to the 
case had you met and conferred with Mr. Silverman, of the Home 
Loan Bank Board? 

Mr. Srecen. I think Mr. Silverman did discuss the matter with 
me; yes. 

Mr. Fiscusacu. How long had you known Mr. Silverman? 

Mr. Steger. Well, I had casually met him before possibly in con- 
nection with this case. You see, my office was near Mr, Guggenheim’s. 
Mr. Guggenheim was a friend of mine. 

I would go into his office from time to time, and on rare oceasions 
Mr. Silverman and perhaps Mr. McKenna were there, and we would 
chat in an informal way, but I really didn’t know anything about 
the case or know him other than the casual contacts I had in Mr. 
Guggenheim’s office. 

Mr. Fiscupacu. How well did you know Mr. McKenna? 

Mr. Sixcet. To the same extent. 

Mr. Fiscunacu. Did you and Mr. Silverman and Mr. McKenna 
and Mr. Guggenheim have occasional lunches? 

Mr. Stecet. You mean since I got on this case ? 

Mr. Fiscupacu. No. At the time? 
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Mr. Smcet. I can’t recall. There would be no occasion for it, 
because I had no official connection or even personal interest in the case. 

If I happened to be in the office when they were there or I came in 
to see Mr. Guggenheim when they were there and they posed a ques- 
tion to me as any one lawyer will to another, I would answer it in an 
offhand way, but that is all. I had no connection with the case 
whatever. i 

Mr. Fiscupacn. Did you know anything at all about the case prior 
to the time you were assigned to it ¢ Sag 

Mr. Srecen. In general I knew about the decision in Fahey versus 
Mallonee, and I knew about the case in general; yes. No detailed 
information at all. I might add my views with respect to that 
stipulation were in no wise based upon the merits of the controversy. 

Mr. Fiscupacu. What were they based upon? 

Mr. Srecen. What I have stated, that the association was subject 
to the supervisory regulation of the Home Loan Bank Board and it 
could not agree by formal agreement to turn its back while unlimited 
claims could be presented on an ex parte basis without adversary 
proceedings which would have to come out of the funds, resulting in 
a claim that would have to come out of the funds of the association, 
that is all. 

Mr. Fiscnpacn. Did you think you knew more about the case than 
Jim Carter did? 

Mr. Stecen. No; but I had my views about the propriety of that 
particular action. 

Mr. Fiscnsacn. Do you think there was anything improper in 
Jim Carter’s signing the stipulation ? 

Mr. Stecev. No, I think he acted in conformity with the then views 
of the Board. I don’t believe, however, that they appreciated the 
impropriety of what had been done until I called their attention 
to it thereafter. 

Mr. Fiscnpacu. Prior to the time that you called the attention 
of the Board to what you considered impropriety implicit in the 
stipulation, what was the position of the Board with regard thereto? 

Mr. Srecer. It was my understanding that the stipulation was not 
cleared until Mr. McKenna cleared the matter with the Home Loan 
Bank Board. 

Mr. Fiscupacn. And it was your understanding, was it not, that 
Mr. McKenna had cleared the matter with the Home Loan Bank 
Board ? 

Mr. Strcen. It was, yes. 

Mr. Fiscusacn. And who were the members of the Home Loan 
Bank Board with whom Mr. McKenna had cleared the matter of 
the Carter stipulation ? 

Mr. Srecet. When I say the Board, I am informed he contacted 
Washington. Whether he spoke individually to each member of the 
Board, I don’t know, but I assume in point of fact that the Board 
was apprised of the fact and approved it either directly or through 
the responsible agent in Washington who would be the general coun- 
sel. I don’t know. 

Mr, Fiscupacn. And did you consider that Mr. McKenna knew any- 
thing about the case at the time you came into it ? ‘ 

Mr. Stecet. Oh, yes, but my understanding is that he was very much 
opposed to doing this and did it only because—only after clearance 
from Washington. 
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Mr. Fiscusacn. Did he tell you that ? 

Mr. Srecer, Yes. 

Mr. Fiscuracn, When and where? 

Mr. Srrcrt, Not at that time. Later I learned that. 

Mr. Fiscupacn. What did you know about the matter that. you 
were told by Mr. McKenna ? 

Mr. Sircen. At the time that I made my recommendation ¢ 

Mr. Fiscunacn. At the time that you made your recommendation, 

Mr. Sitecen. Nothing beyond what I have told you, that I con- 
sidered the fact of such a stipulation a gross impropriety. 

Mr. Fiscunacn. And did you later inquire of Mr. McKenna as to 
what motivated him in acting in the matter? 

Mr. Sireet. I was told that he consented to sign the stipulation only 
after it had been cleared in Washington by the Home Loan Bank 
Board. It was not, I may say, ¢ leared with the Department. It was 
cleared with the United States attorney, but not with the Department. 

The United States attorney in turn acted on the assumption if the 
Home Loan Bank Board had cleared it, presumably they had cleared 
it in Washington. He was free to go ahead. He didn’t act until he 
had understood they had cleared with Washington. 

Mr. Fiscunacu. Up until that time wasn't “the case very much in 
the hands of the United States attorney in southern California / 

Mr. Stecet. Almost entirely. 

Mr. Fiscupacn. And from that point on the control of the case 
moved from southern California to the Washington office of the 
Department ? 

Mr. Srrcet. That is correct, at Mr. Carter’s request. 

Mr. Fiscusnacn. That was at Mr. Carter’s request ? 

Mr. Street. That is correct. 

Mr. Fiscopacu. Now when you expressed yourself in the manner 
in which you have stated to Mr. Morison, did he confer, consult with 
any other oflicer of the Department of Justice / 

Mr. Stecen. He called in his first assistant, as he does on all im- 
portant matters, yes. 

Mr. Fiscupacn. Whom did he call in? 

Mr. Stecer. Mr. Newell Clapp. Later on we conferred with the 
Board members, I believe a representative of the Board, Colonel La 
Roque. 

Mr. Fiscusacu. Did you confer with any other member of the 
Board / 

Mr. Sircet. He did, Iam sure. I am not confident. I know that 
a letter was drafted either at or pursuant to that meeting which was 
cleared by all the members of the Board. 

Mr. Fiscunacn. Did you confer with any other members of the 
Board at that time? 

Mr. Srecet. I don’t think so. The only one that T conferred with 
was Mr. La Roque at the meeting in Mr. Morison’s office at which 
he was present. That is my best recollection. 

Mr. Fiscupacn. Who else was present at that meeting ? 

Mr. Srecet. Mr. Morison, Mr. Clapp, Mr. Bishop, the San Francisco 
Bank counsel, Mr. Angell. I believe Ronald Walker. I am_ not 
certain about that. I think that is all. 

Mr. Fiscusacn. Were any counsel of the Home Loan Bank Board 
present ¢ 
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Mr. Stecet. I believe so. I am not sure which one. 

Mr. Fiscupacn. Give us your best recollection. 

Mr. Stecen. Either Mr. Heisler or Mr. McKenna. Possibly both. 
I am not certain. 

Mr. Fiscupacu. Did you prepare any memorandum of that con- 
ference ? 

Mr. Stecer. Not that I know of, no. The letter that was sent con- 
stitutes the memorandum of that conference, I believe. 

Mr. Fiscunacn. We know about the letter that was sent. I am in- 
quiring about whether there was any memorandum prepared either 
at the conference with Mr. Morison or the conference with Mr. La 
Roque or the conference with counsel who represented the Home Loan 
Bank Board. 

Mr. Stree. I can’t recall, Mr. Fischbach. You would have to ask 
the Department of Justice who have possession of all the files there 
are as to what they contain. 

Mr. Fiscupacn. But you do not remember whether any such memo- 
randa were prepared ? 

Mr. Stecext. No. 

Mr. Fiscupacu. Mr. MacGuineas, was there any such memorandum 
prepared ¢ 

Mr. MacGuineas. Yes, a memorandum of that conference was dic- 
tated by Assistant Attorney General Graham Morison. 

Mr. Fiscusacw. Do you know the date of that memorandum ? 

Mr. MacGurineas. March 15, 1949, is my best recollection of it. 

Mr. Fiscupacn. Is that memorandum in the prohibited category, 
Mr. MacGuineas ? 

Mr. McKenna. It was Good Friday, 1949, because I remember I 
couldn’t go to service that afternoon. 

Mr. MacGurneas. He thinks it was April 1949, and I am inclined 
to agree that is the date. 

Mr. Fiscupacn. Is that memorandum in the prohibited category or 
may it be submitted to this subcommittee ¢ 

Mr. MacGurneas. That has been determined by Mr. Ford to be a 
confidential memorandum of the Department. 

Mr. Fiscupacu. Did you participate in the preparation of any 
memorandum with Mr. Morison ? 

Mr. Smrcen. Are you speaking of this specific memorandum ? 

Mr. Fiscnpacn. Yes. 

Mr. Stecen. I just don’t recall the memorandum. 

Mr. Fiscupacn. And hearing from Mr. MacGuineas and from Mr. 
McKenna that there was such a memorandum, that it was declared to 
be confidential, does not refresh your recollection on the subject at all? 

Mr. Stecer. I take his word for it there is such a memorandum, and 
I assume that since I was working on the case, that if a memorandum 
was prepared, I would be present when it was prepared or prepare 
an initial draft. 

In this case it is quite possible, when I think about it, that memo- 
randum was prepared right at the meeting, in which case it would 
be dictated by Mr. Morison in the presence and with the cooperation 
ofall present. Iam just not sure about the memorandum. After all, 
it has been some time and I haven’t examined the files. 
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Mr. Fiscunacu. How many times, Mr. Siegel, have you had occa- 
sion to reach a conclusion such as you express with regard to a stipula- 
tion made by a United States attorney ? 

Mr. Stecex. This is the only occasion that I ever reached such a con- 
clusion. It is the only case in my experience where such stipulation 
was ever made. 

Mr. Fiscupacu. In light of that, I would take it, it made a strong 
impression on your mind ? 

Mr. Stecet. That particular stipulation, yes. The general import 
of it, yes. 

Mr. Fiscnpacu. And did you not regard as very important what 
action was taken thereafter ? 

Mr. Srecev. Certainly. I know the action was we refused to go 
ahead with the negotiations except on the terms set forth in that 
letter. 

Now the details of that letter I don’t recall, and I would like to 
look at it before I testify to its contents, but I think my best recollec- 
tion is that we insisted as a condition of the further negotiations that 
there be incorporated as a 

Mr. Fiscupacu. Mr. Siegel, I will be very happy to place before 
you a copy of the letter so you need not speculate about it, but we 
haven't yet reached that point in your examination. 

Coming back for a moment to the memorandum, is it your present 
recollection now that you did participate either by being present or 
by assisting in the preparation thereof of 

Mr. Srecet. My best recollection is that Mr. Morison prepared that 
memorandum at the meeting and I was present and all the persons 
I mentioned were present. I did not recall until it was mentioned 
that there was such a memorandum—that we had actually prepared 
one. 

My recollection was that the results of the conference were set forth 
in that letter, and while I cannot recall the contents of the memo, I 
should be certain that there is nothing in conflict between the memo- 
randum and the letter. I am positive of that. 

Mr. Fiscupeacu. I am not suggesting that there is. 

Mr. Siegel, I would like to inquire at this point whether Mr. Angell 
was present at the time that the memorandum was—— 

Mr. Stecen. Yes, he was; Mr. Bishop also. I don’t believe any 
other counsel for the San Francisco bank. 

Mr. Fiscupacu. How come they were present ? 

Mr. Siecen. Because it had to do with the compromise negotiations 
to which the San Francisco bank was a party. 

Mr. Fiscupacu. The stipulation that was signed by Jim Carter as 
United States attorney and by other counsel in the matter reached 
your desk when ? 

Mr. Srecex. I can’t give the date. It was some time after the date 
of the stipulation and after some court action had been taken upon it. 
In other words, after it was possible for the Department of Justice 
to issue any instructions to the United States attorney advising 
against signing the stipulation. 

Mr. Carter did not act improperly in that respect. He understood 
that the matter had been cleared in Washington and assumed that 
the Bank Board would have cleared with the Department of Justice. 
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They did not, in fact, but he assumed that, and he quite properly went 
shead on that clearance, but we did not have an opportunity to instruct 
him or express any views before court action was taken. 

Mr. Fiscuspacn. When the stipulation reached your desk, did you 
send for Mr. Angell or was he there of his own volition ? 

Mr. Siecen. 1 believe that request was made for participation of 
all the representatives of all the interested parties at the conference 
{o be held, and both Mr. Bishop and Mr. Angell came to the meeting 
at Washington on invitation, but I had not met either one of them 
before—knew nothing about them. 

Mr. Fiscuracn. Had you talked to Mr. Angell before? 

Mr. Srecet. No. 

Mr. Fiscupacn. Didn’t you say a few minutes ago—did Mr. Angell 
differ with the views that you expressed ? 

Mr. Srecet. As to this stipulation ? 

Mr. Fiscupacn. Yes. 

Mr. Srecet. Oh, no. 

Mr. Fiscupacn. Did Mr. Bishop differ? 

Mr. Srecex. Yes. 

Mr. Fiscusacu. What did Mr. Bishop say? 

Mr. Srecei. He thought that the stipulation having been made, we 
shouldn’t do anything to go back on it. 

Mr. Fiscnpacu. You did not agree with that ? 

Mr. Srecet. I did not. 

Mr. Fiscupacn. I take it you were aware of the fact that the stipu- 
lation had been approved by the court ? 

Mr. Steceu. I was. 

Mr. Fiscupacu. Was consideration given at that conference to 
formulating a petition to the court requesting withdrawal of the 
stipulation ¢ 

Mr. Steceu. I can’t say when that matter was first broached, but I 
think quite possibly it was that unless the terms of the letter were 
met by the opposing counsel, we would move to vacate the stipulation 
and enter an order pursuant thereto. Certainly that decision was 
reached promptly thereafter. 

Mr. Fiscusacn. What did Mr. Angell say about Mr. Bishop’s posi- 
tion in the matter ? 

Mr. Srecet. He disagreed with him. Exactly what he said, I 
can’t recall. 

Mr. Fiscurnacnu. Had Mr. Angell been satisfied with that stipulation 
before the conference? 

Mr. Srecet. I am unable to say. I am of the impression that he 
probably was not, but went along because Harold Holmes was in 
charge of the litigation for the San Francisco bank—or for the nego- 
tiations, at any rate—and he considered that if Holmes wanted it, 
he would go along. That is my understanding, but he would have 
to speak for himself about that. 

Mr. Fiscupacnu. Is that the understanding you have, based upon Mr. 
Angell’s statements to you? 

Mr. Srecev. That is right. That is my recollection of his state- 
ments to me, but I don’t want to substitute my testimony for his on 
that point. That is my best recollection of what he said about it. 

Mr. Fiscupacn. All we want is your testimony. 
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Mr. Srecet. That is my recollection of what he said about it. 

Mr. Fiscunacnu. Mr. Siegel, did you talk to Mr. Adams of the 
Board ¢ ° 

Mr. Srecet. At that time? 

Mr. Fiscupacu. Yes. 

Mr. Siecev. I don’t think so. I talked to—Mr. La Roque came 
over as a representative of the Board, and the letter that was sent out 
was cleared with all the members of the Board, but I don’t recall that 
I had ever met Mr. Adams at that time. 

Mr. Fiscusacu. Did you talk with Mr. Divers? 

Mr. Srecev. I can’t recall that, either. I don’t think so, but it is 
possible. I talked with Mr. Heisler, the general counsel. That would 
be the natural source for me to go to as one lawyer to another. | 
talked with Mr. Heisler. He may have talked with the Board mem- 
bers. I don’t think I did. 

Mr. Fiscusacu. What did you say to Mr. Heisler? 

Mr. Srecet. I told him exactly what I told you. 

Mr. Fiscusacu. What did he say to you? 

Mr. Srece.. He said he would think about it. If that was the De- 
partment’s view, they would go along. He told me that later. When 
I first mentioned the matter to him, he said he would have to take it 
up with the Board members. 

Mr. Fiscunacu. I would like to place before you what purports 
to be a copy of the stipulation contained in volume 13 of the record 
on appeal in the United States Court of Appeals for the Ninth Cir- 
cuit in Fahey v. Mallonee, and the Federal Home Loan Bank of San 
Francisco v. The Federal Home Loan Bank of Los Angeles, pages 
6381 to 6390, and ask you if that is the stipulation to which you have 
referred in your testimony. 

Mr. Sircer. Yes, I believe it is. 

Mr. Fiscusacu. When it reached your desk, Mr. Siegel, did it bear 
the approval of Judge Hall, dated March 22, 1949 ? 

Mr. Siecen. I can’t recall that. My recollection was that it bore 
the signature of counsel. I am not sure whether it bore the signature 
of the court at that time or not, but I did know or came to know that 
the judge had approved it before the Department took any action 
with respect to it. I am quite sure that I knew it because it came to 
my attention after the date which it bears. 

Mr. Fiscnpacu. When, in relation to the council that you had with 
Mr. La Roque, Mr. Angell, Mr. Bishop, and other counsel, did you 
communicate your views to Jim Carter, the United States attorney / 

Mr. Strce,. There were telephone calls with Mr. Carter. I can't 
recall whether they preceded this letter or came after. My best rec- 
ollection is that it came after. 

In other words, we sent a communication to California. There 
were protests by counsel for Long Beach and I think Mr. Carter 
called to inquire. Now whether that call was with me or with Mr. 
Morison and me I can’t say. 

Mr. Fiscusacu. Did you make any memoranda of those telephone 
conversations with the United States attorney ? 

Mr. Sincet. Again I can’t recall. 

Mr. Fiscupacn. Do you know, Mr. MacGuineas, whether such 
memoranda were made? 
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Mr. MacGuineas. I have no recollection of having seen any such 
from my recent examinations of the files covering this period of the 
case. 

Mr. Fiscubacu. What did you tell the United States attorney about 
the stipulation ? 

Mr. Siecet. I expressed my views that such a stipulation was im- 
proper for the reasons that I have stated to you. 

Mr. Fiscunacn. What did he say to-you about it ? 

Mr. Stece.. He stated it had been cleared in Washington and he 
was put in an embarrassing position if he had to go back on the stipu- 
lation now, with which I agreed; it certainly was,an embarrassing 
position for him. 

He had signed it on the understanding it had been cleared in Wash- 
ington. He was now being told that the Department of Justice did 
not approve it. That was an unfair position to put him in. He had 
acted on the assumption, as he did, that it had been cleared by the De- 
partment of Justice. 

That assumption, as it happened, was not founded in fact, but he 
had acted in good faith, and now he was in the position where we 
might repudiate the action he had taken and, like any lawyer, he felt 
very badly about it. I quite understood his position. 

Mr. Fiscupacnu. Did he tell you anything else about his position in 
connection with the stipulation ? 

Mr. Stecen. Not that I recall. There may have been more, but I 
can’t recall right now. With respect to the matter of one of the pro- 
visions in that letter as to dismissal with prejudice, I think he made 
a point that there was a lot of talk out there that we could not clear 
title if we did not have a court judgment of the kind proposed in the 
stipulation according to the terms that were then sais negotiation. 

Mr. Fiscuspaciu. You did not agree with him on that, though; did 
you? 

Mr. Strcer. I did not, no; and do not now. 

Mr. Fiscusacnu.’ When you were counsel was it for the TVA ? 

Mr. Srecev. Yes. 

Mr. Fiscunacu. And later on I presume you had opportunity to give 
careful and detailed consideration to the land-title laws of California ? 

Mr. Siegen. No, I never gave any consideration to land-title laws 
of California, but I did give consideration as to the effectiveness of 
the decrees that had theretofore been entered by the court. 

I had some opinion about that and thought that no such decree, no 
decree such as they proposed, was necessary to protect titles. If you 
want me to go into my views about that, I would be perfectly glad to 
do so. 

Mr. Fiscusacn. I am interested in what your qualifications were as 
a foundation for your views. What did you know about the laws of 
California ? 

Mr. Steger. My views are based solely upon the effectiveness of the 
prior decrees entered by the court in the intervention proceedings, 
and on that I think I had sufficient experience to express an opinion. 

Mr. Fiscupacu. Was it your view that the court’s decrees on the 
intervention proceedings were effective to clarify the title questions? 

Mr. Stecet. My conclusion with respect to that is that they were 
final decrees, and separable from the main controversy, and since they 
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were final decrees and had never been appealed from, there wasi’t 
any question as to their validity. Of course, they had—— 

Mr. Fiscupacu. Was it your view, Mr. Siegel, that the court had 
jurisdiction to make such decrees on the intervention ¢ 

Mr. Stecev. They had jurisdiction of the parties who were there ani 
all the persons who were involved were persons subject to the juris- 
diction of the court. 

Mr. Fiscurnacn. Was it your view that Mr. Ammann as conservator 
was one of those persons ? 

Mr. Srecet. He was here, and no one has ever questioned that he 
was personally served. 

Mr. Fiscusacn. Was it your view that in relation to those inter- 
vention proceedings the Home Loan Bank Board was an indis- 
pensable party ¢ 

Mr. Srecet. I don’t know, but I had no doubt in my mind that 
the district court had jurisdiction to decide whether they were or 
not and, having entered a decree that they were not, that decree if 
not appealed from was final in that aspect of the case. There was 
no doubt about that in my mind then, and there is none now. 

Mr. Fiscusacn. And you were of the opinion contrary to the 
opinion of the United States attorney for southern California that 
it was not necessary for a decree of the court to be made in connec- 
tion with the titles involved in the litigation ? 

Mr. Srecet. I wouldn’t say that Mr. Carter ever took the position 
that such a decree was essential. He appreciated the position taken 
by the other side on that point, and was not prepared to make an 
issue of it as a term of settlement. 

Mr. Fiscusacu. But you were; is that correct? 

Mr. Srecet. I won’t say now how far we went. The dispute at 
this particular moment was with respect to the stipulation. Now the 
matter of the form of judgment came up in this way; that came up 
in this fashion: 

The settlement that was proposed at that time, the terms that were 
then under discussion, there was no agreement about it, but the terms 
that were then under discussion had a provision in it, not that the 
officers of the Government would be released but there would be a 
covenant not to sue. 

Now, that was scarcely an absolute release, and we did not think 
that was enough protection. A dismissal with prejudice would be. 
Moreover, that was really Mr. Clapp’s point, not mine; a dismissal 
with prejudice is the customary way in which the Department of 
Justice effects settlements. He was much more familiar with it 
than I because he passes on all compromises and settlements. I would 
only handle those matters in those cases to which I was directly 
assigned. 

Now, that was the general and unvarying practice of the Depart- 
ment of Justice to effect settlement and compromises through dis- 
missals with prejudice. That would have been an effective way to 
get an absolute release. The covenané not to sue definitely was not. 

Mr. Fiscusacu. Do you think Jim Carter, as United States at- 
torney, had any knowledge of what the usual practices and procedures 
of the Department of Justice were? 
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Mr. Srecet. He will have to speak for himself on that. Quite pos- 
sibly he did, but this is a point really primarily in the province of 
Mr. Clapp, not mine. 

Mr. Fiscuzacn. I am interested in the views you expressed to Mr. 
Carter with regard to the title questions. 

Mr. Stecen. I don’t know that we debated that at great length. He 
raised the point. We considered it. It was discussed as a matter of 
fact when we got out to California again. My position was then and 
is now that a final decree entered by the district court, not appealed, 
was conclusive and, of course, those particular decrees had provisions 
in them that they would be without prejudice to a decision on any 
other aspects of the case or as to any other party of the case; but, 
insofar as they affected the particular interveners and their titles, 
there wasn’t any question at all that those were final judgments not 
subject to collateral attack by anybody, not in my opinion at any rate. 

Mr. Fiscunacn. And I take it, Mr. Siegel, that in the course of 
your study of the law, if not in the course of your practice of it, you 
had oceasion to give some consideration to the body of the law as it 
exists with respect to derivatives and representative lawsuits? 

Mr. Srecen. Yes. I don’t hold myself out as an expert on it, but 
we had to go into it in this case for example. 

Mr. Fiscupacu. Was that the first time you had ever come across 
that problem ? 

Mr. Strcet. No. We had the problem, of course, in the case when 
the Tennessee Valley Authority was sued by shareholders of the Ala- 
bama Power Co.; so I had some familiarity with that problem years 
back. 

Mr. Fiscupacu. Had you ever become acquainted with the standard 
doctrine that a representative or derivative action can be disposed of 
only by supervision of the court ? 

Mr, Stecer. I think there is a provision in the rules to that effect, 
Federal rules to that effect. 

Mr. Fiscupacu. You knew that at the time? 

Mr. Stecex. I don’t know whether I had it in mind at the time. I 
know it now, and I am quite sure that that was a familiar provision 
which I probably would have had in mind. We never contemplated, 
of course, that a compromise which would involve the shareholders 
could be entered into unless they got the approval of the court. That 
did not follow, of course, that you had to have a judgment of the court. 
All you had to do was to have an approval. 

If the compromise provided for dismissal with prejudice and the 
court approved as to the representative or shareholders’ action, of 
course, that was perfectly satisfactory. I think that would clearly 
comply with the rules. 

Mr. Fiscusacu. When did this reaction of yours occur with relation 
to April 5, 1949? Do you know what happened on that day? 

Mr. Siecen. The date does not ring a bell, but that date is probably— 
it may be the time in which that stipulation reached my desk. Iam 
not certain. 

Mr. Frscusacn. I think April 5, 1949, is the day that, in pursuance 
of the stipulation approved by the court and signed by all counsel, it 
was put into effect by a hearing of the court and the allowance of 
counsel fees. 
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Mr. Stecer. That may very well be correct. I will accept your 
word for that. 

Mr. Fiscunacu. At the time that you had this reaction that the 
stipulation was a shocking thing, did you know how much had been 
awarded by the court in counsel fees? 

_Mr. Stecen. I may have, but that wasn’t the basis of my objec- 
tion to it. 

Mr, Fiscubacu. Was it the basis of anybody’s objection to it? 

Mr. Sircex. I think there was, of course, a reaction to the amount, 
The amount was very large, but the objection to a large award was 
that it was a large award without an adversary proceeding. Hence, 
no basis for determining whether so large an allowance of attorneys’ 
fees was really predicated on any justification in fact. That is all. 

Mr. Fiscnpacu. Then | take it that element, the attorneys’ fees 
having already been awarded, was present at the time that this stipu- 
lation reached your desk, and you had this reaction of great shock 
to it? 

Mr. Stearn. Quite possibly ; yes. 

Mr. Fiscupacu. Now think about it. That is very important. 

Mr. Siecen. I assume that it was. I am willing to assume for all 
purposes that it was. 

Mr, Fiscusacu. I am not willing to assume it. I want to know 
what the facts are. 

Mr. Strcen. That is my best recollection, Mr. Fischbach. 

Mr. Fiscusacu. What if anything did you say to Mr. La Roque 
about the attorneys’ fees? 

Mr. Stecer. I said they were very large and that here was a very 
huge award which had been entered without adversary proceedings, 
and there could be no justification for it. 

Mr. Fiscusacu. What experience did you have in evaluating coun- 
sel fees ? 

Mr. Stecen. Very limited, but my judgment in this particular case 
was not based upon the value of the attorneys’ fees. We had no basis 
for evaluating. All we had was—— 

Mr. Fiscusacu. Then how did you know whether they were large 
or small ? 

Mr. Srecer. All we had was an award large in the sum of money, 
and we had no way of determining whether or not it was a fair evalua- 
tion of this service because we had no adversary proceedings. That 
Was my sole position. 

To my mind, half a million dollars is a very large sum of money at 
any time, and before such a sum should be paid out of the funds of 
the association—it wasn’t quite half but it was almost half of the 
surplus and reserves of that association—and before any sum should 
be awarded it should be after an adversary determination as to what 
the fair value of the services were. 

I went over the facts that were before me to ascertain as much as I 
could about it, but there was no possible way for me to arrive at a 
figure as to what they were worth. All T knew was that a large sum 
of money had been awarded without an adversary proceeding. 

Mr. Fiscabnacn. Didn’t you know that there were proceedings in 
open court in determination of the amount ? 


154U INVESTIGATION OF HOME LOAN BANK BOARD 


Die. TWreactern scar bia Di ne oe SE Pr a a Be 





INVESTIGATION OF HOME LOAN BANK BOARD 1369 


Mr. Srece.. Certainly I did, but that was testimony without any 
cross-examination pursuant to stipulation and, moreover, based upon 
hypotheses put by counsel which would certainly, under cross-exam- 
ination, have been open to attack in many respects. 

Mr. Fiscusacn. Did you criticize the United States attorney for 
not cross-examining ? 

Mr. Stece.. Of course not. The stipulation precluded him from 
doing so. 

Mr. Fiscupacu. You sat here in Washington in your office and 
reached the conclusion, contrary to a conclusion that had been reached 
by a judge after hearing evidence and hearing the opinions of com- 
petent counsel, and you set your opinion up against that array with 
nothing more than you have indicated as your background to evaluate 
these services ¢ 

Mr. Srecen. I have stated what I acted on, Mr. Fischbach. The 
judge acted on ex parte evidence without cross-examination, a very 
unusual procedure in my judgment. I may add, this is not the first 
time that I have ever concluded that a district court has committed 
error and that there was ground for taking exception to his ruling. 

Mr. Fiscusacn. Why didn’t you pursue that procedure? 

Mr. Stecet. There was no possibility of appealing. After you had 
stipulated you had to move to set it aside, and we did very definitely 
conclude to do so, Certainly we had that in mind if the satisfactory 
disposition of the matter were not reached. 

Mr. Fiscupacn. What ground did you agree amongst yourselves you 
would urge to set aside that stipulation ? 

Mr. Stecer. I can’t recall what we agreed upon. The best of my 
recollection is that we would move to set it aside upon the ground that 
the Home Loan Bank Board or supervisory agent had no power to 
stipulate it would not exercise its supervisory authority by turning its 
back in a proceeding of this kind. 

It had an interest and it had agreed not to exercise it by stipulation. 
I thought that was suflicient grounds to set aside the stipulation. 

Mr. Fiscunacn. Did the Home Loan Bank Board feel that it had a 
supervisory function with regard to counsel fees that were going to be 
allowed by a court ? 

Mr. Srecev. It had a sufficient interest to make its views known to 
the court in a proper adversary proceeding, certainly. They did not 
have the power, never claimed the power, to fix them in such a pro- 
ceeding, but had sufficient interest to present their views as a party to 
the litigation. 

Mr. Fiscupacn. Those views had been presented, had they not, by 
Mr. McKenna? 

Mr. Sircen. A stipulation had been entered into which was a stipu- 
lation not to present its views. 

Mr. Fiscupacu. When the United States attorney entered into that 
stipulation, he did it with the full knowledge of Mr. McKenna; did 
he not ? 

Mr. Srecet. Certainly. Mr. McKenna entered into it. Nobody, 
however, had any knowledge then of what the award would be, but 
they agreed not to contest the value of the services as a term of the 
settlement. Now, that is all that happened. 
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Mr. Fiscupacu. Mr. McKenna, did Mr. Carter and Miss Martin, 
Miss Arline Martin, assistant United States attorney out there, enter 
into the stipulation of March 22, 1949, with your full knowledge? 

Mr. McKenna. Miss Martin did. I don’t think Mr. Carter knew it 
was entered into, but Miss Martin did because Miss Martin delayed 
signing it at my request until I sent a telegram to Washington. 

Mr. Fiscurnacu. You sent the telegram to Washington; did you’? 

Mr. McKenna. That is correct, but I understand it did not get to 
the Department of Justice. 

Mr. Fiscursacu. And the Board raised no objection; did they? 

Mr. McKenna. That is true; but, if you want the background of 
that, I can give it to you. 

Mr. Fiscupacu. We will come to that. I just wanted to clarify that 
point right now. 

Mr. McKenna. What you are dragging out now is not a full picture 
or even a clear picture of what happened. 

Mr. Fiscupacu. We will Sause it in your testimony then. 

Mr. McKenna. Very well. 

Mr. Fiscuspacu. Prior to April of 1949, had you ever had occasion 
to give testimony as to the value of any lawyers’ services, Mr. Siegel ? 

Mr. Sircet. None whatever. I based no judgment at that time on 
the value of the services rendered here. 

Mr. Fiscusacu. You just thought it was too high? 

Mr. Stecent. No. I took the position that it was a large figure. No 
one can dispute that, and that no such large award should be made 
except in an adversary proceeding. I was in no position to evaluate 
the services. 

On what was before me, I had absolutely no basis whatever on 
which I could justify or determine whether a figure of a half a million 
was justified. It may very well be that in an adversary proceeding 
some court might reach that conclusion; but, if it did, it would hav 
been based upon cross-examination and evidence of the kind that tin 
courts deem trustworthy. 

This kind of ex parte evidence, based upon hypothetical answers 
to hypothetical questions not cross-examined or challenged, provides 
in my opinion no possible lead to the truth; that is all. I don’t chal- 
lenge the figure of $500,000. I have no basis on which to evaluate 
it. I only say that figure is a substantial figure and should not be 
awarded without adversary proceedings; that is all. 

Mr. Fiscupacu. Did you reach the conclusion that the evidence 
presented to the court was in any wise untruthful. 

Mr. Srece.. No; I had no basis for evaluating that evidence. 

Mr. Fiscunacu. You had before you a transcript of the proceed- 
ings before Judge Hall that resulted in the decision of April 5? 

Mr. Stecen. My recollection now is that I did not have and that my 
basis for judgment was not based upon the testimony given before 
the judge, except as generally reported to me, there were a couple of 
expert witnesses, but the point was they were not subject to cross- 
examination at the hearing. That was all. It was enough to lead 
me to believe that such evidence could not be taken at face value. 

Mr. Fiscupacu. Now did you convey that view to the United States 
attorney ? 

Mr. Siecev. IT am certain I did sometime or another. 

Mr. Fiscusacn. What did he say to you about it? 
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Mr. Steeev. My discussion with Jim Carter with respect to the 
value of the services took place in California, not over the telephone 
in Washington. Mr. Ford and I got out there. 

We did talk about that matter and Jim pointed out the prevailing 
per diem fees in California and that if you added up the hours that 
they would come close to justifying this figure if you gave them, if 
you took into account all the time claim, but of course, if you were 
going to go into that you would have to go into the whole question 
of not pale how much time was put in, who put it in and in what 
connection, but also what had been gained by the litigation. 

Mr. Fiscupacu. What was your salary rate at the Department of 
Justice at that time? 

Mr. Sreceu. At that time around ten thousand a year, I believe. 

Mr. Fiscusacu. That was for full time? 

Mr. SineeL. That is right. I would definitely not suggest that Mr. 
Chapman be limited to such a modest fee. My only point was that 
before they evaluated his service, there should be adversary proceed- 
ings to determine their true worth, that is all. 

Mr. Fiscusacu. Is it true that after your conference here with Mr. 
Angell and Mr. La Roque and other counsel, either of the Department 
of Justice or of the Home Loan Bank Board, that a letter was prepared 
and forwarded to the United States attorney with instructions that he 
sign the letter and send it out 

Mr. Siecet. Such a letter was sent. I should like to state that that 
conference was not a conference between me and Mr. Angell. It was 
a conference held by Mr. Morison in his office at which others, includ- 
ing myself and Mr. Angell and Mr. La Roque, attended. 

Mr. Fiscupacu. I so understand, and I think the record so reflects. 
Who prepared the letter that was sent to Jim Carter with instructions 
that he send it out? 

Mr. Stecen. My best recollection was that that letter was actually 
prepared at that meeting or at any rate that the letter, if there was a 
memorandum as is now testified, is in substance an embodiment of 
the memorandum. At any rate, the essential features of it were agreed 
upon at that meeting, as I recall. 

Mr. Fiscuracu. | am going to place before you from volume 14 
of the same record on appeal, what purports to be a copy of the letter. 
I show you pages 6551 and 6552 and ask you to read them and ask you 
if you can identify that document as the one to which you referred. 

Mr. Steceu. I believe it is; yes. 

Mr. Fiscusacu. I now direct your attention to the statement that 
“conferences have been held in Washington, D. C., re the proposed 
order on attorneys’ fees, stipulation and proposed settlement in the 
above case between certain members of the Home Loan Bank Board 
and representatives of the Department of Justice.” 

To whom did you make se 2 ae as “certain members of the Home 
Loan Bank Board” other than Mr. La Roque? 

Mr. Strcet. When you say “you” I suppose you mean the Depart- 
ment of Justice. 

Mr.*Fiscupacu. I take it that letter which you identified is the 
letter that was prepared in Washington and sent to Jim Carter with 
instructions that he sign it and send it out? 

_Mr. Srecet. That is right. Well, now, as I stated, at that par- 
ticular conference Mr. La Roque was present. I believe, though I 
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cannot say with certainty, that Mr. Heisler and Mr. McKenna were 
present or one or the other, and I also believe that this letter was 
cleared with all of the members of the Home Loan Bank Board before 
it was sent. What date does it bear? 

Mr. Fiscupacn. April 16, 194. 

Mr. Siecet. I believe it was so cleared. 

Mr. Fiscusacu. Mr. Adams, was this letter cleared with you before 
it was sent? 

Mr. Apams. I don’t recall for certain, but it sounds to me—I haven't 
the letter 
Mr. Ho.rrtecp. The subcommittee will adjourn for 20 minutes, 

Mr. Fiscupacu. May we have the answer to that question ¢ 

Mr. Houirtevp. Yes. 

(Discussion off the record.) 

Mr. Apams. It may have been. I don’t recall. 

Mr. McKenna. I want the record to show that the questioning by 
the subcommittee counsel of Mr. Adams and the answer was after the 
answer to the subcommittee question was insisted upon by subcom- 
mittee counsel, after there was no Congressman present in the room. 

Mr. Fiscusacu. Do you want that read back to you? 

Mr. McKenna. It is all right with me. 

(Short recess taken.) 

Mr. Hottrietp, The subcommittee will be in order. Will the re- 
porter please read the last question that was asked just before the 
recess ¢ 

The record was read by the reporter.) 

Mr. Houirtetp. Mr. Counsel, will you please ask the question again? 

Mr. Fiscusacu. Before doing so, I would like the record to reflect 
the fact that the question was propounded to the witness while the 
chairman was present and as the chairman was leaving the room per- 
mission was requested to have the answer to the pending question in- 
serted in the record. The chairman gave his permission. That there- 
upon Mr. McKenna made an incorrect assertion in that he stated that 
] put a question to the witness while you were not in the room. 

Mr. Honirrevp. Please rephrase the question to the witness and we 
will have the answer. 

Mr. Fisciuracu. Was the letter which I showed you cleared with 
you, Mr. Adams? 

Mr. Apams. It may have been. I don’t recall the letter specifically. 

Mr. Fiscusnacnu. Mr. Adams, do you recall participating in any 
conference at which that letter was discussed prior to the time that it 
was sent ? 

Mr. Apams. I don’t recall. 

Mr. Fiscrmaci. When the letter to which we have referred, Mr. 
Siegel, was transmitted to United States Attorney Carter, did you 
hear from Mr. Carter upon its receipt by him? 

Mr. Stecen. He informed us that the letter had been transmitted. 
What comments he himself made I don’t recall. 

I know that Mr. Chapman and Mr. Westover both protested, and 
it may very well be that Mr. Carter made some comments about it, 
but the only recollection I have of any conversation with Mr. Carter 
are those that took place after Mr. Ford and I went to Los Angeles. 
We did discuss the matter at length there, but I don’t recall what 
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happened before I went to Los Angeles. That was shortly thereafter. 
as I recall. 

Mr. Fiscusacu. Don’t you recall what Mr. Carter :aid to you on 
the long-distance telephone / 

Mr. Stecet. No, I can’t. 

Mr. Fiscupacu. On the receipt of that letter? 

Mr. Stecev. I just can’t, Mr. Fischbach. I know definitely what his 
feelings were at the time we talked in Los Angeles, but I can’t place--- 
it may very well be that the same sentiments were expressed in con- 
versations before I went to Los Angeles, but the only thing that sticks 
in my mind now is what he said when we were out there. 

Mr. Fiscunacni. Tell us what he said to you and to Mr. Ford when 

you got out there. 
* Mr. Sircen. One position he took, of course, was to him the most 
important one, that he, acting through his assistant, had as an officer 
of the court signed the stipulation, and it was most embarrassing to 
him to be put in the position of repudiating it. That was his first 
position, and the one that was most important to him. 

As to the merits, he had no strong views on it one way or another, 
and would undoubtedly have been guided by the Department’s views 
if they had been expressed to him before the stipulation had been 
signed. 

We then did go into the question as to whether or not the attorneys 
fees were excessive in amount, and he pointed out that measured by 
the hours that. were claimed and the prevailing per diem for attorneys 
in Los Angeles, that a case could be made in the amount that actually 
had been awarded, and he went over also various items of the pro- 
posed settlement. 

He had no strong feelings one way or another excepting that his 
feeling was that in view of the turn-back in January 1948 that there 
was no point in litigating this any further, and that no obstacles of 
this kind, therefore, should be put in the way of settlement, but his 
main point, and that was the one that was of primary concern to him, 
was the matter, the position that he had been put in. 

As an officer of the Department of Justice he would have, of course, 
abided by the instructions of the Department had they come before 
the stipulation had been signed, but after they were signed he was 
put in the position of repudiating something he had signed. He did 
not like it and I well understood that. 

Mr. Fiscupacn. Was it a case, Mr. Siegel, of the Department 
changing its position, or was it a case of the Board changing its 
position 4 

Mr. Stecen. Put it this way: 'The Department of Justice had not 
heen consulted about this stipulation, and the knowledge of it did not 
reach the Department of Justice in Washington until after it had 
heen signed and the order of April 5 entered, as I recall. 

The Board, as I understand it, had been contacted or at least the 
officials, some officials in the Home Loan Bank Board contacted by 
Mr. McKenna before the stipulation was signed. Mr. McKenna 
absolutely refused to sign that stipulation until he got clearance 
because he himself would not sign that stipulation on his own 
responsibility. 


> 
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What clearance there was in Home Loan Bank Board I don’t know, 
but the Home Loan Bank Board did not change its mind, except ii 
this sense, that when the Department of Justice learned about it and 
I made my recommendation and Mr. Morison and others concurred 
in it, the Home Loan Bank Board agreed on full consideration that 
we were right and agreed to go along on the action that we had sug- 

ested, notwithstanding the fact that the matter, the stipulation, had 
een entered into with prior clearance by the Board. 

Mr. Fiscuracn. So your position is that the Board did not even 
change its mind ¢ 

Mr. Sineeu. I wouldn’t say that at all. The Board cleared the 
stipulation before. The Department of Justice did not because it 
did not know anything about it. 

When the Department of Justice recommended to them that this 
was an improper procedure, they then agreed with that view. Now 
1 think it altogether possible that at that last-minute clearance they 
never took into account the considerations which we advanced as 
reasons for not agreeing to such a stipulation, and when they were put 
to them, they appreciated their force. Put it that way. The Board 
had-—— 

Mr. Fiscusacu. Were you in the position of calling the Board’s 
attention to the fact that it had a duty to perform ¢ 

Mr. Srraen. As counsel we certainly were in a position to advise 
them and did advise them that the stipulation amounted, in our opin- 
ion, to an abrogation of their statutory duty and that such an action 
could very well put them in a most embarrassing position. 

Mr. Fiscupacu. So, in effect then, you did, as representing the 
Department of Justice, advise the Board on what the Board’s func- 
tion was in connection with its duties under the act ? 

Mr. Srmecen. Mr. Morison and I did, yes; definitely. 

Mr. Fiscusacu. Prior to that time it had had the benefit and advice, 
counsel, presumably of Mr. McKenna and Mr. Heisler in that deal; 
isn’t that true? 

Mr. Srcet. I don’t know the extent of the advice that they had 
before. You will have to ask the Board members about it. 

Mr. Fiscurnacn. Were you aware of the fact that Mr. Heisler was 
advising the Board in connection with the matter ? 

Mr. Srecet. I had had no contact with Mr. Heisler before this 
matter came to my desk. I had seen Mr. McKenna, knew that he 
was in this matter and knew that he had been assigned to the case by 
the Home Loan Bank Board throughout this period. 

Mr. Fiscupacu. Were you under the impression that Mr. Heisler 
and Mr. McKenna were not advising the Board ? 

Mr. Srecer. I had no opinion upon that whatever, and my recom- 
mendation to Mr. Heisler and through him to the Board was not 
based upon that at all. 

I took it upon myself to say to them after the Department of 
Justice—after this conference, took it upon myself to say to the Board 
that in entering upon such a stipulation, the Board had put itself in a 
most embarrassing position. 

Mr. Fiscunacn. Then you know that Mr. La Roque agreed with 
that view? 

Mr. Siecet. I believe that all the Board members, on representation 
by the Department of the grounds for its position, concurred in it. 
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Now let me make this very clear, that the Board was under no duty 
to do so, but it considered the objections which we had pointed out and 
which I have stated to you, and upon consideration of them, concurred. 
J am quite sure that no such considerations were ever suggested to 
them in advance of signing the stipulation. 

Mr. Fiscupacu. You and Mr. Ford went out to Los Angeles; is that 
correct ? 

Mr. Sercet. Yes. 

Mr. Fiscueacn. Did you go together ? 

Mr. Srecez. I don’t think so. Mr. Ford went on some other busi- 
ness and he was going to arrive in Los Angeles and asked, since I had 
some familiarity with the matter, that I should go along and meet 
him there. 

Mr. Fiscuracu. Did you agree before you left Washington on just 
what you would do in Los Angeles ? 

Mr. Stecet. No; I wouldn’t put it that way at all, Mr. Fischbach. 
After all, we were dealing with the situation and we were going to 
do the best we could to salvage it. The matter obviously was not in 
our entire control. 

The stipulation had been signed. We were prepared, if need be, to 
file a motion to vacate it, but we had no guarantee that that motion 
would be granted, so we were not in the position of being able to 
dictate to anybody as to what ought to be done. 

We were trying to salvage the situation as best we could, and we 
also had in mind very definitely that in doing so we wanted to do it 
in a manner which would preserve Mr. Carter’s standing to the best 
of our ability. After all, Mr. Carter was the United States attorney, 
a very distinguished one I may say, a person for whom I had the 
highest regard. 

Mr. Fiscusacnu. Did you know him at all? 

Mr. Srecet. I knew him only through the work of the southern 
California district attorney's office that occasionally came across my 
desk and I was impressed with the fact that that office, together with 
the office of the United States attorney for the southern district 
of New York, were among the best subject to our supervision. 

I believe [ had once casually met Mr. Carter in connection with a 
renegotiation case that I had handled, and I consulted him in Califor- 
nia, but I had a very high regard for that office and for Mr. Carter 
by reason of his performance, not by reason of any personal acquaint- 
ance with him. Still do, I might add. 

Mr. Fiscupacn. Notwithstanding that, you were shocked by the 
stipulation ? 

Mr. Sreceu. Certainly, but I think that Mr. Carter entered into 
the stipulation on the assumption it had been cleared in Washington. 
Iam certain that he did. 

Mr. Fiscusacnu. In preparing the letter that vou forwarded to Mr. 
Carter for his signature and with a request that he transmit it to 
counsel, the statement was made that “there would be no further 
negotiations for settlement entertained or approved by the Board 
unless the settlement could be effectuated as stated above.” 

Mr. Srecev. That letter, may I repeat, was the letter agreed upon 
by the Department and representatives of the Home Loan Bank 
Board. It was not my letter, Mr. Fischbach. I don’t operate at 
sufficiently high level to make decisions of that character without the 
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confirmation of my superiors. I did not within the Department, but 
it certainly had my approval; let there be no mistake about that. 

The terms of the letter, however, were the result of the conference 
and agreement of all the parties present, and I would not say that 
I initiated all of them, though I approved of them. 

Mr. Fiscueacu. Where did the idea originate that there would 
be no further settlement negotiations unless the basis suggested in 
the letter of April 16 was sent to Mr. Carter originally ? 

Mr. Stecet. I can’t say with any confidence, but I am sure it had 
my approval. I can’t say that I recommended that be done, but I am 
sure it had my approval. 

Mr. Fiscupacu. Have you had occasion to refer to the transcript of 
the proceedings that took place before the court when you and Mr. 
Ford were out there? 

Mr. Stecet. Such excerpts of them as appear in the appeal record 
I have glanced at. They weren’t a very material portion of the recor« 
so far as that appeal was concerned, but I have read that whole record 
and at one time or another I went over that portion, yes. 

Mr. Fiscupacn. Do you recall making a statement to the court in 
words or in substance to the effect that the basis upon which the Board 

yas prepared to negotiate was in your possession ? 

Mr. Srecer. No, I don’t recall any such statement at all. TI don’t 
believe I made such a statement, but if you have it in the record I will 
be glad to refresh my recollection. 

I was not in any position to do so, as I recall. I told the court, which 
was the fact, that I hadn’t gone over with the Board members what 
terms they were prepared to agree on. I did discuss it with them after- 

yards, but I was in no position at that time to say what the Board 
was prepared to agree upon, and I don’t know that any terms had been 
decided. 

They may have been. My recollection is not clear. The only sub- 
ject matter in the conference in the Los Angeles matter was the terms 
in which we would proceed with further negotiations, not the terms 
of a proposed settlement at all. That was expressly excluded. 

Mr. Fiscuracnu. You made the statement which appears at page 35 
of the proceedings before the court on April 25, 1949, that you have 
the written confirmation from each member of the Bank Board and 
‘van submit to counsel for the interested parties the terms and condi- 
tions on which negotiations for settlement would continue. To what 
did you refer? 

Mr. Srecen. IT am sure that must be a reference to the terms which 
we had submitted to them. In other words, we had gotten from the 
Board the explicit authorization to submit the terms that we had em- 
bodied in the letter from Mr. Carter to counsel as the basis for further 
negotiations, but let me examine this section to see if I can refresh 
my recollection any further about it. 

T am sure that is what I was referring to. We had the explicit 
confirmation from the Board. Each member of the Board, as I recall, 
concurred in the terms that we had submitted to counsel as the con- 
dition for proceeding with the negotiations. 

Mr. Fiscuracn. Mr. Siegel, the principle, I take it, that you found 
obnoxious and that involved to yorr wav of thinking a surrender 
or an abdication by the Board of the statutory authority was the 
question of determination of counsel fees, is that correct ? 
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Mr. SteceL. Well, I found obnoxious, if you want to use that word— 
I used the word “scandalous.” 

Mr. Fiscusacn. I will adopt it. 

Mr. Srecet. The fixing, entering into a stipulation whereby the 
Board would turn its back while the counsel fees were being fixed in 
a nonadversary proceeding. That is what led me to suggest that the 
stipulation should be departed from, repudiated, or motion be made 
to set it aside if possible. 

Mr. Fiscupacu. What was the net effect of what you did out there? 

Mr. Srecev. One effect of it, of course, was we didn’t get the agree- 
ment on the terms which we had proposed in our letter. Not often 
do you get full agreement on all the terms that you propose in com- 
yromise negotiations, but we did get an agreement that that stipulation 
bs set aside and that only a third of that payment would be allowed 
and that the rest of it be determined if the other side insisted upon 
it, in adversary proceedings. 

In other words, we set aside any agreement that we would agree to 
fixing of fees in a nonadversary proceeding. 

Mr. Fiscupacn. Wasn't it agreed specifically that there would no 
longer be any question of attorneys’ fees in the case? 

Mr. Stece.. I don’t know what you mean by that. They certainly 
were open for a contest in an adversary proceeding. There was spe- 
cifically one of the alternatives advanced by Mr. Ford in California 
as a basis for continued negotiations. That was a departure from 
the letter of April 15 or 16, whatever the date was, and that alternative 
was the one accepted by counsel for the association and the share- 
holders. 

Mr. Fiscupacu. Wasn't it stipulated by Mr. Carter that there be 
adversary proceedings in relation to the attorneys’ fees? 

Mr. Srecex. I think that the understanding was that we would not 
make—that if everything else would be agreed upon, that we would 
not insist upon the fixing of fees as a term of settlement, but would 
leave that to adversary proceedings. Of course, that is very different, 
indeed, from setting them in a nonadversary proceeding. 

Mr. Fiscupacnu. Very well. Now the question of the determination 
of attorneys’ fees was then to be resolved by the court and not by the 
Board, isn’t that true? 

Mr. Stece.. That was one of the proposals submitted, and T think 
it was agreed that we would not insist upon them as a term of settle- 
ment. 

That, of course, did not preclude the parties from discussing, if 
they chose, but they didn’t have to discuss them if they didn’t choose 
to do so, and we wouldn’t iusist upon them at that time as a term of 
settlement. 

Mr. Fiscnmacnu. What happened to the great principle that the 
statutory function of the Board had been abdicated ? 

Mr. Srecen. The Board was in a position then to appear in an 
adversary proceeding and contest any claim for amount of fees. 
There was going to be an adversary proceeding in which we were 
going to have full right to present all possible grounds of objection 
and appeal in addition. 

Mr. Fiscrpacn. Then it was contemplated by the arrangement as 
readjusted by yourself and Mr. Ford that the Board would appear 
and contest any counsel fees in adversary proceedings ? 
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Mr. Stecer. It would have the right to do so, certainly. 

Mr. Fiscusacu. How do you reconcile that with this peragraph of 
the Carter stipulation ? 

Mr. Stecet. Of what stipulation ? . 

Mr. Fiscnzacn. The Carter stipulation. 

Mr. Smecen. What are you referring to, Mr. Fischbach ? 

Mr. Fiscunacnu. I am referring to the stipulation that was signed 
by Judge Carter. 

Mr. Stecex. You mean the stipulation of March 22? 

Mr. Fiscupacnu. That is correct. 

Mr. Stecex. How do I reconcile that? 

Mr. Fiscusacn. With this paragraph. I will read it to you: 

In the event that any attorneys’ fees or expenses, now sought on behalf of 
second parties or any of them, shall at any time, ever be asserted or assesse:j 
against the first parties, or any of them, or against any property now or here- 
after impounded in the within action, in which first parties, or any of them, 
claim an interest, first parties hereby reserve and shall have the right to oppose 
such attorneys’ fees and expenses with respect to the determination of, (a) the 
liability therefor of the first party, (b) the need to first parties for, and (c) 
the reasonableness of the amount of said attorneys’ fees and expenses; such 
opposition, however, to be limited to the extent to which said attorneys’ fees 
and expenses are asserted or assessed against the first parties or any of them 
or said property. 

Mr. Stecet, My recollection is the first parties include the Govern- 
ment officials in the San Francisco bank, is that correct ? 

Mr. Fiscuracn. That is correct. 

Mr. Srecet. The answer to that is that that stipulation was set aside 
as part of the settlement we entered into in Los Angeles when Mr. 
Ford was there. 

Mr. Fiscupacu. How do you reconcile your reaction to the stipu- 
lation with what I have read you and the statement that you have 
made here to the effect that there was no opportunity for any of the 
official defendants to be heard in connection with the assessment of 
counsel fees ? 

Mr. Siecev. That related only to the bank assets, San Francisco 
bank assets. It did not apply at all to a levy against the assets of 
the Long Beach Association, and the point was that the Home Loan 
Bank Board had a er soln e y function with respect to Long Beach 
Association, and by that agreement excluded itself from presenting 
its views to the court in opposition to allowance of fees that would 
be paid out of the Long Beach Association funds. That was the pre- 
cise intent of that provision. 

Mr. Fiscupacn. Was it not the intent of paragraph 6 of that stipu- 
lation that opposition could be presented by parties thereto? 

Mr. Street. What is paragraph 6, Mr. “Fischbach ? 

Mr. Fiscupacu. This stipulation is executed by the undersigned. 

Mr. Stecei. What is paragraph 6? 

Mr. Fiscnpacnu (reading) : 

That this stipulation is executed by the undersigned on condition that no 
opposition of any nature whatsoever, by any person, entity, or corporation 
whatsoever, to said motions and supplemental motions, or any of the same, 
shall be made to the court for consideration, regardless of whether or not such 
opposition, or any part of the same, be by any party to this stipulation or other- 
wise. In the event that any such opposition be so made, said parties making 
said motions and supplemental motions, may, at their option give written notice 
to all other counsel signing this stipulation, that such opposition has been made 
and that this stipulation therefore is of no further force and effect. In the 
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event of such notice, continuances shall be sought from the court by all parties 
to this stipulation for the purpose of enabling the parties, or any of them, to 
this stipulation to present such written and other opposition thereto, if any, 
as they may deem appropriate. Opposition as herein defined shall include 
applications to this or to any other court, appellate or otherwise, concerning the 
subject matter of said fee petitions and motions, supplemental or otherwise, 
or any part of the same, including appeals, writs, or any other process whatsoever, 

This stipulation is entered into by the parties presenting said motions and 
supplemental motions solely to prevent contested hearing of matters upon which 
no contest is expected. If such contests do unexpectedly develop, all parties 
desire that one hearing determine all objections and contests of all opposing 
parties, including parties to this stipulation. 

Mr. Srecex. It is my understanding that related only to the San 
Francisco bank, and it was because opposition was precluded that it 
was thought that we were withdrawing from the stipulation when we 
sought leave to oppose the allowance of attorneys’ isa by moving to 
set aside the stipulation. 

Of course, the stipulation would be pointless on any other assump- 
tion, and I would certainly ascertain that to be the understanding 
before I took any action with respect to it. 

Mr. Fiscusacn. In point of fact, in the letter which was prepared 
by the Department and, with your concurrence and approval, for the 
signature of the United States attorney and its distribution by him 
in accordance with the instructions that were forwarded, was not the 
statement made that “If we cannot reach an agreement on these points, 
that it is the sentiment of the Board that objections should be filed 
to the proposed findings, conclusions, and order on attorneys’ fees, 
and the whole case be litigated to a conclusion by the Board and 
the San Francisco bank”? — 

Mr. Siece.. That statement may have been included, but I am sure 
that as a predicate for it, it was intended to move to set aside the 
stipulation because it was our understanding that we could not make 
any effective objections except to the form of the order in view of the 
stipulation. 

There were objections to the form of the order. Mr. Bishop, for 
example, pointed out that insofar as the order left open the question 
as to who would be assessed, the order was objectionable in form. 

Mr. Fiscnzpacu. Will you read this letter and see if the premise you 
have just stated is indicated therein ? 

Mr. Siecet. It is not stated, but I am sure that is the assumption on 
which we have proceeded. The only objections we could have made 
in view of the stipulation, according to our understanding, were ob- 
jections to form, and the only one of any consequence and the one 
which the San Francisco bank was prepared to file was that the order 
in form did not specifically provide that the fee should be paid out 
of the funds of the Los Angeles bank, but left it open later to the 
district court, if it were so advised, to charge it against the funds of 
the San Francisco bank. 

That was the basic objection to the form of the order and was the 
only one available to the Government defendants. 

Mr. Fiscuspacu. When you formulated this letter in Washington 
and caused it to be sent to the United States attorney in southern 
California for his signature and distribution, did you state that the 
objections that were to be made to the order were solely those that 
would be made to the form of the order? 
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Mr. Srecen. We certainly did not. We made it very clear, when 
we were in Los Angeles, precisely what we intended to do if the stipula- 
tion were not set aside, namely, that we were going to file a motion 
to set aside the stipulation. hat was clear to everybody. We told 
them when we were there. 

Mr. Fiscusacu, In this letter you stated that— 

It was the sentiment of the Board unless agreement could be reached on the 
principles enunciated above, that objections should be filed to the proposed 
findings. 

Now I again ask you, Mr. Siegel, whether the objections that were 
to be filed to the proposed findings were objections to form. 

Mr. Sincen. I can’t tell you what we had in mind at that time, but 
I can tell you when we used that phrase, that the only objections that 
we understood were permissible under the stipulation were objections 
that the order did not conform to the stipulation in that it allowed 
assessment of the award against the funds belonging to the San Fran- 
cisco bank, and that the only move that we had in view of the stipula- 
tion, unless we could reach an agreement in accordance with the terms 
suggested there was a motion to set aside the stipulation, and that, I 
may add—— 

Mr. Fiscupacu. Would the same answer—— 

Mr. Strcet. May I add this, Mr. Fischbach ? 

Mr. Fiscuspacn. Surely. 

Mr. Sixce.. When we got to California we specifically so advised 
counsel for the other side. 

Mr. Fiscupacn. Would your answer be the same if I asked you the 
same question with respect to the word “conclusions,” that “objections 
should be filed to the proposed conclusions and order on attorneys’ 
fees”? 

Mr. Srecev. I can understand, Mr. Fischbach, that you can take ex- 
ception to the meaning of the word “objections,” but I can tell you 
what our intent was, namely, that if we could reach no agreement 
along the line suggested in that letter or some other terms agreeable 
to the parties, we were going to make a motion to set aside the stipu- 
lation, and we so uivised fot only all the counsel for the other side, but 
also the court, and I think that you will find that in our first meeting 
with the court and the counsel, which was shortly after Mr. Ford and 
I arrived in Los Angeles, I think you will find that that was expressly 
stated in a meeting of which there is a transcript, so if there is any 
ambiguity in that letter it was immediately removed by our open 
statement to all the parties and to the court when we arrived in Los 
Angeles. 

Mr. Fiscunacn. Had it been suggested to you before today that 
possibly there was any ambiguity in the letter? 

Mr. Stecev. It never occurred to me that there was. The point 
wasn’t raised with me before, and had not been called to my attention, 
Mr. Fischbach, but I am confident of what the intention of the parties 
was at that time. 

Mr. Fiscuracu. Doesn’t it seem clear from the letter that you 
wrote—and when I say “you,” I mean others in the Department—and 





asked the United States attorney to sign and distribute, that it was 
quite clear that not only the Board but the Department. was in the 
position to object to the court’s findings on the fees and the court’s 
conclusions on the fees ? 
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Mr. Smecen. No: we felt that quite the contrary was true. Other- 
wise there wouldn’t have been any consideration given to a motion to 
set aside the stipulation nor would we have advised the court and 
counsel that that was our intention. 

Mr. Fiscupacu. If you felt that the contrary was quite true, why 
did you put in the letter, the last paragraph thereof—— 

Mr. Srecex. I can’t tell you now, Mr. Fischbach. I can only tell 
you with absolute certainty that we regarded the stipulation as an 
absolute bar to submitting any evidence at that hearing or to contro- 
verting the allowance of attorneys’ fees insofar as those funds are to 
be charged against the funds of the Long Beach Association. 

Now it may have been considered that since the order in terms left 
the question open as to whether those funds, those charges, I mean 
those allowances would be charged against the San Francisco bank, 
that to that extent it was open to contest, but so far as the allowance 
was to be charged against the Long Beach Association, there wasn’t 
any question in our minds whatever that it wasn’t open to us to do so, 

Mr. Fiscunacu. Would you say that this letter expresses that view ? 

Mr. Sirce.. It doesn’t spell it out, but if there was any ambiguity 
upon it, as I say, Mr. Fischbach, we very definitely and a few days 
afterward when we got to Los Angeles told court and counsel that 
that was our intention. 

Mr. Fiscnnacu. Would you say that this letter expressed your view 
at the time it was written / 

Mr. Steger. Why, yes; but you point out now that it is subject to 
a construction that you place upon it that I don’t think was in con- 
formity with our intention. The only possible way I can reconcile 
ihe suggestion you make with the intention of the parties, the Gov- 
ernment representatives, that is, is as I have said to you, namely, that 
the order, the form of the order was such that it left open the question 
whether or not the allowances could be charged to the San Francisco 
bank, 

It was contemplated by the stipulation that if any such charge were 
made, then hearing could be held to the extent of any charge against 
the San Francisco bank. 

Now that may have been in our minds at the time, but we were not 
open, it was not open to us to make any objections insofar as the al- 
lowances were to be charged to the Long Beach Association. I think 
there is no question but that was the intention of the parties and that 
was our understanding as to the effect of the stipulation. 

Mr. Fiscupacu. The basis upon which I understand you persuaded 
the Board to concur in the views that you reached with regard to the 
Carter stipulation was that they were abdicating their statutory su- 
pervisory authority. 

Mr. Srecer. In their failure, in their stipulating not to present their 
views to the court in an adversary proceeding insofar as allowances 
were to be charged against the Long Beach Association under their 
supervision. 

No suggestion was made that, assuming the court had jurisdiction 
authority to allow attorneys’ fees—and that, of course, was a separate 
question, but assuming that they had—that the subject of the fees 
had to be referred to the Board for determination. That wasn’t our 
position. Our position was thet, having supervisory interest, they 
could not abandon that by failing to present their position in court. 
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Mr. Fiscuracu. Was it your intent and the Board’s intent that they 
present their supervisory interest in the matter before the court to the 
court ¢ 

Mr. Srecet. Our position always has been, of course, that the cour 
has no jurisdiction in these proceedings at all. We have argued that 
at length on our appeal, but assuming that it had—and it is a separate 
question—assuming the court had any jurisdiction either to try the 
main action or to hold any subsidiary hearings and make subsidiary 
orders with respect to attorneys’ fees, then, of course, there would be 
no contention that the Board was to fix the fees, but the Board would 
claim that it had sufficient interest as a party to present evidence and 
to cross-examine adverse witnesses, and so on. 

Mr. Fiscusacn. Again I ask you, Mr. Siegel, was it the intendment 
of the Board and your intendment as counsel for the Department of 
Justice that the Board’s supervisory interest in the subject matter of 
counsel fees should be presented before the court ? 

Mr. Stecen. Yes: together with our objections, of course, to the 
jurisdiction of the court in the entire action. 

Mr. Fiscusacn. I take it you were aware at this time in April 
of 





Mr. Smeer. May I qualify that? My objection to the stipulation 
was that they had agreed to turn their backs. I did not, at the time 
that letter was written, have in view that we would reach an agreement 
to submit it to the court in an adversary proceeding. 

That letter contemplated that the fees should be a term of the settle- 
ment, but when we got to Los Angeles, as a part of the negotiations, 
we did submit as an alternative, as one way out of this impasse, that 
there would be at least an adversary proceeding, that at least’ was 
consistent with public policy. 

I don’t find anything dishonorable or scandalous in presenting 
such a matter in an adversary proceeding to the court, and while we 
would have much preferred an agreement whereby attorney’s fees 
were incorporated in the stipulation, in a settlement, if we couldn't 
reach any agreement on that, it was consistent with the public interest 
and not an abdication of the Board’s duty if it would reserve to itself 
the right to fight in an adversary proceeding any claimed attorneys’ 
fees. 

Mr. Fiscupacu. But in all events the Board’s supervisory function 
with relation to the attorneys’ fees was in one form or another to be 
presented to the court. 

Mr. Srecex. In that aspect and subject to our objection that the 
court had exceeded its jurisdiction altogether in taking the action, 
in maintaining the jurisdiction over the main action. Of course, | 
don’t want an implication to be taken from my testimony that I 
thought that at any time the Board’s general supervisory function 
would be a matter for determination exercised by the court, but 
insofar as the attorneys’ fee matter became a legitimate part of an 
action within the jurisdiction of the district court, then, of course, 
the court had power to act, and the only way in which the Board could 
assert its interest would be by appearing as a party in the litigation and 
taking a stand on that issue. 

Mr. Fiscupacn. I take it that in April of 1949 you were aware of 
the existence of so-called charges of mismanagement against the Long 
Beach Federal? 
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Mr. Stecet. In a general way; yes. I hadn’t handled litigation. 
I was only generally aware of it. 

Mr. Fiscupacn. When did you become familiar with the litigation ? 

Mr. Stecev. I began immediately to familiarize myself with litiga- 
tion, but you realize that this stipulation came across my desk as 
one of the first, if not the first, items in my direct responsibility for 
the case. 

Now I had a general familiarity with the case, as I stated before, in 
prior years, as I said, and I would go into Mr. Guggenheim’s office, 
which was across the hall from mine. From time to time I might run 
into Mr. McKenna and Mr. Silverman there in the early stages. 

They were there in the early stages of the litigation quite frequently, 
but I had only a general knowledge of it and such knowledge as I got 
from the opinion of the Supreme Court. I acquainted myself, how- 
ever, as thoroughly as I could with the materials in our files on that 
matter. 

Mr. Fiscupacn. Did you become acquainted with the fact that ap- 
proximately a year before you were assigned to the case, and I take 
it that in April of 1948 that would be while Mr. Guggenheim had 
charge of the case, that some $14,000,000 was deposited in the registry 
of the court ? 

Mr. Srecev. I understand that; yes. 

Mr. Fiscuspacn. You became familiar with that? 

Mr. Srecet. I know the fact; yes. 

Mr. Fiscupacu. And did you upon examination of the files, in ac- 
quainting yourself with the case, become apprised of the fact that 
the Department of Justice had raised no jurisdictional objection to 


the deposit of those funds? 
Mr. Srecet. They raised no objection to that particular—they took 


no formal stand, as I understand, from the files on that particular 
motion. I believe at that time there were some compromise negotia- 
tions and it was felt that the Department did not find it necessary 
to appear formally as party to those proceedings. 

Mr. Fiscupacu. Did you at any time subsequently urge that the 
Department or the Home Loan Bank Board take any action calcu- 
lated to bring about a review of that situation ? 

Mr. Srecet, Well, that issue is involved in the appeal now; yes. 
That, incidentally, comes up because it is a claimed basis for the 
jurisdiction of the district court to act in this case at all. Therefore 
it is an issue which I tried to familiarize myself with as best I could. 

Mr. Fiscunacu. And you think there is still some issue as to whether 
this court has jurisdiction over the funds in the registry of the court ? 

Mr. Srecet. That is an issue that is under consideration by the 
court of appeals. I don’t think I ought to volunteer my opinion about 
it unless the subcommittee directs me. If it does, I will be glad to give 
ny views. 

Mr. Fiscupacn. Mr. Siegel, when you became aware of the fact that 
these funds had apparently been put in the registry of the court pur- 
suant to court order, and that the Department had taken, as you say, 
10 formal position in opposition thereto, did you give consideration 
to the possibility that the court might have jurisdiction over the funds 
that were deposited in the registry of the court and were there for 
a period of about a year from the time that you—— 
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Mr. Strcet. Why, certainly I considered that, Mr. Fischbach; but, 
of course, I concluded that that action was improper and the court 
had no jurisdiction and those funds should not be there. 

Now if you want me to go into, if you direct me to go into the reasons 
for my conclusion, I will be glad to ‘state them, but as they are matters 
which I have argued to the court, I don’t know as it would be proper 
pied me to argue them to the subcommittee now; if it directs me to do 

», I will be el: ad to go forward. 

pe Fiscunacu. We try to conduct these proceedings without 
getting to the point of an impasse with any witness. 

Mr. "Swe EL. I merely take the position that asa lawyer I don’t know 
that it is a proper thing for me to argue a case with the subcommittee. 

Mr. Hoxirm.p. Did you argue your case in public ? 

Mr. Strcer. I argued it before the court, yes, and if you want me to 
discuss it, I will be very glad to do so. 

Mr. Fiscunacu. I don’t see any need for it. 

Mr. Horirievp. I agree with the counsel that it is not necessary for 
you to be directed to answer a question that you have already argued 
in public before the court. If you take the same position——— 

Mr. Srecer. My views are on record in the briefs that we have filed. 
We have taken the position that that impound was an impermissible, 
collateral attack, the court has no jurisdiction, should not have im- 
pounded the funds, should release them and can’t take any jurisdic- 
tion for further proceeding on the basis of it. 

The reason for that view is set forth fully in our briefs, and if you 
want me to go into it, O. K. I will be glad to do so, but I don’t want 
to be put in the position of doing what might be deemed improper, 
for counsel to argue his case to the subcommittee while the matter is 
under consideration by the court of appeals. 

Mr. Houtrretp. Upon what point do you base your reluctance to 
testify on the point which you have already testified on in open court 
in public hearings? 

Mr. Stecet. I don’t know that it is proper for counsel, in a case in 
which he has an interest as counsel, to argue the matter that is now 
being decided by the court. If the subcommittee thinks that that is 
not a proper objection, I would be glad to discuss the matter. 

Mr. Fiscupacn. I see no reason for your being directed to do so, 
and I have so stated to the Chair. 

Mr. Hottrietp. I just want the record to be clear that the subcom- 
mittee has tried to cooperate from an ethical standpoint all along 
with the Department of Justice. We have not insisted on overriding 
any of their decisions as to the executive privilege of certain docu- 
ments, and so forth, but I do not want the seboheanvaaes to be taken ad- 

vantage of unnecessarily. 

Mr. Srecret. No one is seeking to take advantage of you, Mr. Holi- 
field. I said I personally feel, as a lawyer in a case, that I should not 
argue my case to another tribunal, so to speak, while it is under con- 
sider ‘ation by the court of appeals, but if the subcommittee feels other- 
wise and wants me to discuss it, I will do so on the responsibility of the 
subcommittee and not on my responsibility as a lawyer. 
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Mr. Howirrevp. If the subcommittee desires any evidence that has 
already been given in open court, the subcommittee will take that re- 
sponsibility, without any legislation. 

Mr. Srecev. That is quite all right. Then I will be glad to answer 
any question in that connection. 

Mr. Fiscusacu. Did you discuss with members of the Board the 
question of its exercise of its supervisory function in connection with 
the so-called charges of mismanagement then pending in April of 
1949 against Long Beach Federal ¢ 

Mr. Stecet. Did I discuss that with them at any time? 

Mr. Fiscupacu. At that time. 

Mr. Stece,. You mean at the time this letter was written ? 

Mr. Fiscupacnu. Yes. 

Mr. Stecer. No. 

Mr. Fiscupacu. Did you discuss it at a later time when the sub- 
ject matter of your visit to Los Angeles in relation to the Carter 
stipulation was still before the court ? 

Mr. Strecex. I don’t quite follow you, “still before the court,” Mr. 
Fischbach. 

Mr. Fiscupacu. Perhaps this will help you. There came a time 
when following your visit to Los Angeles, there was transmitted to 
counsel for Long Beach Federal a communication signed by Peyton 
Ford which embodied the language of a proposed release of matter 
then in dispute between Long Beach Federal and the Home Loan 
Bank Board. 

Mr. Siecen. You would have to show it to me to refresh my recol- 
lection. Are you referring now to a letter which was sent by Peyton 
Ford while in Los Angeles to counsel for Long Beach and its share- 
holders ? 

Mr. Fiscnsacu. No; I am referring to a Jetter which was sent by 
Peyton Ford from Washington after your joint visit to Los Angeles. 

Mr. Srecev. I don’t recall the letter. Will you show it to me so 
that I can refresh my recollection ¢ 

Mr. Fiscupacn. Surely. I would like to make a correction of a 
statement that I made on the record here a few minutes ago. It 
appears the letter to which J refer is one that was signed by Peyton 
Ford and sent to Mr. Chapman while he, Peyton Ford, was at Los 
Angeles, and it appears to be dated April 28, 1949. 

It was transmitted in an envelope which appears to have been post- 
marked April 29, 1949. Please refer to the letter and to the annexure 
mentioned therein. 

Mr. Srece. Is this annexure a complete annex to the letter? 

Mr. Fiscuracu. I understand it to be. 

Mr. Stece.. I have a general recollection that such a proposal was 
submitted, yes. ; 

Mr. Fiscupacu. I would like marked in evidence the letter referred 
to as the letter of Peyton Ford of April 28, 1949, to Mr. Chapman 
and the document referred to therein entitled “Proposed Substitute 
for Dismissal with Prejudice.” Let that be marked as a Department 
of Justice exhibit. 
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(The document above referred to was marked “Department of 
Justice Exhibit No. 3,” and is as follows :) 


DEPARTMENT OF JUSTICE ExuHtisit No. 3 


UNITED STATES DEPARTMENT OF JUSTICE, 
SouTHERN District OF CALIFORNIA, 
Los Angeles, April 28, 1949. 
Re: Paul Mallonee et al. v. John H. Fahey et al.; No. 5421-PH civil and consoli- 
dated case; No. 5678-PH civil. 
CHARLES K. CHAPMAN, Esq., 
Attorney at Law, 
Ocean Center Building, Long Beach 2, Calif. 

Dear Mr, CHAPMAN: I am enclosing some suggested language concerning our 
discussion of the solution with reference to our previously stated condition of 
a dismissal with prejudice. 

In view of the fact that we are faced with a deadline of Monday, I would ap- 
preciate your reaction immediately. 

Yours very truly, 
PreyYTON Forp, 
The Assistant to the Attorney General. 

P. S.—It is understood that the attached is a formula for a general release to 
be executed after a settlement has been reached and is not intended to cover 
disputed claims otherwise specifically covered in the settlement. 


PROPOSED SUBSTITUTE FOR DISMISSAL WITH PREJUDICE 


The official defendants propose to separate and distinguish between the official 
defendants and other defendants. As to the latter, the Government raises no 
question as to the form of release, if any, Whether conditional or absolute. As to 
the so-called official defendants we propose the following language: 

“The plaintiffs, third-party complainants, and cross-complainants do hereby 
release the official defendants absolutely from all liabilities on account of any 
claim or demand or matter, directly or indirectly involved or arising out of, 
or in any way connected or related to this litigation or any of the pleadings 
therein. The official defendants, to the full extent authorized by law, hereby 
release the plaintiffs, third-party complainants, and cross-complainants from all 
liabilities on account of any claim or demand or matter, directly or indirectly 
involved or arising out of, or in any way connected or related to this litigation 
or any of the pleadings therein, to the extent that such liabilities may arise 
from facts now known to the Home Loan Bank Board.” 

Mr. Srecex. Is that taken from the files of the Department? 

Mr. Fiscuspacu. No, but I would be very happy if Mr. MacGuineas 
will supply us with an official copy. 

Mr. Stecei. That was an open communication. I have no way, of 
course, of verifying the accuracy of that copy, but I recall some such 
thing being sent. I don’t dispute the accuracy of it at all, Mr. Fisch- 
bach. I have no way of determining whether it is or isn’t. 

Mr. Fiscunacu. I will assume it is accurate because it appears to 
be a photographic copy, and I will be very grateful if Mr. Mac- 
Guineas will supply us with an official copy. 

Mr. MacGurneas. ook at 1 robably can ; ars 

Mr. MacGurneas. If I look at it, I probably can tell. That appear 
to be a true copy of copies which are in the Department’s files. 

Mr. Fiscunacu. Could you undertake, Mr. MacGuineas, to supply 
the subcommittee with an official copy of what has been received here 
as Department of Justice Exhibit No. 3? 

Mr. MacGurneas. We wouldn’t have any copies except our file 
copy. 

Mr. Stecen. The original, Mr. MacGuineas means, must be in the 
hands of Mr. Chapman and Mr. Westover. 
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Mr. CuarMan. We will have some photostats made in Los Angeles 
and have them sent here. 

Mr. Fiscunacu. Now with respect to the subject matter of the letter 
which was sent by Mr. Ford and the document it transmitted, having 
seen it, is your recollection refreshed as to whether or not there was 
any discussion with the members of the Board relative to the disposi- 
tion to be made of the charges then pending against Long Beach 
Federal ? 

Mr. Stecet. Would you show me that again, Mr. Fischbach ? 

Mr. Fiscunacn. Surely. 

Mr. Strecet. Yes, that was discussed. It was not discussed with the 
Board members, no, and I think you will find that with respect to 
that very subject matter, I stated to the court in an open meeting at 
which all counsel were present, that the matter had not been discussed 
with the Board. 

The point of the matter was, the real point of this form was this, as 
I think I stated before. The form of settlement that had been subject 
to conversations at that time provided not fer a release of any kind 
of the Board members or any of the official defendants, but merely 
a covenant not to sue, which covenant was a contingent one, and would 
not be applicable if anybody, say some minority shareholder like 
Newendorp or Bradley should bring an action against the manage- 
ment of the Long Beach Association. We wanted an absolute release. 

The sub’ect matter of the second sentence—that was strictly a legal 
question which we didn’t take up with the Board. The subject matter 
of the second sentence was a matter which we hadn’t discussed with 
the Board at all. 

I had frankly assumed and so stated to the court when we were 
present in the chambers and counsel were present, that that was 
going to be a term of any settlement if there were a settlement, that 
I specifically had not discussed it with the Board. Any settlement 
and agreement on those terms, however, could take the form of that 
language. That is all we were interested in. 

Mr. Fiscueacnu. Was it the intent, Mr. Siegel, that the administra- 
tive charges and the administrative hearing thereon should survive 
the settlement 4 

Mr. Stecer. I had no knowledge of that matter. I had never dis- 
cussed it with the Board at that time. I did diseuss it with them later 
because I couldn't obviously carry on any negotiation for settlement 
without ascertaining their views about it. 

Mr. Fiscusacnu. When you ascertained their views, what position 
were you advised they had ? 

Mr. Srecen. At that time we reached no conclusion. I mentioned 
to the Board that some very serious matters had been mentioned, and 
I wanted them to understand that if they entered into this settlement 
as proposed, that one of the terms that was now under discussion, 
one of the terms that was then under discussion would include a re- 
lease of that character and they ought to know what they are doing 
and whether they are prepared to give such an understanding without 
a hearing on those charges. 

No conclusion was reached. At that time Mr. Divers took the 
position that Mr. Gregory, over the years, had been raising his price 
for a settlement and the thing to do was to get them to submit their 
offer in writing before we took another step. 


79631—52 89 
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That happened to jibe with the position of the Department of 
Justice in compronise matters generally, so that is where we left it, 
but, of course, that was one of the matters that I had to take up wit) 
the Board, whether they were prepared, had satisfied themselves 
that they could give such a release and no conclusion was reache«| 
on it at that time. 

Mr. Fiscupacnu. Is that the fact according to your recollection / 

Mr. Siecet. Oh, definitely. 

Mr. Fiscuzeacn. No question about it at all / 

Mr. Siecer. That is right, it was discussed but there was no con- 
clusion reached about it, and I do recall this: One of the things 
I called their attention to as a lawyer, I was bound to call their 
attention to it, was whether they could, in exercise of their respon- 
sibility, agree to forego taking action with respect to charges of the 
kind that had been called to my attention as time went on. One of 
them, for example, that one of the large borrowers of the association 
had given Mr. Gregory a home as a consideration for loans. 

Now I didn’t know whether that charge was true or false, but [ 
wanted the Board to be aware that it had a legal responsibility to 
satisfy itself that such charges were unfounded before it agreed to 
such stipulation. Otherwise it would put itself in an indefensible 
position. 

Obviously, if such a stipulation had been entered into and sonie 
critical congressional committee had looked into it thereafter, they 
might very well have asked, “How was it possible for you to ignore 
such charges without having even looked into them?” so I considered 
it my duty as their counsel to advise them what was involved in 
entering into any such stipulation. 

Mr. Fiscunacu. So no conclusion was reached on the subject ? 

Mr. Srecen. At that time. 

Mr. Fiscupacn. Was there a conclusion reached on that subject 
at a later time? 

Mr. Srecen. At a later time, of course, the Board of its own voli- 
tion decided to promulgate order No. 2015, but the things that 
prompted that primarily were the first three items mentioned in that 
particular order. 

The matter which I discussed with them, the original matter which 
I would have any occasion to discuss with them in connection with 
the settlement would be the charges that were made at the time that 
the conservator was appointed and the more definite statement. 

The matters that followed with respect to the insurance and the 
failure to file monthly reports and so on, were not matters connected 
with the settlement at all, and those were the matters which prompted 
the Board to decide that some administrative hearings should be held. 

In that connection they included the matters which were then under 
consideration, because by that time the Board had concluded there 
was no settlement in prospect and, of course, it had always been as- 
sumed, and the whole point of settlement was, it had always been 
assumed if there was no settlement, then the hearings on those charges 
would go forward. 

Nobody had any question about that. The only question was, could 
you enter into a stipulation of that kind without examining those 
charges in one form or another. 

Mr. Fiscupacu. And the matter was left open, you say ? 
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Mr. Stecet. At that.particular point, because the next thing that 
followed was, as I say, Mr. Divers made the suggestion which was 
in conformity with the Department of Justice’s own position in com- 
promise matters generally, that Mr. Gregory ought to take the next 
step and put his proposal in writing because Mr. Divers pointed out 
Mr. Gregory had been upping his price for a settlement over the years 
consistently, and that while they always sought to get some writing 
from us, from the San Francisco bank or from the Government, they 
had never once put anything in writing on their side, so we held a 
conference at a later date to see whether we couldn’t get something 
in writing from them. 

Mr. Fiscopacu. Was there a discussion of that before the court? 

Mr. Stecet. Discussion of what, Mr. Fischbach ¢ 

Mr. Fiscupacn. Was there a discussion of the survival of adminis- 
trative charges before the court ¢ 

Mr, Srrcet. Yes, there was. When Mr. Ford and I were there 
I think I stated that I had assumed that the discussion of settlement 
had proceeded on the assumption that one term of it would be that 
the Board would not pursue the charges as of that date as a term 
of settlement, and I told them right then and there that I had never 
discussed the matter with the Board, but I had just come into the case 
and I assumed that was the basis on which they had been talking 
about settlement. 

Now when we reached an understanding in Los Angeles as to the 
terms on which we could continue with negotiations, of course my 
first task was to go and find out what terms of settlement they were 
willing to agree to. 

Mr. Fiscupacu. I would like to read to you from the transcript 
of the proceedings before the court on April 26, 1949, page 67: 

Mr. Westover. I would like to ask one question. You have raised the thought 
in my mind that I didn’t have, Mr. Siegel. Doesn’t the Board still wish to have 
the power reserved to them after settlement to bring some action administra- 
tively in court or otherwise for things prior to the date of settlement’ 


The transcript shows that you answered as follows: 
Mr. Steger. The Board has made no such suggestion, Mr. Westover, at all. 


Mr. Srecet. Will you read on, Mr. Fischbach, please ? 

Mr. Fiscupacn. Suppose you read on. 

Mr. Sircet. Where were you reading from? 

Mr. Fiscupacu. Page 67. Please point to anything in the tran- 
script of the proceedings before the court which in any way militates 
against that position. 

Mr. Srecex. Ill go on. 


Mr. Westover. I want to be clear on that. 

Mr. Forp. No. 

The Court. The answer is “No.” Mr. Ford speaks with the authority of the 
Department. The answer is “No.” 

Mr. Westover. The only thing I understood, the Board wants to have its hands 
free in everything in futuro from the date of the settlement on. 

Mr. Stece.. I think it only fair to say that the Board has not discussed the 
question which you raised specifically, at least not with me. Have they with you 
Peyton? 

Mr. Forp. In a general way. 

Now that is what I was referring to. We made it very clear that we 
hadn’t discussed that with the Board. This is the first time that the 
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matter came up so far as I was concerned, because I had no part what. 
ever in the negotiations prior to that date. 

I did know in a general way that such a release was contemplated 
as the terms of the settlement then under way, and no one advised me 
that that was then an obstacle to the negotiations, but I had not dis- 
cussed it with the Board at all, and I made that very specifically clear 
to the court. 

Mr. Fiscusacn. Yet a few minutes ago didn’t you testify here that 
the matter was left open ? 

Mr. Srecet. Oh, Mr. Fischbach, I made it perfectly clear to you 
that the matter was left open, undecided, when I returned to Wash- 
ington and took up with the Board what terms it was prepared to 
settle on. 

As you know, Mr. Fischbach, the negotiations in Los Angeles were 
to dispose of certain obstacles that had arisen by reason of the stipu- 
lation, primarily attorney fee stipulation, to further negotiations, and 
of course having entered into an agreement as to the terms on which 
we would continue negotiations in Los Angeles in good faith, I imme- 
diately proceeded to consult with the Board to see on what terms they 
were prepared to settle. 

It was on that oceasion, not while I was in Los Angeles, but there- 
after, that I took up with the Board, as I was in duty bound to do, 
whether or not they had satisfied themselves that they could give such 
a release consistently with their duties, and that at that time the Board 
said it wasn’t prepared to decide that matter or indeed to submit any 
terms to Mr. Gregory at all, because over the years Mr. Gregory’s 
price of settlement had constantly been going up and Mr. Divers 
wanted to see it in writing, that everybody else had been giving some- 
thing in writing over the years and Mr. Gregory had never put any- 
thing in writing. 

Now that happened to have conformed with the Department’s prac- 
tice also. We always insist upon a written proposal from the other 
side if it wanted a compromise first, and then we passed on it. 

That was our procedure, so that being the position of the Board, the 
next step was, as J recall, that counsel for the association and for the 
shareholders were called into Washington for a conference in Mr. 
Ford’s office to see whether they were prepared to make any proposal 
in writing. 

Mr. Fiscupacn. Mr. Siegel, was the matter left open or closed in 
the court? 

Mr. Srecet. As to what? 

Mr. Fiscupacu. As to the matter of administrative hearings. 

Mr. Srecet. Well, the matter 

Mr. Fiscupacnu. On these charges. 

Mr. Srecet. The matter certainly was not closed at that time. We 
did not negotiate any terms of settlement. 

Mr. Fiscunacu. 1 would like to call attention again to that portion 
of the transcript on page 67 which I read to you before and to that 
portion of the transcript on page 68 which you yourself, read, when in 
answer to Mr. Westover’s question you said: 
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Mr. Ford interposed the word “No,” and the court interposed the 
following: 

The answer is “No.” Mr. Ford speaks with the authority of the Department, 
and the answer is “No.” 

Mr. Stecet. Yes; but read what I added later on, Mr. Fischbach. 

Mr. Fiscupacn. Yes; you added later on: 

I think it is only fair to say that the Board has not discussed the question 
which you raised specifically, at least not with me— 

and at that point the record shows you addressed yourself to Mr. Ford 
with this question: “Have they with you, Peyton ?” 

And Mr. Ford answered, “In a general way.” 

Mr. Stecet. Well, I am sure that was so general that there couldn’t 
have been any basis for a statement that the Board would not have 
to consider whether there was any basis of objection to their agreeing 
to such a term. 

I am absolutely certain that the discussions between Mr. Ford and 
the Board were of the most general character as to the terms of the 
settlement, and I will add this to amplify that; that counsel for the 
other side were put on notice to that effect because at a meeting which 
took place in Mr. Carter’s office between Mr. Ford, Mr. Carter, and my- 
self representing the Government, and Mr. Chapman and Mr. West- 
over representing the Long Beach Association, the question was spe- 
cifically raised as to whether, in the event. negotiations went on, we 
would go on with the so-called Portland terms, and Mr. Ford said 
he scarcely ever heard of the Portland terms, he didn’t know anything 
about terms of settlement. 

All he was there for was to see whether an agreement could be 
reached with respect to this obstacle in the negotiations that had 
arisen, and he took no responsibility, I am certain, and so apprised 
counsel, on the occasion that I am referring to, for the terms of set- 
tlement that would be agreed upon, if any, in further negotiations. 
That was made specifically clear at that meeting. 

Mr, Fiscnrnacn. If that be so, explain, if you will, what the mean- 
ing of Mr. Ford’s negative answer was on page 67 and the meaning 
of the court’s observation : 

The answer is “No.” Mr. Ford speaks with the authority of the Department, 
and the answer is ‘No.” 

Mr. Sieceu. I understand it to mean, Mr. Fischbach, that the Board 
had raised no such matter with him at the time. So far as he knew 
or so far as I know, knew at the time, there was no such problem. 
That wasn’t the thing that precipitated the difliculty. 

Mr. Fiscuzpacu. Do you still insist upon that in the face of what 
the transcript says on page 68, when you addressed a question to 
Mr. Ford, “Have they discussed the matter with you,” and I am 
interpolating “discussed the matter with you,” because the transcript 
reads, “have they, with you, Peyton,” and Mr. Ford said, “In a general 
way.” . 

Mr. Sieger. Mr. Ford can answer for himself as to what confer- 
ences he had with the Board. I can tell you that at the meeting which 
was held between Mr. Carter, Mr. Ford, and myself representing the 
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Government, and Mr. Chapman and Mr. Westover representing the 
Long Beach Association, they were specifically advised that the only 
matters that he was there to negotiate were the matters that were 
included in his letter with respect to the attorneys’ fees and the form 
that any judgment should take or dismissal should take, and that he 
was not concerned at all with the substantive terms of the settlement 
whatever; that specifically was so told to counsel for the Long Beach 
Association. 

Mr. Fiscuracn. You told us that before, Mr. Siegel, and I want 
to again direct your attention to the question that I am putting to 
you. 

Do you still insist, in the face of what is shown on pages 67 and 
68 of the transcript of the proceedings before the court on April 26, 
1949, that the position you have taken here is the correct one? 

Mr. Sreceu. It was my position. Now what conference Mr. Ford 
had I can’t say beyond that which was referred to. 

Mr. Houirrevp. It seems to the Chair that when Mr. Westover pre- 
sented the question, he definitely tried to tie down the agreement in 
regard to any future action. : 

When Judge Hall interposed a question there that if at that time 
there was any reservation on the part of either Mr. Peyton Ford, 
who, I believe, was your superior in line of authority there, or your- 
self, your reservations should have been expressed. 

Mr. Srecet. First, Mr. Congressman, as for myself I specifically 
stated that I had never discussed the matter with the Board, and 
I was acting on the hypothesis that they had not told me anything to 
the contrary. So far as Mr. Ford is concerned, he will have to speak 
for himself. 

Mr. Houirtetp. Mr. Ford at that time interposed no objection to 
the general intent of Mr. Westover’s question and to the court’s inter- 
pretation of that question, and the court’s evident reliance on the fact 
that Mr. Ford spoke with authority for the Department of Justice 
at that time. 

Mr. Srecet. I think in view of your statement, I will have to add 
a little more, Mr. Congressman. 

In addition to the meeting to which I refer, there was a subsequent 
hearing at which I was not present. That is after Mr. Ford and I had 
both left, I believe. 

Mr. Carter was speaking for the Government at that time. He 
made it very clear that no terms of settlement whatever had been 
agreed upon, and that there was no agreement as a condition of the 
agreement then being made with respect to attorneys’ fees. 

Now let me amplify that a little further. Counsel for the associa- 
tion and the shareholders throughout made an effort to ascertain from 
us and to get some commitment from us that if they agreed to the 
terms which were suggested by us or to any variation thereof as a 
settlement of the attorney-fee matter, would they then get a settlement 
on the terms that had previously been proposed. 

Now they referred to the Portland agreement and all the terms 
of that agreement which, I suppose, included such a provision of the 
character that you are now referring to. 

The language that you are quoting now refers to a discussion that 
came up very early when they were making their beginning efforts 
to ascertain whether or not we were prepared to discuss anything 
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beyond the attorney-fee matter, and those answers were given on the 
spur of the moment as they were. __ 

Mr. Fiscupacn. They were ill-advised answers, I take it. 

Mr. Srecet. No; I don’t say that at all, but I will say if there is 
any possibility for misunderstandin yr of Mr. Ford’s statement, cer- 
tainly not mine, that basis was quickly removed in subsequent con- 
ferences, one in Mr. Carter's office and one in the courtroom where Mr. 
Carter specifically stated that it was not a term or condition of the 
disposition of the attorney-fee matter that the parties agree to any 
terms of settlement previously discussed. 

I am sure that if you go into the record and the transcript of the 
hearings held about the time the order with respect to attorneys’ 
fees was entered, that you will find a statement by Mr. Carter to that 
effect. 

Mr. Fiscusacn. Of course, Mr. Siegel, as you sit there now you 
realize that the question that we are seeking to resolve is whether when 
vou and Mr. Peyton Ford went to Los Angeles, the Board intended 
that the administrative charges should be wiped out, whether they 
intended them 

Mr. Srecev. As a term of settlement, Mr. Fischbach. 

Mr. Fiscupacu. Yes. 

Mr. Stecex. As a term of settlement. 

Mr. Fiscupacn. What was the position of the Board on that propo- 
sition ? 

Mr. Steceu. As I said, I had not conferred with the Board on that 
point at all. 

Mr. Fiscunacu. In the light of that, I would like to read to you 
at this point something that transpired also on page 67 and in part 
on page 66. You made this statement according to the transcript: 

Mr. Srecer. We want them to have the equivalent of a judgment for the de- 
fendants when they are through. 

I take it you were referring to your clients ? 

Mr. Sreee.. That is right. 

Mr. Fiscupacu. All right. The court then made this statement: 

All right, you want to give it to them; is that not right? 

Mr. Chapman’s answer was: 

We can’t continue without exposing ourselves to the things that we fear. 

The court said on page 67: 


Do you fear further action from the Board? 

Mr. WeEsToveER. Yes. 

Mr, CHAPMAN. Yes; frankly. 

Mr. WEsTover. And other people. 

The Court. You mean other than action which they may take officially with 
respect to the conduct of the institution? 

Mr. Westover. In futuro. We don’t want them to take further action on this. 

Mr. Forp. Certainly there is nothing to prevent the Board from taking action 
in futuro. 

Mr. CHAPMAN. No; but so far as things that have passed, I think the past 
should be through with it, and I think we can do that. 

Mr. Westover. I would like to ask one question. You have raised the thought 
in my mind that I didn’t have, Mr. Siegel. Doesn’t the Board wish to still have 
the power reserved to them after settlement to bring some action administra- 
lively in conrt or otherwise for things prior to the date of settlement? 

Mr. Srecer. The Board has made no such suggestion at all. 
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Now were you stating the facts of the matter as you understood 
them there or were you trying to mislead counsel in the matter? 

Mr. Siecex. I wasn’t trying to mislead anybody, Mr. Fischbach, 
as I am sure you are well aware. I was stating exactly what the fact 
was, and in case there could be any misapprehension, 1 did add that I 
had not discussed the matter with the Board. I did not know of any 
statement by the Board to the contrary of what I had stated, but I 
quickly qualified to state that I had not discussed it with the Bo: ard, 
There wasn’t any occasion to. 

The only matter in dispute, the only matter we came out to Cali- 
fornia to discuss was the matter of the attorney’s fees and the form 
of the judgment; nothing else. An effort was made by counsel for the 
Long Beach Association and the shareholders to try to get us to discuss 
something else and to commit ourselves on it. 

Now as to th: it, we absolutely refused, and if there is any ambiguity 
in our position at that particular point, then it was clarified certainly 
later, because on at least two occasions we made it specifically clear that 
we made no commitment as to any terms of settlement at all. Now I 
am not stating that the Board would not reach the conclusion as a 
term of settlement if there was an otherwise s satisfactory settlement, 
that the Board would not agree to such a clause, but I am stating that 
no such commitment was given by us as to that clause or any “other 
term of a proposed settlement. 

Mr. Fiscusacn. When you made this statement before the court—— 

Mr. Sircet. But I added the statement, Mr. Fischbach. 

Mr. Fiscupacnu. That “the Board has made no such suggestion, Mr, 
Westover, at all”’—— 

Mr. Stecen. That is right, and I added the statement that it was 
only fair to say that I had not discussed the matter with the Board. 

Mr. Fiscnnacu. And you inquired also as to whether Mr. Ford 
did, and you were apprised by his answer of the fact that it had been 
discussed in a general way. 

Mr. Srecev. He said in a general way, and then he very specifically 
informed counsel for the Long Beach Association and the shareholders 
at the meeting in Mr. Carter’s office to which I referred, that he was 
not there to discuss any terms of settlement, that he didn’t know any- 
thing about them, and that he was making no commitments whatsoever 
with respect to them. 

Now on that point I haven’t the slightest doubt that my recollection 
would be confirmed both by Mr. Ford and by Judge Carter. I will 
add to that as I did before that at the hearing when the order, the 
revised order on attorneys’ fees, was entered, Mr. Carter, according 
to my recollection of the record, specifically said that there is no agree- 
ment as to terms of settlement whatever, but we will negotiate in good 
faith. That was all. 

This whole meeting in Los Angeles, the order entered pursuant and 
as a result of it, had to do only with removing, if we could, the obstacle 
to further negotiations that had arisen. So far as the other matters 
are concerned, L had assumed without any inquiry at that time that 
they remained in status quo. 

Mr. Fiscupacn. Mr. Siegel, what we are trying to ascertain, and 
I repeat, is whether there is any doubt whatever but that the Board 
was perfectly willing to wash out all of those so-called administrative 
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charges, charges of mismanagement as of the time that you appeared 
in Los Angeles and, as you stated, as a condition of settlement. 

Mr. Stecet. I haven’t any basis for answering that question at all. 
I had never discussed the matter with the Board ‘at all. 

Mr. Fiscupacu. Then when Mr. Westover asked the question in 
open court: 

Doesn’t the Board wish to still have the power reserved to them after settle- 
ment to bring some action administratively in court or otherwise for things 
prior to the date of the settlement? 
and yor answered— 

The Board has made no such suggestion, Mr. Westover, at all— 


you were stating the facts as you understood them at that time? 

Mr. Steen. With the qualification that I immediately added, 
namely, that I had not discussed the matter with the Board. 

Mr. Fiscuspacu. Was it true that the Board had made no such 
suggestion ¢ 

Mr. SinceL. Not to me, certainly. 

Mr. Fiscupacu. Then it was true that the Board had made no such 
suggestion, just as you stated in open court 

Mr. Singer. I knew of none, and—— 

Mr. Fiscupacn. And none had been made by the Board / 

Mr. Stecen. So far as I knew, and if my prior unqualified state- 
ment was at all ambiguous, I clarified it immediately by stating that 
I hadn’t discussed it with them, so it was immediately clear that my 
statement was that, so far as I knew, they had made no such state- 
ment, I had never discussed it with them. 

Mr. Fiscunacu. Was there anything ambiguous about the state- 
ment you made: “The Board has made no such suggestion, Mr. West- 
over, at all’? 

Mr. Siecen. I thought so because I immediately added. the quali- 
fication that I had not discussed it with the Board, and thereby im- 
mediately dispelled any possible misapprehension that might have 
arisen by reason of the language I had used. 

Mr. Fiscrpacn. And so when Mr. W estover in response to your 
statement said, “ Iwant to be clear on that,” and Mr. Ford said, “No,” 
and the court said, “The answer is ‘No.’” “Mr. Ford speaks with the 
authority of the Department, and the answer is ‘No,’ ” you thought it 
necessary to qualify your position ? 

Mr. Street. I made the statement myself that I had not talked to 
the Board nor had all the facts before them. If they were pressing 
me on that point, I wanted them to understand any statements I made 
were not based in any way upon any discussion with the Board. 

Mr. Fiscusacu. When Mr. Westover asked the question as to wheth- 
er the Board still wanted to have the power reserved to them to con- 
duct hearings on these charges after the settlement and Mr. Ford 
said “No,” and the court said, “The answer is ‘No. ” “Mr. Ford speaks 
with the authority of the Department and the answer is ‘No,’” you 
thought you had to qualify your position ; is that true? 

Mr. Sircet. My statement, Mr. Fischbach, was with reference to 
the statement I had made, not with—— 

Mr. fiscupacn. The statement you made was that the Board had 
made no such suggestion at all, the suggestion that there be adminis- 
trative hearings after a settlement. 
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Mr. Srecer, And I immediately stated that I had not talked with 
them. So far as I knew that was correct. 

Mr. Fiscusacu. And that was the occasion that you thought it was 
necessary for you to qualify your position ? 

Mr. Siecer. I infer that I did because I immediately wanted to en- 
lighten the parties by adding the statement that I had not talked to 
the Board so they would know exactly on what basis my statement 
was based, and, more than that, before the negotiations were over in 
Los Angeles they were specifically apprised that there was not a 
single term of settlement which was agreed upon there, other than 
the terms which we discussed there and which were then a condition 
of further negotiations which had nothing whatever to do with the 
substantive terms of the settlement. 

Mr. Fiscupacnu. Mr. Siegel, you have stated at least a dozen times 
that there was no settlement agreed upon. 

Mr. Stecen. Or any term of it. 

Mr. Fiscupacn. I call attention again to the fact that what we are 
trying to ascertain is whether the Board was prepared, as a condition 
of settlement, as you put it yourself, to wipe out these so-called ad- 
ministrative charges. 

Mr. Srecet. Mr. Fischbach, if you merely want to ascertain the fact, 
then my answer to you is that I had not discussed the matter with the 
Board and so apprised court and counsel. 

Mr. Fiscupacn. We will consider that in light of what the record 
to which we have referred, pages 66 and 67, also show, Mr. Siegel. 

Mr. Stecev. You are at liberty to do anything you please about that, 
Mr. Fischbach. 

Mr. Fiscusacu. Another thing I would like to inquire about is your 
activities while you were out in Los Angeles, your meetings with coun- 
sel for the San Francisco bank. 

Was it ever suggested by counsel for the San Francisco bank that # 
possibly the board of directors of that bank might take a position 
vis-a-vis the settlement proposed at the time contrary to the position q 
that the Board would take, or was there always a community of interest 
between the directors of the San Francisco bank and the Home Loan E 
Bank Board ? 

Mr. Stecen. I am not able to say, Mr. Fischbach, what the degree 
of parallel there was in the attitudes of the Home Loan Bank Board 
and the board of directors of the San Francisco bank before I came 
upon the scene. 

Mr. Fiscusacu. 1 am not even inquiring about it from the stand- 
point of before you came on the scene. I am talking about it from the 
time that you were on the scene in Los Angeles in April of 1949. 

Mr. Siecev. If you are getting to the point that I was in disagree- 
ment with Mr. Holmes, the answer is perfectly clear; I was. 

Mr. Fiscusacn. Did you know more about this situation in Cali- 
fornia than did Mr. Holmes? 

Mr. Srecen. I had the responsibility of representing the Depart- 
ment of Justice and the Home Loan Bank Board in this case, and I 
had to exercise the responsibility to the best of my ability. 

I reached the conclusion that the stipulation as to attorneys’ fees 
was improper and motion should be made to set it aside. 

Mr. Fiscupacu. We have heard that. 
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Mr. Stecev. Mr. Holmes was opposed to that view, strongly opposed 
to that view, and so strongly opposed that I anticipated under his 
influence San Francisco bank counsel would not be allowed to join the 
Home Loan Bank Board and Government counsel in any motion that 
might have to be made. 

Mr. Fiscupacn. Holmes was opposed to your view, but Angell was 
in favor of it? 

Mr. Stecet. That is correct. 

Mr. Fiscupacu. Who ran this litigation, Mr. Angell or Mr. Holmes? 

Mr. Stecext. You will have to ask Mr. Angell. 

Mr. Fiscupacn. From your observation ? 

Mr. Srecet. Up to that time Mr. Holmes had been in charge of the 
San Francisco bank. 

Mr. Fiscupacn. And Mr. Angell was in charge as counsel ? 

Mr. Stecer. That is right. 

Mr. Fiscusacn. Have you encountered situations in your experi- 
ence, either before or while you were in the Department of Justice, in 
which clients differ from the views of their counsel ? 

Mr. Siecen. Oh, yes, but this was a somewhat different situation. 
We were dealing with a quasi-public agency, and I am sure Mr. 
Holmes had been acting before in what he thought to be a mission 
concerned with public interests and in conformity with the views 
of the Board as he thought, and it was my view that he should not 
be permitted to take a position adverse to that of the Board in this 
particular controversy. 

That was my position, so the real client in this case representing 
the public interest was the Home Loan Bank Board acting through 
their counsel, the Department of Justice, not Mr. Holmes of the 
board of directors of the San Francisco bank. 

Mr. Fiscuspacn. I wonder, Mr. Siegel, whether in formulating the 
view that you just expressed—that neither Mr. Holmes nor the bank 
should be permitted to take a position contrary to the position of 
the Board—you gave due consideration to the provisions of the 
statute authorizing the creation of Federal home-loan banks and 
their management by the directors selected by the stockholders of 
those banks? 

Mr. Srecet. That is correct, but of course the motion which we 
were about to make had to do with the supervisory powers of the 
Board with respect to the Long Beach Association, and I did not 
think it proper for the San Francisco bank to take a different view 
from the Home Loan Bank Board in regard to that matter. 

With regard to the settlement generally, of course, any action they 
took had to have the approval of the Home Loan Bank Board. Noth- 
ing whatever could be done without it. 

Mr. Fiscupacu. Mr. Holmes’ activities, as president of the bank, 
were the result—were they not’—of the approval and the concur- 
rence in his program for settlement that was reached by the board 
of directors of that bank? 

Mr. Smoern. I can’t testify to that. 

Mr. Fiscusacu. Don’t you know? 

Mr. Stece. No. 

Mr. Fiscupacu. Didn’t you ever find out while you were counsel 
handling this case in the Department of Justice? 
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Mr. Siecex. I assumed that he acted with authority, but I have 
reason to believe that he also took the bit in his teeth and acted, 
took the view that this was entirely his matter and largely on his 
responsibility, and he was out to do what he thought was a public 
service—settle this matter. 

Now, I am sure that Mr. Holmes was acting in the best of faith, 
but the extent to which the board of directors of the San Francisco 
bank supervised him, I don’t know. 

Mr. Fiscusacu. Don’t you know that Mr. Holmes was elected by 
the stockholders of that bank and by the directors of that bank on 
a program which embraced the settlement of this controversy and 
the reestablishment of the Los Angeles bank? 

Mr. Srmecen. I never had occasion to go into the details of his elec- 
tion or the purpose for which he was elected. It was my general 
understanding that Mr. Holmes’ first connection with the matter was 
in connection with the opposition to the settlement ; that he was coun- 
sel for one of the 10 northern associations which had opposed the 
association, brought an action in California to seek to enjoin the San 
Francisco bank from going into it, and that later on his views changed 
on that matter and that he did make his best efforts to try to reach a 
settlement sometime during the first few months of 1949, but how far 
he had gone in that direction I don’t know. I do know that he started 
out with the object of trying to defeat the settlement. 

Mr. Fiscupacu. I suppose you learned somewhere along the line of 
Mr. Holmes’ death immediately following the breakdown of the settle- 
ment negotiations ? 

Mr. Siecev. I understood he was a very sick man long before that. 
He had been seriously injured in the war and he also had other serious 
concerns Which I don’t think the subcommittee cares to go into. 

Mr. Fiscusacn. Mr. Siegel, did you direct an investigation of the 
circumstances surrounding the death of Mr. Holmes? 

Mr. Siecet. No; I made no inquiry into that subject at all. I know 
that he had an unfortunate life in many respects, which I assume are 
not matters of concern to the subcommittee. 

Mr. Fiscupacu. Did you make an inquiry with respect to the differ- 
ence of views between Mr. Angell and Mr. Holmes ? 

Mr. Strecet. I knew that they had a distinctly different point of 
view, and I knew the general counsel of the San Francisco bank, Mr. 
Dusenbery, was in agreement with Mr. Angell, and I knew that Mr. 
Dusenbery 

Mr. Fiscuspacu. But you did not find ont where the board of direc- 
tors stood on the matter ? 

Mr. Sircet. There were quite a number of them, and you had to 
get them together from all over the Northwestern States. I did under- 
stand that the chairman of the board, Mr. Perham, was one to go along 
with the board. 

I don’t know whether they held a meeting on that subject or not. 

Mr. Fiscneacn. You never knew what resolutions the board of 
directors of the San Francisco bank adopted ? 

Mr. Street. With respect to the attorney-fee matter, you mean? 

Mr. Fiscunacu. Yes. 

Mr. Siegen. I don’t know; no. 

Mr. Fiscusnacu. You never found out? 
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Mr. Steceu. I may have at one time known, but I just don’t recall 
now. 

Mr. Fiscupacu. Did it ever occur to you that possibly the perpetua- 
tion of the controversy might be to the interests of some of the indi- 
viduals who were acting as counsel in the matter ¢ 

Mr. Stecev. I can’t believe that it would be to the interests of any- 
body to perpetuate the controversy unnecessarily. I am sure that no 
one that I was associated with expressed any views or any purpose 
other than what they conceived to be the public interest. 

Mr. Fiscupacn. Nobody on your side of the case could be guilty 
of that? 

Mr. Srecen. Not in my opinion, Mr, Fischbach. 

Mr. Fiscupacu. Did you ever form any opinion with regard to the 
position of counsel who were adversary to you! ; 

Mr. Sircet. I am sure they conceived that they were fighting for 
a just cause, and I am willing to allow that to them, but we take the 
same position with respect to our side. We took it when I was with 
the Government, and we weren't in it for any other reason. 

Mr. Fiscnpacu. Did you ever have occasion, Mr. Siegel, to make 
inquiry to ascertain to what degree the efficient and economical accom- 
plishment of the purposes of the act were being served by the con- 
tinuance of the San Francisco bank ? 

Mr. Sizgev. Only to this extent, Mr. Fischbach. Of course, in con- 
nection with the preparation for possible trial of the case, it was 
necessary to ascertain the grounds upon which the Board had origi- 
nally acted, and I did look into that matter and ascertained that the 
reasons were that the Portland bank had practically no business at all 
which would warrant its continuance, and that that was a sufficient 
reason for eliminating an extra bank and consolidating the two. 

Now, whether or not financial conditions have changed since then, 
I don’t know, but I do know that the records—and they have been 
made available in deposition or proposed deposition by interrogatories 
of the late Mr. Fahey—contained contemporaneous memoranda show- 
ing the Portland bank had practically no business warranting its con- 
tinuance, that that was a matter of concern to the Federal Home 
Loan Bank Board Administration, and that was the basis on which 
it acted. 

I think you are probably familiar with the letter that Mr. Fahey 
wrote Mr. Snyder in which he set forth that fact and indicated to 
him—this was pursuant to conversation with the President—that he 
set forth that fact and asked for his approval of the action that he 
proposed to take in the light of those circumstances. 

Mr. Fiscuzacu. I suppose, too, you are aware of the fact that Mr. 
Snyder approved of Mr. Fahey’s action ? 

Mr. S1ecet. There is a note, there was a note, a penciled memo- 
‘andum kept by Mr. Fahey indicating he received a telephone con- 
versation from Mr. Snyder approving that action; yes. 

Mr. Fiscusacu. Didn’t it strike you as rather curious that a bank 
which wasn’t making any money—namely, the Portland bank—should 
be used as the vehicle whereby the bank which was making money 
and which apparently was quite active should be eliminated ? 

Mr. Siecen. I don’t see that it makes any difference at all, Mr. 
Fischbach. 
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Mr. Fiscuzacn. That is not what I asked you. 

Mr. Srecex. No; it did not appear to me curious. There is going 
to be one bank; that is all. 

Mr. Fiscusacu. It did not appear to be curious to you at all? 

Mr. Srecer. No. 

Mr. Fiscusacu. And, therefore, you never pursued the subject’ 

Mr. Sircet. Of why they had done it that way ? 

Mr. Fiscupacn. Yes. 

Mr. Srecex. It wasn’t a matter of legal interest to me at all. 

The only question was whether or not there was any basis at all for 
a finding that it would serve the more efficient, economical adminis- 
tration of the act to have one bank rather than two. That legal issue 
wasn’t affected in any way by whether or not the remaining bank was 
one bank or the other. 

Mr. Fiscusacu. As trial attorney, you did not try to acquaint 
yourself with the facts and circumstances surrounding the selection of 
the Portland bank as the bank which would continue under a dif- 
ferent name ? 

Mr. Siecet. I can’t recall that that was a point of any particular 
interest. The main point that concerned me and the only point that 
seemed to me to be of any legal relevance and a sufficient one was 
whether or not there was any basis in fact for finding we should have 
11 banks rather than 12; one bank on the west coast rather than two, 
that was all 

Mr. Houtrrevp. Did it occur to you as being strange that a $46 mil- 
lion institution should be put into a $8 million institution ? 

Mr. Strecet. No, Mr. Congressman, for the reason that it made no 
difference which bank legally was consolidated with the other. The 
net result was one bank. 

Mr. Houtrretp. It may have made no difference to you legally; that 
is what you mean ? 

Mr. Srecev. That is right. 

Mr. Ho.irreip. You do not mean to say that it did not make any 
difference to the member associations which, I understand, had 65 
percent of the business of the bank in southern California. 

Mr. Srecer. No; legally it made no difference, and as a matter of 
fact, going into the point you are now raising, I don’t see how it could 
have made any difference to them either, for this reason : 

The point in controversy, of course, is as to the management of that 
one remaining bank. That point Mr. Chapman made very clear in 
his argument to the court of appeals. That is the essence of the mat- 
ter; who is going to control the bank. 

Now, if you had one bank, then California would not have the 
number of representatives that it had in the Los Angeles bank. I 
don’t care whether Portland was merged into Los Angeles or Los 
Angeles into Portland, because under the Board regulations there 
could only be one representative from each State, and the net result 
was that, when you had a bank with nine States as actually evolved 
under the merger, you couldn’t have more than one representative 
from California; whereas, when you had a bank with only three States 
as existed before, then California could have a substantial number 
on the Board. So, it didn’t make any difference—— 

Mr. Horairrery. Ts it your belief that there has been one representa- 
tive from each State? 
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Mr. Sircer. It never became pertinent for me to inquire. My 
understanding of the regulations is that the elected representatives— 
I am not speaking of the public members now, those appointed by 
the Board—cannot exceed one member from each State. Now in 
those circumstances—— 

Mr. Hourrretp. Do you know of any other place in the United 
States, where, in any other region, a State is denied a representative 
ona regional borrd ¢ 

Mr. Sincen. I don’t know that anybody is denied one representative 
anywhere, but the point was that under the merger California got one 
representative, one elected representative, whereas before I think it 
had six. 

Mr. Fiscunacu. What happened to Arizona and Nevada? 

Mr. Sireet. As I understand, since there were only——— 

Mr. Fiscuracu. Did they get equal representation on the Board? 

Mr. Strcen. Together they were treated by the regulations as one 
but the controversy hasn’t to do with Arizona and Nevada. 

Mr. Hortrrevp. In other words, you made one State out of two. 
As far as the intent of Congress is concerned, the regulation super- 
seded the intent of Congress and combined the States of Arizona and 
Nevada for purposes of bank board representation, I believe. 

Mr. Street. Mr. Congressman, No. 1, I didn’t adopt this order. 
No. 2—— 

Mr. Fiscuspacu. You defended it. 

Mr. Stecet. Why certainly. That was my business to defend it, 
and I think it can be easily defended, but No. 2, my best recollection— 
I may be mistaken-~is that the distribution of representatives accord- 
ing to States is not a matter of congressional provision by statute at 
all but a matter of Board regulation, and the Board regulation with 
respect to requiring minimum representation of one member per 
State has stood for a long time. 

Now you couldn't get nine elected representatives out in the new 
eleventh district, so they had to make the regulation which they did. 
but I don’t know that there is any contravention of the intent of 
Congress. 

Mr. Fiscunacu. You did not regard it as an awkward situation by 
any chance, did you ? 

Mr. Sireru. I didn’t regard that as having any relevance to the 
legal situation at all. 

Mr. Horirrerp. Of course, vou had no concern as to whether the 
State of California, which I was informed had about 65 percent of the 
business of the region located in southern California, had its repre- 
sentation on that bank reduced to one or half of one? 

Mr. Srecen. That may be a very important administrative question, 
but not my responsibility at all, Mr. Holifield. In other words, the 
Board may very well feel now—I don’t know, I haven't talked to 
them—-that that is a very pertinent consideration, but it is no business 
of mine. 

If they wanted to restore the banks, that was their business. If 
they wanted to merger them, that was their business. The only ques- 
tion that the lawyer had in the matter was whether or not they could 
legally do so and had done so legally. That is the only possible 
responsibility we had in the matter. 
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Mr. Fiscaacisr. Why did you adopt a different concept of your 
function in connection with the stipulation ¢ 

Mr. Stecen. Iam afraid [ don’t follow you. 

Mr. Fiscupvacu. As I understand your last statement, you premised 
your position as to what your responsibility and legal function was as 
something that was separate and apart from the administrative 
responsibility of the Board. 

Mr. Srecer. Oh, yes, but there was a very real difference, Mr. 
Fischbach, in respect to the question whether there should be one or 
two banks. That was purely an economic judgment on which I had 
no occasion to express an opinion. 

If they would ask my opinion upon it, I would try to inform myself 
of the facts and give them my views, but I am in no sense a financial 
expert and it would be absurd for me to try to do anything more than 
point out the issues to them, but that is for the Board to decide. 

Now, with respect to the stipulation on attorneys’ fees, I felt the 
Board had put itself in a very vulnerable position. The situation that 
I had in mind was just this: That a critical congres: ional committee 
might some day look into this settlement and ask the Board what they 
had done and why they had done it. 

Now a critical committee is looking at it, though frankly, I think 
perhaps from another point of view, but I have to anticipate any kind 
of criticism and I wanted to defend my client and T wanted to know 
what my client could say when it was confronted with the fact that 
it has agreed to turn its back while ex parte evidence was put on 
leading to a large award for which there could not then appear to be 
any adversary proof of justification. 

Mr. Fiscupacu. You did not think court approval of that arrange- 
ment would have been a sufficient answer for the Board to any con- 
gressional committee ? 

Mr. Siegen. At an ex parte hearing, no; I don’t regard an ex parte 
determination by any tribunal as leading to any defensible results. 

Mr. Fiscupacu. Mr. Siegel, were you in any way actuated by a con- 
cern that possibly there might be a congressional investigation of the 
settlement ? 

Mr. Stecer. I wasn’t concerned with the question of whether or 
not there would be immediately an investigation, but there could come 
a time, there could come a time when matters of this kind would be 
looked into by a committee: not this subcommittee, perhaps some 
other commitiee, anybody for example who would be advising a war 
agency during the war would want to be very sure that what he is 
doing in the way of making a contract will stand up years later, after 
all the pressure is off, somebody begins to look into those contracts and 
wants to know whether somebody had made an indefensible deal. That 
was my attitude. ; 

Mr. Fiscunacu. You did not think court approval would be a sufli- 
cient defense ? 

Mr. Siecex. I certainly did not, because after all the court had 
given its approval to a stipulation made by the parties. In most cases 
a court will normally say if the parties have reached an agreement like 
that at arms’ length, it is not its business to go and retry the matter 
and redetermine it for them. 
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The responsibility can’t be evaded by putting a stipulation up to 
the court. The parties have to take the responsibility for what they 
do, and that was my feeling about it. 

(Disetission off the record.) 

Mr. Houirieip. The subcommittee will be adjourned until 7: 30 this 
evening in this room. 

(Whereupon, at 1:10 p. m., the hearing was adjourned, to recon- 
vene at 7:30 p. m., this same day.) 


EVENING SESSION 


Mr. Houirrerp. The subcommittee will be in order. Mr. Siegel, 
will you come forward. 


FURTHER TESTIMONY OF MELVIN H. SIEGEL, ATTORNEY, 
MINNEAPOLIS, MINN. 


Mr. Fiscunacnu. Mr. Siegel, will you be good enough, please, to tell 
us when for the first time vou heard about the proposed promulgation 
of order No, 2015 ¢ 

Mr. Stecer. [cannot place the exact date. It was some time shortly 
before the order was promulgated. 

Mr. Fiscusacu. Bearing in mind now that the order was promul- 
gated on the 9th of September, how much earlier than that would 
you say the matter had been considered ¢ 

Mr. Siecet. I could not place it. I am sure I must have heard 
about it as much as, sometime, maybe as much as a week before that. 
] cannot say for certain. 

Mr. kiscuBacu. How did your knowledge of it come to you? 

Mr. Siecer. I think the terms of that proposed order were called 
to my attention by counsel for the Board. 

Mr. Fiscupacu. Who? 

Mr. SirceL, It was either Mr. McKenna or Mr. Heisler. I cannot 
say for sure. 

Mr. Fiscupacu. Did you examine the draft of the order or did you 
examine the document which later became the order itself / 

Mr. Sircev. I think the order as shown to me was pretty close to 
what was adopted; as I saw it. 

Mr. Fiscnsacu. Did you consult with the gentleman who brought 
it to you? 

Mr. Sincer. My opinion was asked with respect to it; sure, 

Mr. Fiscupacu. And did you consult with any member of the Board 
in connection with it? 

Mr. Singer. Yes; I am sure I discussed the matter with the Board, 

Mr. Fiscusacn. Tell us about those meetings and those discussions, 
whom you spoke to, and where the conferences took place, and all of 
the details that you can recall in connection with it, stating what you 
said and what was said to you and by whom. 

Mr. Siecen. Well, Mr. Fischbach, as near as I can recall we had a 
conference in the Board room, one—I cannot recall any more than 
that—I do not recall there was more than one with respect to this 
hearing. And, of course, we discussed the question as to its effect 
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upon the pending litigation. After all, I was counsel for the Goy- 
ernment. And that would be important to ascertain what in my opin- 
ion the effect would be, and I stated my opinion, that the effect woul: 
be advantageous, but that so far as litigation was concerned that the 
Board would have to make up its mind with respect to the desirability 
of the hearing on its own initiative and based on administrative cou- 
sideration and not based upon what its effect on litigation would be. 

Mr. Fiscunacn. Who brought up for discussion the effect on the 
litigation ? 

Mr. Strceu. I, certainly, mentioned—I do not know whether I was 
asked or whether I volunteered, but I certainly discussed it and told 
them that I thought it would be advantageous. 

Mr. Fiscupacu. You have been in the Federal service for a long 
enough period of years to understand generally what is referred to 
as somebody’s project, is that not so? 

Mr. Srecet. I never heard the phrase before. 

Mr. Fiscusacu. I see. Did you ascertain at any time, Mr. Siegel, 
in whose mind the idea of order No. 2015 originated ? 

Mr. Stecer. No. As a matter of fact, Mr. Fischbach, the first in- 
formation, surprising as it may seem to you, the first information that 
I had was, going hurriedly over these transcripts, to learn that. Mr. 
Husband had been pushing the Board with respect to this insurance 
matter, that,and Mr. Wyman. Now the Board, I gather, I only have 
this second-hand and from the testimony before you, had discussed 
this matter administratively with its own staff, but I may say that 
comes as no surprise to me because this Board was in the habit of 
making up its decisions administratively after consultation with its 
administrative experts and frequently without too much consultation 
or regard for opinion of its lawyers except at the last stage as to the 
legality. 

I have never seen an administrative agency which took less heed 
from its lawyers than this one. 

Mr. Houirrerp. You mean to say by that that Mr. McKenna and 
Mr. Heisler were not consulted ? 

Mr. Srecet. By the Board? 

Mr. Honirietp. By the Board. 

Mr. Sincer. I assume they were. The conference that I was pres- 
ent, either Mr. Heisler or Mr. McKenna or both were present. All 
I mean is that this Board was, in my experience, in the habit of mak- 
ing up its own mind on the administrative basis and policy-wise and 
not taking any dictation from lawyers. 

Mr. Houirievp. I do not see anything objectionable to that. 

Mr. Srecext. No, not at all. 

Mr. Houtrietp. They were responsible for the administrative 
policy ? 

Mr. Stecet. That is right. 

Mr. Houtrievp. The lawyer was there for the purpose of consulta- 
tion on legal matters. 

Mr. Sixcer. I am not criticizing; I am merely saying that it de- 
velops, and this was unknown to me until the time—until it was 
brought out at this hearing, that the individual apparently who was 
pressing them hardest to take some action was Mr. Husband. I did 
not know that at the time. Mr. Husband never consulted me, of 
course, about it at all. 
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Mr. Fiscusacu. Who told you that you might be questioned about 
order No, 2015? 

Mr. Srecev. That I might be questioned about order No. 2015? 

Mr. Fiscupacu. Yes. 

Mr. Streex. Nobody told me that I might be questioned about order 
No. 2015, but I did not say that 1 thought I would be questioned about 
order No. 2015. 

Mr. Fiscupacn. I did not suggest that. Were you told that you 
would be questioned about order No. 2015? 

Mr. Stmecev. Oh, yes, I certainly was. Mr. McKenna was attending 
these hearings and the question had been raised as to whether or not 
the idea of order No. 2015 had been suggested by me to the Board. 

Mr. Fiscnpacn. And was Mr. McKenna the person who showed you 
the transcript ? 

Mr. Stecet. No, I went over the transcript. I spent about 2 hours 
going over about some 17 volumes that have so far appeared. I do not 
mean I read every word, but to get the general subject matter of the 
hearing. 

Mr. Fiscupacnu. Until you saw what had been developed in the 
transcript of the proceedings before the subcommittee, you did not 
know who it was who suggested that ? 

Mr. Sincet. Within the Board ? 

Mr. Fiscupacu. You did not ? 

Mr. Srecex. I did not know that Mr. Husband had been pressing the 
Board on this matter at all. 

Mr. Fiscupacu. All right. If you do not mind, I will try to finish 
my question. Until you went over the transcript of the proceedings 
before this subcommittee, you did not know who it was who originally 
suggested order No. 2015? 

Mr. Street. No; I do not know who drafted that order today. 

Mr. Fiscnupacnu. Did you not discuss that with Mr. McKenna when 
he told you that the question had been raised before the subcommittee ? 

Mr. Srircer. No; I assumed that it was drafted with the aid of 
counsel over at the Board. I am sure it was not drafted in the De- 
partment of Justice, but I did not discuss with Mr. McKenna who 
drafted that order. 

Mr. Fiscupacu. Prior to the time that order No. 2015 was called 
to your attention, did you give consideration to what moves might be 
made by either the Board or the Department of Justice of an aflirma- 
tive nature in relation to this litigation ? 

Mr. Streeu. Certainly. 

Mr. Fiscupacn. Did you give consideration to the question of can- 
celing the insurance of the Long Beach Federal ? 

Mr. Stecen. That question may have been discussed. It never ap- 
pealed to me as a possibility. It was the opinion of Board counsel and, 
of course, they are responsible for administrative questions of that 
kind, that the Board was legally bound to insure all Federals and I 
would certainly accept their opinion as to a construction of their own 
statute. And it seemed to me on the face a reasonable construction of 
that statute. 

Mr. Fiscnracu. Did you give consideration to the possibility of 
the insurance of Long Beach Federal being canceled ? 
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Mr. Srecet. Some question was raised about it and it was decided 
it was not legally possible, but I never initiated any question whether 
they should cancel their insurance, but I was advised, by reason of 
the fact that there had been nonpayment of premiums, the question 
had arisen whether they could take any action on that account. 

Mr. Fiscnnacn. But you never advised anything like that, did you? 

Mr. Since. That they should cancel the insurance? Certainly not. 

Mr. Fiscunacn. Do you recall whether or not an application was 
made in connection with the possibility that the insurance might be 
-anceled ¢ 

Mr. Siece,. An application made by whom?! 1 do not know what 
you are referring to, Mr. Fischbach. 

Mr. Fiscunacu. Perhaps this will refresh your recollection. Do 
you recognize this handwriting 4 

Mr. Stecer. No; I do not see whose name that is at the bottom. 

Mr. Fiscunacu. Arline Martin. 

Mr. Srecen. No; I do not recognize that handwriting. 

Mr. Fiscupacu. I show you a memorandum—— 

Mr. Steeet. But I will accept it as hers if you state it to be such. 

Mr. Fiscupacu. I will not state it to be anything except that it is 
a document in the file of correspondence that was turned over to me 
by the Department of Justice. It represents the portion of the United 
States attorney's correspondence file that was made available to the 
subcommittee. 

Irom that file 1 would like to read a memorandum dated 7-19-49, 
M llonee versus Fahey: 

Talked long distance with Mel S’egel and Bill McKenna in regard to question 
of whether court will issue injunction on motion of Westover for shareholders’ 
committee. They advised me I should be sure and state in open court that the 
Insurance Corporation is not committed not to cancel the insurance of Long 
Seach Association. 

Does that refresh your recollection in connection with that matter / 

Mr. Steger. No; it does not. The only recollection I have at all 
about the matter was that there was no basis, as we thought, for any 
injunction to restrain cancellation because there had been no threat 
of any kind to do so, and in point of fact it was on that basis the 
injunction was denied. You may take it as absolute fact, Mr, Fisch- 
bach, that at no time did I ever advise the Federal Savings and Loan 
Insurance Corporation, or the Board, either, that they could or should 
cancel the insurance of Long Beach Association. I was advised that 
the Board had no such power and I am certain that I would not have 
reached a contrary opinion with respect to the statute on which they 
are obviously experts and which I have no basis for an independent 
opinion. 

Mr. Fiscupacu. How would you reconcile what you have just stated 
with the portion of the memorandum that reads : :“They”—referring to 
Mel Siegel and Bill Mchenna, ‘Sita me” 

hey advised me I should be sure a2. state in open court that the Insurance 
Corporation is not committed not to cancel the insurance of Long Beach Asso- 
ciation. 

Mr. Srecet. Well, No. 1, that may have been a point of fact that 
they had not reache 1 any decision about that. I do not know what 
the fact was at the time. Iam sure I did not interest myself in reach- 
ing any conclusion contrary of what I know to be the legal opinion 
of the counsel for the Board. 





mre Se 











INVESTIGATION OF HOME LOAN BANK BOARD 1407 


Secondly, from reading the transcript with respect to Miss Mar- 
tin’s notations as to a conference with myself, I can only assume she 
would get the most garbled notions of what was said over a long- 
distance telephone call. She apparently got the impression that order 
No. 2015 had for its object the cancellation of the charter of Long 
Beach Association. And while I was not present at that conversa- 
tion, I am as certain as I live that no such suggestion was ever given 
to her. So +f she did make such a statement I cannot assume that it 
was an accurate statement of what was said to her over the telephone. 
I have no recollection of this conversation whatever. 

I can say to you emphatically that at no time did I advise anyone 
that the Board had the power or should attempt to cancel the insurance 
of Long Beach Association. 

Mr. Fiscrpacu. You say you have no recollection ? 

Mr. Srecer. Of this conversation. 

Mr. Fiscupacu. Of the conversation recorded in the memorandum ? 

Mr. Stecen. None whatever. 

Mr. Fiscupacu. A part of what I read to you? 

Mr. Stecer. None whatever. 

Mr. Fiscnpacn. Perhaps you can reconcile your testimony with 
this part of the memorandum, continuing where we left off before, or, 
1 had better pick it up: 

They advised me I should be sure and state in open court that the Insurance 
Corporation is not committed not to cancel the insurance of Long Beach Associa- 
tion and that if the Corporation determines the insurance should be canceled it 
will proceed under the appropriate rules and regulations to take the usual admin- 
istrative steps to so cancel and the Government wants the record clear on this 
point. 

Mr. Sincen. Well, first of all, even her own statement shows that no 
statement was made to her that there was any determination made to 
cancel the insurance, quite the contrary. And Lam absolutely certain 
in my mind that no determination of that kind was ever made at any 
time. 

Mr. Fiscupacu. How do you reconcile the statement just referred 
to, Mr. Siegel, with your testimony here to the effect that you were of 
ihe opinion and the Board was of the opinion and all counsel were of 
the opinion that that could not be done legally ? 

Mr. Stecet. Well, if that is an accurate transcript or summary of 
the conversation which we had with Miss Martin, and I have literally 
no recollection of that conversation whatsoever, but, if it is, then all 
I can say is that that conversation must have taken place at a time 
when the question was under consideration and the question of legal 
authority was then being looked into and no conclusion had yet been 
reached, but I am absolutely certain that when a conclusion was 
reached that the conclusion was that they had absolutely no legal au- 
thority to do so and would not do so. 

Mr. Fiscuracu. Does this refresh your recollection in any way, 
continuing from the memorandum, from the point at which I last 
left off: 

If the court en such statement makes an order enjoining such procedure that 
suits the Government fine. 

Mr. Strcev. It does not refresh my recollection at all. That must 
be exactly her own summary of a conversation. That is no quotation 
of any statement that I made. 
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Mr. Fiscusacu. Do you know whether you ever wrote her a letter 
on this? 

Mr. Siecev. To that effect? No. If you show me a letter to that 
effect, I will be glad to refresh my recollection, but I cannot recall) 
writing any letter on insurance matters at all. In point of fact, it 
was my own opinion; I cannot believe that any such statement is an 
accurate transcript of what I said because I was personally very 
much opposed to raising any question in the appellate courts based 
upon cancellation of insurance. I could not conceive of a more 
unsympathetic case in which to present the Government’s position. 
And I am certain that I so expressed myself here, whatever we may 
have told Miss Martin. 

Mr. Fiscuracu. Let us see, Miss Martin has been an assistant of 
the United States attorney’s office in southern California for several 
years; is that not so? 

Mr. Srecer. That is right. A very nice girl, too, but I would not 
say—I am not in a position to say that we entrusted her with large 
responsibilities in legal matters. 

Mr. Fiscupacu. Does not the record in this case reflect that, virtu- 
ally on every occasion on which there was a court appearance to be 
made, she made the court appearance / 

Mr. Stece.. Purely pro forma appearance. She was never entrusted 
with any responsibility in the case. 

Mr. Fiscupacu. Do you know the lady? 

Mr. Srecen. Oh, yes. 

Mr. Fiscupacu. Is she a person of integrity ? 

Mr. Srecen. Yes; I think so, but it should be added that she was 
a person who was sympathetic with the thought that we had taken 
the improper position in regard to the stipulation on attorneys’ fees 
and put Jim Carter in an unfair position and at all times thereafter 
was unsympathetic with the position of the attorneys in Washington. 
And I do not think at any time we would have taken her into our 
confidence for that reason, because we had a feeling that she was at 
all times unsympathetic and that anything we said might, through 
inadvertence, not with any intention to do the Government’s case an 
injury, not necessarily be held in confidence. 

Mr. Fiscuracu. Did you have the same opinion, Mr. McKenna’ 

Mr. McKenna. I will state my opinion of Miss Martin, if you 
want it. I will put it in my own words. 

Mr. Fiscusacu. Did you have the same opinion ? 

Mr. McKenna. I would have to put it in my own words, my 
opinion. 

Mr. Fiscusacu. Suppose you state that right now. 

Mr. McKrnna. To my mind, Miss Martin is a very fine person, 
a very trustworthy person, a person of integrity. I think that she 
is not the ablest of lawyers ie | that she never has pretended to com- 
prehend the issues or the position the Government has taken in this 
case. 

Mr. Fiscirpacu. Do you think she would honestly report the con- 
versation that she had with Washington lawyers? 

Mr. McKenna. I think she would honestly report it, but I think 
she might very, very well completely misunderstand it. | 

Mr. Fiscnpacn. You might do the same thing? 

Mr. McKenna. Quite capable of me to do it. I do not think Mr. 
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Siegel would. I think he would catch it very quickly, but Miss Martin 
and I might very well misunderstand. 

Mr. Stecex. In view of Mr. McKenna’s statement, I do not want 
to allow anything that I have said to stand in the record as indicat- 
ing that I distrust Miss Martin’s integrity—quite the contrary, but I 
would not have 

Mr. Fiscupacu. I am very much interested in the predicate of the 
last statement you made, Mr. Siegel, and I would like to inquire at this 
point why you premised your statement as you did in view of what 
Mr. McKenna has said. 

Mr. Siecet. Because Mr. McKenna prefaced his statement by re- 
marking that I did not—that he regarded her as a person of integrity 
and since I omitted that statement, I thought I ought to add it, that 
jt was not made with the intention of reflecting on her integrity. 

Mr. McKenna. In all of my conversations with Mr. Siegel here he 
never questioned Miss Martin’s integrity. 

Mr. Fiscusacu. Do you question, Mr. Siegel, the integrity of this 
memorandum / 

Mr. Sircer. No; I just question the accuracy of it, because I know 
for an absolute certainty that when a legal conclusion was reached with 
respect to the question of cancellation of the Long Beach Association 
insurance, we concluded that we could not cancel, we would not do it, 
and I was perfectly certain that so long as I had any responsibility 
for the case I would not allow that question to go to an appellate court 
if I could stop it. 

Mr. Fiscupacu. When did you discuss the question of the cancel- 
lation of the Long Beach insurance ? 

Mr. Strcev. I cannot say. If you have the date of that memo- 
randum, then apparently the question must have been under discus- 
sion at that time. I think there was a deposit made of insurance in a 
so-called interpleader in the Federal court in April 1949. And at all 
times thereafter the question arose, whether or not any action could 
be taken in regard to it. I am perfectly certain that I never would 
have recommended to the Board to cancel it or that I would have 
risked an adverse decision on that point that we would have to appeal, 
because I cannot imagine—I could not then—anything less sympa- 
thetic as a case for the Government to take to an appellate court. 

Mr. Fiscnnacn. You referred to another memorandum that you 
had seen or to which your attention had been called. 

Mr. Street. I did not refer to another one, Mr. Fischbach. 

Mr. Fiscupacn. You referred a few minutes ago to another memo- 
randum which Miss Martin had made with regard to order No, 2015. 

Mr. Stecet. I am referring to a memorandum which apparently she 
made of a conversation with Mr. Morison, which from the context 
must have been absolutely garbled and must have failed to compre- 
hend the point of the conversation, because while I was not present, 
[ know from conversations that there never was at any time any sug- 
gestion of canceling the charter of Long Beach Association. I never 
heard of such a suggestion. 

Mr. Fiscunacu. Do you recall going to lunch at the Stock Exchange 
Club in Los Angeles? 

Mr. Srecev. I recall a luncheon with Mr. Paul Fussell and some rep- 
resentatives of the Los Angeles bank committee. That was at the 
time, as I recall, when we were out there on the hearings on the in- 
junction matter, 
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Mr. Fiscusacu. Did you discuss the reasons why order No, 2015 
had been made? 

Mr. Srecex. No, but I indicated—I think I may have indicated at 
that time, so far as I was concerned, the time was no longer ripe to 
discuss the settlement of the Los Angeles matter, because personally 
I would not, I thought that there was a possibility in the event an 
injunction was issued as prayed for, that we could raise all of the 
issues that we had been raising throughout these years with respect 
to Judge Hall’s jurisdiction. 

Mr. Fiscupacn. I will ask you a very simple question again: Did 
you discuss order No. 2015? 

Mr. Srecet. I do not know whether we mentioned the order, but 
I know this came up. This is all I can remember of the conversation, 
Back in May of that year I discussed with Mr. Fussell the possibility 
of a separate settlement of the Los Angeles bank matter. At that 
time the Board was favorable to restoration of the Los Angeles bank 
and the Portland bank as two separate banks. And we had actually 
reached the point of an agreement which fell down only on one point 
of disagreement, namely, that the Board insisted that if the Los An- 
geles bank would be restored, it would have to assume as one of its lia- 
bilities any potential liability for any judgment that might be en- 
tered in favor of the Long Beach Association against the San Fran- 
cisco bank. 

Mr. Fussell said that he could not on his own accept that term, 
went back to consult his clients and reported that that was unaccept- 
»ble. And that in later months, when we were out in Los Angeles to 
argue the matter of the injunction, it was then that Paul asked me 
whether I would be willing to discuss with him again the possibility 
of a restoration of the Los Angeles bank along the lines that we had 
discussed in May, because I had been actively working in favor of 
that kind of a settlement. I did not believe in it, but the Board wanted 
it, and I wanted to carry out their wishes, if I could. I told him, no, 
because at that time it seemed to me that since Long Beach had sought 
an injunction and it seemed likely they would get it in view of the 
fact that there already had been a couple of restraining orders, it 
seemed likely to me that we had an opportunity for disposing of the 
whole case; in the event the injunction was granted we could appeal it. 
I never made any bones about that. As a matter of fact, I told the 
Board when this order was under consideration that its effect, its legal 
effect on litigation might be just that, provided Mr. Chapman filed a 
motion for injunction and the court granted it. In fact, he did, and in 
fact, the court granted it. 

That was just exactly what I had in mind when I was talking to 
Paul and to his friends at that meeting, but I never suggested to 
anyone that is why the order was entered. I told the Board most 
emphatically when I advised them this was a possibility when the 
order was entered—TI told them most emphatically they could not enter 
an order based upon that kind of consequence on litigation—that 
that was, I said, a possibility which I looked upon with favor so far 
as the disposition of the litigation was concerned, and from the 
point of view of their decision in holding a hearing they would have 
to make that decision on the basis of whether there was an adminis- 
trative basis for holding a hearing and whether on those reasons alone 
they should hold one, but I forecast then that there was the very 
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considerable possibility that the Long Beach Association would sue 
out an injunction, that the injunction would be granted, and in that 
event we could raise all of the issues in the appellate court that we had 
argued before Judge Hall and get them reviewed in the appellate 
court. I told that to the Board and I indicated that very clearly to 
Paul. 

Mr. Fiscunacu. Did you tell Mr. Fussell at this luncheon that 
issuance of the order was a fine tactical maneuver ? 

Mr. Srecen. I am sure I never used that expression. I cannot be 
sure what language I used, but I certainly indicated to him that from 
my point of view the issuance of the injunction was helpful to the 
litigation. I did not make any effort to conceal that at all. That 
has always been my view, but that had nothing to do with the admin- 
istrative decision as to whether there should be a hearing. I made 
that very clear to the Board, but they, of course, were bound to call 
upon me as to what would be the effect of any action they took upon 
litigation. I told them so, and I did not conceal it from Paul at that 
time. 

I cannot imagine Mr. Chapman could have failed to weigh the 
ossibilities when he moved for the injunction. It was obvious to any 
awyer that that was in the cards. 

Mr. Fiscusacu. Mr. Siegel, did you, at the luncheon referred to, 
refer to order No. 2015 in words or in substance as a fine tactical 
maneuver ¢ 

Mr. Strcer. I cannot recall saving that kind of thing at all. lam 
sure that the Board’s decision was made on their own and I advise. 
them that they had to make it on theif own from a legal point of 
view. It was certainly helpful to our position if an injunction issued 
and we thus had an opportunity to review the questions on appeal. 
That is all that I was indicating to him. 

Mr. Fiscusacu. Did you indicate to Mr. Fussell at that luncheon 
in words or in substance that the purpose of the issuance of order No. 
2015 was to find a means whereby the jurisdictional questions could 
again be raised in the court of appeals / 

Mr. Sircei. I do not think so, Mr. Fischbach. He may have con- 
strued something that I said to that effect, but I certainly indicated 
to him that it did provide a vehicle for doing so, not that it was issued 
for that reason. I indicated to the Board that if the injunction were 
issued over which I had no control whatever, of course, that it would 
provide such a vehicle. I have no control over Mr. Chapman, whether 
he is going to file a motion or not. I have no control over the court as 
to whether it would issue the injunction, but if it did issue, then, of 
course, it provided a vehicle by which we could test all of those issues, 
I do not think that was in doubt at any time. 

Mr. Fiscnpacu. How much control did you have over the Board 
in connection with the issuance of order No. 2015 ¢ 

Mr, Siecen. I could not dictate to them on anything. 

Mr. Fiscunacn. How much, if any, did you urge the Board to act 
affirmatively in connection with that matter 

Mr. Steger. I could not weigh that quantitatively. I told them 
emphatically that the prospect that I referred to would be favorable, 
so far as litigation was concerned, but I told them equally emphatical- 
ly that they could not make a decision on that basis. 
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Mr. Fiscunacn. Were vou quite enthusiastic about the fact that 
they were contemplating the matter? 

Mr. Srecet. From my point of view they could not have made 4 
more helpful move. 

Mr. Fiscunacn. Did you tell them ? 

Mr. Street. I cannot recall—I certainly made it very clear that 
such a move would be very helpful to the litigation, but I made it 
equally clear to them that the decision as to whether a hearing should 
be held would have to be based upon whether there were administra- 
tive grounds for it. 

Mr. Fiscuracu. Did you tell that to Mr. Divers? 

Mr. Strcev. I told the whole committee, the whole Board, all of 
them present. 

Mr. Fiscupacu. Mr. Divers, Mr. La Roque, and Mr. Adams? 

Mr. Smrce. Certainly. 

Mr. Fiscupacu. Who else was present ? 

Mr. Srecen. I assume, I am quite sure that general counsel was 
there, maybe Mr. McKenna was there. 

Mr. Fiscuracn. Anyone else? 

Mr. Stecet. None that I know of. 

Mr. Fiscupacn. When you expressed yourself in the manner in 
which you state, what comment, if any, did Mr. Divers make? 

Mr. Srecet. I cannot recall any comment. I do know most cer- 
tainly that all decisions were made by them on an administrative basis. 
I had no influence with them on that score at all. 

Mr. Fiscnspacu. What did they say to you when you expressed your- 
self ? 

Mr. Srecet. I cannot recall. They made their own decisions. They 
listened to me and made their own decisions. 

Mr. Fiscnpacu. You sit there and say you recall very definitely 
expressing yourself emphatically as you did, but you cannot recall 
what they said ? 

Mr. Srecet. Certainly, because I can recall, and I know the orienta- 
tion of my own thinking. I could not read into their minds, and I 
cannot recall what they were thinking, but I know very clearly—— 

Mr. Fiscupacn. I did not ask you what they were thinking. I 
asked you what they said to you. 

Mr. Srecev. I cannot recall that, Mr. Fischbach, for the reasons I 
am stating. I can recall what my position was and I am not attempt- 
ing to quote myself, but I know how I felt about it and, therefore, how 
I expressed myself, but as to what the Board’s comments were at the 
time, that I cannot say. 

Mr. Fiscupacn. Did you hear it said that order No. 2015 was 
nothing more than a “come in and talk it over” proposition ? 

Mr. Srecet. Why, no; that expression was never used to me. I 
understand that somebody described it as such before the subcommit- 
tee, but that expression was not used in my presence. I do know that 
Mr. McKenna always took the position that the Board had the power 
to conduct an investigation, a bank investigation, but in this fashion, 
and that this should be regarded as nothing more than the exercise 
of its authority to conduct an examination of the affairs of the bank. 
And I think you will find that that language is actually used in the 
order. Whether or not it can be supported on that ground, T do not 
know. I never reached an opinion on that point. 
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Mr. Fiscunacu. Did you ever give any consideration to what sort 
of action the Board would take upon the order itself after its issuance ? 

Mr. Srecen. I know we gave consideration as to whether or not the 
Board had to comply with the Administrative Procedures Act in ap- 
pointing a hearing examiner, whether it had the time or opportunity 
and the alternative to sit itself or what should be done about that, 
but that was an administrative matter primarily, it would not be a 
matter for the Department to consider—that would be a matter for the 
Board. I think the question was discussed with me briefly as to 
whether or not the Administrative Procedures Act applied, or, if not, 
I think we said that it did not apply, whether as a matter of policy they 
should comply. 

Mr. Fiscupacu. Who discussed that problem with you? 

Mr. Strcet. Mr. McKenna. 

Mr. Fiscupacu. How did you express vourself on the matter? 

Mr. Street. My own feeling about it is that a hearing examiner 
who sat in the matter should be one who is familiar with financial 
matters. 

Mr. Fiscunacu. I am not asking for your feeling. 

Mr. Srecen. My comment—let me modify the statement. My feel- 
ing about it and my comment in accordance therewith was that the 
hearing examiner ought to be someone who was familiar with financial 
affairs, that if you got someone from the civil service roster who had 
no familiarity at all with financial affairs he might get lost in a 
hearing of this kind. 

Mr. Fiscusacu. Did you come to the conclusion that the proceed- 
ing, if any, would be conducted under the Administrative Procedures 
Act ? 

Mr. Sreaen. So far as possible, they should follow the general prin- 
ciples of the Administrative Procedures Act, which was to have an 
independent examiner in general principle, subject to review by the 
Board or the alternative, if the Board could do so, have the time to 
hear it itself, but I doubted if that would be feasible. 

Mr. Fiscupacn. You knew at the time, of course, that the members 
of the Board were named as parties defendant in this litigation ? 

Mr. Srecet. I understood that, but I think as a matter of fact that 
the order provided, if I recall now—show it to me and refresh my 
recollection—I think the order provided for setting it down for hear- 
ing in Los Angeles, did it not? And if it did, of course, the hearing 
examiner would have to hear it, not the Board members; the Board 
could not spend its time out there. 

Mr. Fiscusacn. But it was your contemplation that the Board 
members would review the decision? 

Mr. Stecet. Certainly; inevitable. 

Mr. Fiscunacn. And you knew at that time, of course, that the 
Board members were defendants in the litigation? 

Mr. Srecen. That is right; but no one has ever, in my opinion, got 
due personal service over them in which to render a judgment in 
personam against them. 

Mr. Fiscrrmacu. Do you know whether or not the Board had an atti- 
tude toward the litigation ? 


1414 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Siecet. I cannot follow you. What do you mean, “attitude 
toward the litigation,’ Mr. Fischbach ? 

Mr. Fiscusacu. Did you know whether the members of the Boar( 
had any views with respect to the litigation? __ 

Mr. Siecev. I know they regarded it as an awful nuisance. I think 
that they also felt that there was no basis for damages, but I think 
I can say with certainty that none of them were personally apprehen- 
sive about an award of money damages against them personally. No 
one ever took that seriously. 

The only possibility, if damages were awarded at all, the only 
possibility of a defendant who could pay would be the San Francisco 
bank or the Federal Savings and Loan Insurance Corporation. There 
was not any possibility of personal liability, in our view, of the three 
members. No one entertained that as a possibility. 

Mr. Fiscusacu. Did your thinking go to the extent of touching on 
the subject of whether the members of the Board, in view of the fact 
that they were trustees of the Insurance Corporation and in view 
of your last statement, could review the proceedings conducted before 
a trial examiner, that they conducted ? 

Mr. Srecer. I was not unaware of the arguments made that the 
Board should not sit in judgment on its own case that was made before 
the examiner, but that argument has been made with respect to ad- 
ministrative agencies from the beginning of time, and rejected. There 
is no escape from the fact that if there is going to be an exercise of 
administrative responsibility and if administrative hearings are to 
be held by the agency which is charged by Congress with the duty 
to do so, that the Board had to hold the hearing, and the fact that 
the private litigants decided to file a suit for damages could not alter 
the scheme of things that Congress had established. 

Mr. Fiscupacu. Did you ever hear it said in connection with order 
No. 2015 that the Board really never intended to do anything like 
that; they never intended to appoint the Insurance Corporation as 
receiver of the Long Beach Federal; all they wanted was Long Beach 
to come in and talk it over? 

Mr. Srecen. If you mean that they meant by that that they were 
just going to sit around and talk, no. It was meant to be a formal 
hearing, and the form of the order so relates. I am aware of the 
statements made to the contrary, and I do not want to contradict any- 
one. I think the sense of that testimony was that there was no decision 
that anv receiver would be appointed. 

Mr. Fiscupacu. Thank you for your sense of the testimony, but 
I dare say you are sufficiently intelligent to realize that there imposes 
in the subcommittee some responsibility in connection with determin- 
ing who is telling the truth and what version of what is probably the 
correct one. 

Mr. Srecet. I was certainly not attempting to assume that. I am 
merely trying to say there is no issue of veracity between myself and 
whomever it was who testified to that effect. 

Mr. Fiscusacu. You just said now that you did not want to con- 
tradict anybody. 

Mr. Stxceu. I did not want to contradict him in the sense of stating 
that anyone had misrepresented the tenor of what had been said. 
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Nobody described this as an informal hearing. The order, on its face, 
provided for a hearing which corresponded as closely as possible with 
the procedure prescribed by the Administrative Procedure Act. 

I want to make this emphatically clear: that there never was any 
decision at that time to appoint a receiver. 

I may add that I, for the life of me, could never understand why 
anybody suggested the possibility of appointing a receiver in drafting 
that order, but there was never any possibility of a decision in advance 
of a hearing of the necessity of appointing a receiver. 

Mr. Fiscueacn. Why, Mr. Siegel, I was under the impression you 
examined the order. 

Mr. Stecev. Certainly I examined it, but I 

Mr. Fiscupacn. Just a moment, please. And virtually in the same 
form in which it was promulgated. 

Mr. Srecen. I was there. 

Mr. Fiscupacn. You examined it—did you not ?—and saw that the 
Insurance Corporation was proposed as receiver. 

Mr. Stecet. Certainly I saw it. 

Mr. Fiscxpacn. How do you reconcile that with the statement just 
now? 

Mr. Srecev. I reconcile it by the simple fact that I am not the 
Board. I do not run that Board. I did not run that Board at the 
time. I want to make that emphatically clear. That order 

Mr. Fiscnusacn. Did you discuss with the Board at the time that 
you examined the draft of the order, which subsequently was issued, 
the question that was raised in your mind when you saw the Insurance 
Corporation was nominated ? 

Mr. Stecet. I mentioned it to Board counsel, but I did not have 
any avail. My only criticism of the provision in there was that it 
could be misconstrued, as it has been. There never was any decision 
whatsoever to liquidate the Long Beach Association, and the effort has 
been made since to place that construction on that order. 

I anticipated that the unfortunate use of that word “receiver” 
would be to provide the basis for such a misconstruction. There is, in 
fact, no basis for it because the order provides for a hearing, not for 
any administrative action. I anticipated the possibility of miscon- 
struction, but my views as to the danger of that were not regarded as 
sufficient to call for a change in language of the order. 

Mr. Fiscupacn. Did you suggest to the Board that they conform 
as closely as possible to the decision contemplated by the Adminis- 
trative Procedure Act, to take into consideration that the act pro- 
vides that proceedings conducted thereunder shall be conducted at a 
place and a time that will meet the greatest convenience of the parties 
in interest ? 

Mr. Srecet. Well, Mr. Fischbach, let me make myself clear about 
this. I did not regard the Administrative Procedure Act as govern- 
ing. I did, however, think that Congress had expressed the policy 
which was governing; and, binding or not, the Board should follow 
insofar as it was practical to do so. 

On the specific question which you are now referring to—namely, 
setting a time and place that was convenient to the parties—that 
was certainly followed because the order was promulgated, as I recall, 
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early in September, and it sets a date of hearing of October 25, and 
the place Los Angeles. I cannot imagine any more ample notice or 
fairer place to hold it. 

Mr. Fiscusacn. In the light of that, I would like you to take 
look at the provision of Board Order No. 2015. You will find it at 
pages 8242, 8243, 8244, 8245, 8246, and 8247 of this volume of thie 
record on appeal, which contains the preliminary injunction with the 
court’s findings. 

Mr. Srecev. I notice here that. it provides for a hearing in Wash.- 
ington October 25, and not in California. 

Mr. Fiscupacu. You could not think of anything more fair thay 
a hearing in Los Angeles; could you? 

Mr. Stecex. Certainly not. And my recollection was that we cer- 
tainly gave consideration to that, and I think the only point. was this. 
Mr. Fischbach: Now, seeing this, it refreshes my recollection that 
the decision had not been made as to whether or not the hearing would 
be held by the Board or by the hearing officer. If it were to be held by 
the Board, it would not be held in California, for the reason at that 
time it was very definitely our policy that the Home Loan Bank 
Board should not go to California unless they subjected themselves 
to process issuing out of the district court in this case. 

Mr. Fiscunacu. What about this stuff you gave us a few minutes ago 
to the effect that there was going to be a hearing examiner and the 
Board was going to review it; that they were not going to waste their 
time with this matter; they were going to let a hearing examiner hear 
the matter and review it themselves? 

Mr. Sircen. No; evidently at the time this particular order was 
issued that decision had not been reached, but after the order was 
issued I know we discussed the question whether the Board could hear 
it. This provided the Board could hear it or the hearing examine: 
could hear it. We had that alternative possibility left, but my best 
recollection is that after the order was issued that the decision was 
reached, we’d have to have a hearing officer, because it would not be 
possible for the whole Board to sit in the time required to pass on the 
matter. 

That is my best recollection of the matter. 

Mr. Fiscnnacu. I wonder if your recollection on this is about as 
good as your recollection was on the subject of your telephone con- 
versation with Miss Martin that is recorded in the memorandum I 
showed you a little while ago. 

Mr. Siecex. You will have to judge that, Mr. Fischbach. 

Mr. Fiscueacu. You have no way of determining whether your 
recollection with regard to order No. 2015 and its provisions is any 
better or worse than your recollection of the conversation you had 
July 19, 1949, at least as purportedly shown in Miss Martin’s memo- 
‘randum ? 

Mr. Strcev. With respect to Miss Martin’s memorandum, I will 
briefly say again I cannot add to it. Without any question of doubt 
whatever, when a conclusion wa: reached with respect to whether 
or not the Federal Savings and Loan Insurance Corporation could 
cancel the insurance, the conclusion reached was that they could not. 
and that it was my insistent position that under no circumstances 
would I allow an issue to be taken to the court of appeals based upon a 
contrary position, because I did not believe we had a chance of pre- 
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vailing or that we could have a more unsympathetic case to take up on 
appeal. 

Mr. Fiscusacu. Were you concerned with the equities in this situa- 
tion or the sympathies ? 

Mr. Stxcev. Equities or the sympathies ? 

Mr. Fiscupacnu. Yes. 

Mr. Srecet. I am sure I cannot answer that without knowing what 
it is you are talking about when you say “equities or sympathies.” 

Mr. Fiscusacu. Were you concerned with the equities of the situa- 
tion that was presented by this litigation ? 

Mr. Strcet. I was concerned with the question of whether or not 
an action could be maintained for money damages, and that is all 
this action was, on the basis of the allegations which were made in 
the complaints filed. And I was satisfied beyond peradventure of 
doubt it could not be maintained. That was my opinion. 

Mr. Fiscupacu, Let us see just exactly what made you take that 
position. Insofar as an effect of the litigation concerned an account- 
ing by Mr. Ammann as conservator, I presume that in your handling 
of the matter you gave consideration to that ¢ 

Mr. Sircev. To the accounting by Mr. Ammann ? 

Mr. Fiscupacu. Yes. 

Mr. Sircev. Certainly. 

Mr. Fiscupacu. Did you think it offensive or obnoxious under the 
principles of American jurisprudence that one who occupied a fidu- 
ciary relationship in connection with the affairs of an association, 
as did Mr. Ammann, in relation to the affairs of the Long Beach 
Federal, that such a person should account for the stewardship / 

Mr. Stecet. I will have to answer you this way, Mr. Fischbach: 
An accounting has to be defined. An accounting consists of several 
stages. There is, first of all, the formal financial report by the trustee, 
let us call him such, or the conservator, in this case. Then there is 
the opportunity for exceptions by other interested parties. 

And, finally, there is a decision by the court as to the validity of 
those exceptions which may or may not result in an order for money 
charge against the party making the account. 

If the exceptions are overruled, no charge will be made against 
him. If they are sustained, there may be. 

Mr. Fiscupacnu. IT think—— 

Mr. Srecen. Let me finish. 

Mr. Fiscupacu. | think we can spare you that. 

Mr. Stegex. I want to finish, because that is 

Mr. Fiscupacu. I think we can spare you that effort, because I am 
quite sure you will be safe in proceeding on the hypothesis that this 
subcommittee understands the processes of surcharging and the sus- 
taining of exceptions to an accounting. 

Mr. Srecet. But it is necessary for me to explain it, Mr. Fischbach, 
for the reason that the accounting involved in this case involved only 
the first stage of that procedure, for this reason: When you speak about 
American jurisprudence you must be aware, as an experienced lawyer, 
that the Federal courts have uniformly held consistently and without 
exception that receivers of national banks are not subject to equitable 
accounting in the sense of being liable to a surcharge. Except in cases 
where they have embezzled funds, they are subject to a duty, at most, 
as stated in the court of appeals here in a case cited in our brief— 
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I think it is in 121 Federal 2d, and I cannot remember it offhand— 
Lucking v. Delano; they are subject to some moral, if not legal, duty 
to make a full disclosure of the facts. , 

So, all that Ammann was under a legal liability to do was to make 
a full disclosure of the facts. He was not liable for a money-damage 
award or a surcharge, which-is the same thing, of his account. 

Then the question arose before whom was he to make the detailed 
statement of fact. 

According, therefore, to the settled principles of American juris- 
prudence, his account could not be surcharged. At most, he could be 
required to give the details. To whom ?¢ 

The Board regulations consistently provided that the accounting 
and the informations, in other words, should be given to the Board. 

The question arose, as a matter of law, an interpretation of order 
No. 388, whether the direction by the Board to Ammann to file a copy 
of the accounting with the court should be considered a direction by 
the Board, making an exception to their otherwise general procedure, 
requiring him to give the information to the court. 

I was of the opinion that it should not be, or could not be construed, 
but that is a very subordinate issue because, as I say, if you ever got to 
the court on the matter of the accounting procedure in this case as 
distinguished from normal accounting procedures of private trustees, 
it would have ended with the first step. It would never have included 
the third step. It could not under the general principle that it could 
not be liable for money damages for the exercise of a discretionary 
function. 

Mr. Fiscunacn. Of course, Mr. Siegel, I note with interest the fact 
that you reach out to the statutes applicable to receivers 

Mr. Siecet. Not the statutes, Mr. Fischbach, but the decisions as 
to their accountability under principles of trusteeship. Those princi- 
ples have been held not to be applicable to receivers of national banks. 
That is the closest analogy that I could find. I do not say that it is 
binding in all respects, but it is based upon principles applicable to 
all officers who exercise discretionary functions under the authority 
from the Federal Government; and, therefore, it seems to me a close 
analogy. 

It differs, of course, in some respects in that the receiver’s appoint- 
ment and supervjsion of his activities by the court differs very mark- 
edly from that of a conservator under the Home Loan Bank Act, but 
the principle on which the decisions that I refer to are based, the prin- 
ciple that Federal officers exercising discretionary functions are not 
subject to money damages for error in exercise, or even malice in the 
exercise of discretionary functions, is one which should be plainly 
applicable to the conservator. 

That is the only reason I invoked that analogy. 

Mr. Fiscuracn. Did it occur to you that, 1f you reached to that 
source, you would also encounter a rather striking difference; namely, 
that receivers of national banks go into the Federal court in the juris- 
diction of the bank over which they are appointed ¢ 

Mr. Srecex. No; it did not. 

Mr. Fiscusacn. To make application for permission to sell real 
estate / 

Mr. Siecex. It did not, Mr. Fischbach. I was aware of the dis- 
tinction, Mr. Fischbach, but it did not seem to me a distinction with 
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a legal difference in the aspect to which I am now referring, for the 
reason that the decisions to which I refer are predicated upon the 
principle to which I have also referred: that officers of the Federal 
Government, exercising discretionary functions, are not subject to 
money-damage claims. 

Those decisions could have gone on the ground—they could have, 
but did not—that because the action was prudently taken, subject to 
the approval of the court, those actions therefore could not be chal- 
lenged on the ground alleged in the particular accounting proceed- 
ings, but they actually went on the ground that the duty or the 
liability for an equitable accounting in the instance of a surcharging 
of the accounts with resulting money damages was not applicable to 
the receiver because he was an officer like the Comptroller of the Fed- 
eral Government and, therefore, is not liable for money damages in 
the exercise of discretionary functions. 

Mr. Fiscnpacnu. Did you ever advise the Board, in view of the 
position you have taken as stated here tonight, that they should con- 
duct a hearing on the objections to the accounting by Mr. Ammann ? 

Mr. Sircet. No; 1 did not, for very good reasons. 

Mr. Fiscunacnu. Is that because you were in the Department of 
Justice and the Board had its own counsel ? 

Mr. Srecen. That was not the only reason. If I felt that they should 
have gone ahead on that ground, I would have at least mentioned 
it to the Board’s counsel for whatever action they chose to take about 
it, but I did not do it for the very simple reason that Judge Hall, 
rightly or wrongly, had construed order No. 388 in a manner differ- 
ently than I did, and I considered that it would be, therefore, im- 
oroper for the Home Loan Bank Board to take, without appealing 
ie decision, if they could, an action directly in the teeth of the order. 

That is all. That is the only reason that I did not counsel pursuing 
such a proceeding. We certainly considered it. 

Mr. Fiscusacu. Did you consider that the filing of the accounting 
in the Federal court in southern California was an act intended to 
confer upon the court jurisdiction to hear objections to that accounting ? 

Mr. Strcen. Certainly not. 

Mr. Fiscupacu. How did you view that ¢ 

Mr. Srecev. I just stated that I viewed that order as constituting 
no exception to the procedure prescribed by the Board’s regulations. 

I did, however, agree that Judge Hall had construed the order other- 
wise. And I certainly would not advise the Board, without taking 
an appeal, to get his decision reversed, to fly in the teeth of his order. 

Mr. Fiscunacu. That order was never even appealed from; was 
it ? 

Mr. Srecev. No. 

Mr. Fiscusacn. And it was not appealed from with knowledge of 
the fact that Judge Hall construed it differently from the manner ir 
which you did? 

Mr. Stecer. That is correct, but the order in that respect was inter- 
locutory, and was open to review in any later stage of the issue, but 
it was never appealed from at that time. 

Mr. Fiscupacu. You viewed that as an interlocutory order? 

Mr. Srecex. Certainly it was a final order in respect to the turn- 
back. Anytime an order involving a transfer of property—and, in 
the circumstances there involved, it would involve a separate order— 
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and declared to be final by the court, as this one was, or intended to 
be, it certainly would be and had to be appealed within the time al- 
lowed by statute, but the other aspect providing for the reserve ac 
counting features were strictly interlocutory. 

Mr. Fiscusacn. They were not incidental to the transfer of the 
property ? 

Mr. Siece.. But they remained to be disposed of. Some final deci- 
sion about which no further action would be taken was made with re- 
spect to the turn-back. It transferred to the custody of the former 
management of the Long Beach Association. And that order was final 
and appealable then and there. If it was not appealed, then there was 
no further appeal to be taken from it, but other aspects of the case 
remained, including the accounting proceedings; and that aspect was 
interlocutory, of course. 

Mr. Fiscupack. Did you regard order No, 388, insofar as it related 
to the Long Beach Federal and the conservator, and apart from the 
accounting, as an order affecting the transfer of property / 

Mr. Strcen. It transferred the possession. At least, it removed 
the custody of the property from the conservator to the former man- 
agement. I think there is a technical question as to what the word 
“possession” in the Board’s regulation means in that respect. I do not 
think he has any more possession than the management of a corpora- 
tion generally has, but whatever he had it was transferred from him 
to the former management of the board of the Long Beach Association. 

Mr. Fiscnracn. You took the position that there had never been a 
determination that the Insurance Corporation legally had the power 
to terminate the insurance; is that not correct ¢ 

Mr. Stece.. Insofar as I know, there was the determination which 
was precisely the opposite. 

Mr. Fiscupacu. What do you mean by that ? 

Mr. Stecev. I mean by that that any Board counsel that I talked to 
told me—the only conversation I remember is with Mr. McKenna. 
There is no question but what the Board is under a constant duty to 
insure Federals, and the statute is unequivocal on that point. 

Mr. Fiscusacn. There is no legal authority to cancel the insurance. 

Mr. Stecet. That is right. That is my position and understanding. 

Mr. Fiscunacu. Consequently, no reason for any apprehension that 
there might be a cancellation of insurance ¢ 

Mr. S1ece.. So far as I am concerned, that is true. 

Mr. Fiscupacu. Will you look at pages 6506 and 6507 of volume 14 
of the record on appeal, and see if the contrary position was taken by 
the Government? What is the heading of point 3 on the first page 
that I call your attention to? 

Mr. Srecen. It says, “Federal Savings and Loan Insurance Cor- 
poration has statutory authority to terminate insurance for cause.” 
That is the first time I have ever seen that document. 

Mr. Fiscupacu. What is the first paragraph on the next page ? 

Mr. Srece. It quotes the statute. 

Mr. Fiscupacn. What does it say ? 

Mr. S1ece.. 


The Corporation shall have power to terminate the insurance status of any 
insured institution at any time after ninety days’ notice im writing for violation 
of any provision of this subchapter or of any rule or regulation made there- 
under or any agreement made pursuant to 1726 of this title. 
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Mr. Fiscupacu. Who signed that memorandum / 
Mr. Sircet. Mr. Carter and Miss Martin. 
Mr. Fiscupacu. You never saw it before? 

Mr. Stecex. Not that I recall; no. 

Mr. Fiscusacu. In the light of that, do you have any comments 
to make on the validity of the testimony you gave on that point? 

Mr. Srecet. None whatever. I am absolutely certain that it was 
the opinion of the only Board counsel that I ever talked to that there 
was no authority, whatever, to cancel the insurance of the Federal and, 
certainly, the thought never entered my mind. 

Mr. Fiscusacu, Were you consulted at the time that the memoran- 
dum was filed in the Federal court, Mr. McKenna / 

Mr. McKenna. I have no recollection of it. 

Mr. Fiscupacu. No recollection of it? 

Mr. McKenna. No. I might say that it has always been my opinion 
that the Board had no authority to terminate the insurance of a Fed- 
eral, although I admit that you could read the act either way. How- 
ever, as a matter of over-all reading of the act, I have always been of 
the opinion that you could not terminate the insurance of a Federal. 

Mr. Fiscupacu. Were you consulted in the preparation of those 
documents ? 

Mr. McKenna. I cannot say that I was not. I have no recollection 
of it. 

Mr. Fiscupacu. Perhaps you had better look at it, Mr. McKenna. 

Mr. McKenna. All right. I recall the affidavits attached to it, 
and I had some part in getting them together. I have no recollection 
of part 8 here. I might have been consulted. 

Mr. Fiscupacu. I then show you again, Mr. Siegel, Miss Martin’s 
memorandum of July 19, 1949; and I am going to ask you now 
whether, in the light of the memorandum signed by Judge Carter and 
Miss Martin, you still maintain that Miss Martin’s memorandum is 
not a true and correct portrayal of the conversation attributed to you 
and Mr. McKenna as having taken place between you gentlemen and 
Miss Martin on July 19, 1949? 

Mr. Stecet. The matter you referred to and called to my attention 
does not in any way affect my testimony. I never saw the petition 
that you refer to, and I am absolutely certain that I never took the 
position we could cancel the insurance. 

Mr. McKenna always took the opposite view. I was guided by his 
views on the subject, and it never occurred to me that we should take 
a (different view or that we ultimately take a different position. 

I may say this—and I do not see anything improper about it; 
I did not counsel this course. I did not see this particular petition, 
but there is nothing improper about the Government taking a position 
which is an open one, even though in the opinion of its counsel it is 
not likely to prevail. Mr. McKenna thought the statute could not be 
permitted to construe cancellation. I know Mr. Husband, apparently, 
wanted to do otherwise. And it certainly is permissible for the counsel 
in a case of that sort to submit the question to the court with sueh 
argument as there is to support such a position, and let the court decide 
it. I see nothing unethical or improper about doing that, at all. 
Government lawyers do that all of the time. 
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Mr. Fiscupacn. Has anything been said here tonight which relates 
to this matter which in any way suggests that there is anything un- 
ethical about it? 

Mr. Stecet. My point is that I never—— 

Mr. Fiscupacn. Why do you defend yourself on something that 
has not been even mentioned ? 

Mr. Sircet. I am not trying to defend myself. I am only trying 
to suggest to you that the particular memorandum that you refer to 
does not refresh my recollection as to my stand, because it is not in 
accord with what I understood my position to be. 

Mr. Fiscnsacn. Do you see no connection between the matter re- 
corded in this memorandum and the allegations contained on pages 
6506 and 6507, to which I called your attention ? 

Mr. Stecet. None whatever. I took this as a matter of fact of very 
little interest. 

Mr. Fiscupacu. So long as you see no connection with it at all, 
that is all we need. 

Mr. Hourrreivp. The Chair is constrained to say that, as this hearing 
has developed, he has noticed there seems to be a confusion of testi- 
mony relating to who was in control of the strategy—that is, the legal 
strategy, if you want to call it that—in this case. There are times when 
it is alleged that the Board makes decisions and overrides the counsel, 
and other times when the counsel makes decisions and overrides the 
Board. 

In your testimony tonight you stated that you would not allow the 
Board to do certain things. 

Mr. Stecez. I do not know that I used that. If I did, I was not—— 

Mr. Hortrrevp. You did use the word “allow.” 

Mr. Srecet. I would not be in a position to do that. I would be in 
a position to say emphatically that, so far as my control of litigation 
was concerned, I would not take any stand which would lead to pre- 
cipitating an appeal into the court of appeals on issues which I 
thought we could not prevail upon and in which we would have an 
unsympathetic record, so far as the administrative action was con- 
cerned, Mr. Holifield. So far as an administrative action is con- 
cerned, such a decision, whether to take administrative action, hold- 
ing a hearing and the like, that is entirely the Board’s decision. They 
can ask me what the consequences will be. If the Board, notwith- 
standing my advice, attempts to cancel the insurance, there is nothing 
that I can do but tu do the best I can for them in court, but I would 
do my damnedest, I can tell you, not to have them take action of that 
kind with respect to the insurance. 

I may add that, so far as I am concerned, throughout the time that 
I was in charge of the case for the Department of Justice, this insur- 
ance matter, from my point of view, did not loom as a major issue. 

Mr. Horirtetp. It seems to me there was a time when the Board 
wished to settle this case; in fact, they had gone a long way toward 
it. That is, toward a settlement, to settle it through a compromise, 
and at that time, from your own evidence, it seems that you, Mr. 
Siegel, stepped in and upset a compromise settlement which had gone 
so far as a stipulation in court which had been agreed to by the United 
States attorney at Los Angeles. 

Mr. Stxceu. That is on the attorneys’ fees aspect, Mr. Congressman. 
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Mr. Fiscuzacu. It had gone further, Mr. Chairman. Some 15,000 
or 16,000 parties in interest had been advised publicly, through the 
publication of notice of the pendency of that application in the court, 
and there had been a hearing in the court at which expert witnesses 
testified, persons who were gentlemen of distinction, well known in 
the community, highly regarded by the bar and by the bench, and 
there had been judicial determination of the reasonable value of 
counsel fees that had been earned up until, I believe, December 31, 
1948. 

Mr. Hourrievp. The stipulation agreed that one-third of those fees 
should be paid, as I remember it, and the balance submitted to 
adversary proceedings. Is that not right? 

Mr. Fiscunacu. The stipulation provided for the entry of the court 
order on it, the court’s decision of April 5, 1949, which had been 
recorded and made a matter of record in the court. There had not 
been one single person appearing in opposition to the application, 
notwithstanding the publication thereof—not one shareholder, nor 
one stockholder of the banks involved, or any of the parties in inter- 
est appeared in opposition thereto. 

The order of the court having been entered as an order, counsel 
were engaged in the formulation of the precise terms of the formal 
order. That formal order was sent to Washington, and, presumably, 
reached the witness along with a copy of the stipulation and a copy 
of the court’s submitted order of April 5, at which time the witness 
testified he sensed or experienced a sense of great shock and I believe 
he characterized the feeling or characterized the matter as scandalous. 

Mr. Hoxrirrmexp, At that point, apparently, the Department of Jus- 
tice prevailed over the Board’s previous decision which was an ad- 
ministrative decision, I believe. 

So the subcommittee finds itself in this position, that wherever it 
is convenient to the Home Loan Bank Board administrators, they 
retire behind the skirts of the Department of Justice and say, “We 
‘annot go any further,” or “We were constrained from doing this 
or that because of advice from our lawyers and the Department of 
Justice.” 

And then we find you testifying to us tonight that on certain things, 
the Board overrode your suggestions. 

Mr. Srecet. It was within their province. 

Mr. Houtrrevp. On matters within their province. Who has been 
able to draw the line between administrative policy and legal maneu- 
vers in this particular case? 

Mr. Stecen. I am sure you appreciate, Mr. Congressman, when a 
case is in litigation there cannot be an absolutely sharp line drawn. 
“This is for you,” and “This is for me”—this is an administrative mat- 
ter, this is a legal matter, but you can say some things perfectly clear. 

For example, is there an economic basis for merging the banks or 
undoing them? That is clearly an administrative decision. 

The Board’s opinion at the time I first served in this litigation was 
that the banks should be restored. T thought that 

Mr. Horirterp. Just 2 minute. That is an administrative decision, 
but as I understand it, the Department of Justice moved in and di- 
rected the Board not to make that. 
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Mr. Stecev. I wanted to finish on that point, Mr. Congressman. On 
the other hand, there is a legal consideration. The legal consideration 
is that if it would be done, then it would be shouted again, as it has 
been in the past with respect to order No. 388, there is a 1 confession of 
judgment that everything was as charged in the pleadings, that there 
was no basis for the merger, that it was done with malice which is now 
admitted, and we have got a confession of judgment. 

The brief filed in the court of appeals may be summarized in three 
words, “confession of judgment.” 

Now that is a legal consideration. So you have a balance. 

The administrative consideration, is there or is there not an eco- 
nomic basis for either merging or undoing the banks? The legal con- 
sideration, what would be the effect on the remaining issues if ad- 
ministrative action of one kind or another would be taken now? And 
in those circumstances you have a matter that is one thing, one mat- 
ter for the Board and another for the Department, and you cannot 
untangle them. So you do your best to try to reach a judgment. 

Mr. Hotrrterp. Whose judgment prevails, that is the point ? 

Mr. Srece.. In that matter, if the Board were to issue an order 
undoing—if the Board would take it upon itself to issue an order 
restoring the banks, there is nothing, so far as I know, that could 
prevent them from doing so. 

Mr. oaaesery If they did that they would lose their lawyer. 

Mr. Stecex. I don’t know that they w ould lose their lawyer. 

Mr. Houirretp. Under the executive order, the Department of Jus- 
tice has the legal obligation to defend any of the Federal agencies, in 
court actions and, of course, under the Executive order I assume that 
they are obligated to take your services and to abide by your decisions 
from a legal standpoint. Otherwise you would immediately resign 
from the job, or enter your protest and retire from the case. 

Mr. Stecer. The Board would not have any standing—in a case 
like this, of course, where there is a representation action involved, 
as Mr. Fischbach pointed out, the court would have to approve it. 
Consequently, the Board cannot effectuate such a turn- backs even if 
it wanted to, without some legal proceeding, so I suppose the Depart- 
ment would be involved. 

Mr. Hotirtetp. Technically the Department of Justice would have 
control of the Board’s action? 

Mr. Srecet. Yes; but this is a matter which cannot be resolved in 
a mathematical w ay. I cannot say that 95 percent of the authority 
belongs here, and 5 percent here. You have got a case where there are 
both administrative and legal consider ations, and you have to make 
such adjustments as you can. 

If you had an agency which chose to take the bit in its teeth, and do 
pretty much as it pleased, the Department would have to go along. 

On the other hand, if advised by the Department, the probability is 
that most agencies would consider that they would not do such a thing 
because of the adverse legal consequences, but you cannot in a situa- 
tion of that sort say absolutely who makes the final decision; in the 
last analysis it is a joint decision. 

Mr. Horrtety. In view of the effect of some of these decisions which 
have been made, it puts the subcommittee in a very difficult position to 
find out who was responsible for the decisions. 
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Mr. Srecex. I don’t understand that anybody has thought to shirk 
any responsibility. If you are referring to the Board’s hearing, it is 
my understanding that the Board explicitly said it was their own 
decision, and I believe they would be shocked at a suggestion that it 
was not. I understand that they would take full responsibility for 
that. I was not ducking any responsibility, sir. 

Mr. Fiscuspacu. Where did you get that understanding? 

Mr. Stecex. I saw that in the transcript. 

Mr. Fiscusacnu. In whose testimony ? 

Mr. Srecet. In Mr. Adams’ and Mr. Divers’, as I recall. 

Mr. Fiscusacu. Is it your understanding that they take full re- 
sponsibility ? 

Mr. Srecet. For holding their hearing; that is my understanding. 

Mr. Fiscusacu. Is it your understanding they take full responsi- 
bility for not restoring the Los Angeles bank? 

Mr. Sircet. Oh, no; my understanding with respect to that, that 
the Board’s present position, as an administrative matter, that is now 
an open question on which they would like to have a hearing. The 
Department of Justice, as I understand it, takes the responsibility 
now, as I did in November 1949, for the view that from a legal point 
of view the time was not propitious for any restoration of the banks, 
even if the Board, from an administrative point of view, decided it 
would administratively be a sound decision. 

Mr. Fiscupacnu. In November 1949, when you took the position 
that you did, what did you premise your concept upon that it would 
be improper or inadvisable to restore the Los Angeles bank ? 

Mr. Stecev. Simply because the position was being taken that the 
prior order was a “confession of judgment,” and I did not want to have 
another “confession of judgment” urged against me in the litigation. 

And I understand your point you made to Mr. MacGuineas, that 
you made last night, and it never occurred to me that I should try to 
enter into a stipulation as to how Mr. Chapman should conduct his 
ease. You just cannot do that sort of thing. If you are going to take 
that kind of action you take the consequences, and I explained clearly 
to Mr. Fussell in May; I told him very frankly that we were prejudic- 
ing our case in doing so. 

Mr. Fiscupacu. In what way? 

Mr. Srecet. By turning back we would face the argument that 
there was another “confession of judgment.” 

Mr. Fiscupacn. That would not have been a meritorious position, 
would it ? 

Mr. Smeeen. I cannot help whether it would be a meritorious posi- 
tion or not, it is practically accepted by the district court, with respect 
to order No. 388, and in any event, it is the burden of the entire argu- 
inent by the appellees in the case now before the ninth circuit. I can- 
ot toss that argument out as immaterial. Iam nota judge. I cannot 
say that Mr. Chapman’s brief should be thrown out because his argu- 
ment is based on a wholly unmeritorious position. I think it is with- 
out merit, but the court has to judge that. There is no question that 
that was actually the motivation. 

Mr. Fiscupsacn. I will ask you, as I asked Mr. MacGuineas, did it 
ever occur to you that you might get a stipulation from counsel ? 
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Mr. Siecen. It never occurred tome. I never conferred with counsel 
for the other side as to how he should conduct his case. 

Mr. Fiscunacu. You never had occasion to find yourself in a stipula- 
tion with counsel on the other side of this case where they broached 
the stipulation, did you? 

Mr. Strcet. I don’t know that any stipulations that I ever entered 
into with them while I was in the proceeding, I don’t know that there 
was any. The only stipulation I know of, of any kind, other than 
mere formality, was a stipulation for the attorneys’ fees. 

Mr. Fiscupacn. Was it ever suggested by anybody on the side of 
the Government’s case that you could not make a stipulation with 
counsel on the plaintiff’s side of the case? 

Mr. Srece.. This is not the kind of a thing that a lawyer, in my 
humble opinion, would think of stipulating. He cannot control an- 
other fellow’s legal strategy by stipulation. 

Mr. Fiscupacu. No, but you can control your own position ¢ 

Mr. Stecen. Well, I can control my own position without a stipula- 
tion, but you cannot very well control his method of the conduct of 
the case, and IT would think it would be presumptuous of me to even 
suggest trying to do so. 

As a matter of fact, I anticipated that Mr. Chapman would regard 
a separate settlement of the Los Angeles matter as prejudicial to his 
interests, and that he would fight it, because the net result would be 
that the Los Angeles bank would be fighting on our side. 

It never occurred to me that I should talk to Mr. Chapman about 
that. I would expect him to fight that, and to continue to fight with 
every weapon at his command. 

Mr. Fiscupacn. Mr. Chapman, has there ever been a time when 
you or other counsel for the plaintiff’s side of the litigation, have re- 
sisted the reestablishment of the Los Angeles bank ? 

Mr. CHApman. No, that is what we started to fight for, and that 
is what we were taken over for, that is what we were still fighting for, 
and that is why we have been in peril of a second confiscation, because 
we continued to fight for the restoration of the Los Angeles bank. We 
think it would restore that bank, and we are in favor of it. 

Mr. Fiscupacu. Did you make your position known to the Depart- 
ment of Justice / 

Mr. Cuapman. I made it known through the litigation. 

Mr. Fiscnnacu. Did you specifically make it known to Mr. Siegel 
or Mr. Ford? 

Mr. Cuapman. It was known to Mr. Ford and to Mr. Siegel, if they 
read their file, if they read the offers of compromise, and at the con- 
ferences in June 1949, here in Washington, and in July of 1950, I 
think Mr. MacGuineas was there then, and Mr. Siegel was not, al- 
though he was still in the case. 

Mr. Fiscupacn. Mr. Siegel—— 

Mr. SreceL. May I make a comment ? 

Mr. Fiscupacn. Certainly. 

Mr. Stecev. It was never suggested while I was in the case that 
there could be a separate settlement of the Los Angeles bank without 
a contemporaneous settlement of the Long Beach bank. 

Of course, it was one of the terms of the over-all settlement. Never 
was there any suggestion from Long Beach for a separate settlement. 
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If it had occurred prior to that, I don’t know, but it was certainly 
never suggested to me, or so far as I know, to Mr. Ford by the Long 
Beach Association that. regardless of what was done with them, we 
should restore the Los Angeles bank. 

Now, if that was done it was not embodied in any writing I have 
ever seen or made orally to me, nor so far as I advised anybody else. 

Mr. Cuapman. I am aware of a written proposal by Mr. Fussell, 
a copy of which was sent to me, and I believe there was a written 
response, although it did not come to me, it came to Mr. Fussell from 
the Department of Justice. 

Mr. Stecen. Certainly we attempted to negotiate such a settlement 
with Mr. Fussell, but not with Mr. Chapman. I did not know any- 
thing about any conversations he would have had with Mr. Chapman. 

Mr. Fiscupacu. Were you under the illusion that he was attempt- 
ing a secret settlement ? 

Mr. Stecer. I would have had no idea. If he wanted to get it, we 
were prepared to give it to him. 

Mr. Fiscnsacu. The price you asked Mr. Fussell was that the Los 
Angeles bank, if reestablished, assume 100 percent of the liabilities 
in any litigation ¢ 

Mr. Srecet. No. But they were to assume a proportion, if they 
took two-thirds of the assets, they were to take two-thirds of the 
liability, including any judgment award against the San Francisco 
bank. 

Mr. Fiscusacn. Upon what concept of justice or equity was that 
premised ¢ 

Mr. Srecet. Our whole theory, Mr. Fischbach, was that these claims 
for damages were unfounded, in any event, but even if they were 
unfounded and would not prevail, we could not allow the Portland 
bank, which was the smaller bank, and the smaller surplus, rela- 
tively to face the risk of a large money damage claim alone. That 
was the basis of it. as an economic matter, you could not safely re- 
store the Portland bank to operation if it alone had to bear any 
award, if such were given. 

If there were no such award given, there would be no danger, 
but if there were one, then the Portland bank would be in a serious 
financial position, ‘They were talking something about $20 mil- 
lion 

Mr. Fiscupacn. Is that the basis of equity or justice upon which 
the proposal was premised ? 

Mr. Stecev. I will put it this way: The Board could not restore, 
in its opinion, and in my opinion IT agreed with them, that the Board 
could not restore the two banks unless the two banks could stand on 
their own feet. The Portland bank could not stand on its own feet if 
it had to assume many millions of dollars in excess of their surplus. 
That was a question of economics. 

The question of whether there should be one bank or two banks 
is a matter of economics. Do the two banks have enough business 
to support them ? 

Mr. Fiscusacn. Now, we are getting away from the proposition. 

Mr. Srecen. It is not a question of equity, in the sense you are 
using it, but a question of economics. The question of whether or 
not the two banks should be restored—now, I am not an expert on 
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this, but as it was explained to me, it would depend entirely upon 
whether the banks could stand on their own feet as banks. You 
could not restore the Portland bank if it were insolvent and could 
not operate on its own, excepting under conditions which would 
assure solvency. I think that is all. 

Mr. Fiscupacu. That proposition was not premised on the con- 
cept of justice or equity but it was premised upon an economic 
basis 

Mr. Stecer. I think you have the matter confused. There is no 
question of justice or equity involved in a question of whether there 
should be 11 or 12 banks, excepting in the sense that an economic 
feasibility is the measure of justice or equity. Economic feasibility 
is the only test of whether there should be one bank or two. [If it 
was economically unfeasible to continue two banks, then there had 
to be only one. That was the only issue involved. 

Mr. Fiscuracn. Mr. Siegel, did you ever own any stock in any 
corporation ? 

Mr. Srecet. I have owned very little stock in a corporation, but this 
was not the kind of stock that would be comparable to that of stock 
in a normal corporation. 

Mr. Fiscueacnu. As trial attorney in charge of an investigation for 
a period of time, did you ever conduct any inquiry to ascertain the 
validity or the basis of the method whereby the surplus of the Port- 
land bank and the surplus of the Los Angeles bank were adjusted so as 
to bring about a condition in which presumably the stockholders of 
both banks would have the same interest in the assets and surplus of 
the San Francisco bank, as they had in the components of the San 
Francisco bank? 

Mr. Steger. No; I had not. That was never a question for me. 

Mr. Fiscuracn. It was never a question for you ¢ 

Mr. Stecet. No; not at that time. 

Mr. Fiscupacn. As trial counsel you were not concerned ? 

Mr. Stece.. Not at that stage of the litigation. There was no alle- 
gation anywhere in any of the complaints that as the result of the 
merger the shareholders of the Los Angeles bank had a lesser interest 
in the surplus, in the resulting corporation, than they had in the Los 
Angeles bank. In other words, that their proportionate share in 
the surplus of the San Francisco bank was less than the interest they 
had in the Los Angeles bank. 

As a matter of fact, I understood, and I never made an inquiry 
about this, but I was informed by associate counsel that as a technical! 
paper matter, the paper surplus of the Portland bank, though it did 
not have enough business to continue, the paper surplus was larger 
per share than that of the Los Angeles bank, although the Los Angeles 
band had a larger volume of business. so on paper, the shareholders of 
the Los Angeles corporation, according to my understanding, their 
pro rata interestin the surplus, if any, of the San Francisco bank, was 
larger than their interest in the surplus in the Los Angeles bank. 

Mr. Fiscuracn. You never conducted any inquiry to ascertain how 
it was brought about that the relative surplus of the stockholders of 
the Portland bank and the stockholders of the Los Angeles bank was 
brought into an apparent state of parity? 

Mr. Srecet. No; there never was any question of that kind. Thi 
only time I got into the question of surplus at all was on the question 
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of the allocation of assets between the Portland bank and the Los 
Angeles bank, in the event of restoration in May 1949, and that mat- 
ter was handled entirely administratively. I think Mr. Reardon 
worked up the figures for the Board. I would not consider. myself 
remotely-competent to do it. 

Mr. Fiscupacu. As you anticipated, after the issuance of order No. 
9015, Mr. Chapman and other counsel for the plaintiffs did, as you 
know, file an application for an injunction. 

Mr. Srecet. As I anticipated was possible, Mr. Fischbach. 

Mr. Fiscusacn. I will accept that. 

Mr. Stecez. I could not control Mr. Chapman. 

Mr. Fiscusacu. Yes. Now, when that application for an injunc- 
tion was filed, there were certain allegations made as to the motivation 
of order No. 2015, isn’t that true? 

Mr. Sixcet. That is correct, on information and belief, they had to 
be, they were all argumentative allegations of the kind that had been 
made with respect to the purported intention to dissolve the Long 
Beach Association back in 1946, which the Supreme Court had held, 
did not support a finding to that effect, so we did not consider that it 
would provide any basis for a finding in this case. 

As a matter of fact, the district court made no findings as to the 
motives of the Board in issuing this order. 

Mr. Fiscupacn. When you received those pleadings I presume 
you gave careful consideration to the allegations made ? 

Mr. Steger. Yes, I did; but I considered them to be this, I con- 
sidered that those pleadings rested primarily upon the ground that 
the issues in the pending court proceeding and those proposed to be 
considered at the Board hearing, were identical, or at least touch 
upon the issues before the court and therefore the court, having taken 
jurisdiction and having held that it had jurisdiction, it could enjoin 
any other tribunal, administrative or otherwise, from deciding the 
matter while the matter was sub judice before the court. That was 
what I thought to be the gist of the allegations. 

And I think that is exactly the way Judge Hall treated them. In 
other words, those allegations were not intended to raise an issue as 
to the merits, but rather to allege that there were issues then pend- 
ing before the district court which were sought to be raised in the ad- 
ministrative hearing, and since the court had taken jurisdiction first 
it ought to proceed to a final conclusion without interference from any 
other tribunal. . 

I thought that was the ground sought to be raised and one on 
which the district court finally predicated its decision. 

I think somewhere you will find that Judge Hall stated in the course 
of the argument that that is the way he viewed Mr. Chapman’s plead- 
ing. . 

Mr. Fiscupacnu. Is that the reason why you filed no response to the 
pleading ? 

Mr. Street. That is right. I thought only strictly legal issues 
were presented, namely, whether or not the claim of priority of juris- 
diction over identical issues was raised. We certainly did not admit 
the allegations as to the motives of the Board which could only have 
been based on information and belief, since they could not have any 
direct knowledge as to the motives of the Board. 
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I may say also, Mr. Fischbach, that while in California the local 
district court rules provide for an opposition in most Federal courts, 
it is not the practice to file formal opposition at all, and you can oppose 
a motion any way you please without filing an answer to the allega- 
tions in the motion. 

Mr. Fiscusacn. Prior to the time that order No. 2015 was issued, 
did you convey intelligence of its impendency to members of the 
United States attorney's staff in southern California ? 

Mr. Srecet. I cannot recall whether I did any such thing or not. 

Mr. Fiscusacn. How closely were you working with Graham 
Morison ? 

Mr. Srecet. I was working quite closely with Graham Morison 
but, of course, I handled other matters, and it may be that I was work- 
ing on other matters at the time. I cannot say definitely, but I did 
work very closely with Graham Morison on the particular matter, 
and if you are referring to the telephone conversation on which Miss 
Martin made notes, I have no recollection of any such telephone call. 
I don’t think he would take any important step in the case without 
talking to me. I don’t mean to say that he would follow my judg- 
ment, because there were matters in which he would make his own de- 
cision, and in which his judgment might very well be superior to mine, 
but at any rate, it would certainly prevail. 

Mr. Fiscupacn. Did you talk with Mr. Morison about notifying 
members of the. United States attorney’s staff? 

Mr. Stecex. I cannot recall anything about that, Mr. Fischbach. I 
do know that when it was issued we were out in California at the time 
of the argument, and I talked to Mr. Carter and Miss Martin, but I 
cannot recall any conversation with them about the order before it 
was issued. 

Mr. Fiscitpacu. Do vou know whether Mr. Morison talked to them 
about it ? 

Mr. Srecev. I did not have any idea. 

Mr. Fiscupacu. Do you have any confidence in the integrity of a 
memorandum made by Mr. Carter / 

Mr. Stecex. I would have every confidence in the integrity, char- 
acter, and ability of Mr. Carter. I have a great admiration for him. 

Mr. Fiscnupacn. Would you say that a memorandum of the tele- 
phone conversation made by Mr. Carter would probably be more accu- 
rate than one made by Miss Martin? 

Mr. Srecet. I would have to see it, to see whether it was accurate 
or not. I would not be able to judge without seeing it, Mr. Fischbach. 

Mr. Fiscusacn. 1 would like to place before you a memorandum 
of a conversation, which I will ask you if you recognize to be in the 
handwriting of Mr. Carter !handing document to witness]. 

Mr. Siecen. No, I cannot identify his handwriting, but if you say 
it is his handwriting, I will take your word for it. 

Mr. Fiscupacu. How about it, Mr. McKenna, do you recognize 
that handwriting? 

Mr. McKenna. I would not. 

Mr. Stecet. There would be no problem in identifying it, but I just 
have not seen his handwriting enough, certainly not recently, to be 
able to identify it. I have only seen his signature, and everything 
that I have seen from Jim was typewritten, with his name signed to it. 
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Mr. Fiscupacu. Have a look at that memorandum of September 7 
1949. 

Mr. Stecen. All right. I see what it is you want to call my ¢ attention 
to, on September 12, 1949, “Come in next Monday and show cause.’ 

Now. I don’t know what that refers to. 

“Serve notice and order for administrative hearing.” 

Mr. Fiscusaci. Does that ring any responsive chord in your mind ¢ 

Mr. Srecer. No. 

Mr. Fiscupacnu. It is not in anv way related to order No. 2015? 

Mr. Stecen. It could have been, and by the date it must have been. 

Mr. Fiscupacn. Read on, and perhaps you will be able to connect 
it up. 

Mr. SteceL. “McKenna will reopen draft,” is that it—or “prepare 
draft to, one, challenge court decision; two, say no compromise; 
three, still litigation.” 

Well, I think that must have been at the time the court order with 
respect to compromising the litigation was up. ‘There was a motion 
then to compel the compromise of litigation, and I suppose they were 
going to challenge the court’s decision to compel us to compromise. 

Mr. Fiscracn. You are quite correct, and I compliment you on 
your recollection of the detail. 

Mr. Stecei. I do not recall the detail. Iam sure that we would have 
attacked the court’s decision to do so. I don’t recall any occasion for 
this memorandum. 

Mr. Fiscnnacu. In point of actual fact, don’t you recall that coun- 
sel for the Wilmington Federal Savings and Loan Association, I think 
Mr. Gilbert, had made an application to the court in southern Cali- 
fornia for an order requiring all parties to report on the status of their 
efforts to conclude this controversy ¢ 

Mr. Stecen. And, two, to compromise, for an order directing the 
parties to compromise the litigation. 

Mr. Fiscusacn. That is correct. 

Mr. Stecet. It was the latter which interested us. It was an astound- 
ing proposition, as we thought, and we were going to challenge the 
jur risdiction of the court to enter such an order. 

Mr. Fiscnsacu. Do you remember what policy was formulated by 
yourself on behalf of the Department of Justice in connection with 
that application ¢ 

Mr. Srecer. To resist it, of course. We never would acquiesce in a 
direction from the court to compromise litigation. If we could com- 
promise, it would be by settlement, not by court order. I never heard 
of such a thing. 

Mr. Fiscupacn. Isn't it also a fact, Mr. Siegel, that the policy that 
you formulated in connection with that application was to inform the 
court that there was no settlement then pending ¢ 

Mr. Stecen. Well, we had been—the order called for a response as 
to what progress we were making in the compromise negotiations, 
and, of course, we had to prepare an answer, and the answer was that 
there were no compromise negotiations pending, for the simple reason 
that in June we asked Mr. C hapman to submit us in writing something 
conforming to the Board’s views as to what was sensible : at this stage 
of the proc ceeding, and we had not received any answer at the time. 

I am not criticizing any delay. and I may say that whatever may 
have been Mr. Chapman's intention, of course we cannot read his 
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mind, but it was for a long time a very serious question in our mind as 
to whether there was any intention on their part to compromise on any 
kind of a basis. All we could see were that the terms were going up, 
the prices were going up from month te month, and we had gotten no 
answer to our request made in June 1950, almost 3 months later, and 
we had no idea of what was going on. 

So our only answer to that request would be that there were no com- 
promise negotiations pending, that is correct. 

Mr. Fiscupacu. We are not in 1950 at all, but we are in the period 
of a few days immediately prior to the issuance on September 9, 1949, 
of order No. 2015, and the question I again direct to you is whether 
it is not a fact that in those few days you had before you the propo- 
sition of formulating the position of the Department and the posi- 
tion of the Board with respect to Mr. Gilbert’s application, and I also 
ask you whether it is not a fact that in formulating that position you 
came to the conclusion that you would advise the court there was nu 
settlement pending. 

Mr. Srecev. I cannot accept that statement as an accurate state- 
ment, as I understand it. We were asked, the motion required us to, 
if granted, in one aspect to report to the court as to what the status 
of compromise negotiations was, and our answer was going to be 
that there were no negotiations pending. 

Mr. Fiscusacu. All right. 

Mr. Stecet. That is a statement of fact, not a policy. 

Mr. Fiscupacu. That was the statement or the position, if you 
won't call it a policy-—— 

Mr. Sieger. Statement of fact. 

Mr. Fiscuracu. This was the statement or position that was going 
to be asserted by the Department. 

Mr. Srecet. Statement of fact, Mr. Fischbach, as we saw it. 

Mr. Fiscupacn. That was going to be brought before the court in 
response to Mr. Gilbert’s application. 

Mr. Srecet. A statement of fact; yes. 

Mr. Fiscuzacnu. Now, I call your attention to this memorandum, 
to a portion which you did not read. 

Mr. Siecev. I thought I read it all. 

Mr. Fiscupacu. I call your attention to the words, “might say also . 
administrative hearing.” 

Mr. Siecet. I think, as a matter of fact, he did mention it, because 
my understanding was at sometime in the hearing in September, the 
copy of the order—this was September 12, and the hearing was going 
to be held, or was held on September 9, and the order issued, and 
copies were served on counsel for the Long Beach Association, and 
shareholders, as I understand it, and, of course, they were informed 
of that, and the only question was whether the court would also be 
informed. 

We assumed that we would not be adding any information to what 
counsel for the other side would presumably call to the court’s atten- 
tion. That would become a public matter with this very important 
reservation, and I suppose that is why it says “might.” 

We were very anxious, very anxious, to avoid any possible sugges- 
tion that the mere publicity that might be given to a notice to hold 
hearing would itself cause any possible harm to the association. 
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Now, you understand, Mr. Fischbach, that the reason why the 
Board regulations provide for the appointment of a conservator in 
many cases, or authority to appoint a conservator in advance of a 
hearing, and the reason why, I think, as many as 25 States have the 
same procedure, is that the mere holding of a hearing might cause 
questions to arise as to the credit of the association, and run a risk 
that there might be some impairment of the credit of the association. 
Therefore they must have a conservator to protect the association 
against such publicity. : 

Justice Jackson referred to that in his opinion. 

We were anxious to give no possibility whatever to this order being 
issued, so as to protect the association. We gave a copy to counsel 
for Long Beach Association, and I think consideration evidently was 
given to the question as to whether they would advise the court, but 
that was not resolved, and I am sure the only hesitation there could 
be about it, since it would then be a matter of record, the only hesita- 
tion there could be about it would be to prevent, so far as possible, 
any adverse publicity to the association. 

Mr. Fiscupacu. I am glad to have that statement for the record. I 
am going to ask you to try to confine your answer to the question I am 
about to propound, to the period of time which antedates by a few 
days the issuance of order No. 2015, and try to relate, if you will, your 
answer to the question I am about to propound for the period from 
September 7, 1949, and the memorandum of the conversation that I 
understand is in Jim Carter’s handwriting, and which is before you. 
Now, the question I would like to put is this: 

Query: In those few days prior to the issuance of order No. 2015, it 
is true, is it not, that the Board and the Department of Justice were 
confronted with the question of what statement of fact, as you put it, 
would be made to the court in connection with the application for a 
statement as to the status of settlement negotiations ? 

Mr. Srece.. They ultimately would; yes. 

Mr. Fiscusacu. All right. 

Mr. Stecen. That was primarily the legal position that was raised, 
namely, as to whether any order should be entered compelling us to 
compromise. 

We were not concerned about making a report to the court. We 
were concerned that an order would be entertained by somebody, and 
the possibility of it being entered by the court, directing us to com- 
promise, and it seemed to us unthinkable, and we had to face the pos- 
sibility that such an order would be answered. I cannot recall whether 
I ever even discussed it with the Board. That was strictly a legal 
proposition, and upon what ground, whether the court had authority, 
and we were going to resist it. 

Mr. Fiscupacu. Very well. Now, I call attention to the fact that 
the second point in Jim Carter’s memorandum says, among other 
things: 

McKenna will prepare draft to, 2—— 

Mr. Siecet. Prepare draft of what, Mr. Fischbach ? 

Mr. Fiscupacn (reading) : 

McKenna will prepare draft to, 2, say no compromise. 

Now, that was the position that was formulated by the Department ? 
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Mr. Siecet. I am not sure that you are reading that correctly. You 
may be, of course, but I would have to see it. 

Mr. Fiscupacnu. I will point to it in front of you, then: 

McKenna will prepare draft to, 2, say no compromise. 

Mr. Srecet. That is right; that is correct. 

Mr. Fiscusacu. Before that you mentioned challenging the court’s 
decision to make an order to compel a compromise. 

Mr. Stecet. That is right. 

Mr. Fiscuzvacu. Point No. 1 says, “Challenge court’s jurisdiction 
to,” doesn’t it? 

Mr. Stecet. To what? To say not? 

Mr. Fiscupacn. No. 

Mr. Srecev. To what ? 

Mr. Fiscupacu. Wouldn’t you take this to mean challenge the 
court’s jurisdiction to make an order to compel a compromise ¢ 

Mr. Siecen. Not to compel a compromise—well, to compel a com- 
promise, yes; but to compel a report on a compromise, no. 

I suppose the court can ask for information any time it pleases. 

Mr. Fiscupnacn. All right. On the 7th of September 1949, just 
prior to the issuance of order No. 2015, wouldn't you say that this 
memorandum indicates that Graham Morison called, and among other 
things Mr. Carter, as United States attorney, was advised that Mc- 
Kenna would prepare a draft to say no compromise. 

Mr. Sieger. Oh, I am sure I would read that to read that he was 
going to prepare a memorandum to that effect ; yes. 

Mr. Fiscupacn. All right; and also to take the position that the 
matter was still in litigation. 

Mr. Srece.. That is right. 

Mr. Fiscupacn. All right. And wouldn’t you also say that this 
memorandum indicates that Mr. Morison, in his telephone conversa- 
tion with Jim Carter, the United States attorney, al*> took the posi- 
tion that Jim Carter might say that an administrative hearing was 
contemplated. 

Mr. Sircet. You are quoting the words of that memorandum. You 
will have to ask Mr. Morison or Mr. Carter about that. I am in no 
position to say what they talked about, I assure you. 

The more I look at it, and the more I read it, the more I conclude 
that I must have been out of town on some other case, because I can- 
not believe that Mr. Morison would have asked a lawyer from the 
Bank Board to prepare such a memorandum for him if [ had been 
present. 

I suppose that I must have been out of town on another case. 

Mr. Fiscupacu. Mr. Morison did not recognize Bill McKenna as 
a lawyer having anything to do with the case? 

Mr. Stecet. No; but Mr. McKenna was not on his staff, and he would 
turn to me, if I were present, for advice. 

Mr. Fiscuspacu. Mr. McKenna, did you ever get any direct sug- 
gestions from Mr. Morison ¢ 

‘Mr. McKenna. Well, I am talking from a vague recollection at the 
moment, and I will do my best to recall that instance. I think I had 
a phone call from Mr. Morison at that time, which certainly means that 
Mr. Siegel was out of town, because it was on rare occasions that I 
talked to Mr. Merison unless Mr. Siegel brought me in there, and 
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| think at that time he told me what was to go in the pleadings, 
but I have no definite recollection of it. 

Mr. Fiscupacn. Is it not a fact that you were instructed to advise: 
the court that there was no compromise pending, and that the litiga- 
tion was still pending ? 

Mr. McKenna. I would be guessing, I just don’t know at this stage. 
I will be willing to try to recall it. 

Mr. Fiscusacn. Had intelligence been conveyed to you of the fact 
that there was then in immediate contemplation by the Board the 
issuance of order No, 2015? 

Mr. McKenna. Would you tell me the date? 

Mr. Fiscupacn. September 7, 1949. 

Mr. McKenna. I think I did know it then. 

Mr. Fiscupacnu. Yes; and weren't you instructed, or waen’t it sug- 
gested to you by Mr. Morison, whether directly or indirectly, through 
Mr. Carter, that notice of the impendency of the administrative hear- 
ing pursuant to order No. 2015 was to be given in open court ? 

Mr. McKenna. I don’t recall that. I do recall reading the trans- 
cript of, I think it was September 9, and seeing some mention of it, 
but that is just a vague recollection. There wouldn’t be any reason for 
Mr. Morison to tell me that they were going to open that in open court, 
unless he did it as a matter of pure information. 

Mr. Fiscunacu. Now, in fact, was knowledge of the issuance of 
order No. 2015 conveyed to the Long Beach Federal ? 

Mr. McKenna. Registered letters went out, and I think the order 
itself shows that, but I think registered letters went out on September 
9, with a return receipt requested, to the persons listed in the order. I 
can be wrong on that, but I think the order lists the matter of notice. 

Mr. Fiscupvacu. Was there any statement made about it in open 
court 4 

Mr. McKenna. Of the notice that was given ? 

Mr. Fiscunacu. Of the fact that order No. 2015 had been issued. 

Mr. McKenna. As I say, J have something of a vague recollection 
of reading the transcript of September 9, and of seeing something of 
that nature, but I was not in court, I was not in Los Angeles. 

Mr, Fiscupacn. Mr. Chapman, were you in court at the time the 
first intelligence of order No. 2015 was conveyed to you ? 

Mr. CuarpmMan. Yes: I was, September 12, 1949. 

Mr. Fiscupacu. And did Miss Martin make an announcement 
thereof ? 

Mr. Cuapman. She did. However, during the noon recess, I think 
it was in the afternoon that the announcement was made, but during 
the noon recess I received a telephone call that there had been a letter 
from the Home Loan Bank Board, and I asked that it be sent to me, 
and I don’t think I had received it when she made her announcement. 

Mr. Fiscunacn. Now, Mr. Siegel, I call your attention to the lan- 
guage or the words “on 9-12-49,” surrounded by a pencil box, and 
ask you if you attribute any significance to them, and whether you 
attach, or whether you connect the words “on September 12, 1949” 
to the incident just related by Mr. Chapman ? 

Mr. Stecet. I can only guess that that was the date set for hearing 
in the court. I would not doubt that such a hearing was held, if Mr. 
Chapman said it was held. 


7963 1—52—-—_92 
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Mr. Fiscupacu. In light of the contents of this memorandum, and 
in light of the fact that on September 12, 1949, announcement was 
made by Miss Martin of the issuance by the Board of order No. 2015 
in open court, is your recollection refreshed on this proposition, 
namely, was there or was there not any connection between the issu- 
ance of order No. 2015 and the application made by counsel for Wil- 
mington Kederal Savings and Loan, for a report on a compromise, 
a report by all parties on the compromise ¢ 

Mr. S1ecei. Now, are you asking me whether or not that order was 
issued as a response to the Wilmington motion ¢ 

Mr. Fiscusacn. I will ask you the question again. In light of the 
content of the memorandum before you, and in light of the fact that 
on September 12, 1949, there was an announcement made in open 
court by Miss Martin of the issuance by the Board of order No. 2015, 
is or is not your recollection refreshed on this proposition, namely, 
was there any connection between the issuance of order No. 2015 by 
the Board and the application of Mr. Gilbert, as counsel for Wilming- 
ton Federal Savings and Loan, for a report by all parties on the com- 
promise ¢ 

Mr. Stecen. All I can recall, Mr. Fischoach, is, of course, that every- 
body anticipated, when the announcement of the order was made, 
that that would create the impression that there would be no further 
negotiations. 

But I must explain as a background to that just this: We advised 
Mr. Chapman at the conference in Mr. Ford’s office in June of 1950, 
and I think it is a specific term of the letter that was sent to him, 
confirming the substance of that conference 

Mr. Fiscusacu. You said June of 1950. 

Mr. Srecet. I meant 1949; I am sorry, correct the record—but we 
advised him at that time, and informed him by written letter, that he 
could always submit a proposal in writing, and that until such proposal 
was received the litigation would continue as usual, and that the pend- 
ency of the compromise negotiations would not be a bar to any action 
that might be taken, in any respect. 

Now, of course, no one could fail to appreciate that when the order 
was entered it would be viewed by the Long Beach Association as a 
bar to settlement. 

I don’t think anyone questioned but that would be the reaction that 
they would have to it. But if your question to me is: Was it issued be- 
cause of Mr. Gilbert’s motion, I cannot support that in any way. 

Mr. Fiscuzacn. I simply asked you whether your recollection 
was refreshed on the proposition of whether the issuance of order 
No. 2015 was related to Mr. Gilbert’s application. 

Mr. Siecet. Why, certainly. If you will look at this, and I am 
sure——— 

Mr. Fiscnpacnu. Now, is your recollection refreshed ? 

Mr. Sereen. Well, I don’t know what you mean by that. 

Mr. Fiscupacn. Don’t you? 

Mr. Sricen. This memorandum does not refresh my recollection 
about anything, because it deals with a conversation I did not partic- 
ipate in, but I do recall the dates involved and I do recall that it was 
my reaction—and I assume it was the reaction generally—that notice 
of the order would be regarded by those to whom it was issued as a 
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serious bar to continued negotiations, and undoubtedly was so re- 
ceived. 

Mr. Fiscupacn. All right. 

Let me ask you this question, Mr. Siegel: 

Was the issuance of order No. 2015 on September 9 related to Mr. 
Gilbert’s application, and to this conversation as reflected in the 
memorandum of September 7, 1949? 

Mr. Sreceu. In the sense in which I have stated. 

Mr. Fiscupacu. Then you had in mind, and the Board had in mind, 
at the time of the issuance of order No. 2015, that there was pending 
Mr. Gilbert’s application, and that the position of the Department, 
and the position of the Board, as a statement of fact, would be reported 
to the court. 

Mr. Stecet. Well, it would become known to it, and certainly to the 
Long Beach Association, which was the principal party to the negotia- 
tions. 

Mr. Fiscupacn. And in formulating order No. 2015, it was your 
intention, and it was the Board’s intention, I take it 
Mr. Sereen. I did not formulate order No. 2015. 
Mr. Fiscuracu. You approved it, didn’t you 4 

Mr. Sreeeu. I passed on the legal aspects of it, and I explained 
what the possible legal consequences were on the litigation, and stated 
that I regarded them as advantageous but that the Board should not 
base any decision to hold a hearing on that ground, and only on 
whether there were administrative reasons for holding such a hear- 
ing. That is perfectly clear on the record. 

Mr. Fiscupacu. I take it, Mr. Siegel, that it would be fair to 
say that you hoped the Board would adopt order No. 2015? 

Mr. Strecex. I know, but that did not influence them, of course. It 
could have an advantageous effect on the disposition of the litiga- 
tion, I would approve it if it could. My advice to the Board was 
that the Board could issue the order only for administrative reasons 
satisfactory to itself. It, however, of course, had to be advised as 
to what the consequences on the litigation would be; it had to be 
advised whether such an order would be in contempt of court. 

In my view, one potential effect of the order, and I could not control 
Mr. Chapman and I could not control the court, but one potential 
effect would be advantageous. 

Mr. Fiscuracn. All right. And I take it it would be fair for us 
to conelude that you approved of the Board making the order? 

Mr. Srece.. In its legal aspects, certainly, but its administrative 
aspects were not a matter of concern to me at all. 

Mr. Fiscusacn. And I take it also that it would be fair for us to 
conclude that you and the Board had in mind that in the relationship 
of order No. 2015 to the formulation of a statement of the fact, and 
conveying the statement of fact to the court that there was no com- 
promise and the matter was still in litigation in response to Mr. 
Gilbert’s application, that the issuance of order No. 2015 would be a 
good way of putting Long Beach on notice of the fact that the matter 
was still in litigation, and there was no compromise. 

Mr. Stecen. I would not put it that way at all. The counsel for 
Long Beach was apprised, as I said, in June of 1949, that until settle- 
ment was reached the pendency of any possible negotiations would 
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not be a bar to any kind of action, particularly the continuance of 
the litigation. 

What the Board’s attitude was, I don’t know, but presumably they 
concluded the mere fact that Mr. Gilbert filed a motion had nothing 
to do with postponing administrative action, which they thought was 
necessary. 

Of course, they had to take into account what the reaction would 
be. It might be regarded as a bar to settlement, because it is unlikely 
that parties who are in adversary proceeding are going to get together 
on a settlement at any time. Nobody could intelligently blind them- 
selves to that possibility. That does not mean that it took that action 
for that reason. 

You must appraise, of course, all the possibilities of the actions you 

take, but you don’t, for that reason, reject them because it may have 
this collateral or that collateral consequence. 

The Board was advised it could take action only for administrative 
reasons, namely, that there were administrative reasons making an 
administrative hearing necessary and appropriate. 

It was advised as to what the possible legal consequences of taking 
that administrative action was. 

I suppose I knew, I apprehended, and I suppose anybody with any 
modicum of intelligence would apprehend what result such action 
would have on the attitude toward settlement at that time. 

Mr. Fiscunacn. Now, Mr. Siegel. when you conferred with the 
Roard and gave them the advice which you indicated, did you, in 
© nnection with order No. 2015, apprise them of the fact that there 
were pending at that time, and would have to be answered in a few 
days, Mr. Gilbert’s application with respect to a report on the status 
of the ee wate compromise ¢ 

Mr. Srecei. I don’t know whether that was mentioned at the same 
time we discussed this proposed order or not, the legal consequences 
of it, but I am sure before they issued the order they were informed 
of it. 

Mr. Fiscupacn. So that it would be fair for this subcommittee to 
conclude that the Board had that in mind, too, at the time order No. 
2015 was issued. 

Mr. Stecrn. That they knew about it in point of fact, yes. 

Mr. Fiscnrpacnu. All right. 

Let’s go back for a minute to the point at which you stated the 
separate settlement of the Los Angeles bank litigation fell down. 

If I understood your testimony correctly, I believe you took the 
position that the settlement fell down over the unwillingness of Mr. 
Fussell and his client to assume a liability of two-thirds of the pos- 
sible damages that might be recovered by the plaintiffs in the litiga- 
tion: is that correct ? 

Mr. Srecev. That is correct, as of May 1949; but whether it is cor- 
rect as of a later date I cannot say, but it was correct as of that. date. 

Whether or not had we reached an agreement on that point there 
might have been any other stumbling block, I don’t know. 

I understand that in subsequent discussions there was some ques- 
tion about who would be the initial board of directors and so on, and 
we anticipated that there might be discussions and problems about 
that. 
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But the actual point on which negotiations broke down in May 1949 
was the one to which you refer. WwW hether it was the basis for the 
breakdown of discussions in 1950, I don’t know. I was not present 
and I was not a party to it. 

Mr. Fiscrpacnu. I have, from amongst the documents furnished by 
the stockholders’ committee of the Los Angeles bank, represented by 
O'Melveny & Myers, a document entitled, “Report to members of the 
Home Loan Bank of Los Angeles.” which is dated November 10, 1950, 
and on page 22 there is this statement : 

On December 15, 1949, a joint meeting of the members of the Federal] Home 
Loan Bank Committee—— 

Mr. Srecet. December 15, you say, 1949? 

Mr. Fiscunacnu. That is correct. 

Mr. Stxcet. Just shortly before I left the Department ? 

Mr. Fiscupacn. Yes. 

Mr. Strcen. Yes. 

Mr. Fiscupacu (reading) : 

On December 15, 1949, a joint meeting of the members of the Federal Home 
Loan Bank Committee and of the directors of the California Savings and Loan 
League was held in San Francisco. A proposal for restoration of the Federal 
Home Loan Banks of Los Angeles and Portland, which had been prepared by 
counsel for the Los Angeles Bank, was presented to the meeting. The meeting 
adopted the proposal and directed that it be submitted to the Home Loan Bank 
Board, the Department of Justice, the board of directors of the San Francisco 
Bank, and any other persons concerned therewith. 

Now, what follows later appears to be a quoted copy of the proposal 
for restoration of the Federal Home Loan Banks of Los Angeles and 
Portland, adopted at that meeting. 

On page 23, in section 3.03, there is the statement : 

Unless otherwise determined by agreement between the Washington Board, 
the Los Angeles Bank, and the Portland Bank, said proportion— 
and referring back to section 3.02, I interpolate “of assets and 
liabilities” — 
shall be 66.37 percent to the Los Angeles Bank, and 33.68 percent to the Portland 
sank, 

I would like to place that before you and see if it refreshes your 
recollection at all on the question of whether the settlement of negoti- 
ations between you and Mr. Fussell, which you testified to before, 
broke down over that point. 

Mr. Stecen. I don’t see any reference to any possible outcome of the 
litigation here, but I, first of all, call your attention, Mr. Fischbach, 
to the fact that this document refers to some meeting in December 1949. 

Mr. Fiscupacu. Permit me to correct you, Mr. Siegel. I called 
your attention to that. 

Mr. Srecet. At any rate, the date to which it refers was a —— 
of December 1949, and the breakdown of negotiations that I refer red 
to occurred in May 1949. 

It was my understanding that when the Board stood firm on its 
stand that it took in May 1949, that thereafter the Los Angeles people 
took the position that they were pr epared to go along on the settle- 
ment on the terms submitted to them in May 1949, but that did not arise 
until sometime in November 1949, by which time application for 
injunction had already been issued, and two ex parte orders had been 





1440 INVESTIGATION OF HOME LOAN BANK BOARD 


issued, and it was my opinion that it was likely an injunction would 
be issued, and all the jurisdictional issues which we were raising would 
therefore be presented to the court on appeal, and probably we would 
get an expeditious disposition of the whole matter. 

Mr. Fiscupacu. At that point you gentlemen were back in business 
on the litigation. 

Mr. Smrcet. At that point it was my opinion that it would be a dis- 
advantage to the Government, legally, to go through with the settle- 
ment, and therefore we could not do so at that time, and I very ex- 
plicitly so explained to Fussell. 

Mr. Fiscupacu. In what way would it be disadvantageous to the 
Government legally, with a settlement of controversy which involved 
as wide a public interest and as much expense, out of what you please 
to term a quasi-public corporation, as this one did? 

Mr. Srecet. Well, Mr. Fischbach, the point, of course, was just 
exactly the one I have explained, and the one Mr. MacGuineas prob- 
ably even more clearly explained last night, namely, that counsel for 
Long Beach maintained that the prior order was a “confession of 
judgment.” 

Their whole brief in the court of appeals was predicated on that, 
and if we had gone through with that here we would have the same 
argument in the court of appeals. We would be embarrassed with 
that same argument. I had no desire whatsoever to embarrass our 
position on that important appeal, and it would seem most likely at 
that time that that is what would happen. 

Mr. Fiscupacn. Did you regard the making of order No. 388 as a 
“confession of judgment” ? 

Mr. Srecev. Certainly not, but I cannot control what the court 
would decide about it. It was urged as an argument by Mr. Chap- 
man, and he thouglit well enough of it to make his brief on it. It 
was not up to me to say that it was mere nonsense, and that I should 
ignore the force of such argument; whether it was legally impressive 
or not, it was designed to convey the impression to the court that the 
Government was trying to put life back into a dead dog, so why go out 
of your way to support their position; so as a practical matter we 
would have been seriously prejudiced in the litigation at that stage 
if we had gone through with that proposal. 

Mr. Fiscupacu. Did you ever discuss with the Board, Mr. Siegel, 
the reason why they chose to hold a hearing on order No. 2015 in 
Washington, and not in Los Angeles, in that advantageous location 
vou referred to earlier? 

Mr. Smecet. The only point that would possibly have been involved 
there, and I don’t know whether I discussed it with the Board at all, 
but Iam sure I discussed it with Mr. McKenna, the only possible point 
that would have been involved was that if the Board were going to 
sit, and that was a matter undecided, it should not sit in California, 
because it was our policy that the Board members should not be 
where they were subject to process. 

Mr. Fiscrmacn. I think I asked you before what happened to the 
concept that the Board was too busy to sit in this matter, and was 
going to appoint a trial examiner, and they would sit in judgment on 
the record. 





INVESTIGATION OF HOME LOAN BANK BOARD 1441 


Mr. Srecet. Mr. Fischbach, it was my recollection and, of course, I 
cannot place all these dates at this stage, but it is my recollection that 
the matter was left open at the time the order was drawn, and there 
was a decision as to the procedure to be followed after the Board order 
was entered, and we carefully went into the question of how an ex- 
perienced and disinterested examining officer could be obtained, and 
whether the Board could or would sit. All those matters were ex- 
plored. They were not decided, evidently, at the time the order was. 

Mr. Fiscupacu. That was a post hoc discussion ¢ 

Mr. Srece. It was after the order was issued ; yes. 

Mr. Fiscupacn. Tell me this, Mr. Siegel, when and where did you 
meet or have contact with the lawyers operating under the firm name 
of Linnell & Smith ? 

Mr. Srecet. I never met with them. I don’t know them and would 
not recognize them on sight. 

Mr. Fiscusacn. Did you discuss Linnell & Smith with Mr. Angell? 

Mr. Srecet. Discuss Linnell & Smith? The name is completely 
new tome. 

Mr. Fiscupacn. You don’t know who they are? 

Mr. Stecet. No. I know there is a reference in your prior reports 
that they were counsel in the Newendorp & Bradley action, but that 
was the first time. 

Mr. Fiscupacn. Do you know anything about the Newendorp & 
Bradley action ? 

Mr. Steger. From the record. 

Mr. Fiscusacn. Did you ever discuss that action with Mr. Angell / 

Mr. Srecen. I think I have discussed that action with every counsel 
and with every associate counsel we have had in the case. 

Mr. Fiscupacu. You were quite enthusiastic at one time, were you 
not, about the possibility of getting a writ of prohibition or writ of 
mandamus to prohibit Judge Hall from hearing certain aspects of this 
litigation, isn’t that true ¢ 

Mr. Siegen. When you say “enthusiastic,” my first reaction when 
that proposal was first made was that there was nothing to it, and no 
prospect of getting it at all. 

Mr. Fiscunacnh. Who made the proposal first ? 

Mr. Street. That proposal had been made back in 1948, as I recall, 
by the San Francisco bank counsel, and it was turned down, but it 
was also joined in by Mr. Carter, but the Department of Justice turned 
it down on the ground that they did not think a writ of prohibition 
would lie. 

Thereafter the matter was explored further, and I concluded there 
was ground for filing such a writ, not on the ground first proposed. 
As first proposed it was directed toward the matter of the Long Beach 
Association, which really was a money damage claim, and I never 
saw very much ground for the writ in that case, but I did believe that 
the writ could be justified with respect to the Los Angeles action, on 
the ground that an adverse decision in that case would cause such a 
disturbance to the banking system, notwithstanding application for 
a stay, that we could justify the application for the writ. 

We were not successful, however. 

Mr. Fiscupacu. Did you discuss with Mr. Angell the extension of 
that theory tothe Newendorp & Bradley suit ? 
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Mr. Srecet. I cannot recall. The suit is an action which is a very 
distinct sidelight in this whole case, but it is an illustration of the 
sweeping extension of jurisdiction, as I thought, taken by the dis- 
trict court, in issuing an injunction against the maintenance of it, 
I thought, and it has always been my opinion, as private counsel, 
just offhand, that there was no basis for issuing that injunction, but 
it was a subsidiary point in this litigation. 

Mr. Fiscnsacu. It is rather late in the evening, and I would like 
to illustrate something that you have undoubtedly been doing unwit- 
tingly, and I am going to ask the reporter to read the question that 
I put to you, to read it back to you, and ask you to see if you cannot 
be a little more responsive. 

Mr. Srece.. I will try to be responsive to your co tee I can 
only say that the Newendorp & Bradley incident, or the Newendor p 
& Bradley matter was only incidental in this whole matter. 

Mr. Fiscusacu. Mr. Reporter, will you read back the question, 
please ? 

(The record was read by the reporter.) 

Mr. Srecev. On the writ of prohibition ? 

Mr. Fiscupacu. Yes. 

Mr. Sircex. I cannot remember discussing any such thing with him, 
and I cannot imagine how it would apply. 

Mr. Fiscusacu. Do you know whether Mr. Angell ever discussed, 
or do you know whether Mr. Angell ever suggested to counsel for 
Newendorp & Bradley that they seek a writ of prohibition ? 

Mr. Smcer. No; I have not the slightest idea, because the only basis 
for a writ of prohibition, in my opinion, was in respect to the Los 
Angeles action. I never thought there was any substantial basis for 
it, even as applied to the Long Beach aspect of the case, and we had 
an adequate remedy by appeal. 

Mr. Fiscusacn. If anything like that was done by Mr. Angell, it 
was done without consultation with you ? 

Mr. Stecer. You must remember, this writ of prohibition idea was 
formulated not by Mr. Angell, but it was taken up by the San Fran- 
cisco bank counsel, and the United States attorney, Mr. Carter, in 
1948. That was before I was in the case, and it was recommended 
to the Department of Justice by Mr. Carter, and turned down. 

Now, if during those prior talks from 1948 and deliberations on 
the matter there was any consultation with counsel for Newendorp 
& Bradley, I never met counsel for Newendorp & Bradley, and while 
my offhand opinion is they may have a good claim, that is a very 
collateral issue, so far as the matters put in my responsibility are 
concerned. 

Mr. Fiscnnacn. I take it that at sometime that was contempor- 
aneous to your work in the case, you had occasion to formulate the 
opinion that you just expressed, namely, that it is your offhand opinion 
that the Newendorp & Bradley matter presented a good claim. 

Mr. Smecen. No, I wouldn't put it that way. AIL you can say is 
this, they claimed, and I did not have any opportunity to look into 
it, and it is just an offhand opinion, but there was a claim presented 
by Newendorp & Bradley that there was a breach of fiduciary obli- 
gation, in that the employees of the association had been used by Mr. 
Gr egory in a separate corporation for his private benefit, instead of 
for the profit of the Long Beach Association. 
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Offhand that would suggest to any counsel there might very well 
be a serious claim. Of course, now that you mention it, the point was 
involved in this respect, in the course of the negotiations it was evi- 
dently Mr. Chapman’s very eager purpose to preclude and get a final 
judgment precluding any action like the Newendorp & Bradley ac- 
tion, and I think he as much as said so when Mr. Ford and I were in 
California in April 1949, that they wanted some protection against 
suits by private persons, and I think in view of the Newendorp & 
Bradley matter, and I think we intimated right there that we did not 
give any regard, so far as we were concerned at that time, as to ac- 
tions by private persons, but we were concerned only with the official 
defendants. 

I think now, as I recall the matter, that matter you showed me this 
morning, that draft of proposed form of order, specifically states that 
we had no concern as to the form or order that might be entered, so 
far as the nonoflicial defendants, so-called, were concerned. 

Mr. Fiscunacu. With regard to the Newendorf & Bradley claims, 
did you ever examine the complaint in connection with the contents 
of what we have referred to in this proceeding as exhibit C, and 
which you will probably recall as the very substantial compendium 
of so-called charges of mismanagement that was presented to Judge 
Hall on the injunction hearing on the night of, I believe, November 
11, 1949, about 2: 30 or 3 o’clock in the morning ? 

Mr. Stecex. I never examined it for that purpose. I examined the 
Newendorp & Bradley complaint in the course of preparation for the 
appeal, to ascertain what it contained, and to determine whether it 
had any bearing on the appeal. 

In fact, that is the first time I read the complaint. It is awfully 
hard, you know, to read all the pleadings in this case, and I suppose 
the last pleading I read really was the Newendorp & Bradley com- 
plaint. I think it is filed somewhere in one of the last volumes of 
that big record. That is the first time I ever saw the Newendorp & 
Bradley complaint. 

Mr. Fiscnunacu. What is the first time you ever saw that compen- 
dium of charges referred to as exhibit C? 

Mr. Strcer. I cannot say that, but it is possible that either the 
document itself, or the substance of it, was called to my attention at 
some stage, it certainly was during 1949, but as to the exact date I 
saw exhibit C, I cannot say, but the substance of that document 
certainly was called to my attention rather early, because I tried to 
familiarize myself with the basis of the charges, and what they had 
before them when they appointed a conservator, and what they discov- 
ered thereafter. 

I am no economist or financier, and I find it very hard to keep in 
mind the transactions that they describe there, and no sooner was one 
transaction described to me when they turned to the next one. I had 
fergotten the first, and it was just a little too complicated for me. 

Mr, Fiscrracn. Do you know who had access to this document 
prior to the time that it was offered in evidence by you? 

Mr. Srecen. No. I understand Mr. Ronald Walker has testified 
that he had access to it. I don’t know who had access to it before 
then, but it was testified in Los Angeles, at the time of the injunction 
hearing, that no copy was made available to the board of directors 
of the Long Beach Association prior to the time I offered it in evidence. 
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Mr. Fiscusacu. At this point I would like to call on Mr. McKenna 
to fill in the record on something that was heretofore requested. 

Mr. McKenna, I believe you were requested by me, on behalf of the 
subcommittee, to make a very careful search of the files of the Home 
Loan Bank Board and related files of the Department of Justice to 
ascertain whether there was any evidence whatever that this document 
referred to as exhibit C, or a counterpart thereof, was ever delivered 
to counsel for Long Beach F ederal, or made available to the 
shareholders’ committee of Long Be: ach Federal at any time prior to 
the night in November of 1949 when proceedings were pending before 
J udge Hall in connection with an injunction with relation to order No. 
2015. Were you able to discover any evidence whatever of the deiiv- 
ery of that document to the parties indicated. 

Mr. McKenna. Well, first, I was not able to go through the Depart- 
ment of Justice files, but I found nothing in the Board’s files to indi- 
cate whether or not it had been delivered to the Long Beach 
Association. 

Mr. Fiscupacu. All right. 

Mr. McKenna. No: I do recall in late 1947, when I went out 
to Los Angeles, I think it was around Thanksgiving time of 1947, 
to write the brief on the pending appeals, later dismissed, that I was 
then using this compendium in the United States attorney’s office. 
It was there at that time, so I think it would be a fair assumption, 
whether or not it would be delivered, or how, to the Long Beach 
Association, was a question for the people handling the litigation at 
that time, and that was concerned by questions of Mr. Ammann in 
the case. 

Mr. Fiscupacu. Mr. Ammann indicated to you, or had he indicated 
to you, that he had ever made it available to counsel for the Long 
Beach Federa I or counsel for the shareholders’ committee ? 

Mr. McKenna. I will give you my recollection, but he will be 
here tomorrow. My recollection of what he told me is that he said 
when he received copies of it he sent it to the United States attor- 
ney’s office, so the United States attorney’s office would make what- 
ever disposition was brought about, or whatever disposition was 
proper, but he will be the best witness on it. 

Mr. Fiscupacu. Thank you very much, Mr. McKenna. 

When you offered this document in evidence, Mr. Siegel, on the 
night that the injunction proceedings were being heard by Judge 
Hall, wasn’t that claimed by counsel for Long Beach Federal and 
counsel for the shareholders’ committee of Long Beach Federal, that 
a copy of that document had never been before delivered to them? 

Mr. Stecex. It was, and the court so found. 

Mr. Fiscunacn. Did you ever have any quarrel with that finding’ 

Mr. Srecet. I did not. 

Mr. Fiscupacu. Mr. Siegel, to what extent, if any, were you con- 
cerned with the action of what has been referred to, I believe by all 
counsel in the litigation, as the Northern Ten group ? 

Mr. Stecet. None whatever. 

Mr. Fiscupacu. Were you apprised of the fact that such an action 
was contemplated by any of the associations ? 

Mr. Srecev. Of course not. I had no connection with the case 
whatever at that time; according to my recollection for the record. 
that action was commenced sometime before July 1948, because the 





INVESTIGATION OF HOME LOAN BANK BOARD 1445 


injunction was issued against its maintenance in July 1948 and I 
was not connected with the case until March 1949, so I had nothing 
to do with that whatever. 

Mr. Fiscupacn. When you became connected with this case as trial 
attorney, did you ever make inquiry to ascertain what the source of 
that lawsuit was? 

Mr. Street. No; I never made any inquiry whatever. I was vaguely 
informed that Harold Holmes was behind it, but I don’t know any- 
thing more than that. 

Mr. Fiscupacu. Did you ever hear the name of Mr. Younger in 
connection with it? 

Mr. Stecen. Not in that connection; no, but in all connections, Mr. 
Younger was one of the people at that time who was in the minority, 
and that is not the case now, but so far as the opposition to the con- 
solidation of the two banks in San Francisco was concerned, he was 
in the minority. He was one of the association managers who ap- 
proved of it at that time. I gather he was in the minority, and my 
information is that that situation has changed, but I have heard that 
from time to time. I have never met him. I don’t know the basis of 
his views. I did not regard that as at all material to my legal job, I 
mean, Whether or not the association wanted one or two banks is 
strictly a business and policy matter, having nothing whatever to do 
with the question as to whether the Bank Board had authority to con- 
vert the two into one. or undo them, if they chose. 

Mr. Frscupacn. What was the scope of your retainer by the In- 
surance Corporation ? 

Mr. Smee. To handle the appeal. 

Mr. Fiscupacn. When were you so retained? I believe you indi- 
cated it was in January of 1949? 

Mr. Stecet. Sometime in January of 1950. 

Mr. Fiscupacu. Or in January 1950? 

Mr. Stecen. Yes. 

Mr. Fiscupacn. Was the extent or scope of your retainer enlarged 
at a later time ? 

Mr. Stecen. Yes, it was, when I was first retained. 

Mr. Fiscupacn. I am not concerned with the amount of dollars, I 
am concerned with the orbit. 

Mr. Strceu. Yes, when I was first retained, I had the thought, and 
I think everyone had, that we would do everything possible to keep 
the expense down by leaving the primary responsibility of the writing 
of the brief in the first instance to the Department, and so as to 
minimize the time I would have to devote to it. 

In that event, of course, the time charged would have been less, 
but that did not prove to be practical, and it appeared that the brief 
was going to be written, or if it was going to be written that I would 
have to assume the responsibility for it, which I did, and in that 
connection the retainer was amended. 

Mr. Fiscupacu. The scope of your duties was enlarged, but it was 
not enlarged to include anything beyond the writing of the brief and 
the argument of the appeal in the circuit court ? 

Mr. Srecev. That is correct. I had no responsibility beyond that. 
I had not. been consulted with respect to any negotiations subject 
to this qualification. 
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As I told Mr. Clapp when I left the Department, they could feel 
free at any time, since I had been handling this matter, 1f there was 
any information they wanted as to what had transpired in the past, 
they could call me at any time, and I would give my recollections as 
best I could, and I do believe there was some discussion about negotia- 
tions with Los Angeles, the best I can recall shortly after I left. Mr. 
Clapp called me and asked my recollection of what some prior dis- 
cussion had been. But that is the last time, as I recall it, that we had 
any talk, and I had no responsiblity outside of the appeal. 

I will say this, that since I had become very familiar with the 
record, I was asked as to whether or not I would volunteer, without 
any charge, my comments on the draft of a brief that had been pre- 
pared in connection with the Los Angeles attorneys’ fee matter, and 
I said I would, and I did, without any charge. I am not retained 
in any way and expect no compensation. I just gave them my time, 
because of the fact that I was thoroughly familiar with the matter, 
and conceivably, therefore, my views might be valuable, but I am not 
retained and not being paid for anything I have offered in that con- 
nection. 

Mr. Fiscusacn. Were you in anywise concerned with the prepara- 
tion of any of the papers that were submitted in opposition to the 
application of O'Melveny & Myers as to fees ¢ 

Mr. Srecet. No. I was concerned at the time that O'Melveny & 
Myers made an application, I think, sometime in November of 1949, 
At any rate, we filed an opposition around that date, as I recall, and 
I was then retained, and then I : 

Mr. Fiscupacn. Excuse me just a moment. 

Mr. Stecen. Yes. 

Mr. Fiscuzacu. I am sorry for the interruption. 

Mr. Sircen (continuing). I was just going to say that Los Angeles 
filed an application for fees, while I was still a member of the De- 
partment of Justice, and at that time we did file an opposition, but 
as I understand it, however, they enlarged their application to in- 
crease the amount requested at a later date, and with respect to that 
latter application, I had nothing whatever to do with it. 

Mr. Fiscuracn. As I recall your testimony, the question of the 
attorneys’ fees proposed by the stipulation of March 1949, and signed 
by Mr. Carter, and by the order of Judge Hall of April 5, presented 
to you a very serious problem of the Board’s supervisory function, 
is that correct ? 

Mr. Stecev. Yes. I thought at any rate that they could not stipulate 
to turn their back. That was my point. 

Mr. Fisunacu. Yes. Now, had you ever given any consideration 
to what the Board’s supervisory function was with respect to counsel 
fees for the San Francisco bank ? 

Mr. Stecenr. No. That question was never a matter for my deter- 
mination at all. I don’t know whether they have to pass on that or 
not. I think they do. My understanding is that all expenditures of 
the Reserve banks under the Home Loan Bank System have to be 
passed upon, but whether they do that by a general budgetary system, 
or whether they do that by approval of a specific employee, I don’t 
know, but I am under the impression that so far as the officers are 
concerned, that a budget is presented indicating who they are going 
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to be and what their salaries will be for the year, and I think a budget 
for attorneys’ fees is also submitted. 

That was never an issue in contest, at any rate. 

Mr. Fiscupacn. Was your attention ever called to the amount of 
money that the Board apparently did not object to, that was expended 
by counsel for the San Francisco bank ¢ 

Mr. Srecet. No. 

Mr. Fiscupacnu. Or on behalf of counsel for the San Francisco 
bank ? 

Mr. Stecex. Only in this very general way: I believe there was 
some conversation at some time or other hinting at the suggestion, 
which I think you put to me this morning, that the reason for Mr. 
Angell’s and Mr. Dusenbery’s opposition, or apparent opposition to 
the “settlement, as was charged by the other side, was that they were 
interested in increasing their own attorneys’ fees, and that mere sug- 
gestion was scoffed at by the gentlemen in question, and they pointed 
out to me that their fees were really quite modest, and as to what the 
total amount was, I cannot recall, but they did call my attention to 
the fact that their fees were based, I think, at $100 a day, and they 
gave those services without counting the hours per day. In other 
words, if they worked as much as 18 ‘hours a day, that was 1 day, al- 
though in normal practice it is charged on the basis of 6 hours, and 
the total fees they had charged at the time this conversation occurred 
were a minor fraction of what had been allowed to counsel on the other 
side. 

Mr. Fiscupacu. Did this scofling take place in person or over the 
long-distance telephone ? 

Mr. Srecen. This was just a casual conversation, incidental to 
general discussion about other matters. I cannot place the time, 
but I recall that some discussion came up when attorneys’ fees in 
general were under discussion. 

Mr. Fiscunacu. Is Mr. Angell in Washington ? 

Mr. Sircet. Not that I know of. 

Mr. Fiscupacn. Did you talk to him today ? 

Mr. Siecen. No. 

Mr. Fiscupacu. Did you talk to Mr. Dusenbery today ? 

Mr. Stecen. No. 

Mr. Fiscusacnu. Is he in Washington? 

Mr. Stecer, Not that I know of. 

Mr, Fiscusacu. When you had the reaction you described this 
morning, to the amount of attor neys’ fees that had been allowed by 
Judge Hall’s decision of April 5, did you have any information at all 
as to how much had been expended, either by the Department of 
Justice, or by the San Francisco bank, for counsel fees in connection 
with this litigation up to that time? 

Mr. Stecen. First of all, to answer your question, I think T stated 
very clearly this morning that my judgment with respect to that 
stipulation was not based only on the amount, I considered thie 
amount large, and too large to be awarded without an adversary 
proceeding. 

Mr. Fiscupacnu. I believe the record reflects that. 

Mr. Sieeet. And secondly, with respect to whether I had infor- 
mation as to how much had been expended by the Government o» 
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associated defendants in the litigation, the answer to that is no, I did 
not. 

Mr. Fiscupacu. Have you since been apprised ¢ 

Mr. Since. No, I have not. 

Mr. Fiscupacu. Was there ever any disagreement between yourself 
and Mr. Adams with respect to the settlement of the litigation, while 
you were counsel in charge of the matter / 

Mr. Stecer. None that I recall. 

Mr. Fiscusacu. Was there any disagreement between yourself and 
Mr. Morison on the same subject matter ¢ 

Mr. Sizcev. I cannot recall any. There may have been points of de- 

tail, but on the basic policies we were in agreement. I did not think 

that Mr. Morison overruled any major recommendation that I made, 
and I don’t recall having suggested to the Board that any action they 
proposed they should not take, or that the Board took exception to 
my legal handling of the case. 

Mr. Fiscusacu. I would like to show you a memorandum which 
comes from the United States attorney's files, and purports to be a 
memorandum of the telephone conversation on May 4, 1949, in which 
it is mentioned that there was a conversation with Siegel and the 
Board, and the last entry on the memorandum is, “Board is acting 
like Westover and Chapman.” 

Can you throw any light on that ¢ 

Mr. Sircen. Iam sorry. “Board is acting like Westover and Chap- 
men’¢ Iam sorry, you will have to ask Mr. Carter, or whoever 
p.epared the memorandum, what he thought of those gentlemen. | 
would not put the two, necessarily, in the same category. 

Mr. Fiscusacu. Could you throw any light on this portion of the 
memorandum, Mr. Siegel, namely, “P roposed release official defend- 
ants’ formula.” Then, “Loan, 8 million, 6 hundred”—I take it, 
thousand—and “Ninety,” and I interpolate that as thousands, “ex- 
amine costs,” and then “125,” and again IL interpolate thousands, 
“waiving interest.” 

Mr. Sircer. Those must have been terms under discussion for pos- 
sible terms of settlement. 

Mr. Fiscupacu. Do you recognize those as subjects which—— 

Mr. Stecet. Which were discussed, certainly. 

Mr. Fiscupacu. Do you recognize them as matters which had at one 
time been agreed upon / 

Mr. Srecet. No. As a matter of fact, when you look at the lone 
provision, which is the only one of importance, you will see that that 
loan was half of the then capital of the Long Beach association and. 
of course, Long Beach has always maintained that they wanted a set- 
tlement in which the loan would be in addition to their ordinary line 
of credit and, of course, that was a basic stumbling block in nego- 
tiations. 

As I understand the whole theory, it was that Long Beach was 
going to make a $100,000-a-year out of the loan, and there was no 
suggestion in any conference I had with the Board that they would 
agree to any such thing. Those were things under discussion, and 
were subject to consideration in any settlement. 

But, as I say, no decision was reached on that point. Mr. Divers 
was quite clear in his mind that we would never make any progress 
in negotiations unless we got something in writing from Mr. Gregory, 
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because he thought Mr. Gregory was upping the price all the time, and 
we had better get him in writing at long last. 

Mr. Fiscupacn. Could you enlighten us on this proposition, Mr. 
Siegel. When these various settlement possibilities were under con- 
sideration, were you urged by Mr. Heisler. or Mr. McKenna, to en- 
deavor to reach a settlement, or were you confronted with a different 
position ¢ ee 

Mr. Stecen. I don’t think they took any opposition to a settlement, 
as L recall. If you are talking about May 1949, at the time of that 
memorandum 

Mr. Fiscupacu. Yes. 

Mr. Srecet, Oh, certainly not. We had gone out to Los Angeles 
and made an agreement, with the understanding that we were going 
to make a good-faith effort to reach an agreement, and we made every 
effort to do so. My first task was to go see the Board and see what 
they would agree upon, and the Board told me to discuss tentatively 
the subjects that might be open for negotiation. They took the posi- 
tion that we should get Mr. Gregory’s understanding in writing. 

I told you about the delay in getting a response. I did not receive 
any opposition from Mr. McKenna. I don’t recall that Mr. McKenna 
was present at any meetings I had with the Board on possible terms of 
settlement, and I cannot recall that Mr. Heisler was, but neither of 
them would seek to interfere with the realization of the Board’s desire 
on that matter. 

The Board’s position was, “Let’s get Mr. Gregory’s position in 
writing.” You see, it had started out with $250,000 at Salt Lake in 
March of 1948, or whenever it was, and it went up to a million and 
a quarter a year later, and then they said, “Now, let’s get this in writ- 
ing before we say anything, because if we propose terms he will come 
back and up it again.” 

They had a writing from somebody on our side, like the so-called 
Portland regulation, so we went about it to get it from Gregory. 

Mr. Fiscupacu. After your visit to Los Angeles with Mr. Ford, 
there came a time when a meeting was suggested in Washington; isn’t 
that correct 4 

Mr. Sreeet, That is correct. 

Mr. Fiscusacu. Was it not also suggested that the members of the 
Board would be present at this meeting ? 

Mr. Stecen. I have no idea. I don’t recall that at all. As a matter 
of fact, now that you mention it, my recollection is that I proposed 
that they confer with me. Mr. Chapman apparently did not think 
that I was at a high enough level for him to deal with, and he ar- 
ranged a meeting at a higher level in Mr. Ford’s office, and he may 
or may not have sought to get a conference with the Board, I don’t 
know about that, but at any rate he declined to confer with anyone 
so low in the hierarchy as myself. I did not take offense at that time 
to that. however. 

Mr. Fiscunacnu. In point of actual fact, was it not represented to 
the litigants in California that if they came back to Washington and 
had a meeting with you in June, or thereabouts, of 1949, that the 
members of the Board would be present ? 

Mr. Stecer. I have not the slightest idea about that at all. I did 
hot arrange as to who was to attend the meeting in Mr. Ford’s office. 
Obviously that would not be my responsibility ; that would be his. 
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And they sought the meeting, as they did, because they wanted 
somebody at that level and not me. 

Mr. Fiscusacu. Now, Mr. Siegel, do you recall whether Congress- 
man King attended w ith Mr. Gregory and Mr. Chapman ? 

Mr. SIEGEL. Oh, yes; he did. 

Mr. Fiscusacn. At your office? 

Mr. Stecev. No; in Peyton Ford’s office. 

Mr. Fiscupacu. In Peyton Ford’s office? 

Mr. Sracen. That ts correct. 

Mr. Fiscusacu. Do you recall whether any inquiry was made at 
that time and place as to where the members of the Board were ? 

Mr. Stecev. I cannot recall, but it might very well have been Mr. 
Heisler was there, but the Board members were not, and I cannot 
recall whether any question was raised about their presence or not. 

Mr. Fiscupacu. Was that the oceasion on which Mr. Angell volun- 
teered, in the light of Congressman King’s presence, that possibly it 
might be advisable for him to bring a couple of Senators or other 
members ¢ 

Mr. Srecet. I think he made such a remark, facetiously. 

Mr. Fiscupacu. Did that have any effect on the purpose of the 
meeting / 

Mr. Siecet. It prompted Mr. Keith Linden, assistant to Mr. King, 
to suggest that Mr. King and he walk out, but Mr. Ford, however, 
succeeded in pacifying both of them, and the meeting resumed. 

Mr. Fiscupacn. What, if any, progress was made at that meeting? 

Mr. Siece.. It was agreed there that Mr. Chapman would prepare 
something in writing, ‘and that meanwhile he was informed until 
negoti: itions and any compromise was reached or settlement agreed 
upon that the litigation would proceed in conformance with the De- 
partme nt’s normal policy. 

There was, however, one point on which we might have, but did 
not, reach an agreement which could have expedited it. 

I advised Mr. Chapman, but he would not agree, that all we wanted 
was a statement in writing of the principle. In other words, it could 
have been covered in a page. He did not have to draw up a final 
document. What we wanted was a statement of the principle of the 
terms proposed for the settlement, so that we could find out whether 
we were in agreement or disagreement. _That was, whether we were 
in agreement or disagreement. in principle. Mr. Chapman declined 
to submit any such thing, and, instead, he prepared a petition for 
compromise Judgment, which he filed with the court, and then sub- 
mitted to us as his proposal to us. 

After all, we did not ask for anything as elaborate as that, aud, in 
the history of compromises with the Department, I knew of nothing of 
that character that was ever submitted before. Certainly there was 
no excuse that I could think of for him to take that long to indicate 
his principle. 

Mr. Fiscnnacu. I don’t believe anybody could ever accuse Mr. 
Chapman of brevity in any of his pleadings, and I take it your criti- 
cism of what he submitted was not predicated upon that basis. 

Mr. Sreceu. I am not criticizing Mr. Chapman. Mr. Chapman has 
a right to conduct the matter entirely, for his client, as he sees fit. 
He is the judge of that matter. He undoubtedly had his reasons. 
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All I am saying is that the negotiations could have been expedited. 
We most seriously intended to negotiate. If he had reduced to writ- 
ing on one page, or two at the most, what he wanted in principle, I 
am sure we could have reduced what we were ready to agree to, after 
receiving it in a statement that brief, in negotiations for a compro- 
mise, and you would then go on and elaborate something formal of 
the nature that he submitted, but it seems to me quite unnecessary 
for him, when we were trying to see whether we could reach an expe- 
ditious settlement, to present anything so elaborate. 

If you will recall, one of the terms in that letter we sent out with 
respect to attorneys’ fees, we had to reach an agreement in 30 days, 
and we were of the opinion—and we may have been wrong, because 
we cannot read with complete accuracy how somebody else’s mind is 
working, and we do not intend to read malice in their mind—but 
we suspected that counsel did not have any desire for any expedi- 
tious settlement; that, so far as he was concerned, with more attor- 
ney’s fees facing him, if it dragged on for years, that was all right. 

We wanted a prompt settlement. It was not any good to have a 
settlement. culminate after 10 years of litigation. We said that we 
wanted a settlement in 30 days. Now, that might very well have 
proved to be an impossibility, but what we meant to say was, “Let’s 
get it done promptly; let’s get it over with and done with.” 
~ Thesé long, interminable negotiations, which do nothing except 
build up a basis, possibly, for the award of large attorneys’ fees, 
should not occur, and that is what was going on in our mind, and in- 
stead of getting a brief statement we waited 3 or 4 months, and what 
we got was a petition for a compromise judgment, all drawn up to 
the last detail. : 

That was his business, and whether he wants to do business that way 
or not I would not propose to undertake to tell him how to undertake 
his business, but I can tell you what reaction we had to it. 

Mr. Fiscusacu. Would it be fair for the subcommittee to conclude, 
Mr. Siegel, that all this while the only reason the Los Angeles bank was 
not reestablished, apart from the consideration that you mentioned 
before as to the willingness of that bank to take or to assume two- 
thirds of any possible liability that might be established in the liti- 
gation, was the expectation that if such action were taken you would 
be confronted with the suggestion and the argument by counsel for the 
plaintiffs, other than O’Melveny & Myers, that it would have amount- 
ed to a second confession of judgment ? 

Mr. Srecev. No; that would not be an accurate statement—— 

Mr. Fiscusacnu. What would be? 

Mr. Siecet (continuing). Because in May 1949 we were attempt- 
ing to reach an agreement, if we could, for a separate settlement. 

Now, at that time I told Mr. Fussell quite frankly that we were 
taking grave risks, and I explained frankly what they were, with the 
litigation; but, so far as I could see, there would be no end to the 
litigation, and I did not see that there was any way of expediting 
it; there did not seem to be any way of expediting negotiations or 
bringing the litigation to a head, and if under those circumstances the 
Board wanted to settle the Los Angeles matter separately, I did not 
think, with the lawyers powerless to expedite the matter in any 
way, that we could take the responsibility of saying that we would 
stand in the way of an admininstrative decision for legal reasons. 

79631—52-—93 
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At that time, however, the obstacle was the inability or the un- 
willingness of the Los Angeles bank to agree to assume any portion of 
any possible judgment that might be rendered against the San Fran- 
cisco bank. 

By November 1949, when the injunction hearings were on, Mr. 
Fussell apparently had reached a different conclusion, and his clients 
had, and they were prepared to deal on the basis of terms made in 
1949, but at that time, with the application for injunction having 
been made, it seemed very likely that the whole question of whether 
this litigation could be maintained and continued would be precipi- 
tated in the court of appeals, and we would get that at their disposal, 
and the lawyers were then in a position to say that they would be 
jeopardized if they went forward. 

There was a constant balance in the circumstances. 

In May 1949, I could not see any possible justification for the De- 
partment saying “We will stand in the Board’s way of a desire for 
restoration of the two banks,” but we could not see any way of bringing 
it to an end. We could not see any way of getting Chapman to 
expedite negotiations. We did not know how long they would last. 

rom our prior experience, this could go on for months, and we 
could not agree that the Board at that time wanted a restoration, 
balancing legal and administrative considerations. My view was 
that if the Board wanted it, why, of course, we would do what we 
could to bring about a settlement. 

The obstacle was whether Los Angeles would assume a share of 
ie ged of any possible judgment rendered against the San Francisco 

ank, 

The position then changed from a legal aspect in November 1949, 
because by that time we did see a possibility that the litigation could 
be brought promptly to an end, and we could not guarantee it, of 
course, but the question was precipitated in the court of appeals, and 
if the court of appeals were presuaded to accept arguments that Judge 
Hall was without jurisdiction, and that the whole action should be 
dismissed, then we had a way of eliminating litigation, and leaving the 
matter entirely to administrative decision of the Board, without the 
Department in it at all, and we thought we might compromise that 
decision very seriously if we gave them a chance to make a second 
confession-of-judgment argument. 

Mr: Fiscupacu. Has the matter been thought th. agh to the posi- 
tion that would exist in the event you did not succeed in the court 
of appeals? 

Mr. Srecet. If we did not succeed in the court of appeals we would 
be back in the position of May 1949, when I first talked to Mr. Fussell. 
subject to this qualification, the economic condition might have 
changed. In May 1949, I think the Board was in a position where the 
industry wanted two banks, and the business of the west coast would 
support two banks, and while that may not have been true in May 
1946, it was true then, and they were prepared to restore the banks. 

Now, business conditions have changed, and whether or not the 
Board now feels that they should be restored, I don’t know. 

I understand Mr. Adams has expressed an opinion that they would 
like to have a hearing on that matter. 
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Mr. Fiscusacn. I have no further questions. 

Mr. Holifield. Mr. Siegel, this will conclude our interrogation, and 
the Chair wishes to thank you for your appearance here from your 
home in Minnesota, and also for your patience in staying as late at 
night as you have. 

The meeting will now be adjourned. 

(Whereupon, at 10:30 p.m., the subcommittee adjourned, to re- 
convene at 10 a. m., Saturday, July 28, 1951.) 
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SATURDAY, JULY 28, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp,. 
Washington, D. @. 


The subcommittee met, pursuant to adjournment, at 10:10 a. m., in 
room 429, Old House Office Building, Hon. Chet Holifield (chairman 
of the subcommittee), presiding. 

Present: Representatives Holifield and Lanham. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Ho utrietp. The subcommittee will be in order. 

Mr. Fiscupacu. Mr. Ammann, will you please step forward. 


FURTHER TESTIMONY OF A. V. AMMANN, ASSISTANT CHIEF 
SUPERVISOR, HOME LOAN BANK BOARD 


Mr. Fiscupacu. On the last occasion of your appearance before the 
subcommittee, your attention was called to the fact that on January, 
I believe it was the 18th, 1948, there was a telephone call from Wash- 
ington made to you by Mr. Adams and that oats thereafter, I be- 
lieve it was on the 22d of January, the records indicate that you made 
a telephone call from Washington to Long Beach Federal. You were 
to check the travel records and ascertain when it was that you left 
aa Beach and arrived in Washington. 

r. AMMANN. I left Long Beach on January 21 at 2: 50 in the after- 
noon; left the airport at 2:50. I arrived in Washington at 7:05, 
January 22, in the morning. 

Mr. Fiscupacu. At 1:04 that afternoon you had occasion to call 
Long Beach Federal? 

Mr. Ammann. I believe so. 

Mr. Fiscupacu. What instructions did you have and from whom 
did you receive your instructions to leave Long Beach and return to 
Washington ? 

Mr. Ammann. I do not know that it was exactly instructions. My 
recollection was one of the Board members—it must have been Mr. 
Adams, according to the record you refer to of the telephone call. 
The substance of the conversation, as I recall it, was that our attorneys 
were under the impression that the court out there was going to issue 
an order for the conservator to return possession to the association. 
The matter was then under discussion or consideration. Should that 
come about, I would be expected by the Board to observe that order, 
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and there would be, as far as I understood, no appeal or resistance of 
any kind, and I should do everything I could to help expedite the 
clearing of that. 

Mr. Fiscupacu. Mr. Ammann, I would like to inquire, in view of 
the fact that, when I last questioned you about the substance of that 
conversation, you stated you had many conversations and you did not 
recall that one in particular, upon what you refreshed your recollection 
and upon what you based the testimony you have just given. 

Mr. Ammann. I take that call of the 18th—I haven’t checked the 
record on telephone calls—to be the last one I had with one of the 
Board members, shortly prior to my leaving Long Beach. I had a 
discussion with one of the Board members and, if it wasn’t that day, 
it was the next day, only a day or two prior to my leaving. 

Mr. Fiscupacu. You have stated your recollection of the substance 
of that conversation ? 

Mr. Ammann. Part of it. The rest of it, as I recall, was that I 
raised the question as to whether, since there was a good deal of per- 
sonal feeling out there, if I were there when the turn-over took place, 
the atmosphere might not be a friendly one and there might be some 
difficulty involved, and the Board member and I discussing that, 
agreed—not in the matter of instruction from him to me, as I recall 
it, but we agreed—that in the circumstances it might be more expe- 
ditious in carrying out the court order if I were not personally there. 

Mr. Fiscupacu. And so it was agreed that you should not be there? 

Mr. AmMANN. It was agreed that, if I felt that was the thing to 
do, I need not be there. 

Mr. Fiscusacn. I take it that you never went back to Long Beach 
as conservator. 

Mr. AMMANN. No, sir. 

Mr. F iscHBACH. The Board approved of your staying in Wash- 
ington ¢ 

Mr. Ammann. There was no disapproval of it. They knew I was 
coming back, knew I was here. 

Mr. Fiscupacu. What duties did you undertake when you came 
back here in Washington ? 

Mr. Ammann. I was in touch with my assistant there about ques- 
tions which arose as to what he should do or as to the status of matters 
which were in process, and so on. I conferred with him in respect to 
those matters and with our attorneys with respect to any questions 
they might have as to the facts of the matter of operation in which 
they would be concerned. 

Mr. Fiscusacw. What I would like to know, Mr. Ammann, was 
when you were back here in Washington, did you resume your normal 
duties with the Board ? 

Mr. Ammann. I devoted such time to that as there was available 
left from the other. I do not remember now how much time I may 
have devoted. I was primarily concerned with the completion of the 
work as conservator. 

Mr. Fiscnpacu. What work did you have to complete here as 
conservator ? 

Mr. Ammann. I had the matter of the accounting to consider. I 
had the matter of the examiners who were in examining the institution 
at the time of the turn-back. They had various questions. I had to 
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consider with my assistant out there such matters as arose in connec- 
tion with the work he was doing and conferring with our attorneys 
with respect to matters they were concerned about, and I was pretty 
well exhausted, too. I may have taken a day or two off. I do not 
remember now. 

Mr. Fiscuracu. But, apart from that, you assumed and resumed 
your regular duties with the Board ? 

Mr. Ammann. I do not recall whether I did any regular duties or 
not. As my work on the conservatorship permitted, I got back into 
the details of the work I had been handling before. 

Mr. Fiscupacn. Was there ever a time when you requested the 
Board to take action, either approving or disapproving your ac- 
counting ? 

Mr. Ammann. I submitted the accounting to the secretary of the 
Board. I made no formal request of the Board as to the action on 
the matter. 

Mr. Fiscupacu. And you never have? 

Mr. AMMANN. No, sir. 

Mr. Fiscnsacn. Did you prepare a profit-and-loss statement of the 
conesetubonsnlp for the period from July 1, 1946, to December 31, 

1947 ¢ 

Mr. Ammann. I prepared the statement I believe you asked for. 

Mr. Fiscusacn. I would appreciate it if you would submit that 
and let it be marked as an exhibit. 

(The statement was marked “Ammann Exhibit No. 14,” and is as 
follows :) 

AMMANN Exuisir No. 14 


LoNe BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, LONG BEACH, CALIF. 


Gross income for period July 1, 1946 through Dec. 31, 1947 
Less: Expenses paid and accrued during period 


Net income for period July 1, 1946 through Dee. 31, 1947 


You have asked that figures be supplied reducing this net income of 
the association during the conservatorship by deduction therefrom 
of the-felowing items: 


1. Non-operating income (including profits on sales of bonds) 171, 061 


Net income (exclusive of nonoperating income) Z 615, 754 
. Dividends paid or credited during the period above stated 
3. Transfer from undivided profits to specific reserve -- é 
. All other debits or charges to undivided profits.____..__._- 
. Account receivable by HLBB in connection with conservator- 
ship per report of audit of HLBB at June 30, 1949 
Less: Amount accrued on association’s books for such expense_ 48, 052.75 


Board receivable in excess of association accruals 
5. Transfers from undivided profits to general reserve accounts (bookkeeping entries, 
and not expenditure of funds) 
. Apportionment of attorneys’ fees and expenses allowed by 
court orders, to period from May 20, 1946 to Jan. 24, 1948: 
(a) Order "dated Sept. 2, 1947 
Apportioned to period 
(b) Order dated April 4, 1949 (entered subsequent to ter- 
mination of conservatorship) 
Apportioned to period 
(c) Order dated May 10, 1949 (entered subsequent to ter- 
mination of conservatorship) - 
Periods not clear; apportioned to -period as if period 
covered began June 4, 1946 


Total allowed by court orders, apportioned to period 7, 925, 898 


\mount by which items 2 Grech 7 exceed the amount of net income (exclusive of nonoperating 
income) ......._- . a 310, 144 
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Comparison of general reserves and undivided profits as of May 18, 1946, and 
Jan. 24, 1948, per FBI supplemental accounting, with adjustments as explained 
for dividends paid 


Undivided profits (including current income and expense accounts) at 


145, 570 


Undivided profits (adjusted) as of May 18, 1946 
General reserves 679, 300 


Reserves and undivided profits (adjusted) as of May 18, 1946__ 1, 156, 934 
Percent to share capital 5 





Undivided profits (including current income and expense accounts) at 
yee | A: aie .b) hs Benoni ste > gar A? AA Tacagsiibiel a eit BM, lela Ape taka $433, 959 
Less 24/181 (13.3 percent) of dividend paid at June 30, 1948 


Undivided profits (adjusted) as of Jan. 24, 1948 
General reserves ‘ 





Reserves and undivided profits (adjusted) as of Jan, 24, 1948__ 1, 464, 725 
Percent to share capital 11.3 


The above increase in reserves and undivided profits was accomplished not- 
withstanding the sterilization of some $1,600,000 of association funds impounded 
in court under orders issued on motions of Title Service Co., a corporation con- 
trolled by officers of the association. 

Mr. Fiscupacu. With reference to the item of $89,781 as conserva- 
torship expenses, shown by the audit report as of June 30, 1949, did 
you submit to the Home Loan Bank Board or its predecessor, the 
Federal Home Loan Bank Administration, the data and detail upon 
which that figure was calculated ? 

Mr. AMMann. No, sir. 

Mr. Fiscupacu. Was that in any part predicated upon information 
that you transmitted ? 

Mr. Ammann. No, sir. 

* Mr. Fiscupacn. So that this $89,781 never appeared on the books 
either of the conservatorship or the books of the Federal Savings and 
Loan of Long Beach? 

Mr. AMMANN. No, sir; I had no knowledge of the figure. 

' Mr. Fiscupacu. Do you know whether that item has been paid to 
the Board ? 

Mr. AMMANN. No; that item has not been paid. 

Mr. Fiscusacu. Whether by Long Beach or anyone else 

Mr. AMMANN. It was not paid at the termination of the conserva- 
torship. I have no personal knowledge what may or may not have 
been received by the Board since, except for the audit report this refers 
to, and it is my understanding that it has not been paid. 

Mr. Fiscupacu. There was $48,052.75 accrued on the association’s 
books for an expense designated as “such expense.” That is related 
to the $89,781 ? 

Mr. AMMANN. It would be for the same items. That was an accrual 
made on the basis of my estimates for the possible bill coming in for 
such charges. I had already paid some prior to the termination of 
the conservatorship and this was a remainder of the provision I had 
made on the books against that contingency. 

Mr. Fiscuracu. The items comprising the $48,052.75 do appear on 
the books of the conservatorship and the books of Long Beach ? 

Mr. AmMMann. Yes,sir. The accruals are on the books. 
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Mr. Fiscupacn. The detail of the accruals, are they on the books? 

Mr. Ammann. The only detail would be that at the end of each 
accounting period. I would make an estimate and debit on the asso- 
ciation’s business and set up a special reserve for that purpose. There 
was no detail or bill or invoice. It was merely an estimate of the 
amount. 

Mr. Fiscnpacu. Upon what did you predicate those estimates ? 

Mr. AmMMANN. I conferred with the examiner who was making the 
examination and I asked him to give me his estimate of the cost, the 
Board’s cost of the examination or however it was they charged for 
examiners, what he figured that would be, and then I took the salaries 
and travel and per diem of the people who were there in the employ 
of the Board as assistants to the conservator, including myself, and, 
adding those two figures together, I arrived at a basis for an estimate. 

Mr. Fiscunacu. Mr. Ammann, I would like to turn your attention 
to the matter of Linnell & Smith and the Newendorp & Bradley 
litigation with respect to the compendium of charges referred to as 
exhibit C; namely, the October 2 and May 18, 1946, examination re- 
port, the Strecker report. The subcommitttee has received informa- 
tion to the effect that that document was made available to Mr. Smith 
during the month of December 1947. The subcommittee has received 
information to the effect that you made the document available to Mr. 
Smith and to his secretary at Long Beach in advance of the time the 
record shows that you had any correspondence in connection with the 
matter. Do you have any comment to make in connection with that? 

Mr. Ammann. I did not give Mr. Smith or Linnell & Smith access 
to that report until after I had received clearance with respect to the 
letter which I wrote asking whether I should grant his request for 
access to the information. I made that accessible to him in the associa- 
tion’s office. He did not take the examination report out of the office, 
not to my knowledge. 

Mr. Fiscunacn. It is your position that that did not take place 
until after January 1948? 

Mr. Ammann. I do not recall the date. It would be after the letter 
which I wrote in to Washington transmitting his request. 

Mr. Fiscusacn. Did you talk to Mr. McKenna about that at all 
prior to the time that you wrote to Washington ? 

Mr. Ammann. I talked to the attorneys out there, whoever they 
were, about having the request, and I do not remember whether they 
advised me to send it to Washington or whether I sent it without 
asking them for that advice. I talked to them about it and then I was 
advised through the attorneys, as I recall, that I should permit them 
to have access to it. It may have been Mr. McKenna who advised me, 
or some other member of the Board, or the Department of Justice 
counsel. 

Mr. Fiscupacn. In all events, did you say whether you were ad- 
vised to permit access to that document to Mr. Smith and to his secre- 
tary prior to the time you received authorization from Washington ? 

Mr. Ammann. I have no recollection of that. Of course, the word 
I got from Washington, as I recall, was through the attorneys. I am 
not certain when that came. 

Mr. Fiscunacn. But it is your clear recollection that you did not 
give access to that examination report to Mr. Smith or his secretary 
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prior to the time that you received approval from Washington to do 
so? 

Mr. Ammann. Yes,sir. That is my recollection. 

Mr. Fiscuzacu. That is the written approval you refer to? 

Mr. AMMaANN. I am not able to find a Jetter in answer to the letter 
I wrote. I know I received advice that I should give them access and, 
not being able to find the letter, my only other way of getting it would 
be orally from someone with the Board, and generally my advice on 
matters of that sort came through the attorneys. 

Mr. Fiscupacu. Where in point of time do you place that clearance / 
Was it before or after you wrote to Washington ? 

Mr. AMMANN. It would be after my letter to Washington. 

Mr. Fiscusacu. Mr. Ammann, the question was left open as to 
whether there existed any evidence at all that the examination report 
of May 18 and October 2, 1946, referred to as exhibit C, the Strecker 
report, was ever delivered by you, by any other person of the Home 
Loan Bank Board, or by any counsel of the Department of Justice, 
or of the United States attorney’s office, to any officer of Long Beach 
Federal, to the counsel for Long Beach Federal or to the shareholders’ 
committee or the counsel for the shareholders’ committee at Long Beach 
Federal? Were you able to resolve that by an examination or a search 
in your files? 

Mr. Ammann. I have no record as to that. All I have is my recol- 
lection, and my recollection is that at the same time I received a copy 
of the examination report for my file, while I was at Long Beach, 
there also came with that copy other copies. I do not recall whether 
they were mailed or whether someone who was coming out there 
brought them. There were occasionally people coming back and 
forth who brought things rather than mail them. One of them may 
have brought the report to me and its copies. As for the copies, 
other than the one I retained, they were sent on by personal messenger 
to the United States attorney’s office for disposition by them to such 
persons as they found were entitled to them. 

Mr. Fiscusacu. How many copies did you send to the United States 
attorney’s office? 

Mr. Ammann. I do not recall. 

Mr. Fiscunacn. Do you remember when it was received, the ex- 
amination report referred to? 

Mr. Ammann. No. The only way I could fix that would be to find 
when the examination report was finally completed in its final form. 
It would be shortly after that time. The first time somebody would 
be coming out, I assume they would bring it along. 

Mr. Fiscupacnu. Was that in the year 1946 or the year 1947? 

Mr. Ammann. My recollection is it was finished in 1946. I have not 
checked on that and am not certain. 

Mr. Fiscusacu. I would appreciate it, Mr. McKenna, if, when we 
excuse Mr. Ammann, you could ascertain that as a matter of filed 
information. 

Mr. McKenna. My strong recollection is that it was finished in No- 
vember 1946. The only way I can make a check is to go back to the 
office and check it. Do you want me to do it this morning ¢ 

Mr. Fiscusacn. Not this morning, but I would like to have the in- 
formation in the record at a future time. 
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Mr. McKenna. I have a strong recollection of November of 1946, 
but I will check it. 

(Discussion off the record.) 

Mr. Fiscuzacu. Mr. Ammann, one other thing: Can you account 
for the fact, if it is a fact, that when you left Long Beach Federal in 
January of 1948, in relation to the wind-up of your conservatorship 
or the turn-back of the association, why it was that no copy of the 
examination report you are referring to was left in the files of Long 
Beach Federal ? 

Mr, AMMANN. It was left there when I left Long Beach. I didn’t 
bring it with me. 

Mr. Fiscunacu. If it was removed before the turn-back, who was in 
charge? 

Mr. AMMANN. Mr. Bramley. 

Mr. Fiscupacu. Was Mr. Bramley under any instructions to take 
out and remove from Long Beach Federal various documents ? 

Mr. Ammann. No. His only instructions were with respect to ex- 
tra copies that I had of the authorizations, for example, and the re- 
ports I had made to Washington, and extra copies of material in that 
respect, not any extracts from the association’s files. In addition, 
there were some folders of those which I left with him because he 
would need them to refer to while he was there, and he was to bring 
those back or send them back to Washington when he was through 
because I would need those to make up my final report and accounting 
tothe Board. That was all the instructions he had with respect to any 
material. 

Mr. Fiscuznacu. Did you get a receipt or did Mr. Bramley get a 
receipt for the papers and records that were left at Long Beach at 
the time of the turn-back, pursuant to order No. 388 ? 

Mr. AmMANN. There were some receipts; yes, sir. 

Mr. Fiscupacu. Was the Strecker report or exhibit C, as we have 
called it, one of the documents receipted for ? 

Mr. Ammann. I do not recall ever seeing a specific receipt for it. 
Some of the receipts read for so many folders in a drawer, and so on, 
not all the detail in them being mentioned . I do not recall seeing any 
such receipt that would definitely itemize it or identify it. 

Mr. Fiscupacu. You weren’t able to find any evidence at all of 
the distribution by yourself or Mr. Bramley or anyone else connected 
with the Home Loan Bank Board of copies of the Strecker report ? 

Mr. Ammann. I made no distribution of it myself, except the copy 
I received and as I recall the ones that I delivered to the United States 
attorney’s office. 

Mr. Fiscupacu. Mr. Ammann, was a supervisory letter written 
in connection with any of the items contained in the May 18, 1946, 
examination report? 

Mr. Ammann. You mean following the making of that report? 

Mr. Fiscusacu. Yes. 

Mr. Ammann. I believe not. 

Mr. Fiscupacu. At any time? 

Mr. Ammann. Not to my knowledge. 

Mr. Fiscusacu. Were you consulted at all in connection with order 
No. 2015? 

Mr. Ammann. That is the one appointing the conservator ? 
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Mr. Fiscusacn. No; that is the one made in September of 1949, 
and was addressed to Long Beach Federal, to show cause why the 
Insurance Corporation should not be appointed as receiver. 

re AmMANN. No; I wasn’t consulted as to the issuance of the 
order. 

Mr. Fiscupacn. Did you participate in the discussions prior to the 
issuance of the order? 

Mr. AmMaNnN. I may have had some discussions with Mr. Wyman as 
to what the meaning of the facts in the report were to me, but I had 
no discussion with anyone else. 

Mr. Fiscunacu. Did the subject come up, then, as to the sending 
of a supervisory letter in connection with any of those facts? 

Mr. Ammann. Not as I recall. I endeavored—and Mr. Wyman en- 
deavored—to hold myself aside, entirely apart from any decisions or 
actions in respect to the association. I had been very closely identi- 
fied with the conservatorship and the situation was pretty hot. I felt 
that he and the Board would be better advised if I did not participate 
in those things. 

Mr. Fiscuracn. I do not recall at this moment whether it was agreed 

ou would comment on various aspects of the Lenney loans and other 
oans that were criticized by Mr. Wyman, or whether it was left for 
his testimony. Do you recall? 

Mr. Ammann. If it is in respect to the matter of the reduction of 
interest, and so on, I should think it would be me, because he has no 
personal knowledge of that and I do. 

Mr. Fiscupacn. I think, according to the memorandum that Mrs. 
Morrison has furnished, that the matters which were left open in 
connection with your previous testimony have already been covered, 
but I would suggest that you be available when Mr. Wyman comes 
in to testify in connection with the matters that were assigned to him 
because, to a degree, they will bear upon action taken by you. 

Mr. Ammann. I do recall, Mr. Fischbach, that you oraa me some 
time ago to have available the authorizations in respect to reduction 
of interest on the J. M. Lenney loans, and I believe it was the Jones 
loans, too. I have those. I am not certain whether you still want to 
refer to those, but I mention that because you may have that in mind. 

Mr. Fiscusacu. I will want to refer to them when Mr. Wyman is 
here, because they were referred to in his examination as well as in 
yours. That is why I suggest you be back here when he appears. 

- Mr. Ammann. I prepared those and all he knows about them is 
what he reads out of them. 

Mr. Fiscupacn. One other thing came up during the examination 
of Mr. Heisler. There was submitted to Mr. Heisler an excerpt from, 
I believe, page 00495, as marked by the Home Loan Bank Board, and 
the following pages, which purported to reflect the demand that you 
made upon the officers of Long Beach Federal when, after Mr. Justice 
Rutledge signed a stay of the judgment of the three-judge court, you 
went back into possession of the association. The statement was made 
on that occasion that Mr. Heisler had never before seen the docu- 
ment, it was new to him, and I believe Mr. McKenna made a similar 
observation. Has there been any cone™ltation with you with regard 
to that demand? 
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Mr: Ammann. I was told the question had been raised and I there- 
fore went to the file and read that memorandum. I wrote the memo- 
randum. ; 

Mr. Fiscracn. Whom did you confer with since that question 
arose # 

Mr. Ammann. I did not confer with anyone in the sense of con- 
ferring. I was just told the question had been raised, and with that 
information I read the memorandum, thinking the question might 
come up here and I would be prepared to answer your question. 

Mr. Fiscusacn. That memorandum was taken from a report you 
submitted to Mr. Lee? He was the governor of the system, 

Mr. AMMANN. Yes, sir. 

Mr. Fiscusacu. I take it that it was a true report? 

Mr. Ammann. Yes, sir; to the best of my knowledge and belief. 

Mr. Fiscupacnu. It was a report that you prepared contemporaneous 
with the action therein mentioned ? 

Mr. AmMANN. It was very shortly after, the first moment I had 
time. I forget the date. It may have been a week or 10 days after- 
ward, something like that. 

Mr. Fiscupacn. Did Mr. Heisler ask you why you made that de- 
mand ¢ 

Mr. Ammann. No. The attorneys did not ask me any questions 
about it. I was just told that the question came up, that they had 
not known about it. Itwasnewstothem. So I got the file and read it 
because I did not have a full recollection of the matter without going 
back and reading the memorandum. 

Mr. Fiscupacn. I take it you called their attention to the fact that 
it has been a matter of record for some years ? 

Mr. Ammann. It has been a matter of record in the file here since I 
made my report. I would be glad in that connection to tell you the 
circumstances under which that took place. 

Mr. Fiscupacn. We have the report and I think it speaks for itself. 

Mr. AMMANN. There is one thing that is not stated in the memo- 
randum. The demand was made by one of the opposing attorneys. 
We showed them exactly what we wanted under the order that was 
issued by Justice Rutledge and in complying with that request we 
copied verbatim the language of the district court in the order which 
it issued under which the conservator surrendered possession, the exact 
language being copied cut. 

The intent was that we would get whatever we gave. 

Mr. Fiscupacn. Fine. 

Mr. Ammann, in light of the fact that the Strecker report was a 
confidential report, a confidential document, can you tell us how you 
account for the fact that you did not maintain a record of how many 
copies you received and what disposition you made of those documents 
and to whom and when ? 

Mr. AmMANN. One reason would be that I was very busy. I did 
not have time until sometimes week ends or late at night to complete 
the records and reports I had to make. Another one was that it was 
not: infrequent that someone, an examiner, came out to take the place 
of another examiner who became ill, or an attorney who came out. 
would bring with him material that had to go up to the attorney’s 
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office, the United States Attorney’s office. It would come to us, and 
the first time someone went into Los Angeles he would take it. It 
did not occur to me that, being inside the family, so to speak, I needed 
to keep any books on it. 

Mr. Fiscupacu. Is there any record at the Home Loan Bank Board 
or of the Federal Home Loan Bank Administration which would indi- 
cate how many ee of the Strecker report were forwarded to you 
from Washington ? 

Mr. Ammann. I haven’t seen such a record. In trying to be certain 
of my recollection on the matter, I looked into the docket on the partic- 
ular case and I couldn’t find anything in there which showed it. I 
know a number of copies were made because the attorneys were hav- 
ing to work with it and each attorney who was active in the matter, 
I suppose, had one on his desk where he could work on it, and the same 
would be true of the United States attorney’s office. 

Mr. Fiscupacu. Would it be true of the attorneys for the San Fran- 
cisco bank ? 

Mr. Amann. I have no knowledge of that. I know that our attor- 
neys here in Washington at the Board would have free access to it and 
I assume the attorneys in the United States attorney’s office would have 
free access to the copiesthere. I have no other knowledge. 

Mr. Fiscnpacu. Is there any record at the Board which would indi- 
cate to whom copies of the Strecker report was furnished and when 
they were furnished in the light of the fact that it is a confidential 
document ? 

Mr. Ammann. Not that I know of. The only recollection I have 
on that is that there was a delivery by the Examining Division to the 
chief supervisor’s office of the two copies usually furnished to the 
supervisor of the examination report. The remainder of the copies 
would be under the control, I suppose, of the Examining Division or 
the legal department, the attorneys who were handling the litigation. 

Mr. Fiscnsacn. What is the Board practice with respect to confi- 
dential documents? Isn’t there a record made as to how many copies 
are issued ? 

In other words, if a document comes in of a confidential category, 
is there a record kept as to whether 6 copies of the document were made 
or whether 600 copies of it were made ? 

Mr. Ammann. I have no knowledge as to what would be done with 
respect to the number of copies produced of the examination report 
as a confidential document because I had nothing to do with that. 

Mr. Fiscupacn. Could you tell us, Mr. McKenna, what the Board’s 
practice is in connection with security in the direction of confidential 
documents ? 

Mr. McKenna. I do not know of any practice, Mr. Fischbach. I 
would assume the individual person charged with the document would 
have to act personally. 

Mr. Fiscueacnu. Is there any control over how many copies of a 
document that comes in the confidential category should be made? 

Mr. McKewnwna. I suppose only the control the individual respon- 
sible imposes upon himself. There may be regulations with which I 
am not familiar. 

Mr. Ammann. It may be helpful to tell you this: Ordinarily in the 
normal course of examination the Examining Division in respect to a 
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Federal association would complete three copies of the examination 
report. 

Mfr. Ho.trreLp. The subcommittee will be recessed for 5 minutes. 

(Short recess taken.) 

Mr. Horirterp. The subcommittee will be in order. 

Mr. Fiscupacn. Will you read Mr. Ammann’s statement, please? 

(The answer was read by the reporter as follows :) 

It may be helpful to tell you this: Ordinarily in the normal course of examina- 
tion the Examining Division in respect to the Federal association would complete 
three copies of the examination report. 

Mr. AMMANN,. One of those would be mailed to the Examining 
Division in Washington and two would be delivered to the supervisory 
agent, one for the supervisory agent’s file and one for transmittal 
ultimately to the association. 

Mr. Fiscupacu. The normal rules were not followed in this case? 

Mr. AMMANN. No. This was not a normal case. 

Mr. Fiscusacnu. This examination report was mimeographed and 
reproduced many times? 

Mr. Ammann. A number of copies were made for the reason that 
it was seen that the matter, being in litigation, there was a possibility of 
administrative hearing or some type of hearing coming up which the 
Department of Justice attorneys, the United States attorney’s office, 
the Board’s own attorneys would need copies, the opposing counsel if 
given copies, would have to be supplied with them. So more than the 
usual number of copies were made. 

Mr. Fiscupacu. How many you do not know? 

Mr. AMMANN. No. I had nothing to do with that. So far as I have 
knowledge of the ones that were turned loose, they were kept under 
control and given only to those who were known to have a proper 
interest in it. 

Mr. Fiscusacn. All right, Mr. Ammann, that is all. 

Mr. McKenna? 


FURTHER TESTIMONY OF WILLIAM F. McKENNA, ASSISTANT 
GENERAL COUNSEL, HOME LOAN BANK BOARD 


Mr. Fiscusacu. I believe you previously have been sworn. 

Mr. McKenna. Not previously sworn in this session, but in the last 
session. 

Mr. Fiscusacn. Having been sworn, do you consider yourself 
sworn ¢ 

Mr. McKenna. It is all the same to me. 

Mr. Houtrirevp. We will consider the oath you took at a previous 
session of the subcommittee as being in effect today. 

Mr. Fiscupacn. I would like to inquire as to your participation in 
connection with the stipulation of March 22, which was made by Jim 
Carter, United States attorney, Los Angeles, March 22, 1949. 

Mr. McKenna. Yes, sir; I did. 

Mr. Fiscurnacn. And the part you played in that phase of this con- 
troversy. It is my understanding that you personally participated in 
the drawing of that stipulation. 

Mr. McKenna. Do you want the whole history or do you want me to 
summarize it or try to give conclusions? I am thinking of the time 
element, how much time you want me to spend on this. 
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Mr. Fiscuzacu. I want you to give us a complete statement of your 
participation in the matter. 

Mr. McKenna, I will have to give you the background, as I recall it. 

Mr. Fiscuspacu. Surely. 

Mr. McKenna. In November of 1948, I think, the San Francisco 
bank directors sent a committee to Washington to get the approval 
of Harold Holmes’ election as president of the San Francisco bank 
for the purposes of arranging the reestablishment of the Los Angeles 
bank. 

Mr. Houirretp. Excuse me for a minute, for consultation. 

(There was a short recess. ) 

Mr. Fiscuracu. You may proceed. 

Mr. McKenna. The end result of that was that Mr. Holmes was 
elected president by the San Francisco bank with the understanding 
that he would not only get the Los Angeles bank settled, but the whole 
litigation settled. That was the purpose of his election as president 
and approval by the Board. That was in late 1948. Then there were 
some conversations up in Portland. That is the origin of the term 
“Portland agreement.” There Mr. Holmes, I believe, although I was 
not present, was given a summary of the possible terms on which a set- 
tlement could be arrived at and after that Mr. Holmes conducted set- 
tlement conversations. 

The original plan there was, with Mr. Holmes working with the 
San Francisco bank and the Government, he would arrive at some 
terms to which the Government could agree and then submit those to 
the other side. I remember a letter from him asking permission. to 
change the procedure, and I think the change he suggested was that 
they reach an agreement with the Long Beach people and the Los 
Angeles people first out there and then submit it to the Goverment 
for its approval. I have a recollection of such a letter. Anyway, 
Mr. Holmes was conducting these conferences out there with which 
I had no participation except once in a while he would telephone in for 
some advice, or something of that sort, which I tried to give him. 

After a while, he wrote that the conversations were near ing a break- 
down and he asked that I be sent out there to give him a hand. So 
I was sent out for the limited purpose, as I understood it, of helping 
Mr. Holmes arrive at a settlement. Of course, I also understood I 
was being paid by the Government, so I also had to work for the Gov- 
ernment’s interest. But my prime mission out there was to render 
what assistance I could to Mr. Holmes. I think that was in March, 
1949. 

The settlement negotiations had been going on for a long time be- 
fore that, when I got out there and met Mr. Holmes. He told me, 
made it very clear, “that he was in an unhappy mood, that the settle- 
ment negotiations had not been progressing well since the attorneys’ 
fees had come on. 

I realize Long Beach has a different version of this, but I will give 
you my best recollection of what Mr. Holmes told me. He said they 
were in the middle of the negotiations when suddenly he was con- 
fronted, without warning, by the service of a petition for attorneys’ 
fees on the part of Long Beach. He considered it a breach of the ar- 
rangements, although Mr. Gregory testified his understanding was 
contrary. 
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The Friday before I got there, which was on a Monday, there were 
strong and loud words cea Mr. Holmes and Mr. Gregory. That 
was Mr. Holmes’ story to me. He was then wondering whether it 
would not be possible to arrive at some sort of a stipulation whereby 
the court would be allowed to fix these attorneys’ fees, but none would 
be paid until after the settlement had been completed. You must 
realize Mr. Holmes’ objective, and that I was there to help him, his ob- 
jective being to arrive at a settlement. His feeling was that if he 
allowed these attorneys’ fees, a great part of the incentive for arriving 
at a settlement would be lost. 

Maybe you can say he wanted to hold these attorneys’ fees over the 
heads of opposing counsel as something to force them into a settle- 
ment. It is something any lawyer bargaining over the table would 
have done. 

So we discussed this possibility of a stipulation whereby the court 
would be allowed to fix the attorneys’ fees, but would not pay any 
of the fees until the settlement was accomplished. 

As I recall it, that was put up to the opposition side and they 
strongly opposed it. They said they wanted their attorneys’ fees 
then. 

There was again a lot of strenuous argument over the table in the 
Los Angeles bank. They have a long table in this rather pretentious 
president’s office in the Los Angeles bank, and we were seated around 
there making loud words. 

At the end of it, there was an agreement whéreby one-third of those 
attorneys’ fees, whatever they were going to be allowed by the court, 
would be paid right there and then and the other two-thirds would be 
held over the head of opposing counsel to push them into an eventual 
settlement. ‘They were not to be paid until the settlement was com- 
pleted. 

Mr. Holmes was sincerely worried that, if these attorneys’ fees were 
then and there paid, the incentive toward settlement so far as the Long 
Beach lawyers are concerned, would be lost. 

However, they agreed to this one-third, two-third arrangement, and 
we worked on a stipulation which Miss Martin signed for the Govern- 
ment, Mr. Westover, and Mr. Chapman. 

Mr. Fiscusacu. All counsel signed ? 

Mr. McKenna. I did not sign it. The document speaks for itself. 
Ir. Holmes may have signed it. I am not sure who signed it for the 
an Francisco bank. 

That was presented in Judge Hall’s chambers one evening. I re- 
member we finished at 9 or 9:30. I know because I am not happy at 
evening sessions because I find other things to do in the evening. We 
were there at 9 to 9:30. There may have been 20 to 21 lawyers in that 
chamber, a lot of lawyers collected in one room. 

Judge Hall made changes in that stipulation. They were changes of 
phraseology which, as I recall, I had deliberately worked in there to 
protect the Government’s interest and also with the objective in mind 
that there was going to be something hanging over the heads of op- 
posing counsel that would force them ultimately into a settlement. 
That may have been entirely unnecessary, but never in this case have 
we been entirely trustful of one another. It has been one of our great 
difliculties in arriving at a settlement. They have probably as much 
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justification as I have in that position, but that has always been the 
case in a lawsuit. 

I put in a couple of bugs, if you want to call it that, in this stipula- 
tion which I felt would strengthen the Government’s hand in eventu- 
ally arriving at a settlement. 

Judge Hall is a very keen person. He caught them immediately. 
He changed them and, after he changed them, everybody in that room 
signed that stipulation except Arline Martin. I wasn’t expected to 
sign it. Arline Martin wanted to sign it. I had to take Arline Martin 
for a little walk and say that, as I understood it, the way it was phrased 
then, we could not sign the stipulation until we had clearance. She 
was going to sign it anyway. I was in a sense on the payroll of Miss 
Martin’s client, and IT had to make my position clear to her. 

We went for a walk and went back to the judge’s chambers and—she 
is a very nice lady, not the bargaining type, not the type that makes 
the keen, hard bargaining lawyer. She was yielding to the pressure 
- of the judge and of other lawyers in the room, including Mr. Holmes, 
and every other opposing counsel, to Sign the stipulation. T had to 
take her for a walk to strengthen her and tell her we could not sign 
that stipulation without clearance in Washington. 

Mr. Fiscrracu. Then clearance was obtained ¢ 

Mr. McKenna. Let me give you the story. I think you are inter- 
ested in this and I want to give you the background. Then Mr. 
Holmes and I got together and he was unhappy at my position, which 
I put as gently and as diplomatically as I could. I understood that 
I had an obligation not to interfere with those settlement proceedings, 
but to do my best to promote them. My language was the most diplo- 
matic language I could evolve. Mr. Holmes was a little more brusque 
with me afterward, because he understood what was behind the lan- 
guage I used. He did not want me interfering with the settlement 
negotiations, particularly after I had been sent out there to help him. 
I told him I was there to help him, and I understood I had been sent 
there to help him. 

We agreed to send a wire to Washington, and I would not try to 
influence anybody in Washington by talking to anybody there until 
after the two of us had sent a joint telegram which pointed out the 
precise differences between the draft we submitted and the changes 
Judge Hall made in his chambers. We did not tell the Board which 
was better or worse in our opinion, in spite of my strong feeling, my 
strong viewpoint that it was worse. 

The next day Mr. Holmes got clearance from the Board to go ahead 
with the stipulation. I relayed that to Miss Martin, but Miss Martin 
signed the stipulation, and when Judge Hall asked me why I wasn’t 
going to sign it I used some escape, because I did not want to sign 
that stipulation. I did not want, however, to interfere with settle- 
ment. The stipulation was signed and I did get over that difficulty 
of Judge Hall confronting me with why I wasn’t signing it. 

Mr. Fiscurnacn. After that stipulation was signed there was a 
hearing and certain allowances were made, and I take it a copy of the 
stipulation was sent through to Washington in the regular course ? 

Mr. McKenna. I do not know just how quickly the United States 
attorney’s office got it to the Department of Justice. I am sure that 
it was done with the usual expedition, because they certainly had 
no desire to go farther out on this limb than I wanted to get out. 
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The judge allowed $540,000 and Mr. Bishop was sitting with me and 
Miss Martin, and it was difficult for me to hear all this testimony 
which we felt, rightly or wrongly, was built on false premises, and 
to be permitted not to cross-examine and not state our side of it. We 
stuck to the stipulation which precluded our cross-examination. 

Mr. Bishop was very much concerned when the allowance was made 
of $540,000. He made a statement because he thought the bank’s 
interest was threatened, although Miss Martin and I had some doubts 
whether we should because of the stipulation. He felt, however, he 
had to. Looking back, I think his judgment was the better one. 

With that over, I think we had a few discussions afterward with 
the judge. We all thought we were over this big hurdle toward set- 
tlement, even though $540,000 in attorneys’ fees was something big 
to swallow, but getting rid of the lawsuit would have been to the 
liking of all of us. 

I went north on some other business. I conferred with Harold 
Holmes in a hospital up in Oakland. Then we began to get the idea 
that things were not going all right in Washington. 

Jim Carter—he was not yet a judge—at that time called me and 
phoned me there was difficulty on this thing and I got orders to get 
back to Washington. Then they had the conference on Good Friday, 
1949, because I got in that day and I could not get to church that 
afternoon. That is the way I can fix the day. It was Good Friday 
afternoon in 1949. 

Mr. Fiscnpacu. What did Mr. Carter tell you was the difficulty ? 

Mr. McKenna. I do not know that Judge Carter himself knew 
what the difficulty was. I think we were all pretty much in a vacuum 
until we got back here and then there was this conference. 

Mr. Fiscupacn. Who informed you of the difficulty ? 

Mr. McKenna. I got it from several sources. I got it from Judge 
Carter and people in Washington. I may have gotten it from Moe 
Silverman over the phone or from people in the Department of 
Justice. 

~s Fiscupacn. You were present when Mr. Siegel testified last 
night? 

r. McKenna. I was, yes. 

Mr. Fiscupacn. Did he express himself to you in the manner in 
which he stated ? 

Mr. McKenna. I had met Mr. Siegel in Mr. Guggenheim’s office 
from time to time, as he testified. At that time I was not personally 
aware of Mr. Siegel’s connection with this case, unless it was conveyed 
to me sometime during these discussions; however, I had no direct 
contact with Mr. Siegel about this aspect of the case until I was actu- 
ally in Washington. 

Mr. Fiscupacn. Is it true the idea of breaking the stipulation 
originated with Mr. Siegel ? 

Mr. McKenna. I cannot answer that. When I got to Washing- 
ton they had this conference. Mr. Bishop was extremely unhappy 
at any thought of breaking the stipulation. He so expressed him- 
self. I was not too happy, either, because to a degree I was com- 
mitted to that stipulation. In the first place, I was unhappy about 
entering into the stipulation and then I was unhappy about break- 
ing it after entering into it. ; 
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Mr. Fiscuzacn. In all events, everybody entered into that stipu- 
lation in good faith? 

Mr. McKenna. You mean as far as the Government was con- 
cerned ? 

Mr. Fiscupacu. Yes. 

Mr. McKenna. I do’ not think anybody in there had any bad 
faith. We were trying to get a settlement. 

Mr. Fiscupacnu. And counsel, other than Government counsel, 
entered into it in good faith? 

Mr. McKenna. I have never indicated otherwise. 

Mr. Fiscusacn. Did you see anything about the stipulation that 
presented a stinking or shocking scandal ? 

Mr. McKenna. It was enough, so that I wouldn’t sign it. If the 
chips were down, if the judge had directed me to sign it, I would still 
have refused, even though up to that point I was using the most 
diplomatic language I could. I was on the bottom of the totem pole 
and it was not up to me to make such matters of policy. I was ter- 
rifically unhappy to have all this testimony on which the attorneys’ 
fees was based, which were peculiarly subject to attack because it 
was posed on false assumptions that. the witnesses were making, which 
to our way of thinking were completely without any relationship to 
the facts of the case—it was my feeling, sitting there during these 
proceedings, that all the testimony on which the justification for 
the allowance was made, was testimony that could completely be torn 
down in cross-examination, and I could see it was wrong for the 
Government counsel to commit themselves not to bring those facts 
to the court’s attention. I can appreciate Mr. Siegel’s viewpoint. 
While I was very unhappy at upsetting something like that because 
counsel had entered into it and should have been aware of the con- 
sequences; nevertheless, I can understand how Mr. Seigel could here 
feel that it was scandalous for the Government to commit itself not 
to bring the facts to the court’s attention. 

Mr. Fiscupacn. As I understood the history of the stipulation, 
it had been gone over in great detail by Judge Hall. 

Mr. McKenna. Judge Hall changed it in some critical respects, 
which caused me to persuade Arline Martin not to sign without fur- 
ther clearance. 

Mr. Fiscupacu. All right. Thereafter the stipulation was pre- 
pared and approved by the court and by all counsel other than “si 
ernment counsel and was submitted to Washington and cleared in 
Washington; isn’t that true? ¢ 

Mr. McKenna. That telegram was sent, an overnight telegram, 
after the night conference in Judge Hall’s chambers by Mr. Holmes 
and I. We sent this joint telegram to Washington. I think it was 
to the Board, just signed “Holmes-McKenna,” without a bit of com- 
ment as to the meaning of these changes. The next morning Mr. 
Holmes got clearance to go forward with it. I do not think Jim 
Carter—Judge Carter now—was ever aware of these changes or 
probably was in the vaguest form, with reference to the stipulation 
itself; however, Miss Martin was his assistant in signing his name. 

Mr. Fiscupacn. The clearance came through from Washington ? 

Mr. McKenna. From the Board in Washington. 
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Mr. Fiscunacn. Yes. There was reposed in the Board a modi- 
cum of intelligence at that time, wasn’t there? You had the same 
general counsel all the way through, didn’t you ? 

Mr. McKenna. Well, of course, Mr. Fischbach, I must again refer 
to the fact that there were 21 lawyers in the Judge’s chambers that 
night, and of all the 21 lawyers I was the only hold-out from sign- 
ing that stipulation. So other intelligent people must have thought 
the stipulation was fairly proper. However, for the reasons I just 
set forth, I can appreciate Mr. Siegel’s viewpoint that it was not 
only improper and scandalous, but that you can have very strong 
viewpoints on both sides of the question. 

Mr. Fiscupacn. Did Mr. Siegel’s feeling in that respeet precipi- 
tate the breaking of the stipulation and what followed ? 

Mr. McKenna. Mr. Siegel, again while he was higher in the 
hierarchy than I was, still had many people over him_.in the Depart- 
ment of Justice. He had to express his position to his superiors and 
they, in turn, made the decision. I do not think Mr. Siegel made 
that decision. 

Mr. Fiscrpacn. In fact, Siegel was in charge of the case. 

Mr. McKenna. He was in charge of the case in the way an at- 
torney in the Department of Justice, in the Claims Division is in 
charge of acase. He gets clearance from his superiors. 

Mr. Fiscunacn. His superior was Mr. Morison ? 

Mr. McKenna. Mr. Morison was Assistant Attorney General in 
charge of the Claims Division, I believe. 

Mr. Fiscupacn. What followed thereafter were the proceedings 
that were described in Mr. Siegel’s testimony in that it reflected in 
the record of the proceedings before the court; is that correct ? 

Mr. McKenna. Would you restate that? 

(The reporter read the following: “What followed thereafter were 
the proceedings that were described in Mr. Siegel’s testimony in 
that it reflected in the record of the proceedings before the court; 
is that correct ?”’) 

Mr. McKenna. I did not go back to Los Angeles at that time. 
at Siegel and Mr. Silverman went out. I think they met Mr. Ford 
there. 

Mr. Fiscusacnu. Why did Mr. Silverman go out there ? 

Mr. McKenna. I do not know that. I do not think I would have 
been particularly happy at going back under those circumstances. 
I do not know whether anybody paid any attention to my wishes 
in that matter. Also, I think Mr. Silverman had been working with 
Mr. Siegel on this phase before, so it was logical for him to go out. 
In any event, I did not go out at that time. 

Mr. Fiscunacnu. Is Mr. Strecker still on the payroll of the Home 
Loan Bank Board? 

Mr. McKenna. He is. He is the examiner of the Third Federal 
Home Loan Bank District. 

Mr. Fiscupacn. Is he discharging his duties from day to day? 

Mr. McKenna. I think he had a heart attack about January or so. 
Maybe it was earlier. He was out for 3 months or so. Then he has 
gradually been going back to duty. Whether he is yet to the point 
where he can work a full day or not, I do not know. When you asked 
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about having Mr. Strecker down, I asked the Examining Division 
whether he could come, and they got a certificate from the doctor that 
it was not wise at this time. 

Mr. Fiscusacu. Is he on sick leave? 

Mr. McKenna. The facts are as I told you. He may be on partial 
sick leave. I think he is actually going to the office. That is my belief. 

Mr. Fiscupacu. Do you know why it was that Silverman was sent 
out to Los Angeles after the episode described by Mr. Siegel? Do you 
know what Mr. Silverman’s mission in Los Angeles was? 

Mr. McKenna. I suppose his mission was the same as mine has 
always been, to help the Department of Justice whenever we are able to. 

Whenever we go out, the Department of Justice is the party respon- 
sible for the litigation. They need assistance from the attorneys on 
the agency’s staff and that is our function, to help them. 

Mr. Fiscusacu. Do you know whether Mr. Silverman shared the 
views of Mr. Siegel with regard to the stipulation of Jim Carter? 

Mr. McKenna. It might be better for Mr. Silverman to answer 
that. I have no reason to think he did. 

Mr. Fiscuspacu. Mr. McKenna, did you ever participate in any dis- 
cussion which had as its objective, either in whole or in part, the deter- 
mination of whether the Long Beach insurance should be canceled ? 

Mr. McKenna. I think that was discussed from time to time. I 
might point out that that has always been my feeling, that the Board 
has no power to terminate the insurance of accounts of a Federal asso- 
ciation regardless of cause. If the sign “Federal Loan Association” 
is up there, it has to be an insured association. 

Mr. Fiscusacn. How do you explain the fact that a memorandum 
of points was filed before Judge Hall in which it was asserted unequiv- 
ocally that the Insurance Corporation did have the right to terminate 
its insurance? 

Mr. McKenna. I do not have that exact recollection from what I 
read yesterday. You may be right, Mr. Fischbach. All I can say to 
that is, first, I am at the bottom of the totem pole, and, secondly, the 
Government lawyers, if they have a tenable position, are as bound to 
present it to the court as a private lawyer is. I know there are people 
who differ with me as to whether or not the Board has the power to 
terminate the insurance of a Federal savings and loan association. I 
do feel quite definitely it does not have the power. 

Mr. Fiscusacu. You said last night that you had never before seen 
that document ? 

Mr. McKenna. I do not think I said that, Mr. Fischbach. I was 
talking about my recollection. I wouldn’t say I did not have a hand 
in the drafting of that document. I did recognize the affidavits at- 
tached to it and I recognized them quite definitely. So I think I had 
a part in getting those affidavits. From that, it would be a fair 
assumption that I had seen that document before it was filed. I am 
trying to give you my recollection rather than an invention. 

Mr. Fiscuzacu. To what extent have you participated in the draw- 
ing of order No. 2015? 

Mr. McKenna. I had, as I recall, a part in the drafting of it after 
the Board had made its decision and told us what they wanted. I 
was also present in the Board room the last morning of the discussions. 
I doubt very much if I opened my mouth. The rest of those dis- 
cussions, I do not think I was present at. There were 3 days of them. 
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Mr. Fiscuzacu. Who undertook to persuade the Board that that 
would be a good thing to do? 

Mr. McKenna. That was the Board’s own conclusion. Dr. Hus- 
band felt very strongly that the Board should terminate. I felt the 
Board had no power to terminate the insurance. The conclusion 
that the Board should order the hearing, think the facts over and 
possibly put in a reference to the omy of the appointment of a 
receiver, that was the Board’s decision. I have no first-hand knowl- 
edge of that. 

Mr. Fiscusacu. The Board at that time consisted of three persons! 

Mr. McKenna. That is correct. 

Mr. Fiscuzacu. Who of these three persons projected that idea? 

Mr. McKenna. I couldn’t answer that, Mr. Fischbach, because I 
wasn’t present even at the conferences where these things were being 
discussed, except the last time. By that time they had about made 
up their minds. 

Mr. Fiscupacu. Were you present when Mr. Siegel was consulted 
about it ? 

Mr. McKenwna. I have no recollection about the meeting he testified 
about last night. It is quite probable I was not. 

Mr. Fiscusacu. Had you ever heard it said in connection with 
order No, 2015 that it was a good legal maneuver or a good legal 
stratagem, or words to that effect or words which would substantially 
indicate the samething ? 

Mr. McKenna. I believe I have. I consider its end effect would be 
to put the Government in a good position. My recollection of the 
time is that Mr. Heisler and I were both unhappy as a legal propo- 
sition that the Board was going down this road. I do not know 
that we expressed it to the Board. We felt we had enough legal en- 
tanglements in this case and we did not want any more. 

Mr. Fiscunacu. Would you say the idea of formulating order 
No, 2015 came to the Board from outside its own legal staff ? 

Mr. McKenna. I would say that idea came strictly from the Board’s 
technical staff and from the Board itself. 

Mr. Fiscunacu. Without any part being played in its origination 
by the legal staff? 

Mr. McKenna. Except to the extent that the Board was aware of 
my opinion. I do not know how widely accepted it was that the 
Board could not pursue the road that part of the technical staff 
wanted, namely, the termination of insurance of accounts. 1 suppose 
that would have some bearing on its ordering a hearing of this nature 
rather than a hearing under the provision for termination of insurance 
of accounts. 

Mr. Fiscusacu. The technical staff was quite insistent upon termi- 
nation of the insurance? 

Mr. McKenna. I do not think the whole technical staff was. I think 
Dr. Husband kept presenting that idea. 

Mr. Fiscupacu. Let’s say persuasive element of the technical staff. 

Mr. McKenna. I would say important and responsible elements. 

Mr. Fiscupacu. And important and responsible elements of the 
legal staff,.taking yourself and Mr. Heisler, were opposed to the 
Board’s taking this course. 

Mr. McKenna. I do not think that would be a correct statement. 

Mr. Fiscupacu. You said you were unhappy. 
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Mr. McKenna. I do not know whether that was expressed to the 
Board. I know Mr. Heisler and I talked it over. We did not want 
any more business than we had there. We were sick and tired of 
this case. Whether that was expressed or not, I am not certain. I 
am certain Mr. Heisler would not have expressed any enthusiasm 
about this idea. 

Mr. Fiscupacu. We appreciate the fact that it devolved upon you 
gentlemen as lawyers of the Board to draft the order once the decision 
was made that there should be such an act taken by the Board. 

Mr. McKenna. My recollection of that is that I was not assigned 
the primary task of drafting it and there were precise instructions 
on what the Board wanted in there. That is my recollection. 

Mr. Fiscuracn. Who actually in the Legal Department did draw 
the order? 

Mr. McKenna. As I say, I do not recall. My recollection is that 
I was not the prime drafter of it. I could be wrong because I had 
an important part in drafting it. I think it was originally assigned 
to Mr. Carl Meininger. 

Mr. Fiscupacn. Have you checked that to ascertain whether it was 
Mr. Meininger ? 

Mr. McKenna. I definitely recall going over it and making changes 
in the draft before it was submitted to the Board. Whether Mr. 
Meininger had the primary part or not, it is just my recollection that 
he had, and I could be wrong. I recall a good deal of discussion and 
I think I projected myself a lot in the concept of procedures of a 
following of the Administrative Procedure Act and allowing findings 
of fact in matters of that sort. I recall projecting myself into that a 
good deal. 

Mr. Fiscusacu. What part, if any, did you play in the discussion of 
the locale of this proposed hearing? 

Mr. McKenna. I recall discussions on that, too, Mr. Fischbach. 
The order as finally drafted may bear some of my imprint, that it be 
convened here in Washington and then be adjourned from place to 
place and time to time. I believe we wanted to make it flexible and 
make it convenient to all parties. 

Mr. Fiscusacn. Who fixed the date in connection with the various 
adjournments of the proposed hearing? 

Mr. McKenna. I think, asI recall it, that two temporary restraining 
orders were issued. Then the court directed us out there to advise the 
Board that he was then and there making effective a preliminary 
injunction, so as to the first restraining order it must have been that 
I advised the Board that they had to postpone it to the end of that 
10-day period. I assume I must have so advised them through Mr. 
Heisler. I assume I must have advised again after the next temporary 
restraining order that they had to postpone it another 10 days. I 
assume I had to have that done because I was the only Board attorney 
out there in Los Angeles. : 

Mr. Fiscurnacu. Mr. McKenna, with regard to your previous state- 
ment to this subcommittee that the order was merely a “come in and 
talk it over” proposition, in light of what further testimony there has 
been on that subject before the subcommittee, do you care to make any 
comment ? RES ; 

Mr. McKenna. I make only this. Of course, I am aware that it is 
a formal order for a formal hearing, but by that I mean plainly there 
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is no decision on the part of the Board as to what, if any, action to 
take until they have talked it over with the other side, even though the 
talking over is going to be through a formal administrative procedure. 

Mr. Fiscupacu. Mr. McKenna, have you thought through the prop- 
osition that, assuming the Board did have a hearing on the so-called 
charges of mismanagement and the indicating of the appointment of 
Mr. Ammann as receiver, what action, if any, the Board should take ? 

Mr. McKenna. No, I haven’t. I would assume they would have 
the same breadth of action they would have in any management prob- 
lem, all the way from telling the management to be good or to enlarge 
or strengthen its board of directors down to the exceptionally rare 
action provided for by 5 (d). I assume the whole gamut was in front 
of them. They could do nothing except tell the association that what 
they had done was right and that we were entirely wrong or what, they 
had done was a little bit wrong and we would slap their wrist, or what 
they had done was quite wrong and they will have to change their 
board of directors, or what they had done was hopelessly wrong and 
we would have to take stronger steps. 

Mr. Fiscupacu. Does the Board have power to issue an order order- 
ing the board of directors of a given association to select a different 
president or a different set of officers? 

Mr. McKenna. I could not answer that offhand, Mr. Fischbach. 
That question would require a lot of study, and I haven’t studied it. 

Mr. Fiscusacu. How would the Board go about slapping the wrist 
of an association ? 

Mr. McKenna. The way they slap my wrist. They tell me to be 
good and to do a better job. 

Mr. Fiscusacu. How would the Board go about dealing with some- 
thing that took place in 1934, as an illustration, assuming that what 
did take place in 1934 was a terrible thing ? 

Mr. McKenna. Assuming that is the only thing in the picture, 
nothing else has happened ever since ? 

Mr. Fiscupsacn. Let’s assume that what took place in 1934 took 
place right along up until 1946. 

Mr. McKenna. As people acquainted with the building and loan 
industry, I suppose they would have to decide what has to be done to 
protect the association. I wouldn’t know on an abstract question like 
that what could be done. 

Mr. Fiscupacn. What could the Board do in the face of what the 
Board conceives to be terrible things if the association’s shareholders 
vote unanimously, with full knowledge of the situation, and give their 
directors and officers carte blanche to go right ahead and do just as 
they see fit ? 

Mr. McKenna. Of course, Mr. Fischbach, you are at the very nub 
of all supervisory power. If an association wants to conduct. itself 
in a manner at variance with the regulations and charter and the act 
because its shareholders unanimously want that done,:is the super- 
visory body required to permit that? I think we have had a problem 
in the past and the Board has, nevertheless, had to assume and exer- 
cise its supervisory responsibilities where that problem arose. The 
Board’s supervisory responsibilities are not subject to the whim of the 
shareholders any more than they are to the whim of the management. 

Mr. Fiscuracn. I wonder to what degree they are subject to the 
whim of the Board. 
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Mr. McKenna. If you have an arbitrary and capricious group of 
people in the Gov ernment from the Presidency down, I suppose that 
harm is done, but I would say that this Board is not one to act on its 
et: whim. It is a Board which sincerely tries to do what it ought 
to do. 

Mr. Fiscnpacu. It has occurred to me, Mr. McKenna, that the gen- 
tlemen of this Board, Mr. Adams, Mr. Divers, particularly, inherited, 
as they say, a rather disturbing situation. They also inherited a hard 
core of personnel who were loyal to the concepts of Mr. Fahey. Do you 
suppose that the gentlemen of the Board were really given a true 
insight into what this controversy was about ? 

Mr. McKenna. Of course, I take exception to a hard-core concept, 
a hard core loyal to the concepts of Mr. Fahey. I do not know what 
the concepts of Mr. Fahey were. As an illustration, I suppose I met 
Mr. Fahey two or three times before he ceased to be Commissioner. 
I probably was in the Board room twice in the 2 years I was there from 
from 1939 to 1941, and probably met him once or twice in 1946 and 
1947. I think that is probably typical of the members of the Board 
staff. They had no great contact with Mr. Fahey. 

Mr. Fiscreacu. Mr. McKenna, I did not intend to interrogate you 
on this subject, but your last statement invites it, so I will ask you 
whether during the period you were attached to the Board, rather the 
predecessor of the Board, the Federal Home Loan Bank Adminis- 
tration, you were anything less than totally loyal to Mr. Fahey’s views 
in connection with this controversy. 

Mr. McKenna. I would say this: I am loyal to what I think are 
the interests of the United States and to nothing more or less and, 
if I had a disagreement with Mr. Fahey, even though I would take 
his order when it was proper, I would retain my own ‘ideas as to what 
was right and wrong. I have been in the Government and military 
service -and I take orders even though I believe contrary to the orders 
that are given to me. 

Mr. Fiscnpacu. You are accustomed to discharging your respon- 
sibilities? 

Mr. McKenna. I do what I am told to do. If I think it is*within 
the scope of the person who tells me to do it, I do it. 

Mr. Friscnpacn. Regardless of whether it is right or wron 

Mr. McKenna. If it is wrong in the sense of being mora ly Si, 
then I will not do it. I will only do what I think is morally correct. 
But that is not the normal case. 

Mr. Fiscupacu. There never was a time when Mr. Fahey was in 
charge of the Administration that you failed to carry out any in- 
structions given to you to carry out his policies? 

Mr. McKenna. The best I could. The same thing since the Board 
isthere. Ifthe Board tells me to do it, I do it. 

Mr. Fiscusacn. Isn't that also true of Mr. Heisler? 

Mr. McKenna. I think it was very definitely true of Mr. Heisler. 
He has not had any inclination to get into policy matters while he 
has operated as general counsel. 

Mr. Frscueacu. He is just taking orders? 

Mr. McKenna. As I see it; yes. He takes his orders from his 
superiors, just as I take mine from him. 

Mr. Fiscrmacn. That is true also of Mr. Wyman? 

Mr. McKenna. I would think definitely; yes. 
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Mr. Fiscupacn. It was certainly true of Mr. Ammann? 

Mr. McKenna. Yes. He would take orders from Mr. Wyman. 

Mr. Fiscupacu. It was true of Mr. Strecker and Mr. Bramley and 
anybody connected with the California controversy ¢ 

Mr. McKenna. I do not know why you limited it to the California 
controversy. That is true of Government service. If I am assigned 
a specific function to do and somebody happens to outrank me— 
whether it is in the Navy or in the civilian Government—if that is 
not his concern, I will do my job and he can shout all he wants to. 
That is very definitely true of our examining division. You men- 
tioned Mr. Strecker. Mr. Strecker would laugh at me if I told him 
to do one thing or another in the course of an examination. 

Mr. Fiscusacu. There never was a time when any of the individuals 
who were in anywise connected with the California controversy, 
whether it related to the Los Angeles bank or the San Francisco bank 
or the Long Beach Federal, when they took a position that was to 
the effect that what was being done should net be done, that they 
merely carried out their orders; isn’t that true? 

Mr. McKenna. No; they were probably making recommendations 
on the basis of exercises of independent judgment because that was 
their function, to exercise independent judgment. 

Mr. Fiscuracu. Was it your function to exercise any judgment at 
all in connection with the matters committed to you ? 

Mr. McKenna. I suppose that every lawyer has to exercise some 
judgment. 

Mr. Fiscunacn. Did you deem it within your proper orbit of duty 
to advise the Board to take or not to take a given course of action ? 

Mr. McKenna. Oh, so far as legal elements were concerned, then 
I would do it through my superiors. 

Mr. Fiscnpacu. When you were unhappy about order No, 2015, did 
you advise the Board to that effect ¢ 

Mr. McKenna. I did not. I used the term “unhappy” there, but 
my unhappiness stemmed solely from the fact that it meant a lot more 
work. It meant confusion. We had enough legal problems right 
there and then. That was not a consideration for the Board. If the 
Beard wanted to give me a lot more Work because they felt a step had 
to be taken from a policy viewpoint, I had no right to try to persuade 
them otherwise. 

Mr. Fiscnsacu. Wasn’t it also expected that the immediate result 
of order No. 2015 would be to precipitate an application for an in- 
junction ? 

Mr. McKenna. I am sure it is not in the Board’s mind. I have no 
recollection that it was in my mind or Heisler’s mind. If we analyzed 
it, we might have expected the Long Beach people to follow that track. 
We might have expected them to decide on that. We could not have 
predicted what their lawyers would do.’ I doubt if I would go to 
court for an injunction under those circumstances. 

Mr. Fiscupacn. Do you differ with Mr. Siegel’s position on that 
point ? 

Mr. McKenna. I do not know what his position was exactly. I 
know Mr. Siegel felt—I do not know whether he did feel or not— 
at least, Long Beach did go to court and did get an injunction. After 
they got the injunction we felt that was a vehicle to take up the whole 
case, 
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Mr. Fiscupacu. As far as you and Mr. Heisler were concerned, as 
far as the Board was concerned, to your knowledge, that wasn’t an 
aspect involved in the issuance of the order? 

Mr. McKenna. I am certain it was not. Of course, as I say, Mr. 
Heisler and I had no part in the issuance of that order. That ought 
to be perfectly clear. If we felt it would be a vehicle or not, that 
made not an iota of difference. We never made such a recommenda- 
tion and never conveyed such a recommendation to the Board. It 
would not have influenced the Board one way or the other because 
they never got the intelligence. 

Mr. Fiscusacn. They never got it from you or Mr. Heisler? 

Mr. McKenna. That is right. 


Mr. Ho.trietp. Yesterday Mr. Siegel testified that he had never 


known a Board that paid less attention to its legal staff than this par- 
ticular Board in the formation of policy, or words to that effect. 
What are your duties and those of Mr. Heisler down at the Board? 

Mr. McKenna. Well, of course, I am just a subordinate of Mr. 
Heisler’s. I am not even his immediate subordinate, so I just take 
my directions from him. Mr. Heisler serves as the general counsel 
of the Board, and his function would be to render such legal advice 
as the Board wants and needs. 

I might point out that in my experience with Mr. Heisler he toed 
very closely to that line and is very careful not to render advice on 
policy matters or anything of that sort. 

As the Congressman is undoubtedly aware, it is very easy for law- 
yers in the Government service to get out of the area of their proper 
scope of operations and start telling what they think ought or ought 
not to get done. Mr. Heisler is very definitely not the type of person 
to get out of his scope of operations. He limits himself to legal advice. 

Mr. Hottrrecp. Does he have quite a burden of legal advicé in 
matters which require legal. advice? 

Mr. McKenna. I would say there is a constant stream of questions 
coming into that office on whether such things are legal or illegal. 

Mr. Howtrieip. From different associations throughout the coun- 
try you mean ? 

Mr. McKenna. I hesitate to give instances. 

Mr. Houirrerp. I don’t want it to be specific. I am just trying to 
find out the general nature of your duties. 

Mr. McKenna. There is a constant stream, Congressman, of cor- 
respondence from individual associations that requires legal action, 
of proposals before the Board that require a stamp “No legal objec- 
tion” that have to be considered, that 1s if you are going to do your 
job before you put those three words down there you have to do a 
lot of research sometimes, and you have to write memoranda even 
though the actual conclusion is simply “No legal objection.” There 
is a lot of that, and more than enough to keep our legal depart- 
ment busy. 

Mr. Houtrretp. How many people do you have in your legal de- 
partment? 

Mr. McKenna. The legal department has been reduced more than 
50 percent, believe it or not, in the last 4 or 5 years. Let’s see, our 
associate general counsel is Mr. Harrison, and Mr. Hall is an assist- 
ant general counsel, and Mr. Meininger is an assistant to Mr. Heisler. 
There is Mr. Hogan, Mr. Depoto, Mr. Silverman, and Miss. Kyler. 
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I don’t think Miss Kyler is a lawyer. I think she is a law clerk. I 
don’t think I have missed anybody, Congressman. Our staff has been 
reduced more than 50 percent in the last 3 or 4 years. 

Mr. Howirtetp. With the increase of associations, then I would 
say you are kept pretty busy. 

Mr. McKenna. We are more than kept busy, unhappily so from 
my viewpoint, because I like to fish and like to have my life to myself. 
I don’t like to work any longer hours than to perform my job. 

Mr. Hortrretp. I questioned Mr. Siegel yesterday in regard to the 
line of demarcation Sons administrative policy and legal advice, 
and in this instance I am thinking of the Department of Justice and 
its relationship to the Home Loan Bank Board in this case as its legal 
counsel. 

It appears to the Chair that administrative policy has been almost 
completely superseded by legal advice from the Department of Jus- 
tice in the administration of the affairs of the Home Loan Bank Board, 
particularly in this case. I would confine that remark to this case. 

Would you say that the Board completely depends upon the Depart- 
ment of Justice in all matters of administrative policy, and in Cali- 
fornia at this time do they check with the Department of Justice 
before they go into California on policy matters ¢ 

Mr. McKenna. I would say, Congressman, that our Board exer- 
cises Its own administrative judgment. There is nothing meek about 
the members of our Board, and if the Department of Justice attor- 
neys think a particular thing will interfere with the conduct of the 
litigation, they have to come over and express that in pretty strong 
terms and make it very clear to the Board that it is a litigation matter 
and not an administrative matter. Our Board is not a subservient 
Board in any sense of the word. 

Mr. Hourirtevp. Mr. Siegel said yesterday in his testimony that he 
would not allow the Board to take a certain position. Do you think 
he used that word advisedly when he said he would not “allow”? 

Mr. McKenna. I don’t know how Mr. Siegel intended it, but I know 
that the Home Loan Bank Board would smile at the use of the word 
and do what it thought proper. 

Mr. Hortrie.p. It appears to me that the Board wished to settle 
this case at several different times, but they have been prevented by 
the interposition or direction from some source, usually transmitted 
through the Department of Justice or by the Department of Justice 
to prevent the settlement of this case. 

Mr. McKenna. Is that in the form of a question, Mr. Congress- 
man ¢ 

Mr. Horirrerp. Yes. Is that your opinion? 

Mr. McKenna. There is no doubt whatever that the Home Loan 
Bank Board has wanted to settle this case, and to my mind there is 
no doublt Mr. Heisler has very, very much wanted to reach an end to 
this case, and that has been my personal feeling, because it has been 
an unhappy assignment to me, I can assure you, but I also must con- 
cede that the attorneys in the Department of Justice, as I have seen 
them, have also wanted to get rid of this case. 

They have wanted to compromise and settle it, and I think at the 
meeting in July of 1950 I know that Mr. MacGuineas, at least I feel 
I know, was thoroughly desirous of reaching a conclusion, a settle- 
ment at those conferences. 
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I sincerely felt that he hoped to reach that conclusion at those coi- 
ferences, and we felt then, and we could be wrong, but that was our 
feeling, that Mr. Chapman’s absences from the conferences, Mr. 
Gregory’s absences from them, and at the conclusion Mr. Chapman’s 
statement of a basis which we felt was designed—now we could be 
wrong; lawyers are not always charitable to their opponent, but 
which we felt was designed—to prevent further discussion of settle- 
ment. We felt there that we had gone into that intending to reach a 
settlement. 

We felt the Los Angeles people had and we felt that the Long Beach 
people had brought us in there, had come along reluctantly and with 
no intention whatever of seriously discussing settlement. That was 
our feeling at the time and we somal be wrong, but that is our feeling. 

Mr. Houirtetp. May I ask for my own information this question: 
The stipulation that was entered into provided that one-third of the 
attorneys’ fees would be paid at that time and the other two-thirds 
would be paid later ¢ 

Mr. McKenna. Mr. Congressman, that is the original stipulation, 
the one that was set aside, I take it? 

Mr. Howtrrevp. Yes; that was set aside. Now the two-thirds of 
the attorneys’ fees that was to be paid later was not to be determined 
by adversary proceedings as I understand, and that was one of your 
main objections. 

Mr. McKenna. I am not familiar with that, Mr. Congressman. 

Mr. Howtrterp. Well, there were objections made to the attorneys’ 
fees by Mr. Siegel, and I got the impression that one of his main ob- 
jections was first that the amount was a large amount in his opinion, 
but the main objection was not the size of the fee so much as it was the 
fact that he would not be allowed to cross-question the plaintiffs in 
regard to the validity of the balance of those fees. Do I have the 
correct position ? 

Mr. McKenna. That isn’t exactly my concept because I think Mr. 
Siegel was bothered probably much more violently than I was, but 
for the same reason that I did hesitate to sign this myself and in- 
sisted on Washington clearance before we went ahead. That is this. 

In any matter, Mr. Congressman, that comes up, for example my 
testimony before you, I can make a statement intending that it be an 
honest, direct representation of my views, and yet after Mr. Fisch- 
bach cross-examines me for awhile, after you cross-examine me for 
awhile, you might get a somewhat different picture of the circum- 
stances. 

Now this stipulation which we entered into, which I didn’t actually 
sign but which the Government entered into, forbade the Govern- 
iment and its counsel from cross-examining the witnesses who were 
giving the testimony as to whether or not attorneys’ fees should be 
allowed and as to how much should be allowed, not only the two-thirds 
but the whole amount. 

Mr. Houtrietp, That was left completely up to Judge Hall’s judg- 
ment. 

Mr. McKenna. Well, not only that, but Judge Hall was not given 
the benefit of the cross-examination of these witnesses by opposing 
counsel. In other words, seated there in the courtroom, I listened to 
these witnesses, I listened to the direct questioning of them. 
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I was in my own mind convinced that while they were honest peo- 
ple and capable people, their whole testimony was based on assump- 
tions, assumptions that were given to them, which assumptions I 
considered were contrary to fact, had no relationship to the case, and 
which I rightly or wrongly felt I could tear down in cross-examina- 
tion. I was precluded from cross-examining by this stipulation. 

Now, Judge Hall did not have the benefit, if it was any benefit— 
and you may judge whether it was or not—of that cross-examining 
and of the questioning that I might put to that witness. We felt as a 
result that Judge Hall was not given the complete picture that he 
should have had before he made any allowance of attorneys’ fees. 

Mr. Howirtetp. Was Judge Hall’s determination in your opinion 
made on the amount of work that was involved in the case and the 
customary fees that were paid in the Los Angeles area for similar 
large cases, or was it made on the basis of the merits of the plaintiff’s 
contentions ¢ 

Mr. McKenna. I would be incompetent to answer that at this stage, 
Congressman. 

Mr. Hottrte.p. Is your objection to the procedure based on the fact 
that you thought the plaintiff’s legal grounds were poor or insufficient, 
or does that affect your evaluation of the size of the fee, or do you 
consider from the amount of work that they did 

Mr. McKenna. Congressman, I have not challenged the amount of 
fee alone. I felt 

Mr. Houtrrenp. When you said “false assumptions,” what did you 
mean, that was based on false assumptions ? 

Mr. McKenna. I don’t want to be saying those assumptions are 
false, Congressman. I, as a lawyer, have my opinion of what facts 
are, what legal conclusions are, and I am probably as right and as 
wrong as most lawyers are. 

Mr. Hourrte.p. I was trying to determine whether your criticism 
was made on the basis of the value of the services rendered or the 
merits of the case. 

Mr. McKenna. It was neither, Congressman. It was to the prin- 
ciple that we were precluded by this stipulation from presenting to 
the court what we would have felt as the proceedings developed was 
necessary for the court to have in its possession in order to reach an 
equitable conclusion. 

Now, it may be, as it very often happens to a lawyer’s sorrow, he 
uts a question in cross-examination and something develops which 
urts him more than helps him. 

I might have put a question to one of these witnesses which would 
have demonstrated the fee should have been a million instead of 
$540,000, but the objection was to the principle that we were pre- 
cluded by this stipulation from presenting all the facts to the court, 
from cross-examining, from challenging statements, from presenting 
our theories, so that the court in the end analysis would have the 
benefit of an adversary proceeding before it upon which to arrive at 
its conclusion, and again I say it is very much like my presenting a 
prepared statement here and then to have Mr. Fischbach tear it down 
afterward. 

You might have a different set of facts before you at the end of my 
statement and another one at the time of Mr. Fischbach’s conclusion, 
even though I would present my understanding of a fair picture. 
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Mr. Fiscusacu. Mr. McKenna, I have placed before you a copy of 
the stipulation of March 22, 1949, that was made by the United States 
attorney and all counsel in the case. 

Mr. McKenna. Is that the first or the second ? 

Mr. Fiscusacnu. That is the stipulation of March 22. 

Mr. McKenna. That is the second one. 

Mr. Fiscusacnu. No; that is the first. 

Mr. McKenna. As I pointed out before, Mr. Fischbach, there was 
one before this signed by all parties which Judge Hall changed and 
substituted this for. That was the sequence of my testimony, if you 
remember. 

At that night session or evening session Judge Hall changed the 
signed stipulation we presented, changed to my mind substantially. 
That is why I persuaded Arline Martin not to go along with it until 
we had further clearance; so this is the second one. 

Mr. Fiscusacu. The stipulation I placed before you is the one I 
believe action was taken on. 

Mr. McKenna. That is correct, Mr. Fischbach. 

Mr. Fiscupacn. The one I have placed before you is the one I 
understand was cleared with Washington before it was signed. 

Mr. McKenna. That is the one about which Mr. Holmes and myself 
sent this telegram that I described. I assume it is. 

Mr. Fiscusacn. That was the stipulation that was finally used 
as the basis for the action that resulted in the award of counsel fees? 

Mr. McKenna. Yes, sir. 

Mr. Fiscusacu. Now I observe that the first paragraph of this stip- 
ulation contemplates that, in the event anybody sought to be charged 
with those fees, it comes in the categories of the first parties therein 
named, and I take it the first parties therein named refer to the official 
defendants. In the event it sought to charge any of the counsel fees 
against them, that they would have the right to present anything at 
all in the way of opposition. 

Mr. McKenna. That is my recollection of it, but it would take a 
while to study it and get the gist of it. 

Mr. Fiscupnacu. Would you look at that stipulation and tell me 
which provision thereof constrained the Government in the manner 
that you indicated in your testimony ? 

Mr. McKenna. I will, but, of course, my analysis of it sitting here 
is not going to be worth anything. I would have to withdraw and 
study it. This would require a good deal of study. 

Mr. Fiscupacnu. I think it is sufficiently important to—— 

Mr. McKenna. If I am going to talk on this technically, I would 
much rather have a little time to consider it and analyze it. 

Mr. Fiscunacn. As I read that stipulation, it seems that it was 
clearly intended, provided, and agreed that, in the event any of the 
ofiicial defendants were to be assessed for any part of the attorney’s 
tees, they would have full opportunity to present anything, whether 
by way of cross-examination or affirmative evidence or anything else, 
and it just does not seem to me that the restraint that was referred 
to by Mr. Siegel and yourself exists at all. 

Mr. Hortrrevp. That was the point that confused me. It was my 
understanding that eventually, when it came time for payment of these 
fees, they would be submitted to adversary proceedings. 
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Mr. McKenna. Let me try to give you my recollection of that, 
Congressman, and Mr. Fischbach. My recollection is that this docu- 
ment does provide that any portion of these fees which at any time 
should be attempted to be assessed against any of the parties signa- 
tory to it, other than the parties represented by the attorneys re- 
ceiving it, we would be subject to challenge by those persons, and that 
there would be an adversary proceeding at that time as to the amount 
of fees that was attempted to be assessed against those individuals. 

Mr. Houtrretp. That is the point that was in my mind, and I 
thought I was right in that conception of it, and, if so, if that is a fact, 
regardless of the amount of the fee which Judge Hall had tentatively 
announced, which I understand was $540,000, if that was subject to 
future determination by challenge and adversary proceedings, it seems 
that your whole contention falls by the wayside. 

Mr. McKenna. Well, I disagree, Congressman. 

Mr. Ho.irretp, Why do you? For my own information, I would 
like to know yout thinking on it. 

Mr. McKenna. I might point out first that the amount of the fees 
is not entering into my discussion of the rightfulness or wrongful- 
ness of it. As I have pointed out, if I had been given the opportunity 
to cross-examine, maybe the judge would have entered an allowance 
for a million or $540,000. 

Mr. Houtrieitp. That cross-examination would have taken place be- 
fore the payment of the fees. It is true it did not come at that time; 
but later on, before the fees were paid, that opportunity would have 
been allowed. 

Mr. McKenna. No Congressman. ‘The one-third would have been 
paid immediately without any discussion of that factor, without any 
adversary proceedings, and the remaining two-thirds would have been 
paid without adversary proceedings provided they were not assessed 
against any of these other parties. 

Mr. Fiscuzacn. You mean provided they were not assessed against 
the official defendants. 

Mr. McKenna. So far as the official defendants were concerned, as 
I understand it, they would not have had the opportunity to challenge 
under this stipulation except and unless any portion were attempted 
to be assessed against them personally. 

Mr. Hourrretp, What is wrong with that? Who else would it be 
assessed against if it wasn’t assessed against theofficial defendants? 

Mr. McKenna. The assessment might be, as it was I guess ulti- 
mately provided, against the Long Beach Association itself. 

Mr. Fiscusacn. In that event, what was wrong with that ? 

Mr. Hovirrenp. Could that have been challenged by any share- 
holder ? 

Mr. McKenna. That would be a legal proposition. I would assume 
so, but I would not want to give that as legal dogma until I had 
studied it. 

Mr. Houtrievp. I think we can be frank about the merits of this 
thing. 

Mr. McKenna. I am trying to be helpful. 

Mr. Houtrrevp. As a layman, it seems to me the shareholders have 
been notified about this stipulation, and certainly any attorney that 
was interested in the matter could have obtained from a few of those 
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shareholders, perhaps even from Mr. Newendorp and Mr. Bradley, the 
right to challenge that amount. It seems like to me, looking at it 
from a layman’s standpoint, that you have built up a straw man in 
that you are not allowed to cross-examine at that time the amount of 
the fees, because if the eventual amount was challenged, or could be 
challenged before payment, that could even have an effect upon the 
one-third allowance. I mean the total amount could be reduced to 
where the third could have been the whole amount, and certainly that 
was not an exorbitant fee in view of the fees that have been paid by 
the San Francisco bank and in view of the enormity of the case. 

Mr. McKenna. Again, Congressman, I am not commenting on the 
amount of the fee. I don’t think that enters into this discussion. I 
will point out that we were parties to this litigation. 

Since we were parties to this litigation and to this particular pro- 
ceeding—in other words, we were parties to this particular proceed- 
ing—then we would be obligated as officers of the court to present, 
I would say, our views and to present our position at those proceedings. 
We did not do so, and we would never have been able to do so unless 
certain contingencies expressed herein happened. 

In other words, Congressman, the whole $540,000 could have been 
paid out without ever affording to Government counsel the oppor- 
tunity to cross-examine or for any adversary proceedings unless the 
contingencies here expressed happened. 

Mr. Howirteip. Let me explore that if I may. The Home Loan 
Bank Board was one of the defendants, was it not ‘ 

Mr. McKenna. It was served as the defendant; yes. 

Mr. Houirietp. The Federal Savings and Loan Insurance Corpo- 
ration was also a defendant. 

Mr. McKenna. It was named as a defendant and there was absentee 
service on them. 

Mr. Hottrtetp. The San Francisco bank was named as a defendant ? 

Mr. McKenna. They were actually served; yes. 

Mr. Hotirteip. There were various and sundry individuals, most 
of whom had served in an official capacity as directors of the San 
Francisco bank or Directors or officials of the Home Loan Bank Board, 
such as Mr. Fahey. 

Mr. McKenna. The list of the defendants looks like a telephone 
directory to me. 

Mr. Houirreip. These suits that were filed by the Long Beach Asso- 
ciation, along with other prayers for relief and court costs? 

Mr. McKenna. I think court costs were made prior to this. 

Mr. Hotirretp. Court costs and damages and attorneys’ fees? 

Mr. McKenna. I am sorry; I misunderstood the question before. 
My answer had no relevancy to the question. The entire action was 
an action, as we understood it, for damages. 

Mr. Hoxirretp. For damages, and court costs and attorneys’ fees 
were included also in the prayer, I believe. 

Mr. McKenna. Attorneys’ fees may very well have been included. 
I can’t expressly answer. 

Mr. Ho.irtetp. Now let us pursue that to its logical conclusion. 
Assuming that the time came to pay the attorneys’ fees, then there 
might have been an assessment made, and the assessment normally 
is made against the defendants if they lose in the case. 

Mr. McKenna. I would take exception to that. 
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Mr. Horirrerp. So, at that time if any part of that assessment had 
been made against the Home Loan Bank Board or the San Francisco 
bank or the various individual defendants, there would no doubt have 
been an assessment and division of those damages, costs, and attorneys’ 
fees assessed against all of the defendants. 

Now if $1 or $500,000 had been assessed against any one of those 
defendants, at that time they would have had a chance to have deter- 
mined by adversary proceedings the rightness or wrongness of that 
amount; would they not? 

Mr. McKenna. I think we are in two different fields of discussion, 
Congressman. First, you have the factor of whether or not there 
was an obligation on the lawyers representing parties to the pro- 
ceedings to present the case to the judge at the time of the attorneys’ 
fees allowance. Your discussion, I take it, is whether or not those 
lawyers could adequately protect their clients by some other proceed- 
ing, and I take it that if the Board has, as Mr. Siegel expressed his 
opinion that it has, an obligation with respect to this supervised 
institution, its attorneys were therefore obligated at this attorneys’ 
fees proceeding to present the Government’s viewpoint as to those 
attorneys’ fees. 

Mr. Fiscupacn. Just at that point, Mr. McKenna, I think what Mr. 
Holifield is trying to reach in his examination of you is the proposi- 
tion that in the Board’s supervisory function they were endeavoring 
to protect Long Beach Federal? 

Mr. McKenna: In what respect, Mr. Fischbach ? 

Mr. Fiscusacu. In connection with these attorneys’ fees. 

Mr. McKenna. I would say that was one of the factors involved. 

Mr. Fiscupacu. Was there any other factor in connection with this 
supervisory function that it was seeking to perform ? 

Mr. McKenna. Of course, what the Government’s interest in this 
particular proceeding was, to exactly define it I wouldn’t give an ade- 
quate offhand answer. The Government must have been considered 
proper parties because the Government was served by Mr. Chapman 
with the pleadings in progress, not in the case but in this proceeding. 

Mr. Fiscupacu. Mr. McKenna, we are coming to the point at long 
last where somebody has got to take responsibility for abet was done 
in connection with breaking that stipulation. 

I think it is fair that since the Board and the lawyers acted in the 
matter, that it is time the lawyers who were concerned who acted in 
the matter should step up and say what they did and why. 

Mr. Siegel last night indicated that this was a situation that so 
shocked his conscience in the Board’s turning its back, in the Board’s 
sitting by and abdicating its supervisory function, I would like to 
have a statement now as to just what the supervisory function of the 
Board was that was abdicated by that stipulation, and just what 
supervisory function it was that the Board sought to perform through 
the process of breaking this stipulation. 

ow the matter presented before the court under the terms of that 
stipulation safeguarded the official defendants in that if the official 
defendants were to be charged with any part of the costs, or counsel 
fees, they would have a full opportunity to be heard. 

It appears that the interests of Long Beach Federal were safe- 
guarded by that stipulation in that the parties, the lawyers who were 
to receive counsel fees, and the Long Beach Federal entered into no 
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contract as to how much money would be paid, so you did not have 
a situation in which Long Beach Federal had made a deal with its 
counsel that they were going to pay the attorney who handled the 
matter six hundred or two hundred thousand dollars. 

So it seems that Long Beach Federal was perfectly willing to have 
the court as an impartial tribunal determine how much counsel fees 
should be paid to its own counsel after notice to all the shareholders, 
so it would seem that Long Beach Federal’s interests were protected. 

Since Long Beach Federal had gone into court without a stipulated 
amount of attorneys’ fees arranged between its management and its 
own attorney, and since the official defendants were not to be assessed 
with any part of the costs or counsel fees except in adversary pro- 
ceedings, what supervisory function was there for the Board to per- 
form over which it would be concerned ? 

In other words, what was this great alarm, this great principle that 
motivated Mr. Siegel, and that caused the Board to take the position 
that “We must back out of this stipulation and you people who have 
agreed to it must agree to permit us to break it or else we won’t go 
ahead with the settlement” ? 

What was that great principle? It is time it was pinpointed and 
that somebody stepped forward frankly and stated what it was. Can 
you do so? 

Mr. McKenna. Of course, to begin with, your question has so many 
aspects and is so long that I won't be able to answer every comment 
in it that I think is not in accordance with my concept of reality. I 
will state first that my recollection is the stipulation was never broken. 
Of course, I was not there, but as I understand it was voluntarily set 
aside by all parties. You probably have more knowledge on that 
point than I have. 

Mr. Hotrrterp. Just on that point, is it not true that the Govern- 
ment in the person of its representative, Mr. Peyton Ford, appeared 
before the court and asked that that stipulation be set aside? 

Mr. McKenna. I can’t answer that, Congressman. My recollection 
is that it was voluntarily set aside in the end result. I was not there 
and I really have never studied these proceedings. 

Mr. Houirrerp. I would like to call Mr. Chapman to the stand. Mr. 
Chapman, as a lawyer for the Long Beach Association, I would like 
to know just exactly what happened in regard to this stipulation and 
its setting aside, briefly, not at length. 

Mr. CHarman. The first notice that we had they were attacking 
the stipulation is what we call the ultimatum letter of April 16, 1949, 
signed by Hon. James Carter, then United States attorney, and that 
letter said that the court’s award and all attorneys’ fees will be set 
aside in total or there will be no settlement. 

In other words, we were to give up what the court had awarded to 
us completely or there would be no further settlement considered. 
We did not think that that was a very nice way to negotiate a settle- 
ment. After that time Mr. Ford and Mr. Siegel came to Los Angeles 
and there were conferences before the court in chambers which were 
reported. 

Mr. Hortrterp. This was in California ? 

Mr. Cuapman. Yes; that is right, and we gave Mr. Ford the tran- 
script of those reported proceedings at your request, and he took them 
over a week end and came back when he was testifying. What hap- 
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pened was that we were told very flatly, “Either you lawyers will put 
yourselves before your clients and ruin the settlement and plunge 
them into years more litigation, or you will give up the pay for the 
work you have done.” 

Well, the lawyers put the clients ahead of themselves and gave up 
the pay. We didn’t give it all up. We did finally get one-third of it 
paid. We were yet to have the right to apply to the court for further 
pay if and when the time came that we thought that we could. 

Mr. Horirtecp. But that further pay would be subject to adversary 
proceedings ? 

Mr. Cuarman. Oh, of course, and in addition the Government, as 
they refer to them, the official defendants, agreed that the court 
should decide that in adversary proceedings, and that they, the official 
defendants, would no longer try to express objection to the amount of 
fees unless they expressed it to the court. 

You see, the fees have been a critical thing in this case since the 
start. Lee testified that we were first taken over, he testified before 
the Smith committee that we were first taken over because the associa- 
tion had appropriated $100,000 to defend itself and had paid one of 
the attorneys, not myself, a cashier’s check of $50,000 which he 
deposited in court to have the court determine how much should be 
paid to defend the association. 

Mr. Horirteip. Even that $50,000 was subject to challenge of that 
determination in court ? 

Mr. Cuarman. That is right, the court made an allowance and they 
attacked the court’s power to make an allowance. They took a writ 
in the supreme court against it and the judge became a defendant in 
the supreme court because he allowed attorneys’ fees. The supreme 
court threw that out and they took it to the circuit court of appeals. 
That court ruled against them and they dismissed their appeal. 

Attorneys’ fees have been a point throughout this litigation where 
the Bank Board, the people being sued, tried to cut off the power to 
sue them by seizing the money, or if you had the money in court, by 
preventing the court from paying the attorneys for the work they 
were doing. 

In the light of that, to say that we voluntarily vacated the stipula- 
tion, well, I related the compulsion that was used. We could either 
keep our judgment that we had from the court and defend that on 
appeal, which I am confident we could have done with no trouble what- 
ever, or see our clients plunged into years more litigation if we were 
going to keep the pay the court had given us. 

T am one that. persuaded the other attorneys, and I am sorry now I 
did—I think our judgment was poor. At that time I had faith in the 
people we were dealing with. I had the word of the Attorney General 
of the United States pledged to the court. They said, “If you give up 
your fees, we will go ahead and settle.” 

Mr. Horirtecp. Just a minute, I would like to be a little more ex- 
plicit on that. The Attorney General said that to the court? 

Mr. Cuarman. To the court and to all of the attorneys in it. 

Mr. Hottrrevp. Is that a matter of record? 

Mr. Cnapman. Yes. Mr. Peyton Ford we have quoted. It is in 
your evidence. It is in your evidence here before you in earlier ses- 
sions. In reliance upon that I recommended to the widow of Hank 
Wallace, who died here in Washington in 1948, that two-thirds of the 
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award going to the firm of which he was a member and part of which 
would have Paes to her be vacated. Two years have passed. There 
has been no further payment on that yet. 

When we get time away from congressional investigations and ap- 
peals and all the things that are taking up the time, we are going back 
to court on that matter, but at that time she made a very genuine sacri- 
fice to try to end the litigation in which her husband had died. As you 
see, I feel quite strongly on this subject. 

Mr. Houirievp. I regret now that I did not question Mr. Siegel fur- 
ther on the statement that he made that this was such a scandalous 
and shocking method of payment, and he disclaimed any evaluation 
of the amount as I remember it, but shocking and scandalous—and 
those were the two words he used—terms were applied to the method 
by which these attorneys’ fees were going to be determined. 

Now, Mr. McKenna, in your testimony today, you say that you can 
understand why it should be considered scandalous and shocking. The 
Chair believes that he is susceptible to shock on occasion, and, of 
course, I take no position as to the amount involved because I have no 
background that would allow me to be an expert in evaluation of attor- 
neys’ fees. 

Therefore, I, like Mr. Siegel, disclaim any evaluation of the amount 
involved, but I cannot in my best judgment see where this is a shock- 
ing and a scandalous method if it is subject eventually to challenge 
and adversary proceeding in a court. 

I cannot see the contention which is being made, the moral con- 
tention which is being made and which has been made by Mr. Siegel 
and concerning which you say you can understand why Mr. Siegel 
feels that way about it. 

Mr. McKenna. All I can do is state my own appraisal of it, Mr. 
Holifield. The original allowance of $540,000 would never have been 
subject to any adversary proceeding except under certain conditions 
or contingencies that arose. 

Mr. Houirrexp. Let us stop right there, please. I think we have 
gone through that and we have, I think, established the fact that by 
the very nature of the suit itself which prayed for the assessment of 
attorneys’ fees against the defendants, that each and every one of 
those defendants would have had the right to challenge and to sustain 
their belief that it was too large in case they did think so, so those 
conditions were inherent in the suits themselves. 

Mr. McKenna. Only in the event there was an effort to assess that 
against the particular defendant. 

Mr. Houtrievp. But that is what the suit sought to do. 

Mr. McKenna. Isn’t there another obligation, Congressman, on 
the part of the Department of Justice? Now, again, they have to 
speak for themselves, but isn’t there something of an obligation on 
their part when they are parties to a proceeding, when a judge is try- 
ing a matter of attorneys’ fees like this, to present the Government’s 
position and not to stipulate that they will refrain from presenting 
facts that the judge ought to have before him making such a decision ? 
Isn’t there some obligation of that nature on the part of the Depart- 
ment of Justice? 

Mr. Fiscupacu. As I understood it, Mr. McKenna, Mr. Siegel prem- 
ised his position upon the application by the Board of its supervisory 
function and the question I put to you—and I think the one that 
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Congressman Holifield is trying to reach—is what was the supervisory 
prio that the Board was trying to exercise under those circum- 
stances 

Mr. McKenna. Of course, Mr. Siegel will have to express his own 
words on that. 

Mr. Fiscupacu. He wasn’t counsel for the Board. He took the 
position as attorney in the Department of Justice in charge of the 
trial of this case; he was shocks and immediately called the attention 
of the Board to the fact that he was shocked by the fact it was abdi- 
cating its statutory function. 

Now, as counsel for the Home Loan Bank Board, what statutory 
function of the Board was it turning its back on? What was it doing 
there ye shocked Mr. Siegel as an attorney of the Department of 
Justice 

Mr. McKenna. Guessing, I would assume that he was referring to 
the Board’s supervisory functions? 

Mr. Fiscusacu. This is too important a matter, Mr. McKenna, for 
you to guess on. 

Mr. McKenna. I can’t tell what was in Mr. Siegel’s mind. 

Mr. Houtrretp. Do you know where Mr. Siegel is staying in town? 

Mr. McKenna. He has been staying with me. I don’t know 
whether he is going to spend tonight there or not. 

Mr. Fiscupacu. Would you give him a buzz on the phone. 

Mr. Houtrrevp. I would like to have Mr. Siegel get up here on this 
very point. 

Mr. McKenna. I will try to reach him, Congressman. 

Mr. Hourrrevp. Let us adjourn for the lunch hour and assemble back 
in this room at 2 o’clock. In the meantime I would like for you to 
get Mr. Siegel. 

Mr. McKenna. I will make every effort to reach him, Congressman. 

Mr. Hortrtevp. I understand he did not have reservations. He was 
probably going out tonight or maybe in the morning. 

fr McKex nA. I understand he has business, I think in Chicago, on 
Monday morning. 

Mr. Hotiriep. I think in view of this point that has been brought 
up and in order to clear up in my own mind this particular point, I 
would like to have him return for a brief time to the stand, so if you 
can contact him during the lunch hour, ask him to be here at 2 o’clock 
if possible, if not, sometime between 2 and 4—— 

Mr. McKenna. I have only two possibilities of reaching him, Con- 
gressman. Either he is at the office or he is at my apartment. If he 
is not there, I wouldn’t have the slightest idea where he is. 

(Whereupon, at 12:30 p. m., the hearing was recessed to reconvene 
at 2 p. m., this same day.) 


AFTERNOON SESSION 


Mr. Houtr1e.p. The subcommittee will be in order. 


FURTHER TESTIMONY OF MELVIN H. SIEGEL, ATTORNEY, 
MINNEAPOLIS, MINN. 
Mr. Horirretp. Mr. Siegel, just before we adjourned at noon, the 


subject came up of your testimony yesterday. The Chair recalled 
that vou made a statement that vou were shocked at what vou termed 
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“a scandalous provision” in the stipulation which had been agreed to 
by the parties litigant. 

I believe you further stated that you were not evaluating—or that 
your shock reaction was not due to the amount, although you men- 
tioned that the amount was large, but that your shock was due to the 
methods proposed in the stipulation. 

Have I correctly stated it? 

Mr. Srecex. In substance. 

Mr. Hottrretp. Yes, in substance. 

Mr. Srece. In substance, Mr. Holifield, and my position was that 
so large a sum should not have been awarded, except in an adversary 
proceeding. 

Mr. Hovirrecp. It was my understanding, when I thought over your 
remarks last evening and this morning, that at the time of the setting 
of the amount, the Government did have an opportunity at that time 
to protect the amount. 

Mr. Sie¢ger, That was not my understanding, Mr. Holifield. My 
understanding was that they could not. Mr. Fischbach has called my 
attention to a provision of the stipulation which he construes as 
authorizing any party to object in giving the other party, at their 
leave, the right in that event to regard the stipulation as of no force 
and effect. I am certain the intent, as reported to me, insofar as 
funds that would be charged to the Long Beach Association, that no 
one could protest, and that was the understanding, and it was upon 
that understanding that no cross-examination was had of witnesses 
of the Long Beach Association, and no testimony or evidence offered by 
the defendants. 

Mr. Fiscunacu. May I call your attention, Mr. Siegel, to the fact 
that it was brought out in your testimony that the time you sensed 
this shock that you expressed 

Mr. Steceu. I described it as a public scandal, Mr. Fischbach. 

Mr. Fiscnpacn. Yes. And at that time you had before you a copy 
of the stipulation of March 22, 1949, and also a copy of the transcript 
of the proceedings. 

Mr. Srecen. No; I don’t think I had a copy of the transcript of the 
proceedings at the time, but I had a copy of the stipulation, and it 
explained to me, my understanding was that no opposition could be 
made, insofar as the charges to be made against the Los Angeles assets. 

Mr. Fiscupacn. The point is, didn’t you construe that stipulation, 
when you had it before you ? 

Mr. Srecex. Certainly, and I understood it to mean that it did not 
permit any opposition insofar as the award was to go against the 
Long Beach assets. I understood that it would permit only opposi- 
tion in the event the award would be charged against the assets of the 
San Francisco bank. 

Mr. Fiscupacn. Since I called your attention to the provision of the 
stipulation, to which I did draw your attention, is your position any 
different ? 

Mr. Sircer. No; it is not, Mr. Fischbach. I am certain that the 
stipulation finally approved was understood as I have stated. Now, 
it is possible, and I have not checked the record, but it is possible 
that what you read to me is from a prior stipulation, which was 
amended before the court signed it, and approved it. I may be wrong 
on that. 
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Mr. Fiscusacu. That is rather a serious statement for you to make. 

Mr. Sreeex. No; it is not. I said it is possible there was a stipula- 
tion before the final one which was amended in conference with the 
court, and whether the one—— 

Mr. Fiscuspacu. Just a moment, Mr. Siegel. I want to button that 
right down right here and now. The stipulation that I placed before 
you last night as the Carter stipulation was contained in volume XIIT 
of the record at pages 6381 through 6390, and I call your attention to 
the fact that, as shown on page 6389, that stipulation bears the signa- 
ture of James M. Carter as United States attorney, by Arline Martin, 
assistant United States attorney. 

At page 6390 it shows the approval thereof by Judge Hall on March 
22, 1949. 

Now, let us get the record straight on it. 

Mr. Ho.irtetp. That is the stipulation to which we refer, and no 
other form of stipulation. This is the stipulation which was called 
to your attention. 

Mr. Stecet. I cannot say what stipulation was called to my attention, 
Mr. Holifield. 

Mr. Houirtevp. If any other stipulation was called to your attention, 
then you were basing your feeling of shock and scandal upon a false 
premise, because this is the only stipulation that was in evidence at 
the time. 

Mr. Stecex. Not at all, Mr. Holifield. The stipulation which was 
called to my attention was undoubtedly the stipulation approved by 
the court, but whether or not the printed record is now a correct copy 
of that stipulation, I don’t know, because I do not have before me the 
copy of the stipulation you identify. 

Mr. Houtrreip. May I say, as a layman and not as a lawyer, that 
that type of a statement on your part seems to me to be uncalled 
for, because this is an official pleading, it is before the court of appeals 
at this time in San Francisco, and there has been no protest by any 
litigant as to the validity of that particular pleading there, or repro- 
duction of the original pleading, the original stipulation, and it seems 
to me that you are begging the point. 

Mr. Srecet. I am not, Mr. Holifield. I do not have before me the 
copy of the document approved by the court which is before me. 

Ar. Horirretp. We have none of the original documents before us. 
We have a reproduction in the pleadings. 

Mr. Srecet. I am willing to assume that it is a correct copy, but I 
cannot verify it, because I do not have before me the copy sent me by 
the order of the court. I only assume it is. 

Mr. Houtrtevp. Well, let us proceed on that assumption. 

Mr. Srecet. I am proceeding on that assumption, and I am telling 
you that the assumption upon which I proceeded is that whatever the 
anguage of the stipulation was that you read to me, it was not under- 
stood by anybody as meaning that the defendant, the Government, 
had any power, or anyone had any power, to contest the attorneys’ 
fee award, or offer any adversary opposition to it at all, excepting 
—— as the award was to be assessed against the San Francisco 

ank. 

And let me continue, as I understood it, now that my recollection 
is somewhat refreshed about it, there is a possible ambiguity raised 
by the provisions of the section Mr. Fischbach mentioned, when com- 
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pared with the provision dealing with the right of the San Francisco 
bank to make an opposition, but the point is that the provision whic). 
Mr. Fischbach calls attention to was, according to our understanding, 
intended to relieve the parties of the stipulation if the San Francisco 
bank opposed an allowance, by reason of the fact that it was charged 
tothem. That was all. 

The San Francisco bank was not bound, under another provision 
which was also read into the record, not to oppose, if there was any 
charge to them. 

Then, under the provision which Mr. Fischbach relies on, if they 
did oppose, then everybody was free, that is all it meant. 

There was no question whatever that there would be any opposition, 
insofar as these awards were to be charged against the Long Beach 
assets. 

Mr. Houtrrevp. Will you read provision No. 1 of the stipulation 
there at this time. 

Mr. Stecet. Yes (reading) : 


In the event that any attorneys’ fees or expenses, now sought on behalf of 
second parties or any of them, shall at any time, ever be asserted or assessed 
against first parties, or any of them, or againt any property now or hereafter 
impounded in the within action, in which first parties, or any of them, claim an 
interest, first parties hereby reserve and shall have the right to oppose such 
attorneys’ fees and expenses with respect to the determination of, (a) the liability 
therefor of first parties, (Db) the need to first parties for, and (c) the reasonable- 
ness of the amount of said attorneys’ fees and expenses; such opposition, how- 
ever, to be limited to the extent to which said attorneys’ [8960] fees and ex- 
penses are asserted or assessed against first parties or any of them or said 
property. The term first parties as used in this paragraph 1 and in paragraph 2, 
shall include all present and former officers, directors, attorneys, agents, and 
employees of the Federal Home Loan Bank of Los Angeles, and all former offi- 
cers, directors, agents, attorneys, and employees of the Federal Home Loan Bank 
of San Francisco, and of the Federal Home Loan Bank of Portland, and of the 
10 associations hereinabove named. 


Mr. Houtrietp. Now, please follow that by reading No. 6. 
Mr. Sircex. Yes (reading) : 


That this stipulation is executed by the undersigned on condition that no oppo- 
sition of any nature whatsoever, by any person, entity, or corporation whatso- 
ever, to said motions and supplemental motions, or any of the same, shall be 
made to the court for consideration, regardless of whether or not such opposi- 
tion, or any part of the same, be by any party to this stipulation or otherwise. 
In the event that any such opposition be so made, said parties making said mo- 
tions and supplemental motions, may, at their option give written notice to all 
other counsel signing this stipulation, that [8962] such opposition has been made 
and that this stipulation, therefore, is of no further force and effect. In the 
event of such notice, continuances shall be sought from the court by all parties to 
this stipulation for the purpose of enabling the parties, or any of them, to this 
stipulation to present such written and other opposition thereto, if any, as they 
may deem appropriate. Opposition as herein defined shall include applications 
to this or to any other court, appellate or otherwise, concerning the subject 
matter of said fee petitions and motions, supplemental or otherwise, or any part 
of the same, including appeals, writs or any other process whatsoever. 

This stipulation is entered into by the parties presenting said motions and sup- 
plemental motions solely to prevent contested hearing of matters upon which no 
contest is expected. If such contests do unexpectedly develop, all parties desire 
that one hearing determine all objections and contests of all opposing parties, 
including parties to this stipulation. 


Now, after reading the same, Mr. Holifield, I am more clear than 
ever in my mind that the reservation in paragraph 6 to account for a 
possible objection under paragraph 1 by parties of the first part, and 
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the further possibility that geo who were not parties to the stipula- 
tion, say, shareholders, like Newendorp and Bradley, if notice through 
publication was given, might appear and in that event be considered 
free to oppose it. There was no intention by this paragraph to permit 
opposition to fees by those who sign the stipulation, save and unless 
there was a charging of the award against the San Francisco bank. 

Of that I have no doubt whatever. 

Mr. Fiscuzacn. Now, let us finish this matter right down to its 
conclusion. 

Mr. Siegel, that is the stipulation which you caused to be set aside 
or vacated ? 

Mr. Stecet. I did not cause it to be set aside. The court set it aside 
on the agreement of the parties, under the circumstances of which you 
are aware. 

Mr. Houtrretp. And as proposed by Mr. Ford and yourself, you 
went to Los Angeles for the purpose of having this set aside, and you 
proposed that, and you delivered certain ultimatums to the litigants. 

Mr. Stecen. That is the language used by Mr. Chapman; yes. 

Mr. Houirreip. It was your proposal. You do not deny it was a 
proposal of Mr. Ford and yourself that this stipulation be set aside, 
do you ¢ 

Mr. Siecev. Certainly. 

Mr. Hotirtetp. Do you deny it? 

Mr. Stecen. Oh, no, certainly not. Iam sorry. 

Mr. Hotirm tp. Then the Chair is right in its understanding that 
you did go and ask that it be set aside? 

Mr. Stecex. We sought to negotiate a setting aside of the order, and 
failing that we intended to enter a motion to set aside. I think I neg- 
lected to add yesterday the full details of the procedure which was 
pursued in the negotiations which culminated in the order setting aside 
the stipulation and the order entered pursuant to the stipulation. 

This letter was sent, as you know, setting forth the terms under 
which we would consent to continue negotiations. 

Mr. Fiscupacu. That was the letter in April? 

Mr. Stecev. Yes; and it was sent pursuant to the instructions of the 
Department of Justice. Mr. Ford and I went to California. We dis- 
cussed the matter with Mr. Chapman and Mr. Westover, and Mr. 
Fussell and others representing all the interested parties. 

It was perfectly obvious that no agreement would be reached with 
Mr. Chapman and Mr. Westover on the terms we proposed, and that 
letter of Mr. Carter’s, and they never agreed to it, and would not. It 
was obvious that no agreement would be reached. 

We then discussed the matter among ourselves, and by that I mean 
the representatives of the Government, and we drew up a proposal 
offering them alternatives, one alternative being that in lieu of in- 
cluding attorney’s fees as a term of settlement, that we would allow the 
two-thirds, payment on which was to be deferred under the stipulation 
itself, to be determined in an adversary proceeding itself. 

Everybody on the Government side thought that was eminently 
fair. We sent that to Mr. Westover and to Mr. Chapman, and we 
got an unfavorable response. 

Let me say that everybody on the Government side was thoroughly 
disgusted with that response, and when I say everybody, I include not 
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only Mr. Ford and myself, but I include Mr. Carter who, as you know, 
was very strongly opposed to the position we were taking and he was 
very upset by the notion that we were going to file a motion, and he 
categorically had stated that he would not join in it. 

Mr. Fiscupacn. Several propositions were extended by you and 
Mr. Ford, and several of them were accepted, were they not? 

Mr. Srecet. One minute, please. When the letters of Mr. Westover 
and Mr. Chapman were received rejecting, as we construed them, the 
proposals in Mr. Ford’s letter, Mr. Carter was so disgusted with the 
action taken by Mr. Chapman and Mr. Westover that he told Mr. 
Ford and myself, in the presence of others, that he would himself join 
the motion to set aside the stipulation. 

Now, that was an astounding thing for Mr. Carter to do, and it 
reflects, as I think, his considered judgment that our offer including 
the alternative which we did submit and was finally accepted, was 
more than fair. 

When we received this reply to the letter of Mr. Ford, Mr. Ford, 
considering there was no further purpose in staying any longer in 
Los Angeles for further negotiations, went down to say goodbye to 
Judge Hall, and explained that all of his efforts had been in vain. 

Now, as reported to me—and this is only hearsay, and I cannot 
verify the facts—but Judge Hall likewise, just like Mr. Carter, ex- 
pressed the same disgust and told Mr. Ford that he would call in 
Mr. Westover and Mr. Chapman for a conversation, which I am told 
he did thereafter; and thereupon, that same evening, discussions 
ensued which led to the acceptance of our proposal. 

The point I am trying to emphasize, Mr. Congressman, is that even 
one who felt as strongly as he did, as Mr. Carter did, that in seeking 
to set aside that stipulation we were putting him in an embarrassing 
position, and acting improperly, and even Mr. Carter considered 
their objection to the alternative position as utterly without possible 
justification. 

Let me explain why. 

Mr. Hotirrerp. Let me interrupt there, if I might. 

Mr. Srrcet. Let me explain. 

Mr. Houtrreip. This. is all very interesting, but the fact remains 
that the stipulation was signed subsequent to all this feeling of disgust 
which you enumerate on the part of different parties. This stipula- 
lation was signed. 

Mr. Srecet. You mean the court order was finallv entered? Are 
you speaking about the stipulation that was set aside? 

Mr. Fiscunacn. No; a proposition was made and was accepted. 

Mr. Houtrrerp. And a new stinulation was made. 

Mr. Stecet. That is right. What T am saying is that the proposi- 
tion we offered them, including the alternative for an adversary pro- 
ceeding, was deemed by all disinterested parties as eminently fair, 
and there cannot be any doubt that it was fair because. consider for 
a moment, the only possibility that they would get less than they had 
been awarded previously would be if, on an adversary proceeding, 
evidence would be adduced, not adduced in a nonadversary proceeding, 
that in effect we would be making a gift by a nonadversary proceed- 
ing. If, through an adversary proceeding, the truth showed in fact 
that they were entitled to $540,000, they would get it. And they were 
going to get it. 
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The only thing they were not going to get would be a handout from 
a honadversary proceeding, if it should appear from an adversary pro- 
ceeding that they were not entitled to that much. That is the only 
risk they ran, and so clearly fair was our position that, as I say, 
Mr. Carter, now Judge Carter, was so disgusted with their response 
that he told us he wanted to join our motion to set aside the stipulation 
in the event they adhered to the refusal to accept our offer. 

Mr. Houirtecp. And did they accept? 

Mr. Siecer. Oh, yes, after Judge Hall called them in. What he 
told them I don’t know. 

Mr. Horirtetp. That is what they accepted here? 

Mr. Stecen. That is right. It was an eminently fair proposition. 

Mr. Hottrievp. Isn’t this the one you had set aside? 

Mr. Strcen. Oh, no; this is the one that originated from setting 
aside a stipulation which resulted in a nonadversary award. 

Mr. Horirretp, What is the status of this one? 

Mr. Srece. Set aside. 

Mr. Fiscusacu. When you referred to this, or “this is the one’”’—— 

Mr. Siecet. I am speaking of the one dated March 22, 1949, Mr. 
Fischbach. 

Mr. Fiscupacu. As what? 

Mr. Steget. As the one which was set aside. 

Mr. Fiscunacu. Yes. 

Mr. Siece.. And the proposition which was accepted, which I think 
was proposition 2 in Mr. Ford’s letter, which everybody, including 
Mr. Carter, thought was eminently fair, and it could not be anything 
else because they were bound to get anything that an adversary pro- 
ceeding would show they were entitled to. How could they lose? 
If, in truth, they were entitled to $540,000, what fairer means of ascer- 
taining that could there possibly be? 

Mr. Fiscueacn. Let me ask you this, Mr. Siegel : 

What was the great principle of supervision which you called to 
the attention of the Board at the time that you saw the stipulation of 
March 22, 1949? 

Mr. Srecex. Well, Mr. Fischbach, it was my understanding that 
the Board has the power, by statute, to conduct examinations of the 
associations under its supervision and that this includes the authority 
to take exception to excessive expenditures. 

There are, of course, two questions: First, the authority to except 
and second, the power to enforce the exceptions. 

There is a very serious question on the second aspect as to what 
sanctions the Board has. It is normal practice, as I understand it, 
to send a so-called supervisory letter, the actual effect of which, as 
an enforcible order, I do not know, but it has been my understanding 
that the only. effective sanction the Board has to enforce its order is, 
curiously enough, to appoint a conservator. It seems to me they 
should be able to enforce an order directly without the appointment 
of a conservator. 

But, be that as it may, I had no question whatever that the Board 
had the power to except, assuming there was substantial evidence to 
support its position on excessive expenditures. 

What administrative sanction it had was a separate matter. But 
its interest in the first aspect, in excessive expenditures, was deemed 
by me as sufficient to permit it, as a party to the proceeding, to except 
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to any award on the ground it was not warranted by the evidence, 
and I think it fair to add that that position was never disputed by 
anyone, because everyone, including the Home Loan Bank Board, 
was sought to be served with process in connection with the proceed- 
ings, so 1t was thought that we were entitled to be heard, for whatever 
reason. 

Mr. Fiscubacu. Is that the great supervisory principle that you 
called to the attention of the Board? 

Mr. Srecet. That the power, on the basis of which the Board acts 
and supervises the financial practices of the associations in all re- 
spects, that that is its basic authority. 

Mr. Fiscusacu. Mr. Siegel, I am going to ask the Chair at this 
point to direct you to answer the question. 

Mr. Smcex. That is the authority on which I answered it, on which 
I base my conclusion exactly. You do not have to direct me to answer. 
I have answered you. 

Mr. Fiscusacu. I am going to ask the Chairman that the witness 
be directed to answer the question that was propounded to him, and 
which calls for a statement of what great supervisory principle he 
called to the attention of the Board at the time he had the stipulation 
of March 22, 1949, before him. 

Mr. Srecert. Do you want me to answer that question, Mr. Fisch- 
bach, now? I thought I had answered. 

Mr. Howtrtevp. Mr. Siegel, the Chair will ask you to make a re- 
sponsive answer to that query. 

Mr. Srecev. I will be glad to answer that question. I thought I 
had. 

I did not call to the Board’s attention, or to Mr. Heisler, to whom I 
think I talked first, any specific section of the statute. It was my 
understanding that they had the power, pursuant to the general powers 
of supervision and examination, to except to any financial practice, 
and to any excessive expenditure which they deemed to be excessive, 
and that that was an authority which they had abdicated in stipulat- 
ing to turn their backs when a nonadversary proceeding was to be 
held which would result in an award to be charged against their 
assets, and hence, involve an expenditure of assets of the association 
subject to their supervision. 

Mr. Fiscunacn. Did you call the attention of the Board, or its 
counsel, to the fact that this was class litigation pending in southern 
California, and that the court had a responsibility to fix the attorneys’ 
fees? 

Mr. Srecet. I don’t recall having said anything of that character 
at all, because I never questioned, assuming the court had jurisdic- 
tion, which we denied, that the court would have the incidental au- 
thority to fix attorneys’ fees. 

Mr. Fiscusacu. Did you call to Mr. Heisler’s attention, or to the 
attention of the Board, the fact that it was the duty of the court, in 
view of the fact that this was class litigation, to assess and give its 
specific approval to the amount of counsel’s fees which might be 
awarded in connection with the compromise of the litigation? 

Mr. Stecet. No; I did not, Mr. Fischbach, and may I say why? 

Mr. Fiscunacu. Frankly, I don’t care why. 

Mr. Srecet. I will have to amplify that answer, for the reason that 
you are assuming a statement, or assuming a fact that is not correct 
and establish it by the record. 
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You say that the court had to fix fees because it was class litigation. 
First of all, this was class litigation in only one respect, insofar as it 
was an action by the shareholders. 

First, it was very questionable whether the shareholders had any 
position in this litigation at all. It was strictly, in my view, debat- 
able, and strictly a Adaative action; and, as had been demonstrated, 
the Long Beach Association was ready, willing and able to fight the 
matter itself, and there was no occasion, therefore, for shareholders’ 
action. 

Mr. Hoxtrrevp. Mr. Siegel, you say that with the full knowledge 
that the shareholders’ committee had been licensed by the State of 
California as being a representative body of the corporation in which 
they held shares? 

Mr. Siecet. Yes. They had complied with the California laws, 
but they had not thereby complied by the Federal rules as to whether 
a shareholders’ action may be maintained in the Federal court. That 
is a very separate question. 

Mr. Houirrevp. In other words, in this particular instance the De- 
partment, of Justice refuses to recognize the validity of the Califor- 
nia State law which directs such shareholders of a corporation go 
through a certain modus operandi to become an acknowledged entity 
by the California courts ¢ 

Mr. Stncet. No. It is always a condition precedent in California 
that they comply with the California requirements for shareholders’ 
action of this kind. 

Mr. Fiscusacnu. It seems to me that the Supreme Court had made 
an allowance for that. 

Mr. Stecet. No; it did not. It refused to issue a writ of mandamus 
or prohibition to prohibit the Federal court from going ahead with 
mincing an interim allowance, upon the ground that there was ade- 
quate remedy by appeal. It seems to me a most serious question. 

Mr. Fiscusacn. It was an application for a writ of prohibition to 
orohibit the court below from making an allowance which had already 
baa made, and stated that the status of the conservator to take ap- 
peal had been resolved in a companion case, and the Department of 
Justice did not pursue the matter, did it? 

Mr. Srecet. We did not; that is correct. 

Mr. Fiscuzacu. It would seem that the Department of Justice had 
given some recognition, or at least had taken a position, to a degree, 
and acknowledged the existence of the shareholders’ committee. 

Mr. Srecet. Are you putting that as a question to me? 

Mr. Fiscupacu. Yes. 

Mr. Sincet. My answer is “No.” The appeal with respect to at- 
torneys’ fees was abandoned, because it was decided not to appeal the 
removal of the conservator; and, since the conservator had thereby 
been effectively removed, there was no further basis for the conserva- 
tor to make an objection to anything. 

Mr. Fiscupacu. Mr. Siegel, when you called Mr. Divers’ attention 
to this great supervisory principle 

Mr. Srecet. I did not call his attention to it, Mr. Fischbach. 

Mr. Fiscnzacnu. I beg your pardon. I thought you so testified last 
night. 

Mr. Srecxu. I testified that I had first taken my position, I think I 
might have first discussed it with Mr. Heisler, but it was discussed in 
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full with the representatives of the Board, or it was to be discussed 
with them, and Mr. La Roque was the only one present for the Board, 
and it. was then cleared with every member of the Home Loan Bank 
Board. 

Mr. Fiscuspacu. When you discussed the great supervisory principle 
which was involved, in your view, in the stipulation of March 22, 1949, 
with Mr. La Roque, what did he say to you about that great principle 
of supervision ? 

Mr. Stecev. He went along with our position entirely. 

Mr. Fiscusacn. I know, but what did he say to you ¢ 

Mr. Stecex. I do not. recall his words. I know he was present at 
the meeting, and he concurred in the views reached there. 

Mr. Fiscusacu. As you reread the stipulation of March 22, 1949, 
and your own testimony in connection with it, does it occur to you that 
possibly the premise you took on the occasion that you discussed the 
matter with Mr. Heisler, and on the oceasion you discussed the matter 
with Mr. La Roque, was a totally unfounded premise ? 

Mr. Sircet. Certainly not, and for the reasons I have stated. I have 
not any doubt at all that the intention of the parties in paragraph 6 
was to release the parties who signed the stipulation only if (@) the 
San Francisco bank was charged or (>) the parties who were nonsigna- 
tories to the stipulation made opposition pursuant to notice. 

Mr. Fiscusacu. Such as the Home Loan Bank Board and the Insur- 
ance Corporation ¢ 

Mr. Srecei. They were parties to the stipulation, sueh as share- 
holders of the Long Beach Association. Those are the parties that 
Mr. Chapman was worried about, Newendorp & Bradley, and anyone 
joining with them. 

Mr. Fiscupacn. Who signed the stipulation on behalf of the Home 
Loan Bank Board ¢ 

Mr. Stecer. The United States attorney represented the Home Loan 
Bank Board—I don’t know that he signed it himself—and Arline 
Martin signed it, as I understand. 

Mr. Fiscupacn. And did you construe paragraph 1 and paragraph 6 
of the stipulation as denying to the Home Loan Bank Board the author- 
ity to make opposition to the application ? 

Mr. Siecen. Unless there were an award against the San Francisco 
bank assets, or any assets of the signatory parties, that is correct—of 
the signatory parties of the first part, let me correct that. 

Mr. Fiscupacn. Suppose there was an award against the Insurance 
Corporation. 

Mr. Srece,. Certainly we could contest it then. The only point 
was whether we could contest it if the award were charged against the 
Long Beach Association. There were no assets of the Insurance Cor- 
poration at that time in the registry of the court. 

Mr. Fiscupacu. Mr. Siegel, did the shareholders of Long Beach 
Federal have an opportunity to come in and contest, in adversary pro- 
ceedings the amount of attorneys’ fees that might be allowed pur- 
suant to that stipulation ? 

Mr. Stecet. I am informed that notice was published in the news- 
papers, and if that be deemed sufficient notice, that they were given 
an opportunity. 

Mr. Fiscnunacn. Did you conceive that the court would have any 
responsibility in that respect ? 
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Mr. Sircei. That question was not for me to decide. I was not 
worried about Newendorp & Bradley. I was concerned by the 
Board’s responsibility, their own responsibility, in regard to the Long 
Beach assets. The action the court took with respect to notifying 
other parties through publication was an action, I believe, taken on its 
own initiative, but at any rate a matter in which I did not concern 
myself. 

Mr. Hortrtevp. I think we should have some testimony from Mr. 
Chapman at this point in the record, as to how extensive that notice 
was. Mr. Chapman, what nature did the notification to the Long 
Beach shareholders take ? 

Mr. Cuapman. As an affidavit of publication in the record, which 
discloses publication in the Long Beach Press Telegram; that is our 
biggest evening newspaper of general circulation, and I think also in 
other newspapers. 

The affidavit will answer your question exactly, and it shows how 
many publications and in what newspapers. 

My recollection covers the Press Telegram, our biggest paper, and 
several others. 

Mr. Houtrrerp. Did that comply with the legal requirements for 
notification to shareholders ¢ 

Mr. Cuapman. The court itself directed how the notice should be 
given, and it fulfilled all legal requirements, and went much further. 

The court order required publication in these general newspapers, 
and named them, and the court order was complied with in full. 

Mr. Houtrteip. That was the complete notification, then, that was 
given ¢ 

Mr. Crarman. That is correct. 

Mr. Fiscurnacn. Did the Department of Justice at any time take 
the position, Mr. Siegel, that the notice offered to the sharehold- 
ers of Long Beach, by Judge Hall’s order directing publication, was 
insufficient ¢ 

Mr. Srecev. It did not and does not, so far as I know. 

Mr. Fiscupacn. So that as the matter stands, even as of today, that 
position has never even been asserted. 

Mr. Stecev. So far as I know and objection was never based upon 
that at all. 

Mr. Fiscunacu. Was there a discussion in connection with this 
supervisory principle, which indicated that the shareholders of Long 
Beach Federal had been given full and fair notice and opportunity 
to ~ agree and be heard and object ? 

r. SreceL. No discussion was ever had with respect to the adequacy 
of the notice to the shareholders, in connection with our discussion of 
the responsibility of the Home Loan Bank Board in this matter. 

Mr. Fiscupacu. Was any discussion ever had as to the adequacy of 
the notice to the Home Loan Bank Board ? 

Mr. Stmmcet. None. We were parties to the stipulation. and knew 
exactly what was being done, and when I say “we,” I mean counsel 
who were present in Los Angeles and signed the stipulation, and 
whoever was notified in Washington. 

Mr. Fiscunacu. Does it not boil down to this proposition, that the 
great supervisory principle that was presented by the stipulation of 
March 22, 1949, was whether the Board could or should pit its power or 
authority to review the amount of expenditures made by Long Beach, 
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against the power of the court and the authority of the court, under 
the statutes, to assess and determine the amount of attorneys’ fees, and 
how and when and to whom they should be paid ? 

Mr. Stecev. It does not, Mr. Fischbach. It boils down to this: That 
the Board, having a legal interest by reason of its supervisory respon- 
sibilities, was in duty bound to take advantage of the opportunity to 
present evidence, insofar as it had any bearing upon that issue, and to 
take the opportunity to cross-examine the witnesses presented by the 
proponents of the claim for attorneys’ fees. 

It did not amount to a claim that the Board should fix the fees, but 
rather that by reason of its interest in the matter it should assist the 
court by bringing out the truth in an adversary proceeding. 

In that event, if a decision should be reached that $540,000 was a 
fair fee, the Board might very well have concluded, on the basis of the 
record, that substantial evidence supported the award; there was no 
prospect of success on appeal, and the matter would have ended there. 

Mr. Horirretp. At this time I would like to ask Mr. Chapman to 
again come forward and explain to the subcommittee, so we have it in 
the record, exactly how Judge Hall proceeded to determine the amount 
of the fee. 

Mr. Cuarman. I will try to summarize what is already before you 
in the transcript printed in full in the printed record on appeal. 

Judge Hall, after having the notice published in the newspaper, in- 
quired in open court if there were anyone that objected or had anything 
to say on the question of attorneys’ fees. 

Upon no response being received, he proceeded to receive testimony. 

There were two expert witnesses who testified as to the value of the 
services. The petitions for allowance of attorneys’ fees 

Mr. HouiFterp. I wish you would withhold your testimony for just 
a few minutes. You may go ahead and seek whatever you wish, Mr. 
Siegel, but Mr. Chapman, I will ask you to withhold your testimony 
because I want Mr. Siegel to hear this. 

Mr. Srecex. I am sorry. 

Mr. Houtrretp. No, you may continue searching for what you desire. 

Mr. CHarMan. MaybeI can help you locate what you are after. 

Mr. Hourrrevp. This may be off the record. 

(Discussion off the record.) 

Mr. Hotirretp. On the record. 

Now, I would like Mr. Siegel to give attention to it, and if you need 
extra time to look at the record we will give it to you, Mr. Siegel. 

Mr. Cuapman. I am summarizing my recollection of the occurrence 
in court, and I have just given to Mr. Siegel, for his perusal, a re- 
porter’s transcript of the proceedings on April 1, 1949, and on April 
5, 1949. 

” I cannot tell you on which date each of these events happened, but 
it was one of those two dates. The application for attorneys’ fees 
did not seek any specific sum, but it simply asked the court to allow 
to the attorneys what the court itself should determine to be a fair 
and reasonable award. 

Expert witnesses testified as to their opinion. 

Mr. Hourrretp. Who were those expert witnesses ¢ 

Mr. Cuaprman. One of them was Justice Preston, of the California 
State Supreme Court, who had been an honored member of that 
‘bench for some years and had retired. He was in his—well, I don’t 
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want to speculate as to his age, but he was advanced in years, and 
was a highly esteemed member of the California bar. 

The other was Byron Hanna, also a gentleman of considerable 
years, and one who had specialized in class litigation in very sizable 
amounts. 

He had handled among other cases the Anglo-California Bank 
stockholders case, involving a recovery of some $5,000,000 to 
$10,000,000, and had had a great deal of that class of litigation. 

It was an axiom around Los Angeles that unless a case involved 
at least a million dollars, Byron Hanna would not be in it. 

Those two gentlemen testified as to their opinion of the over-all 
value of the services that had been rendered by the counsel who would 
recover for the Long Beach Association from the conservator. 

Mr. Hoxirieip. They testified at the request of the court, I suppose. 

Mr. CuapMan. I believe that the plaintiffs produced Justice Preston, 
and that the court requested an additional witness, and I think that 
was one of the reasons for the continuance. 

Now, that is jtist a memory, and that Byron Hanna came at the 
second session. Perhaps they both testified together. 

In any event, we requested that the court call any additional wit- 
nesses, and name anyone else the court thought advisable, and the 
judge was satisfied with the two witnesses so testifying. 

Those witnesses made an extended examination of the files of the 
case, and of the applications for attorneys’ fees. 

We have been criticized for the length of the pleadings, and the 
length of those applications, and I think that is one of the things 
they are criticizing. 

We recited, in almost minute detail, all the activities throughout the 
litigation, all of the appeals, the thousands of pages of record, and 
all of that was brought before the expert witnesses. 

As I recall the valuation fixed by the expert witnesses, one of them 
said about $500,000, and the other said something around $600,000. 
Again that is memory, it might have been $450,000 and $550,000. 

In any event, the court seemed to feel that there was very close 
agreement between the experts within about 20 percent—I think that 
was the difference between them—and the court expressed its own 
opinion, that from the court’s knowledge of the day and night work 
that had been necessary in this case, that those estimates were low. 

But in light of the fact that a compromise was considered accom- 
plished, and that the litigation probably would terminate now—then 
the litigation was about 3 years old—the court thought this was a 
reasonable amount. 

I would like to say that the stipulation idea originated with the San 
Francisco bank and the Government counsel. When I filed my own 
application for fees, and when the plaintiff’s attorneys filed their 
application for fees, we wanted a strictly adversary proceeding, and 
it was only under another threat to break up the settlement that I 
acquiesced in stipulating, and persuaded other counsel to do so. 

Mr. Houirtetp. How did you make your wants for an adversary 
proceeding known ? 

Mr. Cuaprman. By filing a proceeding in court, and giving the 
other side opportunity to present anything they wanted in the court. 

Mr. Fiscusacu. Was it after that that Government counsel re- 
quested you folks to join in the stipulation of March 22. 19498 
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Mr. Cuarman. It was, but it was not a request, it was an ultimatum. 
They said, “You will go into this stipulation, or there will be no 
settlement.” 

Mr. Fiscupacu. And then after that they said, “You get out or 
else there will be none”? 

Mr. Cuapman. That is right. I should have known better, because 
I had had my first lesson, and the reason Mr. Siegel expressed for not 
wanting to run the risk of an adversary proceeding was that they 
feared the court would or might assess against them part of these 
attorneys’ fees, and that is why they did not want to go through the 
adversary proceedings. 

They also said that if we went through the adversary proceedings, 
and the attorneys’ fees were assessed, in part or in whole, against them, 
that that would break up the settlement. 

I yielded to that very reluctantly, because whatever the amounts 
were, if we settled, Long Beach Federal should pay those attorneys’ 
fees for the seizure that had been made by Mr. Ammann, and assets 
transferred by him to the San Francisco bank, and all that work made 
necessary. 

I yet think, and this is an opinion, that the reason they backed out 
of the stipulation finally was that they were afraid that the court 
would not allow Long Beach to pay all its attorneys’ fees, even though 
we agreed to do so as a conditional settlement, it is very obvious that 
the principal part of the fight was caused by the Los Angeles bank 
seizure, and our effort to restore the Los Angeles bank had caused the 
seizure of Long Beach, and had made necessary the tremendous ex- 
pense and litigation that had ensued. 

It was also obvious, in seeking to recapture our $8,300,000 of Govern- 
ment bonds, and our $12,000,000 of trust deeds, seized by the San 
Francisco bank, or transferred to the San Francisco bank by Ammann, 
that we had performed services in the protection of those assets which 
could very well be assessed, not against the Long Beach Association, 
but against the people who took and kept those assets. 

Therefore, the stipulation merely provided that the amount of those 
attorneys’ fees would be determined, and the order of the court, drawn 
pursuant to the court’s direction and submitted by us. 

Mr. Fiscupacn. Is that the order of April 5? 

Mr. Crapman. Yes. The order that was never signed. However, 
it expressly refused to assess those attorneys’ fees at $540,000 against 
Long Beach or against any other party to the litigation. It reserved 
that power pursuant to the stipulation. 

Mr. Houtrrmeip. And the stipulation also reserved the right of all 
parties signing the stipulation to protest the amount which might be 
assessed against any particular entity ? 

Mr. Cuapman. That is right, Mr. Chairman. 

Now, here was the situation: After the court had determined how 
much the attorneys’ fees were to be, $540,000, the parties were then at 
liberty to proceed with the settlement and negotiate as to who should 
pay that amount. 

Long Beach had committed itself, if the settlement went through, 
to take that burden on itself. I read into the record of the court a 
statement, at the time the award was made, that if the settlement went 
through, and Long Beach took that burden upon itself, that we would 
not let the attorneys’ fees be a burden that would harm Long Beach, 
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but that the attorneys would take those fees in installments over the 
years, if, as and when, was the expression I used, Long Beach earned 
the money. 

In other words, the restored Long Beach Association, even when 
the order was made, did not face any liability to pay $540,000 then 
or any other time. There was a sum fixed for attorneys’ fees of 
$540,000, and that sum could be negotiated by settlement, either all 
to fall on Long Beach or to be placed on the court, or by the court 
on various parties to the litigation. Even if Long Beach took that 
burden upon itself, it was not a burden to pay $540,000 now, but it was 
a burden to pay that sum in the future, as the Long Beach Associa- 
tion’s earning were able to do so. 

We were growing rapidly in the year in which we were restored 
and we were expanding and making money, and it would not have 
been any burden on the institution to pay attorneys’ fees over the 
future years. 

All of the parties were aware of that. So when the charges are 
made here about all those shocking things, I think it must be from 
lack of understanding. 

I hesitate to think that the transcripts of those proceedings could 
have been before anyone and have them say that terrible things were 
going to happen to the Long Beach Association. 

We fought to restore that association. We were not going to destroy, 
harm, or impair it in any way. 

Certainly if we had wanted to do that, we would not have been 
fighting for 2 years to restore it. I think we demonstrated that the 
second time when, even though they had broken their first stipulation, 
we stipulated with them again. 

Mr. Houirre.p. May I, to clarify my own mind at that point, ask 
this question: The first stipulation that was broken was not this 
stipulation here? 

Mr. CuHapman. That is the one before us, March 22, 1949. 

Mr. Hotirteip. That is the one here? 

Mr. CuarmMan. That is right. 

Mr. Hourrrevp. Was there another stipulation ? 

Mr. Cuapman. It was not in writing. It was entered into at the 
time the judgment was signed by the court vacating this stipulation, 
and allowing us one-third only, and that agreement was that all 
future attorneys’ fees would be settled in an adversary proceeding 
and no one would try to negotiate attorneys’ fees, and the settlement 
would go forward on the terms previously agreed upon. 

Mr. Hotutrrerp. The second stipulation, which you say you signed, 
which gave the one-third—— 

Mr. CuapMan. That was an exchange of letters. 

Mr. Houtrterp. It was an exchange of letters? 

Mr. Cuarman. That is right. 

Mr. Houtrrevp. And they are on file with the court ? 

Mr. Cuapman. That is right. 

Mr. Hoxirrmetp. What was the attitude of the Department of Justice 
on this second stipulation ? 

Mr. Cuarman. I have never yet been able to get them to submit 
to the court 

Mr. Hotirtetp. They were not parties to it? 
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Mr. Cuapman. There was an exchange of letters, one signed by Mr. 
Ford, and I have never yet been able to get them to come to any kind 
of settlement since that time. I was told in Washington, “You will 
agree with us what the total fees are or there won’t be any settle- 
ment.” 

Now that shocked me, because it was directly in the teeth of the 
letter filed with the court, that the court would fix the fees. 

I said, “How can you explain that, with the thing you agreed with 
the court ?” 

We were told that that was one of the terms of settlement, and that 
they would not agree on a complete settlement unless we yielded, and 
we yielded on that term but we would not agree to any of the other 
terms. 

Mr. Fiscupacu. Who made that statement? 

Mr. CHapmMan. Mr. Peyton Ford, to me. 

Mr. Fiscoracu. Was Mr. Siegel present ? 

Mr. Cuapman. I don’t believe he was. He told me that that was 
the attitude of the Board and not his own attitude. 

I think I can give you the parties present, and I am doing this 
from memory, I think it was June 9, the day before the June 10 con- 
ference in 1949, and the parties present were myself, Mr. Gregory, 
Hon. Tom Clark, then Attorney General, Congressman King and his 
aide, Mr. Keith Linden. 

Mr. Fiscupacu. And Mr. Ford? 

Mr. CuapmMan. And Mr. Ford, of course, and we then called for 
the conference and I think this was at the suggestion of the Attorney 
General, for June 10, the next day, and he said, “Let’s get the Board 
members here.” 

Mr. Fiscurnacn. Who said that? 

Mr. Cuapman. The Honorable Tom Clark, Attorney General. He 
said, “Let’s get the Board members in a conference, and we won’t 
have buck passing back and forth,” to use his expression. 

So we went down June 10, the next day, to that conference, and the 
Board members did not attend. They have never sat at a conference 
since then, or I have never been at a conference since then, where they 
would or did attend. 

Mr. Siegel, Mr. Ford, Mr. Angell, Mr. Dusenbery, and I met, and 
that conference, I think, or part of it, has been related by other wit- 
nesses. 

But to get back to the one thing about attorneys’ fees, it seems to 
me that the attorneys for the plaintiffs have demonstrated their effort 
to settle this litigation, first by being coerced into a stipulation that 
the adversary proceedings, that they themselves had started, would be 
handled as these defendants insisted that they be handled by this 
stipulation. | 

Mr. Fiscupacu. By the stipulation of March 22, 1949? 

Mr. CuapMan. That is right, and, second, when dissatisfied with 
the result of their own proceedings and the court’s award did not 
satisfy them, I wonder how many attorneys would see a judgment in 
their favor for $180,000 set aside. I saw that in an effort to settle 
this case. 

I had a judgment, and_I think I could have defended and enforced 
it. for $180,000, and $180,000 of that judgment went aside and $90,000 
of it was paid. 
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The other attorneys likewise in similar proportion. 

How many of the counsel for the defendants would give up, from 
their own personal funds, that sizable amount of money in an effort 
to settle a litigation for the benefit of their clients? 

And we have sat here and been accused as being those who broke 
up the settlement. 

Mr. Fiscupacu. Mr. Siegel, you have heard Mr. Chapman’s state- 
ment and you both have marked vawious portions of the transcript 
of the proceedings, and I would like to have your comment at this 

oint. 
Mr. Siecer. I would be glad to give my comments, and I will make 
them chronologically. 

First, as to the events that preceded the time when the so-called 
stipulation of March 22 came to my attention, I was not aware of 
them, and took no part in them, and cannot comment on them. This 
is hearsay, but I am informed that Mr. Chapman’s recital of the events 
is not accurate in point of fact. It was an understanding, if not a 
term of the negotiations then in progress, that the fees would be 
settled, and as a term of the negotiations and that when Mr. Chapman 
and Mr. Westover filed petitions for attorneys’ fees in the court, that 
Mr. Holmes regarded that action as an action of bad faith; that nego- 
tiations again ensued but on that I have second-hand hearsay and 
will not ask the subcommittee to accept my word as evidence. 

I came into the picture when the stipulation and order was sub- 
mitted for award, pursuant thereto some time, I suppose, after April 
5, because that was the date of the submitted order for the court to 
si 


gn. 
Now, Mr. Chapman has described what transpired at the hearings. 


Those were not, as I recall, before me at the time I concluded that 
the procedure was improper. My objection was based upon the general 
principle, but when I saw in fact, as I did, not long after, a transcript 
of the proceedings, and I now have a copy of them before me, I was 
confirmed in that judgment [indicating]. : 

Two witnesses testified, Hanna and Preston. No one questions their 
qualifications on any ground. Mr. Hanna, even to my knowledge, 
and I was not a resident of California, but even in my.part of the 
country he had a reputation as a very experienced and successful trial 
counsel, and would certainly be eminently qualified to testify as to 
what would be attorneys’ fees. 

But, of course, any testimony of an expert witness must be based 
upon the assumption of the witness. Now, what assumption did Mr. 
Hanna make, or what assumptions? First, he assumed that all of 
the allegations of fact in the petitions filed by the petitioning attor- 
neys were true. He so testified. I quote: 


I have examined them— 
namely a copy of the applications for attorneys’ fees— 


I have examined them carefully, and studied them, and am familiar with the 
facts which they disclose, and I have assumed those statements of fact to be true. 


Now, I could stop right there. 

Mr. Fiscupacu. Then let me ask you 

Mr. Stecet. But I am not going to stop there. I could stop there 
because obviously no petition by counsel, verified or not, can be ac- 
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cepted itself as an unchallengeable statement of fact. I don’t think 
any attorney would assert to the contrary. 

Mr. Fiscupacn. Petition for counsel fees would normally contain 
allegations or recitals of the days on which time was spent, the number 
of hours consumed, the nature of the services performed on those 
particular days, and so forth. 

Mr. Stecer. Yes; and what was accomplished ; and what was accom- 
plished, Mr. Fischbach, that is the point. 

That brings me to my second point. Mr. Hanna based his estimate 
as to the fair value of the services on a percentage of the recovery 
of property. 

First of all, that is basically in error, which we would have chal- 
lenged had it been an adversary proceeding immediately, because 
there never had been, in any correct view, any loss of assets by the 
association at all. 

We may be wrong about this, but in an adversary procedure we 
would have contended, and I think successfully, that the beneficial 
interest in all of the assets of the association remained in the associa- 
tion when the conservator was appointed and he had no more custody 
or possession than the former management, but the interest, legal, 
beneficial, or otherwise of the property of the association continued 
to belong to the association and shareholders. 

This was not a case in which they had recovered a single dollar for 
the association. 

Mr. Fiscusacn. Don’t you think the court had that in mind? 

Mr. Srecen. No; there was no argument made on that point at all. 
All the proceedings in the court before Judge Hall have been on the 
assumption that counsel has recovered property, valuable assets, for 
the association. 

Mr. Fiscusacn. Do you mean to sit there and suggest that Judge 
Hall did not know what the Government’s contention in this litigation 
was, or what the Government’s contentions were? 

Mr. Srece. I don’t know Judge Hall’s contentions, but I do know 
that Mr. Hanna accepted the allegations as true, that a recovery of 
property had been made, and he based his award on the percentage of 
the assets so recovered, and no contest whatsoever was made in that 
hearing on that point. 

Mr. Fiscupacn. Well then 

Mr. Stecen. Now, let me finish, Mr. Fischbach. 

Whatever Judge Hall would have held, and I have no doubt that 
he would have gone along on his prior rulings with Mr. Chapman, 
but it is most questionable in my mind that any appellate court in 
the land would have ever sustained that proposition. 

My next point is this: first, with regard to the shareholders, they 
were not. entitled to recover a dime under all the authorities that we 
are familiar with, until there had been successful litigation. I know 
that Mr. Westover contends to the contrary and it may very well 
be that some day some court in the land will hold opposite, but so 
far as decisions are concerned to date, a shareholder in a derivative 
action is not entitled to a dime until they finally succeed, and there 
had been no final judgment or settlement of the litigation in favor 
of the shareholders. 

Third, so far as counsel for the management, for the association 
itself was concerned, there is no principle that I know of, not a 
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single one, which would allow the association to allow its attorneys’ 
fees to be paid by a court judgment. That would be paid by the 
association itself. 

You must bear in mind that the association had, by court order, 
been returned to the management, the former management, and 
they were perfectly at liberty, subject to any restrictions in law, to 
pay any disbursements they chose to make, subject to supervisory 
regulations that the Board may have. 

Mr. Fiscuzacn. Do you suggest that the Long Beach Federal 
should have paid counsel through direct action or action of their 
directors without application to the court? 

Mr. Steceu. I certainly do, and the Long Beach Association did 
not pay these large sums, because they thought that they could not 
justify them without a court order. 

There is no justification in law, and I challenge you to cite any 
case, in which counsel for a corporation in a nonreceivership case, 
where there may be a liquidation of the court order, where the cor- 
poration has been restored to its management, where there are fees 
allowed pursuant to a court order. 

I challenge you to find me a case. 

Now, in interpleader cases, in cases not involving actions in the 
nature of interpleader, there are times in which attorneys’ fees may 
be allowable to the interpleader but it would not apply to Long Beach, 
and in my opinion it might apply to a service company, but so far as 
the corporation was concerned it had no business applying for fees 
in the court proceeding at all. 

What is more, when the first application was made in September, 
or maybe April 1947, because the judgment was in September 1947, 
Judge Hall himself was very dubious as to whether or not the cor- 
poration, as distinguished from the shareholders, could be allowed 
a ay 


e finally concluded in this non-adversary proceeding that they 


could, but he was very dubious at that time, in April 1947, as to 
whether they could and specifically reserved judgment on it. 
I have never seen a single precedent nelcing that a corporation may 
1 


apply to the court for an order determining how much in the way of 
fees should be paid to its attorney. 

Mr. Fiscupacu. Mr. Siegel, 1 think you have uncovered the heart 
of the situation. 

Mr. Srecet. The main point, quite apart from the court order 

Mr. Fiscupacu. You sit there and suggest that the Long Beach 
Federal should have gone ahead and done the thing that would have 
brought them more closely to disaster than anything ever suggested 
by anybody ? 

Mr. Stecet. No. I suggest as a legal matter, a corporation which 
is in full control of its own management cannot apply to a court to 
determine for it what its fees are, and I don’t believe, however, that 
the management of this association dared take the responsiblity of 
paying the kind of fees that Mr. Chapman asked for. 

He did not ask for it in this petition, but he was likely to demand 
that, if they were dealt with on the basis of a private negotiation be- 
tween client and attorney. 

The point is that even if the court had authority to act in the mat- 
ter, its decision here, the testimony on which it acted is based upon a 





1508 INVESTIGATION OF HOME LOAN BANK BOARD 


principle which I think utterly is indefensible, namely, that the coun- 
sel did recover assets for the association, when in point of fact the 
beneficial interest in those assets always had been in the association. 

Now; one particular illustration 
a Fiscuracn. Like the $8 million that the San Francisco bank 

reld ? 

Mr. Srecrt. I am coming to that one. 

One particular illustration, not the only one that Mr. Hanna relied 
upon, were the assets impounded into court pursuant to the impound 
order which, or by reason of which and pursuant to which, the trust 
deeds, which had been pledged as security to the San Francisco bank, 
were deposited in court and thereafter released and substituted some 
$5,300,000 in bonds and $1 million in cash as security for the San 
Francisco bank note of an unpaid balance of $6,300,000. 

Now, I don’t want to reargue the position I have taken in the court 
of appeals. I will state my position for whatever interest it may have 
to the subcommittee, as indicating what our position was, and not for 
the purpose of asking the subcommittee to judge its merits. But it is 
my position, and I hope the court of appeals will sustain it, it is my po- 
sition that that interpleader, that impound, was a wholly unper- 
missible collateral attack, that the court had no business to allow it, 
but those assets were improperly impounded and should be restored 
to the parties to whom they belong. 

Mr. Fiscnsacu. Why didn’t the Department of Justice, when it 
knew that in 1948, take a position on that? 

Mr. Srecet. I will make my second point, and answer your question 
later, if I might. 

My second point is this, that even if those assets should have been 
delivered in one way or the other to Long Beach, there was no occa- 
sion whatever for a court order. Those assets were, under the San 
Francisco bank’s own regulations, comparable, as I understand it, to 
the regulations of all the district banks in the Home Loan Bank Sys- 
tem, surplus collateral, and they could have been delivered to the Long 
seach on demand, and would have been delivered. 

Now, why weren’t they? Mr. Chapman took the position in court 
that the Los Angeles bank asserted a right to place the funds which 
had been seized from it, into the assets which the San Francisco bank 
had acquired, in exchange for those seized from the Los Angeles bank. 

Mr. Fiscupacn. That is true; isn’t it? 

Mr. Srecet. And as a result they had an interest in this collateral 
and, therefore, the San Francisco bank could not give the Long Beach 
Association clear title. 

In answer to your question whether that is true or not, my position 
is that it plainly is not true, and for the very simple reason that the 
order creating the San Francisco bank is not open to collateral attack, 
it cannot be said that each and every act that the San Francisco bank 
was 

Mr. Fiscusacn. Mr. Siegel, didn’t the court make findings of fact 
at the time of that impound, which sustained the allegations and the 
premise upon which the application was made, and again I ask 
you 
’ Mr. Stecer. I understand that, but I understand that to be in error, 

Mr. Fiscnpacnu. You understand that to be in error? 
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Mr. Siecev. I understand the decision on the point was erroneous, 
not that you are, or that your statement of fact is in error. 

Mr. Fiscnpacu. Let me ask you, to apply one of your own prin- 
ciples that you enunciated last night, where a court has a controversy 
before it, and even makes an error as to the matter and the matter is 
not appealed from and it becomes res judicata, is there any way of 
later collaterally attacking that error? 

Mr. SIEcE. You added a qualification to my statement which I 
don’t think I made, namely, that the order became res judicata. 

That order was an interlocutory and specifically designated by 
Judge Hall as an interim order, hence it was not a final order and could 
be changed at any time, either in Judge Hall’s court or on appeal, 
hence the question of the recovery of those assets, and the impounding 
thereof in Judge Hall’s court, becomes an issue in an adversary case 
so that we would have been at liberty then and there to assert that 
that impound was improper, and that therefore no attorney fees 
should be allowed and should Judge Hall adhere to his prior ruling, 
to raise that question on appeal. 

Now, I did in one point, in another connection, say as regards orders, 
partial orders, which are final, such as the order clearing title to inter- 
veners and the order transferring the association back to its former 
management, those were final but this order was designated as an in- 
terim order. 

Mr. Fiscnsacu. Having been designated as interim by the very 
nature of the order, wasn’t it subject to review under section 205 of the 
Judicial Code? 

Mr. Srecev. If an appeal were taken in time. 

Mr. Fiscupacu. Since it was the type of an order that could be re- 
viewed under section 205 of the Judicial Code and when no appeal was 
taken, did it not then become final ? 

Mr. Stece.. No interlocutory order ever becomes res judicata. Res 
judicata applies only to final judgments. There is no question about 
that, Mr. Fischbach. If you are in doubt about it, we cite the restate- 
ment of judgment on that in our brief and the Supreme Court of very 
recent date has reaflirmed the same principle. There is no dispute that 
res judicata applies only to final judgments. Therefore, an interlocu- 
tory decree is open to reconsideration at any time, and while the law 
of the case may, in the district court, lead that court to decline to re- 
consider its ruling, it would not preclude the appellate court from 
taking a different position on appeal. 

Mr. Fiscupacn. I asked you before why it was, with notice in 1948 
of the fact that the counsel had made an application which required 
the San Francisco bank to turn into the registry of the court some 
$14 million in assets, why the Department of Justice with knowledge 
of that—and I say with knowledge of that because I premise my posi- 
tion on the fact that on March 16 the file shows that Jim Carter ad- 
vised the Department of Justice that an order requiring a deposit by 
the San Francisco bank had been made, that on March 26, 10 days 
later, the Department of Justice acknowledged that notice; on March 
29 Jim Carter gave the Department of Justice a great deal of further 
detail in connection with the matter; on April 12 the Department of 
Justice through Morison acknowledged that and thanks him for the 
information. 
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There never was any opposition. In light of the fact there never 
was any opposition—— 

Mr. Stecet, At that time. 

Mr. Fiscupacu (continuing). At that time, why the controversy at 
a later time. 

Mr. Steceu. I can’t answer for what happened in March 1948. I was 
in no wise connected with the case. I can say, however, that if there 
had been adversary proceedings in March 1949 in which it was ascer- 
tained that an attorney’s fee should be allowed, based upon a percent- 
age of the assets impounded in the bank in March 1948, we most empha- 
tically would have controverted that. 

Now it may very well have been that in March, 1948—I can’t speak 
for those who acted then—that insofar as the mere impound itself was 
concerned, that in view of pending compromise negotiations the 
parties thought it would be cleared up promptly, and it wasn’t a mat- 
ter in which there was any point going to an appeal but no point 
was then raised that by virtue of the impound the counsel for eee 
Beach was going to get 3% percent of the sum of $14 million that was 
impounded. No suggestion of that kind was made. 

As soon as that suggestion was made in March 1949, had there been 
an adversary proceeding and the matter called to my attention, I most 
emphatically would have objected on every ground:open to me, name- 
ly, number 1, that the impound order was improper, and number 2, 
that nothing was recovered for the association because everything 
that was impounded could have been returned to the Long Beach 
Association by an informal demand without court order, and I am 
firmly of the belief, though I do not pretend to be able to state as a 
fact what goes on in Mr. Chapman’s mind, that the reason that court 
orders in all these cases were sought and obtained was that a claim 
for attorneys’ fees could be predicated. 

Now that goes, for example, with respect to the so-called turnback. 
The counsel for the shareholders and for the association demanded 
that that be done by court order. They did not want an administra- 
tive action alone. They wanted it by court order. If they were right 
in their view that no election was required as a condition precedent, 
then the administrative order gave it to them. 

If an election was required as a condition precedent, they could have 
obtained that, according to their claim, because of the overwhelmin 
support of the shareholders in favor of the former management, an 
then they would have gotten the association back not by court order 
but by administrative action, and then the question would have arisen 
how much is counsel entitled to for that result. 

My answer would have been, as a legal proposition, not a solitary 
dime because it was obtained not as a result of the legal efforts of coun- 
se] 7 as a result of an administrative determination of the Board 
itself. 

Mr. Fiscuracn. Mr. Siegel, I have never found anybody who is as 
determined as you appear to have been to substitute your own judg- 
ment for that of other counsel including a United States attorney 
whose qualifications to represent the interests of the United States 
have been primarily resolved by the President of the United States 
and approved by the Senate of the United States, the recommenda- 
tion of a Cabinet member no less than the Attorney General himself, 
and it just seems extraordinary to me that anybody who is a member 
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of the bar would attach as much importance as you appear to attach 
to the basis of an expert witness’s opinion. I would like to ask 
you—— 

Mr. Srecet. May I qualify that. It did not seem extraordinary to 
Mr. Morison or Mr. Ford, who were also confirmed by the President, 
nor by the three Bank Board members who were also confirmed by 
the President, and may I add, whatever Mr. Carter may have thought 
as to our original letter of April 16, he was so shocked at the refusal 
of Mr. Chapman and Mr. Westover to accept the alternative proposal 
of Mr. Ford in California, that he himself stated that while he refused 
to go along with any motion to set aside the stipulation before, he 
would join in it now. 

Mr. Fiscupacn. Mr. Siegel, let me ask you this: Just how much 
experience have you had in connection with the practice of courts gen- 
erally in the allowance of counsel fees ? 

Mr. Srecet. Oh, this is the first case that I know of in which the 
question of allowance of attorneys’ fees had come before me, and the » 
only point that I raised was the desirability or the propriety of deter- 
mining them without adversary proceedings. 

Mr. Fiscusacu. I take it then that you, before you had to deal with 
this situation as presented by the amended order of Judge Hall on 
April 5 and the stipulation of March 22, 1949, never were familiar 
with the quite customary practice that many courts indulge in where 
they won’t even hear expert witnesses on the question of fees. They 
just fix them—— 

Mr. Stecev. They will hear argument in opposition, however, and 
they certainly do not fix them in any practice whatsoever; I will say 
this with confidence, on the basis of my examination since, when I got 
interested in the point, on the basis of assumptions which consist of 
the allegations of a petition. That is certain. 

Mr. Fiscupacn. Don’t you give Judge Hall credit for at least hav- 
ing some degree of familiarity with the contents of the files of this 
case from the time that it was lodged before him until the time that 
there came before him on April 5 the matter of determining a reason- 
able counsel fee for the parties in this litigation ? 

Mr. Siecex. I did not approve of his decision in this particular 
case, in this particular instance, nor in many that he has made in this 
particular case—and many of them are on appeal now—and I do not 
consider that, with all deference to Judge Hall, he was correct either 
in this or many other rulings that he has made in this case. 

Mr. Fiscusacn. Did you conceive that as a result of the stipulation 
of March 22, 1949, the United States Attorney or any other lawyer 
representing the Government could not address himself to the court 
on the question of how much attorneys’ fees should be allowed / 

Mr. Siecev. I conceive that that order embodied in that stipulation 
an understanding that there would be no opposition whatever save 
and except as an award were charged against the assets of the San 
Francisco bank. 

Mr. Fiscupacn. I call attention to the fact that I asked you by my 
previous question whether you conceived that under the stipulation 
of March 22, 1949, Government counsel could not address themselves 
to the court and let their views be known as to the amount of counsel 
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Mr. Srecet, I have answered you. I have said they were precluded 
from making such objections save and unless there was a charge of 
an award to the San Francisco bank. 

Mr. Fiscupacn. And was it your view that by the stipulation of 
March 22, 1949, Government counsel could not get up and say to 
the court in words or substance that in their view, on the evidence 
presented, the amount of counsel fees that the court should allow 
should be $900,000 or $100,000 ? 

Mr. Srecex. I think so, and I would state they were not in any 
position whatsoever to have cross-examined the witnesses who testi- 
fied or to lay any predicate for an argument that the evidence was 
insufficient. 

Mr. Fiscunacn. You laid a predicate for an argument that the 
evidence was insufficient without cross-examination. 

Mr. Srecer. I have merely pointed out the lines we would, have 
taken. First, we would have challenged the accuracy of the assump- 
tions in the petitions which were assumed to be true by the expert 
witnesses. That is the first one. 

Mr. Fiscusacn. I know, but I can’t see anything in the stipulation 
of March 22, 1949, nor in the transcript of the proceedings before the 
court which would have precluded any Government counsel from 
standing up on his hind legs and saying, “Look, Judge Hall, I don’t 
think, or the Government doesn’t think, that the allowance based on the 
testimony that has been given should be more than 50 cents.” 

Mr. Srecet. We disagree about that, Mr. Fischbach. 

Mr. Fiscuzacn. Do you think that such an observation or such an 
argument would have been opposition ? 

Mr. Steceu. I consider it so. In any event, it would have been futile 
without cross-examination of the assumptions. 

Mr. Hoxtrtevp. I have been told that those hearings that were ex- 
tended for about 3 days 

Mr. Stecex. I understand, but the point was 

Mr. Ho.trrecp. Do you mean to tell the subcommittee that—— 

Mr. Stecet. I don’t believe there was any testimony for 3 days, Mr. 
Congressman. I believe that there was a period of time in which they 
considered the stipulation on March 22 and then there was a hearing 
on April 5. There may have been one on April 1. How extendec 
the one on April 1 was I don’t know. 

Mr. Hortrietp. Do you mean to tell me that a request on the part 
of the Government attorney at that time to appear in open court at 
the hearing to protest and to ask for further investigation would not 
have been in order before Judge Hall? 

Mr. Srece.. The stipulation was intended to preclude just that, 
Mr. Congressman. 

Mr. Fiscuracu. Wasn’t the stipulation rather intended to preclude 
opposition as distinguished from what you indicate, Mr. Siegel? 
After all, the counsel and the court were all convened for the purpose 
of arriving at the correct amount of attorneys’ fees. Wasn’t that the 
purpose of the proceeding ? 

Mr. Stecet. That, no doubt, was the purpose of the proceeding, but, 
however, in view of the stipulation it was to be based upon a non- 
adversary proceeding. That is what seemed to me very astounding, 
and, I insist, shocking. 
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Mr. Fiscuspacnu. Do you take the view that unless there were ad- 
versary proceedings the correct amount could not be determined ¢ 

Mr. Steger. Let us make this very clear, Mr. Fischbach. We are 
dealing with an association in which no one shareholder has any con- 
siderable amount of assets. It is perfectly true that a large number 
of them no doubt were associated with the committee for the share- 
holders in taking, filing the complaint that was filed. No shareholder 
as such was represented other than by his own counsel in respect to 
the opposition to his application for fees. 

That would have to be an adversary proceeding—that could be an 
adversary proceeding only if a wholly disinterested party like the 
Board with some supervisory interest, as large as I think it is, as 
small as you think it 1s, with some supervisory interest and the public 
interest in mind would appear and as fully as it could help the court 
in arriving at the truth by cross-examination of all witnesses that 
appeared and introducing such evidence as it had and such argu- 
ments as it had as would bear on the final result. 

That the Board did not do. It didn’t do it, am certain, through its 
counsel because its counsel understood the stipulation to mean that 
it was to sit back and to do nothing, that it was a matter of legal in- 
difference to the Board how much Long Beach assets were charged. 

That its only interest was how much of a charge was made against 
the San Francisco bank assets, and that was all it reserved, and if 
there was any ambiguity in the stipulation, that was all that was 
intended. Of that I am absolutely certain. 

Mr. Fiscupacn. In effect, you are saying that until you came on the 
scene, the Board was just represented by damn fools. 

Mr. Surcet. Oh, I don’t think I said anything of that kind at all, 
Mr. Fischbach. 

Mr. Fiscusacu. Isn’t that the substance, the net of what you are 
saying ? 

Mr. Siecen. No. There is a very complex history in this litigation 
and all sorts of forces being brought to bear on the parties who are 
parties to the litigation, and their motives are of a kind which take 
into account all kinds of things, and you can’t possibly explain what 
they do in one particular context without taking into account the 
entire picture. 

Mr. Fiscusacu. Don’t you think Bill McKenna had his head 
screwed on right ? 

Mr. Sitrcer. Oh, he did indeed, and he wouldn’t sign that stipula- 
tion for his life and never did in point of fact, and wouldn’t allow 
Miss Martin to do so until it was cleared in Washington. 

Mr. Fiscunacu. When it was cleared in Washington, do you sup- 
pose Mr. Heisler had his head screwed on right ? 

Mr. Street. Oh, I suppose he did, but I suppose he had gotten so 
weary of all the political pressures and all the other long, burden- 
some details of the litigation that he was prepared in those circum- 
stances to pay any price to get a settlement at that time. That is all 
T can say. 

I can’t talk for him, but I can say that as soon as I called his atten- 
tion to the fact that, in my opinion, they had gone too far here, he 
went along with that view. 

Mr. Fiscupacu. Do you think that Mr. Heisler’s approval of the 
stipulation of March 22, 1949, was a defect in his judgment ? 
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Mr. Stecet. I don’t think he considered the point that I mentioned 
to him, and I think that was a very serious oversight. 

Mr. Fiscusacn. Did he ever acknowledge that to be the fact? 

Mr. Srecet. He concurred in the views that we expressed when we 
expressed them to him. 

Mr. Fiscusacu. Did he take the position that it was an oversight 
on his part ? 

Mr. Stecet. I can’t recall that he ever used the words. 

Mr. Fiscuzacn. What was his position ? 

Mr. Srecet. He said he would take it up with the Board and the 
Board concurred in the position which the Department of Justice 
took. 

Mr. Fiscupacn. It is a most extraordinary situation, Mr. Siegel. 

Mr. Siecer. The whole case is most extraordinary, Mr. Fischbach. 
[ doubt very much whether you will find that many of the actions up 
to March 1949 were based on a completely objective view merely of 
the merits without regard to the other extraneous interests involved 
in the case. 

For example, this case has never been fought merely in the courts 
at any time. We argue our position in the courts and we find ourselves 
arguing our legal position, not only before the courts, but before the 
subcommittee. 

I don’t question the propriety of the subcommittee’s examining into 
the matter, but the point is that this is not merely a legal case in 
which the people are permitted to make decisions based only on ad- 
ministrative or legal considerations. 

They have any number of other considerations, to be frank about 
it, which play a part in the history of this litigation. Nobody mis- 
understands what I say or fails to understand the importance that 
that has played in the history of this litigation. 

Mr. Hoxrrtevp. Mr. Siegel, it is just because of these many facets 
that the two committees of Congress have seen fit, on what they 
thought were adequate grounds, to look into a most unusual and 
abnormal situation, and a situation, I might add, in which the public 
interest is involved to the score of many millions of dollars and to the 
clouding of title on some 8,000 pieces of property in California. 

The original committee, the Smith Committee, that investigated the 
original seizure by Mr. Fahey at some length, investigated the charges 
against Mr. Gregory at some length and came out with, I might call 
to your attention, unanimous recommendations by all of the members 
on the Democratic side and all the members on the Republican side. 

Those recommendations have not been carried out, and now at the 
request of the majority, we believe, of the industry in California, an- 
other committee has taken this matter under consideration, not on 
the legal merits of the thing, but upon the administrative practices 
which have been carried out and upen which this subcommittee will 
eventually sit in judgment; first, as to why the unanimous recom- 
mendations of the Smith committee were not carried out, and secondly, 
what constructive legislative proposals can be made to prevent such 
a situation from developing in the future. 

I might point out again that if seizures can be made, which have 
been found by a previous congressional committee to be on a capri- 
cious basis, on grounds which seem to have been indicated to that 
committee as being malicious and capricious and with a desire to 
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punish certain individuals and certain institutions and to discommode 
great sections of the citizenry in regard to the safety of their deposits 
and in regard to the title to their properties, if that can occur as it 
has occurred, then evidently it rests upon some ill-advised adminis- 
trative practices or perhaps loopholes in the basic law for which Con- 
gress is responsible, 

We have not yet made our determination, but I agree with you that 
this is an unusual case, and I hope that none of your remarks has 
been aimed as a criticism of Congress taking an interest in a matter 
in which millions of dollars of the peoples’ money are at least, if not 
in jeopardy, in the custody of the court, and it seems to me that if 
the administrative agency of the Goverment in conjunction with their 
legal representatives cannot bring such a matter to a close, that it is 
about time that Congress looks into the matter. 

Mr. Srecer. May I make a remark as a private citizen, Mr. Holi- 
field ? 

Mr. Houirretp. Yes, you may, and I might say this, that this has 
gone on for 5 years and there have been hundreds of thousands of dol- 
lars of somebody’s money spent, and we feel that possibly it will 
eventually come out of the pockets of the reserves which should belong 
to the people, and we see no end in view, regardless of the decision of 
the court of appeals. 

Other appeals may be taken, other litigation may occur on different 
facets of this problem, and if that occurs, we see no end to the litiga- 
tion. It may go on for another 5 or 10 years. There may be another 
million or two dollars spent. 

That is why the Congress is interested in this. It seems that some- 
where along the line this Board and its legal advisers have failed to 
terminate a matter which should be terminated, and by legal maneu- 
verings, very skillful on the part of both the plaintiffs, no doubt, and 
the defendants, that they have lost sight of the public interest. 

They have lost sight of the fact that the people’s interests are in- 
volved here and that justice in its pure form should be administered, 
and it has descended into a game of political maneuvering in which 
the public interest continues to be jeopardized. 

This subcommittee feels perfectly justified in pursuing the reasons 
why this thing happened, not that we can settle the case as a con- 
gressional committee. We realize our inadequacy to settle it, but cer- 
tainly we can look-at what has happened and prepare protective legis- 
lation for the citizenry so it may not happen again. 

Mr. Sircet. As it happens, Mr. Congressman, I have no further per- 
sonal connection with this case whatever, no interest whatever in 
how it comes out, excepting as anybody who has once had a connec- 
tion with a case is interested how it comes out and, as every human 
being is interested, in vindicating his own position at sometime or an- 
other, but I have no interest of any more direct sort than that. 

Mr. Hortrterp. We understand that you were on retainer. 

Mr. Strcer.. No; I am not now. 

Mr. Fiscusacnu. He is no longer. 

Mr. Sreerv. And I have no financial or other interests. Iam not 
consulted in negotiations and I have no interest other than the one 
1 have by reason of the fact that I was once involved in the case, and 
I have the same interest in this as I have in any other important busi- 
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ness that I had charge of in the Department of Justice and is as yet 
uncompleted, so I think, in a measure, I am in a position to give you 
an outsider’s reaction to the history of thts litigation. 

It commenced in June 1946 as a result of an order entered in March 
or May of 1946, and a hearing was held by a congressional committee 
in June 1946. I don’t want for a moment to take exception to the 
propriety of a congressional investigation, not for a moment. 

I think congressional investigations are a very important agency 
for ascertaining the truth, but we always have to bear in mind the 
fact the important citizens and powerful constituents expect—all| 
constituents expect that their Congressmen will represent their 
interests. 

If I have a matter of any consequence in Minneapolis and it affects 
Washington matters, I expect, rightly or wrongly—it may be contrary 
to the ultimate correct political principle—but as a practical fact I 
expect my Congressman to go to bat for me. Now, he is not a repre- 
sentative of the people. He is a representative of the constituents in 
practical American politics, in actual fact. 

Mr. Fiscueacu. In that respect I might call to attention, as former 
counsel to the Smith committee, that not a single member of the Smith 
committee had any constituent who was concerned in any aspect of the 
situation that was presented to them. 

Mr. Smecet. Excepting, Mr. Fischbach, that the industry was con- 
siderably interested and concerned with the procedure there used 
without regard to the particular facts involved, namely, they were 
concerned with the question of whether or not a conservator could be 
appointed in advance of a hearing. I don’t know that this was the 
first time. It was certainly 

Mr. Hotirrerp. Wasn’t that a legitimate concern ? 

Mr. Srecex. I can appreciate that, but what I mean is that that 
question was not and could not have been examined with a disinter- 
ested impartiality that a court would examine it. That is humanly 
impossible in any congressional inquiry, from my point of view, 
because the Congressmen inevitably will do their best to reach their 
judgment on practical affairs, but they are bound to consider the views 
of the important people in industry who are affected, and in this 
particular case when you are dealing with mutuals you are dealing, on 
the one hand, with managers of the mutuals and you are dealing with 
little shareholders who are unorganized and haven’t got much of a 
say. so that there was a very powerful representation of protest against 
the procedure that was used here on behalf of the industry, and 
nothing of an organized, say, with respect to the views of small 
individual shareholders, because they are unorganized. 

Secondly, the only facts the committee could have before it at the 
time it did act were the facts 

Mr. Hoxtriztp. Before you proceed to the second point, I would 
like to reply to the first. The statement that you have made is. 
whether you mean it to be or not, a reflection upon the integrity of 
every member of the Smith committee. 

Mr. Sreari. It was not so intended, Mr. Holifield. 

Mr. Houirterp. I will not accept it as a reflection on this subeom- 
mittee. 

Mr. Srecei. It was not so intended on any committee. 
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Mr. Houtriexp. I feel it was a reflection upon the integrity and 
objectivity of every member of the Smith committee, and many of 
the men on the Smith committee were, from the standpoint of political 
philosophy, exactly opposite to mine, but I believe that I have this 
much confidence in the American system of government: that when 
you get a committee together of men from all over the United States 
and they are considering any proposition that is before them, and 
when men on both sides of the aisle come out with a unanimous recom- 
mendation, I have this confidence in the American system of govern- 
ment, that those men have called the turn the way they saw it. 

Mr. Stecex. I have no doubt of that, Mr. Congressman. 

Mr. Houirrevp. And I certainly do not believe that they called it 
as a result of the organized pressure from managers of building and 
loan associations, and I can say for your benefit, sir, that organized 
opposition to this hearing has been much more in evidence than organ- 
ized pressure for the hearing; that there has been a concerted attempt 
to prevent this congressional subcommittee from having this hearing 
and pressure has come from many quarters. 

Mr. Stxcet. Not from me, Mr. Congressman. 

Mr. Houtrrevp. No; not from you, but if the members of this sub- 
committee looked upon this from the standpoint of a political poularity 
contest we would have long ago given up the arduous hours we have 
put in in trying to get the facts of this thing for the purpose of making 
constructive legislative proposals for the benefit, not of the managers 
of building and loan associations but of the 7,000,000 shareholders in 
these associations and their protection and security to their savings 
in the future. 

Mr. Srece.. I am making no reflection upon any Congressman, Mr. 
Holifield, but I am stating that, in a situation where there is a very 
powerful organized representation of the industry and no like repre- 
sentation of the shareholders, it is inevitable that the views of those 
organized groups should be more vocally brought to the attention of 
the group, of the congressional committee, than the other. 

Mr. Houirietp. When we have our congressional hearings, we have 
as yet failed to cut off any witness. We have given every witness, even 
you, sir, who, I might say, happens to be the most voluminous witness 
that we have ever had before this subcommittee—the extensiveness of 
your remarks and the rapidity of your speech is a thing to be remarked 
upon as being out of the ordinary, and yet we, I think, have given 
you full rein to say what you would like to say, and we have not yet 
excluded any witness that has asked for an appearance before us, and 
we have even gone to the trouble of subpenaing some who did not want 
to appear. 

Mr. Strece.. I certainly won’t controvert the statement as to my 
opportunity to make my remarks, but let me go on beyond the Smith 
committee hearing. That was held in June 1946, and there was a very 
extensive investigation by the Board thereafter, and none of those 
facts were before the Smith committee when it held its investigation 
in June 1946. 

Mr. Howirrenrp. Now are you speaking of the facts of the adminis- 
trative acts or the charges ? 

Mr. Stece.. No; I am speaking of the investigation made and the 
so-called Strecker report, the results of the investigation in the 
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Strecker report and also there have been subsequent investigations in 
other matters which are not before the subcommittee. 

Mr. Hottriretp. They had adequate evidence before them of the 
administrative acts and the manner in which they were carried out, 
certainly. 

Mr. Srecer. As to that, Mr. Congressman, the only point was 
whether or not they had probable cause to appoint a conservator as 
a condition of a hearing. There never was any final determination by 
the Home Loan Bank Board. 5 

The narrow question—and that is the only way a lawyer can look 
upon the question—was not whether or not a conservator should be 
continued indefinitely in office, but whether or not there were suffi- 
cient grounds to appoint a temporary conservator pending full 
hearing. 

Now they did appoint a conservator. They continued an investiga- 
tion and a full investigation, though they did not have a hearing be- 
cause that was first enjoined, and the results are contained in the 
Strecker report. Those have never been passed upon either in ad- 
ministrative hearing, or in a judicial hearing. 

Mr. Fiscupacu. I think you are mistaken, Mr. Siegel, because as 
counsel to the Smith committee I very distinctly recall that the charges 
that are contained in the Strecker report were probably 98 percent 
in substance before the Smith committee. 

Mr. Smcex. That is not my recollection, because they were all a 
result of the investigation that followed the committee report. 

Mr. Fiscnpacu. We have recently had Mr. Wyman’s separate treat- 
ment of that, and I have carefully compared it with the more definite 
statement. The detail contained in the Strecker report was consider- 
ably more voluminous, as it naturally would be. The substance of 
those charges was before the Smith committee. I might also call at- 
tention to the fact that in February of 1948 when Mr. Divers had 
occasion to write a letter to Senator Taft, he said in his letter: 

On December 20, 1947, no appointments were made to the Home Loan Bank 
Board. Shortly thereafter the Board carefully considered this entire matter 


which has been in the courts for almost 2 years and concluded that it was in the 
publie interest to effect an expeditious return of this association— 


referring to the Long Beach association— 
to its shareholders and adopted a resolution to that end. 
And further Mr. Divers said: 


In acting on this matter the Board gave consideration to the unanimous report 
of the committee of the House of Representatives which considered this matter 
at a public hearing and unanimously recommended as follows. 

Then he quotes one of the recommendations of the Smith committee 
report to revoke the order appointing a conservator for the Federal 
Savings and Loan Association. So, I rather think that the evidence 
before this subcommittee indicates that, notwithstanding the Strecker 
report and notwithstanding the detail contained in the Strecker report, 
Mr. Divers had all of that very well in mind when in January of 1948 
order No. 388 was made by the Board. 

Mr. Srece.. I doubt that, Mr. Fischbach, unless you assert that Mr. 
Divers was prepared to order a turn-back regardless of what the facts 
were that/had been introduced with regard to the association, because 
of the wishes of the committee, or that the congressional committee 
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was aaerene of ordering a turn-back regardless of what facts were 
roduced. 

. For example, I do not know that there ever was—I don’t know if 
this is even contained in the Strecker report—there never was any 
discussion in the Smith committee’s hearing, so far as I know, or any 
determination by any court order, administrative body, or a commit- 
tee as to the truth of the charge that one of the large borrowers of 
the association gave Mr. Gregory a home in consideration for loans 
made to him, a charge which is most serious if true, and so far as I 
know has never been resolved in any tribunal, not even by this subcom- 
mittee; and I am not prepared to say that, so far as I know, the Board 
has resolved that and determined that either the charge is untrue or 
that, if true, they would regardless entrust the management of the 
Long Beach association to Mr. Gregory. 

Mr. Fiscusacu. From point of fact, I think the subcommittee record 
here reflects evidence, as did the Smith committee record, contain- 
ing a sworn denial of that on the basis upon which the transaction 
reputed to Mr. Gregory was explained. 

r. Stecet. That may be, but there is the sworn statement of the 
borrower that that was a fact. 

Mr. Fiscupacn. You have the sworn statement on the one hana 
asserting the incident; you have a sworn explanation on the other 
hand which refutes that. 

Mr. Houtrretp. May I say this: that it is not the province of this 
subcommittee to look into the charges against Mr. Gregory or to sit 
in judgment on the merits of that type of thing. 

It is our job to see what the administraive procedure has been and 
how you have followed the intent of Congress in protecting the share- 
holders under the basic insurance act, and so forth, and we assume 
that sooner or later this will get to the courts and be tried on its 
=? and that those things can all be decided one way or the 
other. 

Mr. Srecet. That statement clarifies the situation enormously for 
me, because as a private citizen I am very gratified to know that the 
subcommittee does not intend to take to itself a determination of 
the truth or falsity of any of the charges that have been made against 
Mr. Gregory or that they or any member of them will insist that the 
Board enter into a compromise absolving Mr. Gregory of any of 
those charges. 

Mr. Horirterp. I assure you that your understanding is correct, 
in that this subcommittee will not try to settle this case by advocacy 
of any particular type of compromise. 

There may be a general recommendation that in the public interest 
this complete matter, both in the courts and from the administrative 
standpoint and from the judicial standpoint, should be settled, but 
we will certainly not try to outline how it shall be settled. 

Mr. Srrcet. And I take it from what you state—I am very grati- 
fied to hear that—that you would not undertake to recommend that 
the case be settled in such a way as to absolve anyone of any charges 
without an investigation and determination by the appropriate ad- 
ministrative or judicial tribunal of their truth. 

Mr. Fiscupacn. I am really extraordinarily interested by the way 
the ball has been bounced around the horizon, Mr. Siegel. It seems 
to me that there was evidence that both you and Mr. Ford were per- 
fectly willing for this controversy to be settled notwithstanding the 
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existence of the charges, not only you and Mr. Ford but also the 
Jnited States attorney and the Home Loan Bank Board. I do not 

suppose you can add anything to the record on that, but—— 
r. Srecet. My position has been stated on that, Mr. Fischbach. 

Mr. Fiscupacu. It does seem rather extraordinary that, with these 
very grave charges that have been indicated from time to time, ap- 
parently there was a complete disposition on the part of all parties 
concerned to resolve the matter, you might say, almost as part of 
an consideration for the withdrawal by Long Beach of certain of their 
claims. 

Mr. Srecen. I think I would be inclined to agree with your state- 
ment, Mr. Fischbach. I do regard that as most extraordinary. 

Mr. Fiscnpacnu. And that is something, I was interested to note, 
about which you expressed no reaction or shock or scandal. 

Mr. Stecet. On that point at that time, Mr. Fischbach, I had just 
come into the case, and I had assumed that an adequate determina- 
tion as to a basis of a proper settlement had been made and I had 
only one point in mind, and as I explained to you, no sooner did I 
go back to Los Angeles than, pursuant to my good faith, undertak- 
ing to continue these negotiations, I immediately contacted the Board 
to see on what terms they would be prepared to settle, and as confir- 
mation of that I want the record to show—I think you read it into the 
record—there was a telephone call from Mr. Carter—I didn’t recall 
it—in which he called me and called the members of the Board to 
discuss the terms on which we were willing to settle. 

Now, I am not prepared to say that we would have agreed to all 
those, but that memorandum shows that those were subjects which we 
were willing and ready to discuss and we were only waiting for a 
statement in writing, a statement of principle, to proceed with nego- 
tiations, but we had to wait 4 months to get it, and then we got a peti- 
tion for compromise for judgment. 

Mr. Fiscunacn. Pardon me. At that point that was all in spite 
of the allegation that in some way Tom Gregory had acquired unto 
himself a house through some devious, smelly, stinking, dirty tactics. 

Mr. Srecen. But you won't find in that reported conversation any 
reference to a release of the plaintiffs, and the reason is, as I explained 
to you yesterday when I testified, I took up with the Board whether 
they were prepared to abandon those charges without a hearing and 
mentioned these matters, and no decision was reached on that. That 
is the only reason. 

Obviously, any conscientious public servant, as you indicated in 
your statement, as I think Congressman Holifield implied, would be 
guilty of a serious breach of his public responsibilities if, believing 
those charges to be true or having substantial evidence to support 
them, he failed to investigate and resolve that they were unfounded 
before he entered into such statement. 

Your statement was to that effect—and I imply Congress Holi- 
field agreed—and I concur with you 100 percent on that. 

Mr. Hortrtretp. We will excuse you, Mr. Siegel. Thank you for 
your second appearance here this afternoon. We hope it will not be 
necessary to call you back again. 

Mr. Stece.. I think I am going to go home now. 

Mr. Howirrecp. The meeting is adjourned. 

(Whereupon, at 3:55 p.m., the hearing was adjourned.) 
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MONDAY, JULY 30, 1951 






Z House or RepresenvTatives, 
b! CoMMITTEE ON EXPENDITURES IN THE 
F Executive DepaRTMENTS, SPECIAL SUBCOMMITTEE 


INVESTIGATING THE Home LOan Banx Boarp, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 429, Old House Office Building, Hon. Chet Holifield (chairman 
of the subcommittee) presiding. 

Present : Representative Holifield. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk . 

Mr. Houtrrerp. The subcommittee will be in order. 

Mr. Fiscupacu. We will first hear from Mr. Heisler. 


4 FURTHER TESTIMONY OF KENNETH G. HEISLER, GENERAL 
COUNSEL, HOME LOAN BANK BOARD 


Mr. Fiscusacu. Mr. Heisler, since your last appearance before the 
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a subcommittee we heard the testimony of Mr. Siegel, the counsel who 
| for much of 1949 was in charge of this litigation for the Department 





of Justice, and during the course of his testimony reference was made 
to a stipulation signed by Jim Carter as United States attorney and 
by Arline Martin, in his behalf, in March of 1949. 

Reference was made also to the fact that on April 5, 1949, the court 
had made allowances of some $540,000 for the fees of various counsel 
in contemplated settlement of the litigation, I believe, in pursuance 
of the Portland agreement. 

I am merely stating these things to orient you for the question that 

q I am about to put to you. 

d Reference was also made by Mr. Siegel to the fact that when he saw 

the stipulation—and I believe it was indicated that he saw it on or 
about the first week of April of 1949—that he experienced what he 
termed great shock at the scandal implicit in the matter. 

He also referred to the fact that he thereupon communicated with 
you and others in the Home Loan Bank Board. 

With that as a background, and merely paraphrasing of certain 
portions of Mr. Siegel’s testimony and solely for the purpose of orient- 
ing you, I would like to put this question to you: 

Do you, Mr. Heisler, recall the occasion when, following the making 
of the stipulation of March 22, 1949, by the United States attorney 
in Los Angeles, Mr. Siegel communicated with you in reference to it? 

Mr. Herster. No; | have no recollection on that point. 
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Mr. Fiscupacn. Do you recall that prior to the time that this stipu- 
lation of March 1949 was made by the United States attorney in Los 
Angeles, the making of the stipulation had been cleared with the 
Washington office of your Board, possibly yourself, and possibly 
members of the Board ¢ 

Mr. Heister. My recollection on that is that the Board was very 
sincere in feeling that if the matter could be settled that would be 
the best way out of the matter, in the public interest. 

Mr. Fiscusacn. Are you referring to the settlement as being the 
best way out of the matter in the publie interest ? 

Mr. Heister. Just the settlement, generally—just the settlement, 
to get rid of it. 

Mr. Fiscnpacu. As part of that settlement, was it contemplated 
that these charges against Gregory and the management generally 
of Long Beach Federal were to be washed out? 

Mr. Hester. I do not recall that that was considered at that time, 
one way or the other. 

Mr. Fiscupacn. That was left open, as far as you recall? 

Mr. Hetster. So far as I recall. 

Then going on, in answer to your question, the Board went alo 
with a proposal that Holmes would be elected president of the San 
Francisco bank for the purpose of settling this matter, and 

Mr. Fiscnpacn. Let me call attention to the fact, Mr. Heisler, that 
the Board went along with the proposal that Holmes be elected presi- 
dent of the San Francisco bank for the purpose of settlement, but 
that action was taken, I believe, in 1948, and prior to the March 1949 
stipulation. 

Mr. Hetster. Yes, that is correct. 

Mr. Fiscupacu. So I see you are picking up your story earlier than 
March of 1949, but go right ahead and do so. 

Mr. Hetster. For this reason: that to the best of my recollection 
and except for a—well, I believe Mr. Adams was out there, but I 
would not even want to accept that—I do not believe that the Board 
took any great—participated to any great extent in the method that 
the settlement was being accomplished, was not familiar with the 
details in any way—so when we come to a clearance of that by the 
Board I think that any Board clearance was a very general one. 

Mr. Fiscupacn. All right. 

Mr. Hetster. Relying on counsel in Los Angeles to take care of 
the details, except that right at the end there may have been some 
clearance of some specific language, but there again I think the 
Board’s participation was very general, just a general clearance. It 
had no familiarity with it. 

So I would say there was only a general clearance by the Board. 

Mr. Fiscnmacn. Mr. McKenna was out there on the scene in March 
of 1949, was he not? 

Mr. Hetster. That is right. 

Mr. Fiscrmacn. He had been sent out there especially for the pur- 
pose of assisting Mr. Holmes in bringing about settlement of this 
matter? 

Mr. Hetster. I believe that is right. I do not recollect at the mo- 
ment, but I believe that is right. 

Mr. Fiscneracnu. I trust I am not in error in stating this, and I am 
going to call upon Mr. McKenna for verification of the general accu- 











oo a lhe se 


~~ oa Ooh 


a tai sac hecaiiie ie 








INVESTIGATION OF HOME LOAN BANK BOARD 1523 


racy of this statement which I am making for the purpose of en- 
deavoring to orient you further in the matter—I believe Mr. McKenna 
testified that he had been sent out specifically for the purpose of doing 
everything that he possibly could to be of assistance to Mr. Holmes 
in bringing about a settlement of the entire controversy, and that 
when the matter of the stipulation of March 1949 came up, the subject 
was fully considered by him and that he prevailed upon the United 
States attorney’s office to refrain from signing the stipulation until 
he had had the matter cleared in Washintgon. 

Is that correct generally, Mr. McKenna? 

Mr. McKenna. I think it is generally correct, but I would rather 
state it in my own words. 

Mr. Fiscupacnu. I do not want to have you consider yourself bound 
by my paraphrasing of this. I am merely trying to orient the matter 
in Mr. Heisler’s mind. 

Mr. McKenna. I think this would be helpful in that respect. Mr. 
Holmes asked, as I recall it, for a change in the original plans. He 
wanted to conduct these negotiations himself and then afterward 
clear the finished product of the agreement with the Board. 

Mr. Fiscusacu. Yes. And you even indicated the other day, if my 
recollection serves me, that you agreed with Mr. Holmes on the word- 
ing and phraseology of the particular telegraphic communication in 
respect to the matter, and you agreed not, to have any independent 
communication with the Board in connection with that. 

Mr. McKenna. That is true. Even when Mr. Holmes asked that 
I be sent out to help him, which was very late in those proceedings, 
he even then, as I recall it, made it very clear that I was only there 
to help him, that he did not want any interference in his negotiations, 
but only help. And that, as I recall, is what he emphasized to me after 
Thad, with some difficulty, persuaded Miss Martin not to go along with 
the stipulations until we forwarded the terms. 

After that difficulty with Miss Martin, then Mr. Holmes made it 
clear that I was thére to help. I compromised by agreeing not to make 
any recommendation one way or the other, that he and I would simply 
send a telegram of what the differences were between the original 
stipulation, with the safeguards that I had put in there, and the 
second stipulation, the one that was finally—and that is all we sent on. 

I did not comment in any way on what those changes were, of course, 
they were technical changes. 

Mr. Fiscupacn. Reference was made also to the fact that the stipu- 
lation was not signed by the United States attorney until it had been 
cleared in Washington, and we understood that reference to the phrase 
“cleared in Washington” meant that it had been cleared with the Board 
and not with the Department of Justice. 

Mr. McKenna. What it would originally mean, I do not know, 
because it was up to Miss Martin to get such clearance as she thought 
was necessary from the Department of Justice angle; in other words, 
we would assume when she signed that her signature was that of the 
Department of Justice, and it was not up to us to make any further 
clearance of that. 

I did feel that she and I that night had no authority to make those 
changes, which was perfectly obvious. Neither of us had cleared with 
anybody because we had not been in communication with anybody 
that night. It was just perfectly clear to me that was the sort of thing 
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that neither she nor I could enter into without some clearance. How- 
ever, I grant you that I was not entering into it. I was only there in 
an advisory capacity to Mr. Holmes. And he had some justification 
when he said that I was going out of my field, that I was going out of 
my assignment, to so advise Miss Martin, that I had no business 
projecting myself in that and it was solely his business, 

Mr. Fiscupacn. All right. 

At all events, it appeared from the testimony that this stipulation 
was cleared with Washington, and it also appeared that it was cleared 
with the Board. In the light of that, can you recall, Mr. Heisler, 
whether you were consulted in connection with the stipulation of 
March 22, 1949, or in connection with the communication, that is, the 
telegraphic communication that Mr. McKenna and Mr. Holmes 
jointly sent to the Board in relation thereto? 

Mr. Heiser. My best recollection is that that telegram came to me, 
and I communicated it on to the Board with my interpretation of its 
contents. I think it was a very technical telegram and one we did not 
know quite the meaning of, and the Board, after considering it, cleared 
it generally. 

Mr. Fiscupacu. Very well. 

After the general clearance of that stipulation you indicated just a 
few moments ago that you do not recall any conference with Mr. 
Siegel, when Mr. Siegel virtually exploded, if I may use that term, 
in relation to the stipulation of Mr. Carter. 

Mr. Hetster. No; I do not now recall any such conference. 

Mr. Fiscupacu. And were you consulted at all in connection with 
any great administrative principle that in Mr. Siegel’s view had been 
implicit in the stipulation of March of 1949, and any great admin- 
bier iy principle in connection with which the Board had turned its 

ack 

Mr. Hetster. I do not recall any consultation on that point. 

Mr. Fiscupacu. Very well. 

It appeared that after Mr. Siegel’s reaction to which reference was 
made and after calling attention to this administrative principle, that 
the Board authorized Mr. Siegel and Mr. Peyton Ford to address a 
communication to Mr. Carter, in which it was suggested that Mr. 
Carter, in turn, write a certain letter, which I believe is dated April 
18 or April 28, 1949, in which it was stated that the Board would 
flatly refuse to have anything further to do with any compromise 
of the litigation unless it were conducted along certain principles 
enumerated in Judge Carter’s letter. 

Do you recall that letter? 

Mr. Hetster. I know there was such sent. I believe there was such 
sent. I do not recall it. 

Mr. Fiscupacn. Were you consulted in connection with the sending 
of that letter? 

Mr. Hester. I do not believe I was. Now, I could be wrong, but 
I do not believe I was. 

Mr. Fiscuracn. It might be helpful, Mr. Heisler, in pinning that 
proposition down in our record, if I were to place before you a copy 
of the letter and see if it refreshes your recollection in connection with 
whether you were consulted thereon. 

Mr. Hester. I think Mr. McKenna would know better whether 
I was consulted. Do you know whether I was consulted on that letter? 
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Mr. McKenna. I do not recall any consultation with Mr. Heisler. 
I do recall telephone conversations on it. Iam not even sure that you 
were in town at the time that issue came up, that day or so. I have 
a recollection of my dealing with the Board or talking with the Board 
on some of those subjects at the time, which very rarely I would do, 
and do only when Mr. Heisler is out of town. 

Mr. Fiscneacn. Do you think it would help if I place that letter 
before you ? 

Mr. Hetster. It might. 

Mr. Fiscuszacn. Volume 14, page 6551, of the printed record on 
appeal. It is a letter dated April 16, 1949, written by Mr. Carter 
to all counsel in litigation. 

Mr. Hetster. I am sure I had nothing to do with that letter. I 
thought it was a letter from the Board members that you were in- 
quiring about. 

Mr. Fiscrdcu. In your view, Mr. Heisler, as counsel for the Board, 
the stipulation of March 1949, made by Mr. Carter and Arline Martin, 
with Mr. McKenna on the scene, contained terms which were shocking 
to the conscience ¢ 

Mr. Hetsuer. I believe it was the view of the Board that it had 
been advised by all counsel associated with it, including myself, that 
in opinion of counsel the litigation would not result in any unfavorable 
judgment to the Board. Under those circumstances the Board felt 
that it was rather crawling out on a limb to make any settlement in- 
volving monetary payments which would not be commensurate with 
such an opinion of counsel. That consideration was before the Board, 
but other than that I do not recall that the Board took any position. 

Mr. Fiscurnacu. With respect to the stipulation made by Mr. Car- 
ter, which appears in volume 13 at page 6381, et sequitur, was there 
anything in the stipulation which was shocking to the conscience either 
of yourself, as counsel, or to any member of the Board ¢ 

Mr. Hetster. I would doubt—I could be wrong on this—that either 
myself or the Board were sufficiently familiar with this stipulation 
io form any opinion on it. It was being left entirely to the Depart- 
ment of Justice and the counsel in Los Angeles. 

Mr. Fiscusacu. When you became aware of the fact that the letter 
of April 16, 1949, was written by Mr. Carter at the request and pur- 
suant to the direction of the Department of Justice, did you become 
aware of the fact that it had been represented to the Board that there 
was something so shocking to the conscience in the stipulation of 
March of 1949 that the communication forwarded to Mr. Carter was 
sent ? 

Mr. Hetster. I do not know that the Board was aware of Mr. Car- 
ter’s letter. 

Mr. Fiscueacn. All right. 

After the stipulation of March of 1949 had been made and prior to 
the time that Mr. Carter’s letter of April 16, 1949, was written, was 
your attention called to any great administrative principle which re- 
quired the letter of April 16, 1949, to be written, and was your atten- 
tion called to anything contained in the stipulation of March of 1949 
which was an abdication by the Board of any statutory duty or func- 
tion that resided in the Board ? 

Mr. Hetster. My recollection—I recall nothing except what might 
have transpired at a meeting in the Department of Justice about that 
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time. I believe it was in Mr. Morison’s office, and I do not now recall 
what points were made, but my recollection is that unless that point 
was made at that meeting it was not called to my attention. 

Mr. Fiscupacn. If any great principle of administrative responsi- 
bility implicit in the stipulation had been called to your attention ai 
that meeting, and if it were contended that the Board had by the 
stipulation waived a statutory duty and had turned its back on its 
statutory obligations, if those points had been made, Mr. Heisler, at 
that meeting would you recall them! 

Mr. Hetster. If 1 told you what I recall there I would have to be 
guessing, and it would be my guess that that was raised. 

a SSOMBACE. What position did you take, if those points were 
raised ! 

Mr. Herster. I believe the Board acquiesced in the position of the 
Department of Justice. 

Mr. Fiscupacn. What position did you take as its counsel ? 

Mr. Hester. I do not recall having given my views at all one way 
or the other. 

Mr. Fiscueacu. I call attention, Mr. Heisler, to the fact that these 
points relate to what the Board’s statutory function was and to what 
the Board’s position was in relation to the discharge of its statutory 
duties, and ask you whether in the light of that you did or did not 
take any position in the matter ? 

Mr. Heister. At that time I would say I took no position. Earlier, 
I have a recollection that when the first question of settlement was 
considered, a conversation, or a memorandum was sent to the Depart- 
ment of Justice, outlining the proposed settlement and asking for 


the Department of Justice to give its opinions, since it was a determin- 


ation that had to be made by the Department of Justice. 

Mr. Fiscupacn. This memorandum had to do with the Holmes 
proposal and the Portland settlement ? 

Mr. Hetsuer. I believe an earlier settlement proposal. So I assume 
that it was my position then that it was a matter for the Department 
of Justice, and I believe that was the position that the Board took. 
And it was a question for the Department of Justice to determine. 
And if it determined that it was the Board’s—it would be improper 
for the Board to enter into the stipulation—why, the Board would 
feel bound by it. 

Mr. Fiscupacu. It was suggested during the course of Mr. Siegel’s 
testimony, I believe, that it was the view of the Board that Long Beach 
Federal should not have gone into court and sought to have the court 
determine the amount of counsel fees it should pay. Did the Board 
ever take that position ? 

Mr. Heister. I do not know that the Board considered that par- 
ticular point. My recollection is that the Board had in mind a set- 
tlement that each of the parties would take care of their own attor- 
neys’ fees. I donot know whether you are addressing the question to 
whether the Long Beach should go in before the settlement, or after. 
If that is the question, I do not believe the Board took any action, 
although they rather felt that attorneys’ fees should be paid as a 
part of the over-all settlement and not before the settlement. 

Mr. Fiscupacu. Has the Board ever taken the position that Long 
Beach Federal should not submit to the court the question of how much 
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counsel fees it should pay, but rather that it should make that decision 
itself ¢ 

tr. Hester. I do not believe the Board ever took that position. I 
believe the Board’s thinking was that that was a matter for the De- 
partment of Justice to determine. 

Mr. Fiscrzacu. Is it the position of the Board today that Long 
Beach Federal should determine the amount of counsel fees it pays 
rather than have the court determine that? 

Mr. Hetster. Your question may involve a broad question of policy 
as to whether the Board would, as a matter of policy, go into the 
amount of attorneys’ fees, and I believe I testified a few days earlier 
that so far as I knew there was no Board policy on that one way or 
the other. é 

Mr. Fiscupacn. In a memorandum which was dated, I believe, at 
or about the time that order No. 2015 was made, reference was made 
in the memorandum to certain offensive actions, and I believe the 
question was put as to whether the Board should take any other of- 
fensive actions. Do you recall that memorandum ¢ 

Mr. Hester. I believe you showed me a few days ago, when I was 
testifying, a memo that I believe I had written to Mr. McKenna. That 
is the one you refer to? 

Mr. Fiscupacu. That is correct. 

Mr. Hetster. I then testified that, I believe I testified that, I did 
not recall any other considerations. Was that the language? 

Mr. Fiscusacu. So long as you have the memorandum in mind, 
Mr. Heisler, I would like to ask you to reconcile that memorandum 
with the testimony you gave here as to. what your general policy was. 
As I recall your testimony on that score, you said that it was not your 
general policy—rather, I believe you said it was your policy affirma- 
tively not to go out and start any new fires. 

Mr. Hester. That was my personal belief, I believe. I should put 
it that way, because the responsibility would be on the Department 
of Justice as to the conduct of the litigation, whether separate suits 
snould be instituted. 

Mr. Fiscusacn. In the light of the memorandum which you wrote 
relating to offensive actions, and in the light of the testimony you 
have given us as to what your policy as counsel for the Board was, I 
would appreciate it if you would give me your reconciliation of your 
policy and that memorandum. 

Mr. Herstrr. I would not say that was a policy, but a personal 
view. But then following through and answering your question, as 
I believe I stated before, the question had come on to me whether 
there could be any other actions commenced or whether it would be 
desirable, I presume, and I transmitted that on to Mr. McKenne. 
And I did not want in any way to influence any decision that might 
Fs — by the Department of Justice. I would be very hesitant to 

o that. 

Mr. Fiscupacu. Mr. Heisler, you indicate that it was not so much 
a matter of policy for you not to go out and start other fires, but 
rather it was a personal view. In the light of that I would like 
to inquire whether you had conveyed that view to the members of 
the Board whom you were charged with the duty of advising? 

Mr. Herster. I do not recollect. I probably did in conversations, 
but I do not recollect having done so. 





1528 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Fiscuzacu. Did you have that view which you express of not 
starting any additional fires and the Board have a contrary view, or 
was the question of starting additional fires a matter which was left 
entirely to the Department of Justice? 

_ Mr. ‘Heister. I would say that the Board was primarily interested 

in seeing that everything possible was being done to carry out its 

legal duty, and it was a bit apprehensive that perhaps everything was 

not being done to carry out its supervisory function, or perhaps to 

a obligations owing to it, and you have that viewpoint of the 
oard, 

On the other hand, I wanted to see the litigation terminated as 
quickly as possible and without starting new issues, but to get rid 
of the litigation as speedily as possible and the issues that had been 
presented and raised. 

Mr. Fiscusacu. Mr. Heisler, in adopting order No. 2015, was the 
Board generally concerned with collecting the insurance premiums?/ 

Mr. Heister. I would say that it was very genuinely concerned— 
Was that your question ? 

Mr. Fiscusacu. In the light of that, why did you not recommend 
to the Board that the Insurance Corporation bring suit against Long 
Beach Federal for the premiums? 

Mr. Hetster. I never thought for a minute but what the suit would 
be immediately enjoined by Judge Hall. 

Mr. Fiscupacnu. That is the conclusion you reached, Mr. Heisler, 
when you considered the matter? 

Mr. Hetster. That is my conclusion now, and I presume it was then. 
I do not believe we did give it much thought. 

Mr. Fiscusacu. You say the Board was genuinely concerned with 
collecting these insurance premiums, and in the light of the fact that 
you are a lawyer and the Board your client, I again inquire why, if 
there was genuine concern on the collection of these premiums; you 
did not recommend that they bring suit to collect them ¢ 

Mr. Herster. My only answer would be that our experience had 
been that any other litigation that had been instituted out there was 
promptly enjoined by Judge Hall, and I gather we rather assumed 
that this would be the case here. 

Mr. Fiscusacu. The only case that I know of that was enjoined 
by Judge Hall was the Newendorp & Bradley and also the Northern 
Ten case. 

Mr. Hester. Yes. 

Mr. Fiscuracn. Is that the experience that you refer to? 

Mr. Herster. Yes. And then the consolidation of the bank cases 
with the Long Beach case. We rather thought that Judge Hall felt 
that this was one ball of twine, and he would wind it up all together 
in one suit. 

Mr. Fiscugacu. Did you not think so, too, or did you have a differ- 
ent view ? 

Mr. Hetster. I have no view, but I understand that it is our view 
that perhaps the injunction in all three cases was an improper injunc- 
tion in the two cases, and the consolidation, but I am not prepared 
to express a view on that at this time without some study. 

Mr. Fiscupacn. My attention was called, Mr. Heisler, to the fact 
that when a question was put to you by Senator Dirksen on the occa- 
sion on which you appeared before the Subcommittee on Banking and 
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Currency, of which the Senator is a member, that you made the state- 
ment that all there was left in this litigation was the question of at- 
torneys’ fees. Do you recall making such a statement to the Senator? 

Mr. Heisuer. I made such a statement in the committee. I do not 
recall whether it was to Senator Dirksen or not, on his question or 
not. 
Mr. Fiscupacu. This subcommittee has had evidence to the effect 
that it had been agreed in open court by Mr. Peyton Ford that the ques- 
tion of attorneys’ fees was to be determined judicially in adversary 
proceedings before that court. Do you recall whether there was such 
an agreement made before Judge Hall? 

Mr. Heiser. I am not familiar at all with that proceeding. 

Mr. Fiscupacnu. I would like now to inquire whether it is true that 
in your view there is nothing more to this controversy than just 
attorneys’ fees? 

Mr. Hetster. The basis for that statement is that the Long Beach 
Association had been returned by the court to its former management. 
Efforts were made to settle the case, which started out at quite small 
amounts, as I remember, and as the case progressed— 

Mr. Fiscunacn. They increased ? 

Mr. Heister. They became higher so that, judging from Judge 
Hall’s allowance of attorneys’ fees, any possible settlements would 
involve only the payments of attorneys’ fees. 

Mr. Fiscupacu. I take it it has already been settled that the Los 
Angeles bank should be restored ? 

Mr. Hetster. At that time—well, May 1948 or 1949—I guess it was 
1949, the Board indicated and the Department of Justice had indicated 
its willingness to settle the bank case and reestablish the two banks. 
Then the Los Angeles bank had refused to go along on the ground that 
seemed to me and to the Board to indicate that they were not interested 
as much in reestablishment of the two banks as they were in other items. 
And I would not say that today the Board would want to reestablish 
two banks without first having a hearing. 

J 2 ae A hearing with respect to reestablishing the two 
anks? 

Mr. Herstrr. Yes. And getting the views of the membership in the 
entire Northwest and west coast, California. 

Mr. Fiscusacu. So there is more to this situation than merely the 
determination of counsel fees ? 

Mr. Hetstrr. The way it looked to me was that that was the major 
question. 

Mr. Fiscupacn. If counsel fees were determined and the sentiment 
of the industry favored the reestablishment of the Los Angeles bank 
and the Portland bank, that is all there would be to this controversy ; 
is that correct ? 

Mr. Hetster. You are speaking now of the bank case? 

Mr. Fiscupacu. I am speaking now of the entire controversy in 
litigation. 

Mr. Hetster. That was the way it looked to me from where I sit. 

Mr. Fiscnzacu. And this question of hearing of alleged charges 
against Mr. Gregory and the Long Beach management is not a very 
important factor in the picture? 

Mr. Hetsier. I would say it is today. It was not at the time. 
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Mr. Fiscusacn. And it is today, as the result of the making of order 
No. 2015 and what followed? 

Mr. Hetster. That is right. 

Mr. Hottrretp. You will be excused, Mr. Heisler. Thank you. 

Mr. MacGuineas, will you please come forward ? 


FURTHER TESTIMONY OF DONALD B. MacGUINEAS, ATTORNEY, 
CLAIMS DIVISION, DEPARTMENT OF JUSTICE 


Mr. Fiscunacu. Mr. MacGuineas, when in July 1950, you met with 
counsel for Long Beach Federal and with other counsel in settlement 
conferences in Washington, I believe you indicated that a memorandum 
had been prepared by you which I also believe you stated there would 
be no objection to our having for our consideration ? 

Mr. MacGutnzeas. That is correct. 

Mr. Fiscusacn. I would appreciate it if at this time you would 
submit the memorandum. 

Mr. MacGurneas. All right. 

Mr. Fiscusacn. Let it be marked as Department of Justice Exhibit 
No. 4. 

(The memorandum was marked “Department of Justice Exhibit 
No. 4” and follows:) 


DEPARTMENT OF JUSTICE Exnuisit No. 4 


JULY 13, 1950. 

Memorandum for Mr. Clapp 

Re: Mallonce v. Fahey (D. C. S. D. Cal. Civil No. 5421-PH) and consolidated 

cases—settlement conference. 
Conferences were held from July 10 through July 18 meeting from 10 to 12 
and from 2 to 5 each day. 
At the first meeting the following were present: 

Mr. Donald B. MacGuineas, Department of Justice, representing Home Loan Bank 
Board, William K. Divers, chairman; O. K. LaRoque, member; J. Alston 
Adams, member; Federal Savings and Loan Insurance Corporation, John H. 
Fahey, A. V. Ammann, George K. Brambley. 

Mr. T. A. Gregory, president, Long Beach Federal Savings and Loan Association. 

Mr. Charles K. Chapman, Long Beach Federal Savings and Loan Association. 

Mr. J. Howard Edgerton, vice chairman, member Stockholders Committee, Fed- 
eral Home Loan Bank of Los Angeles. 

Mr. E. L. Barnett, chairman, member Stockholders Committee, Federal Home 
Loan Bank of Los Angeles. 

Mr. John Whyte, associated with law firm of O’Melveny & Myers, counsel for 
Federal Home Loan Bank of Los Angeles. 

Mr. Richard FitzPatrick, counsel for Federal Home Loan Bank of Los Angeles. 

Mr. George M. Eason, member, Home Loan Bank Committee. 

Mr. Philip H. Angell, associate counsel, Federal Home Loan Bank of San Fran- 
Cisco, ; 

Mr. Verne Dusenbery, general counsel, Federal Home Loan Bank of San Fran- 
cisco, 

Mr. William F. McKenna, assistant general counsel, Home Loan Bank Board. 
Mr. McKenna, Mr. Angell, Mr. Dusenbery, and I attended all sessions. Mr. 

Chapman did not attend the morning session of July 11 and left the afternoon 

session of that day at 3:45 p. m. He did not attend the morning session of 

July 12. He did not attend either session of July 13.. Mr. Whyte of O'Melveny 

& Myers attended all sessions. Mr. FitzPatrick atteiided all sessions except the 

morning of July 12. Mr. Gregory attended only the sessions on July 10. Mr. 

Edgerton attended both sessions of July 10, the afternoon session of July 11, and 

hoth sessions of July 13. Mr. Barnett attended all sessions except the morning 

of July 11. Mr. Eason attended both sessions of July 10 and the afternoon ses- 

sion of July 11. 
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At the beginning of the first session I explained that I would have to leave 
at the end of July 13 but that if parties reached an agreement by that time, 
drafting of the final settlement agreement could proceed in my absence. I also 
stated that it was our view that the discussions should proceed on the basis that 
the entire case would be settled and not merely part of it. 

Mr. McKenna and I drafted amendments to the proposal submitted by Mr. 
Gregory and indicated that an agreement in accordance with those amendments 
would be acceptable to us. These amendments were in the form of typewritten 
riders to the Gregory proposals and the deletion of certain paragraphs in his 
proposal. Mr. Chapman stated that he felt he was entitled to what he termed a 
written reply to Mr. Gregory’s proposal apparently contemplating something 
signed by me. This I declined to do, explaining it was the uniform policy of 
the Department of Justice not to make offers of compromise but only to receive 
offers and either accept them or reject them. Our written amendments to Mr. 
Gregory’s proposal were reduced to writing only because it seemed the only 
feasible way to be sure the parties understood what we were talking about. 

Substantially all of July 10 was devoted to the preparation of our written 
amendments to the Gregory proposal and our oral explanation and, in a few 
instances, written elaboration of them. 

From the beginning of the discussions it seemed to me that the vital issues 
upon which no progress was reached during the conference were (1) our view 
that the settlement should embrace the entire litigation including the fixing of 
the limits of attorneys’ fees and (2) that the cases should be dismissed with 
prejudice and the administrative details of the settlement would be carried out 
by the Bank Board, so that no aspect of the settlement would remain in Judge 
Hall’s court subject to control or supervision by him. The opposing attorneys, on 
the other hand, felt strongly that the litigation should be disposed of by what 
they considered a judgment in rem with an injunction against the prosecution 
of further litigation. 

On the afternoon of July 12, Mr. Chapman, who had theretofore declined to 
state any position in the discussion on the ground that he had to communicate 
with interested parties in Los Angeles, stated that in his view if an agreement 
was worked out along the lines of our proposal with respect to the two basic 
issues, he deemed it essential that application be made to Judge Hall to vacate 
what Mr. Chapman considered commitments that we have entered into in the 
form of the stipulation which modified the previous allowances of attorneys’ 
fees and the filing of Mr. Ford’s letter in connection therewith. Mr. Chapman 
renewed his request that he obtain what he termed a proposal in writing from 
us. I stated that we did not consider that we were under any commitment to 
Judge Hall which would have to be vacated previous to entering into a final 
settlement agreement and that I did not propose to make application to Judge 
Hall regardless of any agreement we might reach in advance of executing such 
agreement. In response to my specific inquiry, none of the other opnosing coun- 
sel would express themselves as agreeing that the conditions laid down by Mr. 
Chapman were reasonable. I again refused to submit any written counter- 
proposal beyond the written amendments to the Gregory proposal which he had 
been given the first day of the con'!erence. 

In my opinion these requirements imposed by Mr. Chapman at the afternoon 
of the third day of the conference, as well as his absence from several sessions 
and his refusal to make any definite suggestions for agreement when he was 
present, indicate to me that from the outset he was not sincerely trying to reach 
anv settlement agreement. 

On the other hand, I believe that Mr. Whyte of O’Melveny & Myers was sin- 
cere in his efforts to at least talk and see whether an agreement could be reached. 

In the light of Mr. Chapman’s requirements on July 12 it became obvious that 
there was no nossibility of reaching anv settlement of the Long Bench case. 
The Los Angeles bank representatives thereupon requested us to continue to 
discuss the possibilities of a separate settlement of their case. That we agreed 
to do and did. In the oninion of ll counsel associsted with me and in mv 
own opinion, the insurmountable objection to a separate settlement is that we 
feel confident that if such a settlement were made, it would be utilized by Mr. 
Chanman and by Judge Hall to preiudice our position in the Long Beach ease. 
Furthermore, Mr. Angell and Mr. Dusenbery strongly felt that any such settle- 
ment shonld eliminate the claims made bv Chapmen for personal damages 
against the directors of the San Francisco bank and it was obvions that those 
claims could not be eliminated without the concurrence of Mr. Chapman. Mr. 
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Dusenbery communicated with the chairman of the board of directers of the 
San Francisco bank who expressed as his personal view that it was advisable 
to either settle the entire litigation or no part of it. 

The final session closed with an understanding between us and the counsel 
for the Los Angeles bank that we would attempt to work out some procedural 
device which would satisfy us as adequate to prevent our being prejudiced 
in the Long Beach case in the event an agreement were reached as to the Los 
Angeles bank case and that suit were dismissed. 

DonaLp B. MAcGUINEAS. 

Mr. Fiscupacu. Mr. MacGuineas, we are quite aware of the fact that 
much had gone on in this litigation before the case was assigned to 
you, but I take it that in July of 1950, when these settlement discus- 
sions took place in your office, that you were aware of the fact that 
it had been agreed through Mr. Ford and Mr. Siegel, while they 
were in Los Angeles the preceding year, that the matter of attorneys’ 
fees in the litigation, whether it was disposed of by settlement or 
whether it was not disposed of by settlement, would be resolved by 
the court in southern California ? 

Mr. MacGutneras. No, I was not aware of that then and I do not 
think now that that is the correct position taken by Mr. Ford at the 
time. 

Mr. Fiscusacn. In your view, Mr. MacGuineas, what is a correct 
statement of that position ? 

Mr, MacGurneas. Mr. Ford, in his letter of April 26 or April 27, 
1949, when he was in Los Angeles, stated that as a.basis for negotia- 
tions he was prepared to deal with the problem of attorneys’ fees on 
any of, I believe, three different proposals which he set forth in that 
letter. 

Mr. Fiscuspacu. Four, I believe it was. 

Mr. MacGurneas. Four. One of the four was the determination of 
attorneys’ fees by the court in adversary proceedings, but note, that 
was stated as a basis for negotiations of the entire over-all settlement. 
Now, point 2, which is the one that provided for the court fixing of 
the attorneys’ fees in adversary proceedings, was accepted by Mr. 
Chapman and by Mr. Westover. 

Mr. Fiscurnacu. When you say point 2, you mean point 2 of Mr. 
Ford’s letter ¢ 

Mr. MacGurneas. Correct. 

That then fixed for the purposes of settlement negotiations then in 
contemplation the issue of how to handle the attorneys’ fees. 

Mr. Fiscuracu. For the settlement discussions only ? 

Mr. MacGuineas. For the purposes of the settlement negotiations, 
because the letter expressly said as a basis for negotiations that these 
alternatives on attorneys’ fees were set forth. However, those settle- 
ment negotiations at the time, as I understand it, in Los Angeles broke 
down, the parties were unable to agree on various details, as I under- 
stand it, the form of release, for one thing, and others. 

Then in June of that year Mr. Chapman was in Washington. He 
was requested by Mr. Peyton Ford to submit a written proposal in 
accordance with the standard practice of the Department of Justice 
_ a basis for negotiating settlement. Mr. Chapman saw fit not to do 
that. 

Then I think in September of that year he filed something in court 
in connection with Mr. Gilbert’s motion for an order with respect to 
the progress of negotiations. 
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It was not until October that he filed a written proposal for settle- 

ment, which at that time was rejected by the Attorney General. So 
that the commitment with respect to an agreement for the fixing of 
attorneys’ fees in an adversary proceeding in court was merely an 
agreement as a part of the settling of the whole case, and, further- 
more—— 

Mr. Fiscusnacu. Pardon me, Mr. MacGuineas. 

The agreement with respect to having the court determine the at- 
torneys’ fees was part of an agreement which matured and which was 
wiped out by the breakdown of negotiations in 1949; is that what you 
are saying? 

Mr. MacGutneas. I do not say that it was wiped out by the negotia- 
tions in 1949. I do say that the negotiations then in progress, with 
reference to which that letter was written, broke down that year. 

Mr. Fiscunacu. And when they did break down, the agreement to 
fix attorneys’ fees through the process of an adversary proceeding in 
the court went by the board? 

Mr. McGutneas. Well, no. 

Mr. Fiscupacn. Is that your position ? 

Mr. MacGurneas. No. Let me put it this way: As Mr. Ford stated 
when he testified, it has always been his position that notwithstanding 
his letter of April 26, the parties were at all times free to fix attorneys’ 
fees by negotiation, by agreement, and that has been my basic position. 
And I approached this conference of July 1950, with the thought that 
if you really wanted to settle the case and get it out of everybody’s 
hair, so to speak, to me the most promising way of settling it was to 
agree on everything, and that meant agreeing on attorneys’ fees, be- 

‘ause if you leave to the court the question in adversary proceeding 

of fixing the attorneys’ fees, you do not settle the litigation. You 
merely have the court make another order in the litigation which is, of 
course, subject to appeal. My thought was if we are going to settle 
it, let us really settle it. 

That was my approach to that problem in July of 1950. 

Mr. Hoxirrecp. Notwithstanding the fact the litigants agreed be- 
forehand to allow the court to set the fees by adversary proceedings, 
you mean that they are not bound to accept that decision of the court 
and that they are free to appeal it because they do not like it ? 

Mr. MacGurnras. Oh, surely. In other words, Mr. Ford’s agree- 
ment for attorneys’ fees fixed by adversary proceedings did not mean 
that he was going to waive an appeal if he thought that the court’s 
order was erroneous. He was preserving all of his rights as a litigant 
in that respect. 

Mr. Ho trtevp. So it was not in effect a final and binding agreement 
at all? 

Mr. MacGurneas. It was an agreement to a course of procedure, 
but that course of procedure contemplated the full scope of judicial 
proceedings which might include appeals, might include certiorari to 
the Supreme Court, and everything else. 

Mr. Fiscupacn. However, in all events, when you approached this 
conference in July of 1950, did you consider that Mr. Ford’s agreement 
was valid and subsisting at the time, or did you consider that it was no 
longer subsisting ? 

Mr. MacGuineas. No; I think it was subsisting, if it is properly 
understood. My feeling has been, frankly, that counsel on the other 
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side has not properly understood the qualifications and the limitations 
involved in Mr. Ford’s commitment. 

Mr. Fiscupacn. It may be that that is so, Mr. MacGuineas, but if 
in July of 1950 it was your feeling that Mr. Ford’s agreement that the 
fees should be fixed in an adversary proceeding before the court was 
valid and subsisting in July of 1950, why did you take the view in 
the settlement discussions expressed in the last paragraph on page 2 
of your memorandum, here in evidence as Department of Justice’s 
exhibit No. 4, that the settlement—and I quote: 

The settlement should embrace the entire litigation, including the fixing of the 
limits of attorneys’ fees. 

Mr. MacGurneas. Because that was my view, and it is my view to- 
day of the most feasible way of settling the case, if you are going to 
settle it at all. Now, if the other side had approached the conference 
and said, absolutely we refuse to consider the possibility of reaching 
negotiated settlement on attorneys’ fees, that would have been one 
thing, but they did not say that. 

I presented my point of view that the settlement should embrace 
negotiations for attorneys’ fees, and they were prepared to do that; 
at least, counsel for the Los Angeles bank were so prepared. We had 
a lengthy discussion with them to see whether we could agree on 
attorneys’ fees, and they raised no objections to that. 

I must confess I do not know that Mr. Chapman was prepared to 
agree to anything. He was not there during much of the time, and 
when he was there I could not get anything out of him. So, I would 
not attempt to say what he was prepared to talk about or what he was 
not. 

Mr. Fiscupacn. I would like to call Mr. Chapman to the stand at 
this point, Mr. MacGuineas, just on the question of the view expressed 
in your memorandum statement here, and I would like you to hear 
what he has to say about it, and I would like you to comment on it, if 
you would. 

Mr. Chapman, when, in July of 1950, you were in conference with 
Mr. MacGuineas and others at the Department of Justice and the 
question of fixing the attorneys’ fees as part of the settlement of the 
litigation was presented, did you take a position ? 

Mr. Cuapman. I did. 

Mr. Fiscupacn. What position did you take? 

Mr. Cuapman. I took the position that that was a violation and a 
repudiation of the word of the Attorney General, which had been 
pledged to the court and to counsel in California when we vacated 
the award of attorneys’ fees in the previous year, in 1949. 

Mr. Fiscueacu. Did you express that position ? 

Mr. Cuapman. Definitely. 

Mr. Fiscupacn. To whom? 

Mr. Cuarman. To evervone assembled in the conference. And I 
also wrote a letter to Mr. MacGuineas afterward. There was quite a 
bit of difficulty in that conference in getting Mr. MacGuineas’ pro- 
posals into any sort of authentic and provable form. 

Mr. Fiscuracu. I would like very much to confine this to the sole 
issue of the question of whether there was a valid and subsisting agree- 
ment with respect to how and by whom counsel fees were to be deter- 
mined, and I would appreciate it if you would confine your testimony 
to just that one point. 
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Mr. Chapman, you say you expressed that position to everyone 
assembled ? 

Mr. Cuapman. That is correct. 

Mr. Fiscupacu. Was Mr. MacGuineas there when you expressed 
that position ? 

Mr. Cuapman. Of course. 

Mr. Fiscupacu. What, if anything, did Mr. MacGuineas say in 
relation to what you say you said to him? 

Mr. Carman. I am speaking now not in exact quotations but only 
in substance. Mr. MacGuineas’ position was that in substance there 
was nothing in the settlement negotiations that bound anyone to any 
position, and that they would negotiate anew exactly as if no pledge 
or an agreement had ever been given to the court or to counsel by Mr. 
Ford or by the Attorney General. 

Mr. Fiscunacu. What, if anything, did you express to Mr. Mac- 
Guineas in relation to that statement that you attribute to him? 

Mr. Cuapman. I think that my expression was not as tempered as 
it might have been at that point. I expressed to him that this was 
another repudiation in a long chain of repudations, and I think I may 
have summarized some of them, including the breaking of the stipu- 
lation of March 22, 1949. 

Mr. Fiscupacu. I do not want you to summarize it here. 

Mr. Coapman. No. I realize that; I am giving the substance of the 
position. 

Mr. Fiscupacu. All right. 

Mr. MacGuineas, you heard Mr. Chapman’s statement, and I would 
appreciate it very much if you would comment on it, so that we will 
have your views of this phase of the meeting of July of 1950. 

Mr. MacGurneas. I have no particular recollection of precise words 
used by Mr. Chapman. As I said, he was not there much of the time, 
and he did spend a good deal of time complaining that he did not know 
what our position was. 

T recall he made a great fuss about that. 

Mr. Fiscusacu. Did he complain that you were repudiating the 
agreement ? 

Mr. MacGutneas. I have no recollection of that. He may have said 
it. I would not say whether he did or did not. If he said it, it merely 
emphasizes what I previously testified: that in my view he has mis- 
construed what our agreement was. 

I do recall this: Mr. Chapman very definitely took the position— 
and it is outlined on page 3 of my memorandum, the very first para- 
graph on page 3—he took the position that if we were going to work 
out a settlement which embraced attorneys’ fees and which also was 
based on a dismissal with prejudice, as I thought desirable, that we 
would have to apply to Judge Hall to vacate the so-called Ford com- 
mitments. And I said in my view that was not correct at all; that the 
parties were perfectly free to agree upon any terms of settlement that 
they saw fit, including attorneys’ fees, form of judgment, and every- 
thing else. They could reach an agreement; they could sign it, and 
they could then submit it to Judge Hall. But I saw no necessity or 
even occasion in vacating any so-called commitment to Judge Hall, 
because an agreement of that sort which embraced every issue in the 
case, in my opinion, then and now does not in the least violate any 
commitment which anybody in the Department of Justice has made 
to Judge Hall. 
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Mr. Fiscnpacu. You mean that, had an agreement been reached 
between you gentlemen in July of 1950, such an agreement could have, 
in fact, been submitted to Judge Hall and thereupon the usual notice 
and class and representative actions could have gone out to the share- 
holders and the parties in interest, and hearing could have been had 
on the question of judicial approval of the terms that the parties had 
agreed upon? 

Mr. MacGurneas. Quite so. We made that very plain. That was 
one of the points that Mr. Chapman raised, that since he considers, or 
at least that Mr. Westover is maintaining a class action by the share- 
holders of Long Beach, that the case could.not, under the Federal rules, 
properly be dismissed without notice to all of the shareholders. 

My position was that we are not concerned with that. If you think 
that you have to give notice to the shareholders, I have no objection 
whatever to your notifying. anybody in the world and let anybody in 
the world come into court. All I am saying is that the feasible method 
of settling this case is to sit around the table and agree on everything, 
including attorneys’ fees and form of judgment, and submit a defini- 
tive agreement to Judge Hall, in which he has nothing whatever to 
do except write on it “Approved, Judge Hall.” 

That is my idea of how to settle the case. 

Mr. Fiscunacu. For my part, I would like to say, Mr. MacGuineas, 
I am in complete agreement with you that in July of 1950 the parties 
could have made an agreement which could have been submitted to the 
court for approval or rejection, or such proceedings as the court might 
have taken thereon. However, I would like to have you clarify, if you 
would, please, this point, and I approach and premise the question 
upon my iudevstadind that you say that it was your view that Mr. 
Ford’s commitment as to the manner in which counsel fees in the con- 
troversy would be resolved—namely, by an adversary proceeding be- 
fore the court—was valid and subsisting, and, in the light of the ap- 
— refusal of Mr. Chapman to negotiate a settlement which em- 

raced the fixing of the limits of attorneys’ fees, whether you regarded 
your taking the position that the settlement should embrace the fixing 
of the limits of the attorneys’ fee, was or was not a repudiation of the 
subsisting agreement of Mr. Ford? 

Mr. MacGutneas. I would say, in my view, nothing that I did at 
that conference was in any way a repudiation of any agreement previ- 
ously made by Mr. Ford. 

Mr. Fiscuzacn. I therefore inquire whether in the face of Chap- 
man’s declination to discuss a settlement with you in July of 1950, 
which embraced the fixing of the limits of the attorneys’ fees, you 
yielded your view that the settlement should embrace that matter? 

Mr. MacGutrneas. That question assumes a fact which, in my 
opinion, is not a fact. 

Mr. Fiscuracnu. What does it assume? 

Mr. MacGurneas. In other words, my view of Mr. Chapman’s 
attitude at that conference was that he was not agreeing or even 
willing to talk about agreeing on any issue in the case. And, frankly, 
my impression was that it left me in the gravest doubts as to whether 
he had any interest in settling the case at that conference. 

It was not merely that he refused to talk about attorneys” fees; 
he refused to talk about any of the necessary aspects of settlement 
of the case. 
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Mr. Fiscuzacu. I take it that Mr. Chapman did not want to discuss 
attorneys’ fees? 

Mr. MacGurneas. I do not think he wanted to discuss anything 
specifically, attorneys’ fees or anything else. I could not get anything 
out of him. As I said, he would not even come to the conferences 
one-half of the time. 

Mr. Fiscrusacu. Certainly you:-became aware of the fact that he 
would not discuss attorneys’ fees ? 

Mr. MacGurnras. I became aware of the fact that it was pointless 
to try to talk settlement with Mr. Chapman because he would not 
discuss anything. That was my reaction. 

M. Fiscupacu. When you became aware of the fact that Mr. Chap- 
man would not discuss attorneys’ fees, did you, Mr. MacGuineas, yield 
the view of the Department of Justice that’ the settlement negotiations 
should include attorneys’ fees ? 

Mr. MacGurneas. I was not called upon to yield anything. No- 
body asked me to yield it. As I said, counsel for the Los Angeles 
bank were willing to discuss it, and did discuss it at length, the ques- 
tion of their attorneys’ fees. And there was not any question of 
yielding to Mr. Chapman, because he had not said he would discuss 
anything. He kept talking about how he could not say anything 
until he got word from Los Angeles, from some undisclosed sources. 

Mr. Fiscusacn. I note from your memorandum, which is exhibit 4 
here of the Department of Justice, that you had another view— 
namely, that the cases should be dismissed with prejudice—and that 
the opposing counsel felt strongly that the litigation should be dis- 
pa of by what they considered a judgment in rem. 

Mr. MacGurneas. But read the balance of that sentence, if you 
will. 

Mr. Fiscuracn. I will, but in relation to further questioning. All 
right, we will consider that, although that broadens the aspect of 
another phase of the matter that I was going to interrogate you on 
separately. However, if you feel that discussing it from the stand- 
point of the judgment in rem only will not bring out the full facts, 
we will discuss it in the broader aspects. 

Mr. MacGurnras. Yes; I wish you would. 

Mr. Fiscuracn. All right. 

In the light of that, I will put another question to you. I note from 
your memorandum, which is exhibit 4 of the Department of Justice, 
that you entertained the view, in addition to those hereinbefore men- 
tioned, that the cases should 'be dismissed with prejudice, the admin- 
istrative details of the settlement should be carried out by the Bank 
Board so that no aspect of the settlement would remain in Judge 
Hall’s court subject to control or supervision by him, whereas op- 
posing counsel felt strongly that the litigation ‘should be disposed 
of by what they considered a judgment in rem with an injunction 
against the prosecution of further litigation. 

At that point when there developed a conflict of views on those sub- 
jects, did you yield the Department of Justice’s position on that score 
to the views of opposing counsel or did you persist in the views of the 
Department thereon ? 

Mr. MacGurnras. If you mean, did I acquiesce in what they sub- 
mitted at the time, and what they called an in rem judgment, I did 
not, certainly. 
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Mr. Fiscuracu. I do not mean that, Mr. MacGuineas. I want to 
lay aside that, and I want you to lay aside, if you can, all question of 
formulary detail with respect to the construction of a form of judg- 
ment; I want you to lay aside all detail and confine yourself solely 
to the principles. 

Mr. MacGurneas. That is quite impossible. 

Mr. Fiscuracn. All right. 

Mr. MacGurneas. Let me put it this way: I think what perhaps 
you do not understand is the framework of this conference, which con- 
sists, first, of a written proposal—we call it the Gregory proposal, 
but, anyway, a written proposal submitted by the other side which 
was exceedingly lengthy and detailed. And then we countered with 
our written revisions of that proposal. That was the framework of 
the conference. 

So when we are talking about an in rem judgment at that confer- 
ence, we are talking about the judgment in the terms submitted in 
writing in the so-called Gregory proposal, and we are talking about 
my ideas of a dismissal with prejudice as stated by me in a written 
statement. 

To talk generally of in rem, in my mind, is perfectly meaningless. 
We were there confronted with a series of specific provisions and we 
were trying to see whether we could get together on those specific 
provisions, or some middle ground in between them. 

Mr. Fiscusacu. Do you consider that there was any agreement 
valid and subsisting in July of 1950 on the part of the Department of 
Justice which committed the Department of Justice to the principle 
of an in rem judgment ? 

Mr. MacGutnras. My understanding then, and my understanding 
now of the position or commitment of the Department of Justice, 
made by Mr. Ford in 1949 and Mr. Siegel, was merely this: They 
first felt very strongly that as to the official defendants the members 
of the Home Loan Bank Board, and the other Federal officials who 
were sued, there should be the equivalent of an unqualified, uncondi- 
tional release. The equivalent of a dismissal of the suit with 
prejudice. 

Mr. Chapman and, I think, Mr. Westover very consistently talked 
about what they call an in rem judgment for disposition of this case. 

In my view, and I think also in Mr. Siegel’s view and in Mr. Peyton 
Ford’s view, this is not, properly speaking, an in rem case at all, and 
properly speaking there is no occasion for an in rem judgment in the 
case, 

However, Mr. Ford and Mr. Siegel in 1949, as I understand it, took 
the position that if Mr. Chapman and Mr. Gregory wanted something 
labeled in rem judgment they would not object, as long as it was not a 
judgment running against the official defendants, but they were having 
no part of any so-called in rem judgment against the official defendants. 

The proposal that was submitted in July of 1950, the so-called 
Gregory proposal, was a good deal more than a simple in rem judg- 
ment. It was a provision in the first place, as I have stated here, for 
an injunction against the prosecution of further litigation. 

An injunction is not an in rem proceeding in anybody’s sense of the 
word. It imposes individual obligations on the person enjoined. It 
also contained elaborate provisions for supervision of carrying out 
the terms of the agreement by Judge Hall. 
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To me, that is not an in rem judgment, either. And I object to that. 

As an illustration, there was a provision in there that some $750,000 
of the funds of the San Francisco bank would be left in court up to 
5 years, as a kind of surety fund to see that the settlement was carried 
out, and as an indemnification fund. 

To me that was no way of settling the case. 

They talk about leaving three-quarters of a million dollars in the 
court for another 5 years. But certainly the view that I took at that 
conference was, in my view, then and now, no repudiation whatever 
of the commitment of Mr. Ford and of Mr. Siegel, properly under- 
stood, with reference to the so-called in rem judgment. 

Mr. Fiscupeacn. But I take it you did not insist on a blanket dis- 
missal with prejudice ? 

Mr. MacGurngas. I presented—I did not insist on anything—I pre- 
sented my views as to how we thought the case ought to be settled. 
They presented their views as to how they thought it ought to be 
settled. 

Mr. Fiscupacu. You did not 

Mr. MacGutneas. We then tried to say—well, now, will you give 
on this or will we give on that, and we gave on certain things, and 
Mr. Whyte from O’Melveny & Myers gave on certain things. Mr. 
Chapman did nothing. He would not—he did not either stand or 
give—he did not say where he stood. He kept falling back on, as I 
say, these undisclosed sources in Los Angeles whom he had to consult 
before he could do anything. The only definite position I recall him 
taking is this business about saying that we had first to go to Judge 
Hall and remove the so-called commitments to him. And on that I 
was definitely in disagreement with him, so that is how the thing 
went. 

Mr. Fiscunacu. Did you approach the settlement conference of 
July 1950 with the view that there was no proper orbit for the exercise 
of a judicial function in Judge Hall? 

Mr. MacGurneas. No, that is not quite true. What I contemplated 
was—— 

Mr. Fiscupacu. The answer would be “No”? 

Mr. MacGurneas. No; that is not quite correct, your statement is 
not quite correct. 

Mr. Fiscupacu. It was not a statement, it was purely a question. 

Mr. MacGurneas. If you merely answered “No,” I am not sure 
what impression it gives. My position was this: That the feasible way 
of settling the case, as I have said, was to have a written, signed agree- 
ment, settling everything, and file that with Judge Hall. 

The judicial function would then consist of Judge Hall issuing a 
notice or let the counsel issue a notice to anybody who wanted to come 
in and have his say about it, and let Judge Hall hear what they had 
to say, and Judge Hall could then either approve that settlement or 
he could reject it, but my notion of his function under the settlement, 
as I envisaged that, would be that and only that, and I contemplated 
a settlement so complete that if he approved it there would be nothing 
further to be done except carrying out a few ministerial details such 
as getting back the money out of court, giving it back to the parties 
who put it in, and entering a formal order, you see, approving the 
settlement. And, as I thought it ought to be, an order dismissing the 
actions. That is all he would have had to do. 
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Mr. Fiscunacn. With respect to the language of this memorandum, 
if it conveys a different impression, it is not correct ? 

Mr. MacGurneas. You mean the language of my memorandum ?/ 

Mr. Fiscrpacnu. Yes. 

Mr. MacGurneas. I do not like to answer a hypothetical question 
like that. I would like to know what you may think may convey a 
different impression in it. 

Mr. Fiscusacu. Very well. 

Referring then to the portion of the memorandum which says, 
“So that no aspect of the settlement would remain in Judge Hall’s 
court subject to control or supervision by him,” the correct interpreta- 
tion of those words is reached by consideration of the statement you 
just made. 

Mr. MacGurneas. I think that the statement I made is in no way 
inconsistent with what is stated in the memorandum. Obviously, to 
say, as I said, that there be a judgment with dismissal implies, of 
course, that there be a formal order signed and entered by the Judge, 
but beyond that there would be nothing further for him to do. 

And my basic reason for that was that if you left the details of 
settlement with Judge Hall you were not settling the case, you were 
merely leaving there ground for disagreement by the parties as to 
whether the settlement means this or means that, and motions and 
orders before Judge Hall, which could go on for years. 

Mr. Fiscnracn. Mr. MacGuineas, in July of 1950, when you ap- 
proached these settlement discussions, was it within the contemplation 
of the Department of Justice and the contemplation of the Board 
that after a settlement there would be a hearing on the charges of 
mismanagement embraced in order No. 2015, or was it intended and 
contemplated that those charges would go by the board ? 

Mr. MaoGurneas. That issue was specifically brought out in con- 
ference. I presume it was Mr. Chapman who specifically asked that 
question. And I recognized that as a major problem which would 
have to be met, if there was going to be an over-all settlement. They, 
of course, would want to have the charges dismissed. 

My approach was that there was certainly very grave doubt, at 
least whether, as a matter of public policy, it would be proper to 
dismiss those charges as part of the settlement, and we never go any 
farther on that issue, but the opposing points of view were plainly 
presented. 

Mr. Fiscnpacn. Was the Department informed as to what the 
Board’s position on that matter was? 

Mr. MacGutneas. Of course, Mr. McKenna was with me at these 
conferences and he was currently keeping the Board advised and he 
was currently advising me of the Board’s position on all aspects of 
the case. 

Mr. Fiscupacn. Very frankly, Mr. MacGuineas, was the Board 
prepared to wipe out these charges if a settlement could have been 
reached ? 

Mr. MacGutneas. The Board was never asked that question, you 
see. You have here an exceedingly difficult problem. You have a 
complicated case. It involves at least a dozen different issues. Any 
settlement is going to result in a net compromise whereby we get six 
issues and they get six issues, or we get seven and they get five, or they 
get eight and we get four. 
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Mr. Fiscupacu. It is a question of horse trading? 

Mr. MacGurnzas. Of course. Why, any settlement of a compli- 
cated case must necessarily be that. So my thought was we would 
try to trade, as you put it, to work out a final ¢ agreement, and then the 
question would arise as to whether this is what both parties agree or 
have put down on paper. Are the principals of both parties prepared 
to go along on that basis? But that is the basis which the attorneys 
feel is the feasible one for settling the case. Whether I would have 
asked the Board to settle a case on the basis of dismissing the charges, 
just = not arise. That issue was premature, because we did not get 
that far. 

Mr. FiscHBacu. You anticipated that it would be a question, 
however ? 

Mr. MacGourneas. It was an issue which had to be met, but I mean 
it might well be that Mr. Chapman would yield his position and, 
therefore, the Board would not have to take a stand on it. 

Mr. Fiscusacu. In the light of the fact that these negotiations of 
June 1950 did not culminate in any agreement, I dare say you are 
not letting any cat out of the bag if I press you for an answer on the 
question of what you were prepared to do in connection with that 
issue ? 

Mr. MacGurneas. I have not made up my mind. I recognized it 
as a serious, grave issue, and I recognized it as one that I in my own 
mind would probably have difficulty i in justifying if I were to recom- 
mend that the Board dismiss those charges without a hearing, and 
farther than that I did not go. 

Mr. Fiscupacn. Did Mr. McKenna express himself on that? 

Mr. MacGourneas. I do not recall that he took any dogmatic stand 
on it. I think, in general, his approach to the whole problem of this 
settlement was in accord with mine. 

Mr. Fiscusacu. I dare say you were not prepared to let a settle- 
ment otherwise, say, fall because of that issue? 

Mr. MacGurnras. I do not know. I had not gotten that far. You 
say otherwise satisfactory It might depend how satisfactory. If 
we get 100 percent of what we asked on ev erything else, then that is 
one thing. If we get 90 percent, maybe that is something else. 

The whole problem, to me, would be a problem of resolving whether 
the net result arrived at by agreement between counsel was in the 
public interest or whether it was not. 

And one of the important factors in that, of course, would be the 
question of disposition of the charges or retention of them. 

Mr. Hotirrevp. In your concept of reaching an agreement at that 
time on all matters involved, it did not include reaching an agree- 
ment on the charges of misconduct against Mr. Gregory, but that 
those charges were to remain outside of that compromise agreement 
and be settled later by administrative action ? 

Mr. MacGutneas. No. There were two possibilities under the 
agreement. One possibility was that desired by Mr. Chapman, by 
which the Board would agree specifically that it would not prosecute 
those charges administratively. The other proposition was the oppo- 
site, to wit, that it would be stated in the settlement agreement that 
the administrative charges were not dismissed and that the Board 
was free to handle them administratively. And we never reached a 
common ground on that issue. 
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Mr. Fiscusacu. I note from your memorandum of this settlement 
conference that when it became obvious that there was no possibility 
of reaching any settlement of the Long Beach case, the conference 
proceeded to a separate discussion of the possibility of a separate 
settlement of the Los Angeles bank phase of the controversy. 

Mr. MacGutnegas. That is correct. 

Mr. Fiscupacn. From your memorandum I gather, Mr. Mac- 
Guineas, it was largely as a result of Mr. Angell’s and Mr. Dusen- 
bery’s views that unless the entire litigation were disposed of, no 
part of it should be disposed of, and that no final position on that 
phase of the matter was reached at that conference? 

Mr. MacGutneas. I would not want to say largely as the result 
of their views. Mr. Angell and Mr. Dusenbery represented certain 
clients against whom these charges for personal damages of many 
millions of dollars were being asserted by Mr. Chapman. Those were 
the directors of the San Francisco bank. 

We also represented certain individuals against whom certain 
charges were also filed by Mr. Chapman. 

Mr. Angell and Mr. Dusenbery, after consultation with the chair- 
man of the board of the San Francisco bank, very definitely felt 
that they could not see their way clear to settle up the bank aspect 
of it by restoring the Los Angeles bank and leave their clients at the 
mercy of the Chapman litigation for personal damages. They felt 
that was highly inadvisable. 

And speaking on behalf of my individual clients, I was inclined 
to agree with them. I, too, thought it was inadvisable from the stand- 
point of defending that suit to restore the bank at that time and leave 
that other litigation to proceed on its merry way, for the reasons 
which I have previously stated to the subcommittee. 

Mr. Fiscupacu. Well, then, when Mr. Angell and Mr. Dusenbery 
expressed themselves as you stated they did, and with due deference 
to your own concurring opinion in that regard, the matter was still 
not closed at that conference, because I note from page 4 of the mem- 
orandum that you nevertheless agreed to pursue the subject further 
and see if you could work out some procedural device which would 
satisfy you as adequate to prevent being prejudiced as a result of the 
reestablishment of the Los Angeles bank. 

Mr. MacGurneas. That is correct. 

Mr. Fiscupacn. I take it that when you departed from that con- 
ference, returned to the Department of Justice after your vacation, 
you gave the matter further study and careful consideration ? 

Mr. MacGutneas. That is correct. 

Mr. Fiscnsacn. I think it is also clear here that. after you gave it 
careful study and careful consideration, you reached the ultimate con- 
clusion that you could not without prejudice to your clients acquiesce 
to the restoration of the Los Angeles bank ? 

Mr. MacGurneas. That is right. 

Mr. Fiscnzacn. Now, Mr. MacGuineas, will you be good enough, 
please, to tell us upon what basis you reached the conclusion that you 
could not without prejudice in the Long Beach case agree to a restora- 
tion as to the Los Angeles bank ? 

Mr. MacGutneas. I went into that at length when I was here before. 
All I can do now is to repeat what I then said, if you wish me to do 
that. I do not object to doing it, but we discussed that question quite 
exhaustively in my previous appearance. 
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Mr. Fiscupacu. I appreciate that, but since then we have had some 
testimony from Mr. Siegel on the same subject matter, although it 
related to what his expectations were in 1949, and I would like you 
to briefly restate the premise for your conclusion that you could not 
without prejudice to the Long Beach case recommend the reestablish- 
ment of the Los Angeles bank. 

Mr. MacGourneas. I felt then, and what I think I feel now is this: 
In the first place, the question ag to whether there shall be one bank 
or two on the west coast is an administrative determination for the 
Board, with which the Department of Justice has no concern, except 
as it affects this litigation for which we are responsible. 

At that time I do not think I knew whether the Board was willing 
to establish or to reestablish the Los Angeles-Portland banks. I cer- 
tainly did not specifically take it up with them at that time, but I felt 
that to reestablish those banks at that time would be utilized, cer- 
tainly, by opposing counsel, if not by the court, in connection with the 
remaining action for personal damages for fraudulent conspiracy for 
merging the two banks as an indication that we had done something 
wrong. 

I should not say “we”—that the Administrator had done something 
wrong when he had merged the banks in the first place. And as a 
justification for that attitude I think I previously referred you to 
the way in which counsel and the court treated order No. 388, termi- 
nating the conservatorship, in a way which was quite contrary to our 
views of that order. And in our effect definitely prejudicial to that 
litigation. 

I also mentioned that there were many other factors that would 
have to be decided and agreed upon, even if we did reach the first 
point to reestablish the banks, questions as to how the assets and lia- 
bilities would be put back into the two former banks, the degree of 
responsibility between the bank board and the district court for 
supervision of that. And again the form of judgment, whether it 
would be the so-called in rem judgment or dismissal. 

All of those issues were also involved in any agreement with refer- 
ence to restoring the Los Angeles bank and would have to be reached 
before settlement of that case in itself could be reached. 

Mr. Fiscusacnu. But the prejudice, in large part, was premised upon 
the consideration and the experience that you had in relation to the 
contentions made that order No. 388 was a confession of judgment. 

Mr. MacGurneas. Yes; I would say so. That, and other similar 
occurrences in the past history of the litigation. 

Mr. Fiscupacu. Taking into consideration, of course, the entire 
atmosphere of the litigation and the experience that you had had. 

Mr. MacGurngas. Quite so. In other words, if I may put it rather 
bluntly, in my mind the only thing that stands between a proper dis- 
position of the bank controversy is the continued maintenance of what, 
to me, are utterly unjustifiable and worthless claims for so-called 
fraudulent conspiracy, which does not exist except possibly in counsel's 
imagination. 

Mr. Hotirretp. Mr. MacGuineas, regardless of the court of appeals 
decision which is pending, is it not true that litigation can and probably 
will continue ? 

Mr. MacGutnras. Not necessarily. The court of appeals could in 
its forthcoming opinion decide that neither the bank nor the Long 
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Beach pleadings properly state a cause of action within the jurisdic- 
tion of that court, in which case the only course open to counsel on 
the other side would be to apply to the Supreme Court for a petition 
of writ of certiorari if they were so advised. 

As you know, the chances of getting a writ of certiorari from the 
Supreme Court on any issue are quite slight. 

Mr. Fiscupacu. You do not conceive, however, that there would 
not be a possibility of an amendment of the pleadings? 

Mr. MacGuineas. If any litigant wants to finance litigation, no 
matter how worthless, no matter how pointless, there is nothing in 
the world that can prevent him from doing it. I only assume that 
the clients and the counsel have some degree of common sense, and 
when it appears that their cause is futile they will quit litigating. 

Mr. Ho.trre.p, Without trying to determine the policy of the plain- 
tiffs, it appears to the subcommittee that affirmative action on the part 
of either the Government or the plaintiffs could be started or con- 
tinued, and therefore this litigious situation could go on indefinitely. 
It seems, therefore, desirable to this subcommittee that regardless 
of the decision of the court, there should again be an attempt to 
settle this controversy, if it is possible, in the public interest, rather 
than to continue to exhaust. technical methods bor further litigation. 

The subcommittee sees no end to the litigation that may be before 
us in this case. It has already continued for a period of some 5 
years, and the tenacity with which each side maintains its position, 
while it may be with good faith on both sides, so far as the subcom- 
mittee is concerned, certainly it does not inure to the public benefit. 

It seems to the Chair, at least, that a more reasonable approach on 
both sides should be formulated in order to stop this expensive liti- 
gation, which is and continues to be, in my opinion, against the public 
interest and against the industry. 

Mr. MacGutneas. I do not know whether you want me to com- 
ment on your suggestion. 

Mr. Houtrrevp. It is more of a comment rather than a question on 
the part of the Chair. 

Mr. Fiscunacn. I think Mr. MacGuineas has made it perfectly clear 
that the Department’s position is that they are always ready to con- 
sider a settlement and that they just have not had anything sub- 
mitted to them that would afford a basis upon which they could 
recommend either a settlement or even further discussions. 

Mr. MacGurnegas. That is right. We have nothing pending before 
us in the Department at the present time. 

Mr. Houirterp. I think it would probably be an inopportune time 
to take the matter of settlement by agreement in view of the fact that 
a court decision is pending, and probably both sides would want to 
wait until that decision is rendered. 

The subcommittee has no desire to interfere with that decision in 
any way. That is why we have been very careful to respect the views 
of Government’s counsel in regard to withholding information from 
this subcommittee. 

Mr. MacGutneas. Yes; we appreciate that. And I rather agree 
with the chairman’s view that I think the public interest, since we 
have reached this stage now, calls for waiting to see what the court 
of appeals says is the proper law of this case, rather than try to settle 
it more or less in the dark. 
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Mr. Fiscrupacu. There is no criticism of that at all. I think Mr. 
Holifield rather had in mind that regardless of which way the court 
of appeals may decide the matter now pending before it, ‘that if the 
decision is unsatisfactory to—— 

Mr. Houtrievp. Either side. 

Mr. Fiscusacu. That side would, certainly, seek certiorari in the 
Supreme Court, and in that view the chairman is of the opinion that 
there will not be a termination of the litigation by the decision of the 
court of appeals. 

Mr. MacGutneas. I am perhaps a bit more optimistic than the 
chairman is about that. Tt has been my experience that both private 
counsel and Gov mens scien are willing encugh to dispose of 
litigation when it becomes reasonably apparent to them that they are 
not going to obtain an advantage by pursuing it. 

And there is always the expense to litigate. It is time-consuming. 
So there are always those factors which work in favor of the settlement 
of the case or its disposition by agreement. 

Mr. Houirrevp. In the holding of these hearings, and we do hope 
that we can terminate them verv soon, the Chair has tried to be fair to 
all witnesses who have appeared before the subcommittee. The Chair 
would like to be assured at this time from the present witness that he 
has been given full opportunity to speak as fully as he desired on any 
of the questions which have been addressed to him. 

Mr. MacGurneas. I certainly have. 

Mr. Houtrretp. The Chair would also like to inquire if the witness, 
as the controlling counsel in this case, has any additional witnesses he 
would like to bring before the subeommittee to testify on any point that 
has been brought up in the testimony. 

Mr. MacGuineas. As far as the litigation itself is concerned, I think 
not. I want to defer to Mr. McKenna’s judgment as to whether he 
wants to produce any other witnesses on questions of administrative 
policy and propriety of Bank Board action, but not so far as the case 
is concerned. 

Mr. Houirtetp, You are satisfied with the present state of the record, 
then ? 

Mr. MacGurneas. On that particular aspect, the presentation of 
the litigation itself, I am. 

Mr. Fiscupacu. I would like to hear, however, from Mr. Morison 
before we conclude these proceedings. 

Mr. Ho.trrevp. I am asking if counsel wants to produce any more 
witnesses now. That is not binding the subcommittee not to inquire 
of others on any additional matters which yet remain unresolved in 
the subecmmittee’s mind. 

Mr. Fiscupacn. I understand that Mr. MacGuineas has been offi- 
cially designated as the spokesman for the Department of Justice here- 
tofore, and from his standpoint he is satisfied he has had a full oppor- 
tunity to make any statement or to present anything that is germane 
for our consideration. Is that correct ? 

Mr. MacGurneas. Yes; limited strictly to the discussion of litiga- 
tion itself, and without getting into the questions of the administra- 
tive or Bank Board aspects of the hearing. 

Mr. Fiscupacn. There is one other thing I would like to inquire 
about before excusing Mr. MacGuineas. 
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Are you aware that in making order No. 388 the Board gave careful 
consideration to the matter, and are you also aware that in making 
order No. 388 the Board gave careful consideration to the related rec- 
ommendation of the Smith committee that the Long Beach Association 
be restored to its management? 

Mr. MacGurneas. My knowledge of that I will take largely from 
Mr. Oscar Davis’ testimony. He was on the scene at the time. I was 
not. And I am perfectly willing to accept his statement as to the 
Department’s position with respect to that order. Otherwise, I have 
no direct knowledge of my own, since I was not in the case at that 
time. 

Mr. Fiscnracu. I see. 

Has your attention ever been called to the communication that Mr. 
Divers sent to Senator Taft? 

Mr. MacGutneas. Yes. I have seen the letter; yes. 

Mr. Fiscupacu. All right. Thank you very much for your ap- 
pearance. 

Mr. Houirrecp. Mr. McKenna. 


FURTHER TESTIMONY OF WILLIAM F. McKENNA, ASSISTANT 
GENERAL COUNSEL, HOME LOAN BANK BOARD 


Mr. Hortrietp. Mr. McKenna, the Chair wishes to put substantially 
the sanie inquiry to you that it addressed to Mr. MacGuineas. In 
the conduct of these hearings we have tried to give each one of the 
witnesses the courtesy of replying as fully as they wished and filing 
any statement that they wished on this matter. And the Chair would 
like to ascertain your attitude at this time as to the opportunity 
which you have had. Do you want to file any additional statements or 
make any additional statements on any of the subjects we have had 
under consideration ? 

Mr. McKenna. To answer that, Congressman, you mean not for 
myself personally, but as counsel for the Board? 

Mr. Houtrrevp. Yes. 

Mr. McKenna. I would have to go through the record and find out 
whether or not we find it advisable to respond to any of the matter 
there developed. 

Mr. Hortrietp. We will hold that in abeyance then. 

Mr. McKenna. I might as well state very plainly and put it very 
clearly in the record that I believe the entire record presents a most 
distorted picture of the entire proceedings. I want to be very frank 
on that, and I want to say that I do think, in my opinion—of course, 
T can be wrong—there has not been an effort here to develop these 
proceedings to present a fair picture. . 

In the light of that, it would take a tremendously long time for 
us to proceed in this as we would proceed before a court to clarify the 
picture, at least to put in quotes “to clarify” it, to present the picture 
as I would understand as counsel for the Board that it should be 
presented. 

And since I, too, have an interest in terminating these proceedings, 
because I get very tired sitting back there, I doubt very much that we 
will want to go into it in that detail and present and answer every- 
thing that we feel in the record is an unfair presentation. 
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Mr. Houirretp. In view of the fact that you have made the state- 
ment that you feel that the picture is distorted, the Chair will offer 
you the opportunity to make any further statement which you wish 
to make, or to prepare any statement in writing which you wish to 
make, and bring any witnesses that you wish “to bring before the 
subcommittee before we terminate our hearings, prov iding , of course, 
that you take action in a reasonable time. And unless you do submit 
evidence to substantiate the statement that you have made that the 
hearings are distorted, the Chair will, of course, use its own judgment 
as to the validity of that particular statement. 

Mr. McKenna. I am being very frank, and I say that in a level 
tone of voice, that is my opinion. 

Mr. Houirterp. The witness understands that he has the oppor- 
tunity, then, to bring additional evidence before the subcommittee 
to point out in what way the subcommittee has erred, and I would 
like you to put the Board on notice to that effect. 

Mr. McKenna. I will, of course, advise the Board of the proceed- 
ing. May I understand this, Mr. Holifield; it is the feeling of the 
committee that we should go into detail, for example, on some of the 
exchanges of charges between Mr. Gregory and the Board? For 
example, should we go into a trial of the merits of the charges before 
the committee ? 

Mr. Houtrtretp. The Chair will say this: That the subcommittee has 
not tried to sit in judgment on the charges. The charges were brought 
into the case by the Home Loan Bank Board in the statement that was 
filed by Mr. Wyman. The Chair gave Mr. Gregory an opportunity 
to answer those charges for the record. The C hair did not inquire 
about the charges. They were volunteered by Mr. Wyman. As long 
as they were volunteered and were put into the record the Chair 
thought in all fairness that Mr. Gregory should have a chance to 
answer those charges. 

The record is open, if either Mr. Gregory or the Home Loan Bank 
Board wishes to file an additional statement on the matter of the 
charges, that is up to them completely. The subcommittee is not going 
to sit in judgment on the validity of those charges or on the y -alidity 
of the defense against those charges. That is a matter that has been 
brought in completely voluntar ily by the Board. 

Mr. McKenna. W ell, as I understand it, Mr. Holifield, the Board 
was criticized for issuing order No. 2015 and the chronology, of course, 
was that Mr. Wyman made these charges before the Home Loan Bank 
Board, and charges having been made, the Board then decided that it 
should look into them. With that sequence, if the subcommittee is 
going to decide that the Board erred in deciding to look into these 
charges that are, perhaps, further steps that should be taken to develon 
the truth or nontruth of those charges, but that presents one instance of 
the difficulties with which I am confronted in deciding how far to 
refute any of the statements before the subcommittee. 

Should we go into detail and try the entire litigation here; should 
we try that aspect of the litigation; or should we forget the state- 
ments one way or another on those different factors / 

Mr. Fiscupacn. I might say, Mr. McKenna, I would not like the 
Board to fail to explain ‘thor oughly its apparent willingness to trade 
these charges off. You heard Mr. Siegel’s views on th: it subject. 
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Mr. McKenna. That is news to me. 

Mr. Fiscupacu. And you have heard my views on that subject. 

Mr. McKenna. That is news to me, Mr. Fischbach, any talk of 
trading off these charges. That is complete news to me. Now, I can 
understand in the course of settlement negotiations the trading that 
Mr. MacGuineas talks about and I think implicit, at least, in my un- 
derstanding of that is that some of the things that would be accom- 
lished by administrative proceedings for the safeguard of the Long 
Beach association could possibly be written in in settlement negotia- 
tions. I do not know what the Board has in mind. I suppose it has 
nothing in mind about what would protect the Long Beach Association 
if these charges would develop to be true, but speaking completely 
theoretically I think it is conceivable that in a settlement arrange- 
ment the Long Beach Association could be committed to put on cer- 
tain prominent men or just to put on prominent additional directors 
to guarantee that there would be a public interest aspect in its oper- 
ation. 

I put that forward solely as a theoretical possibility to show the 
fact that there were settlement negotiations, and the fact that there 
apparently was no decision on whether or not the Government in the 
course of those negotiations would or could agree to dropping the 
charges, but that all has to be taken into context that it might have 
been possible in the course of those settlement negotiations to protect 
the Long Beach Association as effectively as it could have been pro- 
tected after administrative action. 

So I do not agree with you at all that the Board was willing to 
trade these charges for any consideration. My understanding of it 
was that it never was and never would be. 

Mr. Fiscupacn. I would like to hear some evidence on that. 

Mr. McKenna. You have my statement of my understanding, and 
I was there. 

Mr. Fiscupacu. Would you tell Mr. Divers to be prepared to go into 
that phase of it? 

Mr. McKenna. I will relate what you have told me. 

Mr. Hottrretp. The subcommittee is adjourned until 10 o'clock 
Wednesday morning. 

(Whereupon, at 12:25 p. m., the special subcommittee adjourned, 
to reconvene at 10 a. m., Wednesday, August 1, 1951.) 
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WEDNESDAY, AUGUST 1, 1951 


Tlousr or REPRESENTATIVES, 
ComMMITTEE ON EXPENDITURES IN THE 
Executive DepartMENts, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Banx Boarp, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:40 a. m., in 
Room 1302, New House Office Building, Hon. Chet Holifield (chair- 
man of the subcommittee) presiding. 

Present : Representatives Holifield and Miller. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Horirrern. The subcommittee will be in order. 

Mr. Linden, will you please take the witness chair? Do you swear 
that the testimony you are about to give this subcommittee will be the 
truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Linven. I do. 


TESTIMONY OF KEITH LINDEN, SECRETARY TO CONGRESSMAN 
CECIL R. KING 


My name is Keith Linden, and I am secretary to Congressman King. 

Mr. Fiscuracu. I would like the record to reflect the fact that Mr. 
Divers is present. I wanted Mr. Divers to be in attendance before 
the subcommittee at the time that Mr. Linden testified because the 
subject of Mr. Linden’s testimony bears upon matters which touch 
upon Mr. Divers’ personal participation in transactions, some aspects 
of which the record before the subcommittee indicates he could not 
recall when he was on the witness stand. 

Therefore, I would like Mr. Divers to draw up as close to the wit- 
ness stand as sacar so as to be afforded the opportunity to hear the 
testimony without any question whatever. 

Mr. Linden, will you state what connection, if any, you have with 
the office of Congressman King ? 

Mr. Linven. I am secretary to Congressman King. 

Mr. Fiscunacnu. How long have you been ? 

Mr. Lrnven. Since August of 1942. 

a ~ ae What is your background—are you a member of 
the bar ¢ 

Mr. Linpen. A member of the bar of California, admitted in 1936. 

Mr. Fiscunacnu. I would appreciate it if you would tell us whether 
you participated in any conferences with Mr. Gregory and Mr. Divers 
in January of 1948? 
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Mr. Linpen. Yes, I believe it was the Monday or Tuesday previous 
to the Saturday when the resolution was adopted by the Board re- 
turning the Long Beach Association. 

Mr. Fiscusacu. That resolution was embodied in an order known 
as order No. 388 ? 

Mr. Linprn. I would presume so; yes. What was the date of that 
Saturday resolution, known as order No. 388 ? 

Mr. Fiscunacn. Order No. 388 was dated the 17th of January 1948, 

Mr. Linven, 1948. I would say that the Monday previous to that, 
or about January 12 then, a meeting was held in the committee room 
of the House Committee on Expenditures in the Executive Depart- 
ments. 

Mr. Fiscunacu. Who was present at that meeting ? 

Mr. Linpen. Mr. Divers, Mr. Adams, Mr. Kreutz, myself, Con- 
gressman King, Mr. Gregory, and Mr. Wallace—Henry Wallace, I 
believe it was. 

Mr. Fiscusacu. Was I at that meeting? 

Mr. Linpen. Yes, you were. 

Mr. Fiscusacu. What was the subject that was discussed at that 
meeting ? 

Mr. Linpen. At that meeting a proposal was made to Mr. Divers 
and Mr. Adams for immediate consideration for the return of the 
Long Beach Association and the Federal home-loan bank at Los 
Angeles. 

Mr. Divers, I believe, had just been inducted into his position as 
Chairman of the Board. He reminded us of that fact and indicated 
that he would be pleased to review the entire matter, but suggested 
that he take one thing at a time; that is, consider the Long Beach 
situation; when he completed consideration of that, then go to the Los 
Angeles bank matter. And he said that both he and Mr. Adams 
would be pleased to review the entire situation concerning the Long 
Beach Association and report to those present their findings and the 
possibility of the return of the Long Beach Association. 

At that time I believe it was indicated that they would like to have 
a report from them within the next 2 or 8 days. He said he would 
do the best he could; that both he and Mr. Adams would devote their 
full time to it. 

Mr. Fiscuspacn. When you say “he,” you are referring to Mr. 
Divers? 

Mr. Linpen. I am referring to Mr. Divers, yes; he was Chairman 
of the Board, and that convérsation was directed 

Mr. Hontrrerp. Did you give the names of those present, include 
all of the people that were present ¢ 

Mr. Linven. I believe I did. This meeting was in the House 
Expenditures Committee room. 

Mr. Houtrrecp. That is right. 

Mr. Lrxpen. I just did. Do you want me to repeat them? 

Mr. Houtrierp. No. 

Mr. Fiscusacu. Mr. Linden, did you a few days later receive a 
telephone call from Mr. Divers? 

Mr. Lanven. I believe the first call came from Mr. Foley—Mr. 
Foley called Congressman King and indicated that the men, Mr. 
Divers and Mr. Adams, were working as hard as they could, and 
they were not quite ready yet to furnish a report, would Mr. King 
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object to additional time of a few days. As I place it now, I think 
that was a Wednesday that Mr. Foley called. 

The following day, Thursday, it could have been around noon or 
1 o’clock that Thursday, Mr. Divers called. Congressman King was 
out, and Mr. Divers talked to me and said that both he and Mr. Adams 
had reviewed all of the files and charges in connection with the Long 
Beach Federal Association and that they had eliminated those over 
which there was no question, but there were some questions on which 
they would like to question Mr. Gregory; would we please ask him 
to drop over to the ian Loan Bank Board offices and talk to them 
about it. 

Mr. Fiscupacn. Did you discuss that with Mr. Gregory ¢ 

Mr. Lanpen. I did. I reached Mr. Gregory and I extended the 
invitation. He said that he would prefer not to meet in the Home 
Loan Bank Board. 

Mr. Fiscusacu. By “he,” you are referring now to Mr. Gregory? 

Mr. Linpen. Mr. Gregory. Mr. Gregory indicated to me that he 
would prefer not to meet at the Home Loan Bank Board offices, and 
that he would prefer to meet elsewhere and would like to have someone 
else present besides himself, Mr. Divers, and Mr. Adams. 

Mr. Fiscusacn. Did you convey that to Mr. Divers? 

Mr. Linpen. Yes, I did. But at the same time I indicated to Mr. 
Gregory that we would be perfectly happy to make our offices available 
and that either the Congressman or I could be present, depending upon 
who was available, and he said that was satisfactory. 

I then reported to Mr. Divers that situation, and he was perfectly 
agreeable that we meet in the Congressman’s oflice and that either he 
or I be present for that meeting. 

The meeting was arranged for sometime later that afternoon, and 
Mr. Divers and Mr. Adams reported at Congressman King’s office. 

Mr. Gregory was there. We all retired to the Congressman’s private 
office. And Mr. Gregory was available for questioning. 

Mr. Divers and Mr. Adams both questioned Mr. Gregory thoroughly 
on a number of matters in detail. 

Mr. Fiscupacu. Was this in your presence ? 

Mr. Linpen. This was in my presence. I just sat in as an observer 
while Mr. Divers and Mr. Adams questioned Mr. Gregory. 

Mr. Fiscusacn. Proceed. 

Mr. Linven. Now they covered a gamut of things. As I recall now, 
they went back as far as 1942, I believe it was, and discussed the so- 

called Title Service Co, and its relation to the Long Beach Federal. 

They covered matters surrounding a number of loans. I cannot 
remember, or identify, all of the loans that were discussed or the trans- 
actions that were discussed, but there is impressed on my mind the 
fact that they discussed so-called Jones Bros. They discussed loan 
transactions of some kind surrounding a Willhoit. 

They discussed the matter of the hotel building and the lease of 
a hotel to a chap by the name of Turner, in which the Long Beach 
Federal offices were also located. 

Mr. Fiscusacu. Do you remember, Mr. Linden, whether Mr. Greg- 
ory was questioned about his own personal home at that meeting 

Mr. Linven. I think something came up in connection with, per- 
haps, Jones Bros. being involved in Mr. regory’s home some way 
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or other. What the details were, I cannot recall at this time, but they 
thoroughly went into the supervisory matters that had previously 
been discussed and apparent agreement reached between the Long 
Beach Federal and supervisory officials of the Home Loan Bank Board 
or Administration, whichever agency it was. 

They went through the so-called 20,000-share accounts that were 
established, all of the elements that preceded the appointment of 
the conservator, including the action of the board of directors of the 
Federal Savings and Loan of Long Beach concerning the appropria- 
tion of attorneys’ fees. That was all gone into. 

Mr. Fiscuspacnu. How did the meeting end? 

Mr. Linpen. This is what happened, to satisfy themselves as to 
questioning, Mr. Divers said that he was now satisfied that there 
was no basis to the charges that had been leveled against the Long 
Beach Federal Savings and Loan Association at all. 

Mr. Fiscnrnacn. What did Mr. Adams say? 

Mr. Linven. Mr. Adams said to this effect, that he was not sur- 
prised, that he and Nat Dyke had made a sincere attempt to take a 
look at the files and investigate this whole situation, so that they 
could act properly on the Board in connection with the charges against 
Long Beach, but that as a result of their efforts Mr. Dyke had been 
fired from the Home Loan Bank Board. 

Mr. Fiscupacu. Did Mr. Adams say whether he and Mr. Dyke 
had been given access to the files or whether they had not been ? 

Mr. Linven. That came up this way. I do not know; I think it was 
Mr. Gregory or myself that posed the question as to how soon the 
Board could take action now that they had found there was no basis 
to the charges. 

Mr. Divers said that is something they would have to clear with 
the Department of Justice. 

With that, Mr. Adams said, “We will probably get fouled up if 
we have to go through the Department of Justice,” that Mr. Dyke 
in his attempt, along with Mr. Adams, to scrutinize and have access 
to the files of the Home Loan Bank Board had run into the iron will 
of Mr. Fahey, who would not permit either member of the Board to 
examine any of the files of the Home Loan Bank Board. 

As a result, Mr. Adams joined in a resolution to indefinitely post- 
pone any administrative hearing that Mr. Fahey was very anxious to 
institute, and that as a result of the adoption of that postponement 
order the Attorney General had become aroused, and out of that con- 
flict Mr. Dyke’s name was not sent over again to the Senate for ap- 
pointment to the Home Loan Bank Board. 

Mr. Fiscusacn. At that time there was a different Attorney Gen- 
eral? 

Mr. Lrnpen. IT do not recall. At the time Mr. Adams was talking to 
me, I believe at the time this was happening, during the administra- 
tion of Mr. Dyke and Mr. Adams, that Mr. Clark was the Attorney 
General of the Department of Justice. 

And so with that, the meeting closed, everybody shook hands. As 
we were going out the door, Congressman King returned to the office. 
ran into us, and Mr. Gregory repeated in front of Mr. Divers, who I 
am sure will recall, a summation of what I am giving you here now as 
to what had been covered, and the satisfaction of the Board that there 
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was no basis for the charges. That was made to Congressman King 
by Mr. Gregory, in the presence of Mr. Divers and Mr. Adams. 

The meeting ended on a very friendly note. Everybody shook hands 
and awaited the next move 

Mr. Fiscreacu. What ha ypened next ? 

Mr. Linven. I had a call from Mr. Divers on Friday that a meeting 
with the Department of Justice had been scheduled for either 5 or 6 
o'clock Friday evening in the office of Mr. Bergson who, at that time, 
was Assistant Attorney General. 

Mr. Fiscnrnacu. Calling attention to the fact that this order of Jan- 
uary 17, No. 388, is so dated, can you identify the Friday to which you 
refer? 

Mr. Linpen. The Friday previous to the Saturday when that order, 
or the date that order was signed, I feel pretty sure that it was the 
Saturday. 

Mr. Fiscupacu. You were advised that Mr. Davis had been assigned 
by the Department of Justice to confer in relation to the matter ? 

Mr. Linven. I have no independent recollection as to whether Mr. 
Davis had been assigned to the matter. My recollection is that the 
meeting was to be in the office of Mr. Bergson, the Assistant Attorney 
General. 

Mr. Fiscupacn. I understood you to say that you had a call from 
Mr. Divers. 

Mr. Linpen. Divers, yes. 

Mr. Fiscupacu. Advising you that there would be a meeting in the 
Department of Justice. 

Mr. Linven. That is right. 

Mr. Fiscunacn. And I presume you were advised as to when that 


pe would take place ‘ 
4 


Mr. Linpen. Yes, it was 5 or 6 o’clock of Friday evening. 

Mr. Fiscusacn. Did you attend that meeting? 

Mr. Linven. Yes I did. 

Mr. Fiscusacu. Who else did? 

Mr. Lrnpen. There was Mr. Bergson, Mr. Divers, Mr. Adams, a 
Mr. Davis of the Department of Justice, Mr. Wallace, Mr. Heisler, 
Congressman King, myself, Mr. Gregory. That is about the best of 
my recollection. 

Mr. Fiscusacu. The Mr. Wallace, is he the same person that you 
mentioned ? 

Mr. Linven. Mr. Wallace, I believe, is one of the attorneys—I think 
he was with the Title Service Co. or one of those title companies, 
representing the home owners involved, to my best recollection. 

Mr. Fiscnpacn. Is he the same gentleman who a few weeks later 
died at the Statler Hotel? ; 

Mr. Linven. He is the gentleman who died at the Statler Hotel, 
as I recall. 

Mr. Fiscupactt. What took place at that meeting ? 

Mr. Linven. It was a rather lengthy and extended meeting. It 
would be most difficult for me to give you the independent exchanges 
of conversation between the various people present. I do recall the 
substance was the fact that there was no question about the return of 
the Long Beach Federal. 
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The meeting was predicated upon determining the methods of how 
it was to be returned. 

And the Department of Justice offered, first of all, the return of 
the Long Beach Federal to the shareholders and pending that, there 
would be an election under the aegis of the conservator, and following 
the election the transfer to be made complete to the officers and di- 
rectors, newly elected, whoever they would be, of the Long Beach 
Federal Association. 

Mr. Gregory said he would not and could not go along on any 
such thesis for the return, particularly in view of the findings of the 
Board that there was no basis to these charges against Long Beach 
Federal, in the first place; that in the interest of casting no reflection 
then on the officers and directors of Long Beach Federal that the 
institution should be returned to the old management. He also 
claimed that he would not tolerate any so-called election under the 
aegis of the conservator because he did not have confidence in the con- 
servator. He did not know what had been done by the conservator, 
and that it would lead to a multiplicity of actions on the part of share- 
holders who had been former account holders there, had removed their 
funds as against the account holders that had come in subsequent to the 
appointment of the conservator. And that basically he insisted that 
the institution be returned to the old management. 

He also raised the argument that the old board of directors and 
officers were still officers and directors of the Long Beach Federal 
and would be so until their successors were duly elected and qualified 
and that as a result thereof that board of directors and officers were 
the only qualified, legal representatives of the shareholders who 
were qualified to receive moneys and property and return of the in- 
stitution. And he maintained that position all the way through. 

I would say the meeting was deadlocked for a number of hours. 
Toward the end of the meeting someone came up with a proposed 
resolution. I can only recall one or two things surrounding that reso- 
lution, and that was that there was a discussion about whether the 
word, “withdraw,” “rescind,” or “revoke” should be used in connee- 
tion with the elimination of the orders that. had put in the conservator 
in the first instance. And everyone present agreed that the word 
“rescind” should be used. 

Mr. Bergson said that he would have to take the matter up with the 
Attorney General and discuss it with him, and he would do so on 
Monday. He was reminded by someone that the Attorney General 
was in his office on Saturday as well, and would he take it up with 
him. And the meeting closed. 

Mr. Adams said that he was prepared to vote on the matter. The 
meeting closed and there was no agreement. 

Mr. Gregory had made his position known to the Department of 
Justice. And‘: as I say, again, the meeting closed. 

On the following ‘day, which IT am pretty sure was Saturday, at 
12 o’clock we had a call from Mr. Divers advising us as to the fact 
that the Board had adopted a resolution returning the Long Beach 
Association; if we cared to come over,.he would furnish a copy, and 
asked that we notify Mr. Gregory and have him come over. 

Mr. F'scupacu. Did you give Mr. Gregory such notification? 

Mr. Linpen. Right. We ‘called Mr. Gregory, and he came to the 
office, and I am pretty sure Mr. Wallace came with him, and Mr. 
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Wallace, Mr. Gregory, myself, and Congressman King went over to 
the Home Loan Bank Board Building and met Mr. Divers and Mr. 
Adams in whatever office we were told to come to. 

Mr. Divers had a copy of this paper in his hand. And Mr. Wallace 
reached for it. Mr. Divers drew his hand back, walked around the 
desk there, came over to Mr. Gregory and said, “Tom, we took it from 
you, and we are going to give it back to you.” 

Mr. Gregory said, “Thank you.’ 

And Mr. Divers replied, “There is no thanks necessary. If you 
were not entitled to it, you would not be getting it back.” 

I think you can recall that, Mr. Divers. 

The meeting ended in a happy note. And some remark was made 
about the Federal Home Loan Bank of Los Angeles. He said it would 
be the next thing they would consider and they did not conceive of 
any difficulty that would be involved in the return of the Federal Home 
Loan Bank of Los Angeles. 

Mr. Fiscnnacn. Thank you, Mr. Linden. 

I will call Mr. Divers. 


FURTHER TESTIMONY OF WILLIAM K. DIVERS, CHAIRMAN, 
FEDERAL HOME LOAN BANK BOARD 


Mr. Fiscusacu. Having heard the testimony of Mr. Linden, Mr. 
Divers, is your recollection refreshed in any respect with regard to 
the matters covered by his testimony ? 

Mr. Divers. I might take it in order. I am sorry, I still do not 
remember this first meeting to which he refers, which was attended 
by Mr. Kreutz, that was in the House Expenditures Committee, but 
I guess there will be no question about whether that meeting was held 
ag what transpired because of the number of people that were there. 

I do not remember the meeting, but I do remember that some place 
during the course of the conversation that we did say that we wanted 
to take up the Long Beach Federal matter first and then take up the 
bank matter at a later date, and that we would devote all of our at- 
tention to the Long Beach matter until we could try to get it out of 
the way. 

As Mr. Linden pointed out, I had just recently taken office. My 
desk was piled about half-way to the ceiling with matters that had 
been awaiting the new Chairman. And I was devoting about 16 or 18 
hours a day to the matters that were before us, including this matter. 

I do remember making an appointment to discuss some of these 
questions that had been raised by our supervisory division with Mr. 
Gregory, and I believe, although I am not positive, that it was in 
Congressman King’s office. 

I remember interrogating Mr. Gregory about several things, one 
of them in particular about this lease of the hotel. I know we talked 
to him about the £21,000 share accounts, and I believe we also dis- 
cussed with him the question of the salary raise and the expenses in 
Washington. I do not have any recollection of discussing anything 
else with him, reste it is possible we might have done so. I mean, 
I do not have any clear recollection of all of the details of these dis- 
cussions because of the numerous things that I was doing at that time, 
and it is rather hazy as to details, but ‘T do remember discussing those 
things with him. 
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I do not remember, however, making any statement to the effect that 
there was no basis for any of these charges. 

Mr. Fiscupacn. Would you deny that you made such a statement 
or reached such a conclusion at that time? 

Mr. Drivers. To the best of my recollection, I made no such state 

ment, and I do not recall coming to any such conclusions at that time. 
I think there may have been some misunderstanding of what we were 
looking into, I mean, what we were trying to do was to decide whether 
or not the association should be returned to the shareholders at that 
time, and not whether or not there was any foundation to any of these 
charges. We had heard the supervisor’s side in connection with some 
of it, and listened to Mr. Gregory’s side then, but as far as some of 
these tranactions were concerned, they were very detailed in terms of 
financing, of making construction loans, and things of that kind. 
There were considerable details. 

Would you like me to go on from there to the rest of the week ? 

Mr. Fiscupacu. I would like you to, but before you pass from that 
subject I would like to inquire as to whether or not you did reach a 
conclusion in connection with these charges. I would assume from 
the action that was taken that week and which culminated in the 
adoption of order No. 388, that you must have reached a conclusion, 
at least, that the charges were not serious enough to warrant the 
continuation of the conservatorship. 

Mr. Drivers. No; I think that the conclusion we came to was that. 
based upon all of the information we had at that time, we did not 
think we would have appointed a conservator. 

Mr. Fiscusacn. Having come to that conclusion, I presume, as 
Mr. Linden indicated, you did want to clear the matter with the 
Department of Justice before adopting order No. 388? 

Mr. Drivers. Yes; I think that it was essential that we do that. 

Mr. Fiscuracu. And so it is true, as Mr. Linden stated, that the 
conference was arranged with Mr. Bergson and Mr. Davis and a 
meeting such as he described took place ? 

Mr. Divers. That is right. I arranged that meeting and notified 
the other parties and we went over to the Department of Justice late 
in the afternoon, as Mr. Linden indicated. 

Mr. Fiscnpacnu. I do not want you to consider that vou are fore- 
closed from making any other comment in connection with the matter. 
I was merely trving to lead you from one subject into the next. 

Mr. Divers. The only comment that I would have to make would 
be that anybody who knows Mr. Linden would doubt that he was 
just an observer. I think that he was a little bit more than an observer. 
I think that he participated rather actively in some of the discussions. 
Did you not, Keith? 

Mr. Linpen. Yes. 

Mr. Fiscuracn. He certainly was an interested observer, to say 
the least, and a participant, as you indicate. 

Mr. Drivers. Right. 

Mr. Fiscnracn. And J take it from what we all know about Keith 
Linden and his interest and Congressman King’s interest in the matter. 
not only an active participant but rather an energetic one. 

Mr. Divers. That is right. I do not have the kind of memory that 
will say whether a telephone call is at 12 o’clock or 1 o’clock back 
in 1948, like he apparently can. 
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Mr. Fiscupacu. Mr. Divers, after the meeting at the Department 
of Justice, did you have a meeting at the Home Loan Bank Board 
such as was described by Mr. Linden ? 

Mr. Divers. Yes, as I recall, we were told by Mr. Bergson when we 
left on Friday night, rather late; I guess it must have been 9 or 10 
o’clock, that the meeting broke up over in the Attorney General’s 
office—we were advised by him that he had to discuss it with the At- 
torney General and that he would attempt to discuss it with him the 
next morning and would let us know if it was satisfactory for the 
Home Loan Bank Board to adopt the proposed order returning the 
Long Beach Federal to the shareholders and he must have called the 
next morning, because Mr. Adams and I, who were the only two Board 
members at that time, were down at the office, and we had the Sec- 
retary of the Board come down and we had a meeting on that Saturday 
morning around noontime, and whether we then called Keith Linden 
as he indicated, or whether they were already waiting over there, I 
do not recall. 

I recognize some of the language that Mr. Linden attributes to Mr. 
Adams. 

Mr. Fiscunacn. The phrase, “I am ready to vote”? 

Mr. Drivers. I remember that, and I have a hazy recollection that the 
concluding statement that Mr. Linden attributed to me was used at 
that time, in other words, that no thanks were necessary for the action 
that was taken by the Board, that we were only trying to do our duty 
and that it was not necessary to thank us for doing what we considered 
to be our duty. 

Mr. Fiscupacu. That is the language that you used in connection 
with Mr. Gregory’s proffer of thanks when the order was handed to 
him? 

Mr. Divers. That is right. When Mr. Linden described it as his 
recollection that Mr. Gregory sought to thank us for it and I told 
him that no thanks were necessary, that we were only doing our duty as 
we saw it. 

Mr, Fiscusacu. I am prompted to inquire now whether you also 
recall the incident of the late Mr. Wallace’s reaching for the order 
and your drawing back, as it has been described, and getting up, 
walking around the desk, and handing the order yourself to Mr. 
Gregory ¢ 

Mr. Divers. No, sir; I do not recall that any more now than I did 
the last time you asked me, and as I recall at that time I did not deny 
it, but I just said that I did not recall it. I could not recall that detail. 

Mr. Fiscupacu. That is correct. Since your last appearance here, 
Mr. Divers, the subcommittee has heard the testimony of a number 
of witnesses, amongst whom was Mr. Siegel. In substance, Mr. Siegel 
testified with relation to a certain stipulation made by the United 
States attorney in March of 1949, and with relation to that phase of 
the testimony, he said that when early in April he saw that stipulation 
for the first time, he was shocked by the scandalous implication of what 
appeared to him to be the posture of the Board in turning its back 
upon matters as to which it had a statutory supervisory function to 
discharge. I am not endeavoring to paraphrase, but merely to give you 
the gist of a certain phase of Mr. Siegel’s testimony. 

I wonder, Mr. Divers, has your attention been alerted to that 
phase of Mr. Siegel’s testimony ¢ 
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Mr. Drivers. I heard about it very briefly this morning before I 
‘ame over. I have been out of town, as you know. 

Mr. Fiscusacu. I believe the evidence given the subcommittee in- 
dicates that when Mr. Siegel had that reaction he had a meeting 
with members of the Board and with possibly other personnel of 
the Board, including its general counsel, and I would like to inquire 
as to whether you were consulted in connection with that, and had a 
meeting with Mr. Siegel upon that subject. 

Mr. Drvers. I do not think we had any meeting. I do not remem- 
ber any. As a matter of fact, I do not recall any extended discus- 
sions over that matter at all. 

Mr. Fiscupacu. It was testified, I believe, by Mr. Siegel, in con- 
nection with the same matter, that there was a great principle of 
- supervisory responsibility implicit in that stipulation, or so it ap- 
peared to him, and that when the matter was properly alerted by 
him, the Board agreed to the proposal that was made, namely, the 
strongest representations be made in connection with the stipula- 
tion of the United States attorney of March of 1949, and that there 
be certain principles enunciated in an endeavor to change that stipu- 
lation or vacate it or set it aside. 

Do you recall any conference in connection with that matter, in 
which you were consulted ¢ 

Mr. Divers. No, sit. We knew that Mr. Holmes was at work on 
the stipulation, because we had approved the employment of Mr. 
Holmes as president of the Federal Home Loan Bank of San Fran- 
cisco, with the understanding that he was to direct his duties almost 
entirely to attempting settlement. 

Mr. Fiscupacu. In connection with that you had also sent Mr. 
McKenna out there as an aide to Mr. Holmes ? 

Mr. Drivers. That was late in the negotiations, as I recall. As a 
matter of fact, the Board first turned down the proposal that Mr. 
Holmes be retained, and then the board of directors of the San Fran- 
cisco bank sent several directors back to discuss it with us, and after 
we heard in detail what they had in mind, we approved it. 

There were extended negotiations and an effort was made to ne- 
gotiate a settlement between the Long Beach Federal, the Los Angeles 
bank committee, and the San Francisco bank which could then be 
presented to the Board and to the Department of Justice for ap- 
proval., 

Mr. Fiscusacu. Did you take a position with regard to vacating 
the stipulation that had been made by the United States attorney in 
March of 1949? 

Mr. Divers. I do not know that we were ever called on to do that. 
As I understand it, it seemed that there was some question in the 
Department as to whether they had ever authorized this stipulation. 
I think that we were advised and we were informed of their position, 
but I do not know—TI do not recall that we took a position on it. We 
may have. 

Mr. Fiscupacn. I requested at the last meeting that a certain tele- 
gram which did not appear to be in the files and which had a direct 
bearing upon the stipulation that had been made by the United States 
attorney in March of 1949 be produced, and Mr. MeKenna produced 
it, and I would like to offer in evidence a telegram dated at Los An- 
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geles, March 21, 1949, and which appears to be signed by Mr. Holmes 
and Mr. McKenna jointly. You will recall that this is the telegram 
identified by Mr. McKenna during the course of his examination. 
The last portion of it reads, “Assume your approval unless you ad- 
vise to contrary by noon eastern time T uesday,” and the telegr am is 
addressed to Kenneth Heisler. I would like that marked as ‘Home 
Loan Bank Board Exhibit No. 18.” And I would like to place the 


exhibit before you, Mr. Divers. 
Mr. Houirrevp. It will be received and marked appropriately. 
(The telegram was marked “Home Loan Bank Board Exhibit No. 


Be. and follows :) 


Homer LOAN BANK Boarp ExHipir No. 18 


Los ANGELES, CaALir,, March 21, 1949. 
KENNETH G. HEISLER, 
General Counsel, Home Loan Bank Board: 

Following changes stipulation proposed in conference with judge. Page 4, 
paragraph 1 to read as follows: 

“1. In the event that any attorneys’ fees or expenses, now sought on behalf 
of second parties or any of them, shall at any time, ever be asserted or assessed 
against first parties, or any of them, or against any property now or hereafter 
impounded in the within action, in which first parties, or any of them, claim an 
interest, first parties, hereby reserve and shall have the right to oppose such 
attorneys’ fees and expenses with respect to the determination of (a) the 
liability therefor of first parties, (0) the need as to first parties for, and (c) the 
reasonableness of the amount of said attorneys’ fees and expenses; such opposi- 
tion, however, to be limited to the extent to which said attorneys’ fees and ex- 
penses are asserted’ or assessed against first parties or any of them or said 
property. The term first parties as used in paragraph 1 and in paragraph 2, 
shall include all present and former officers, directors, attorneys, agents, and 
employees of the Federal Home Loan Bank of Los Angeles, and all former officers, 
directors, agents, attorneys, and employees of the Federal Home Loan Bank of 
San Francisco, and of the Federal Home Loan Bank of Portland, and of the 10 
associations hereinabove named.” 

age 5, line 11, strike “shall”, insert “may if the court so determines.” Page 6 
add end paragraph 5, line 18, “and the signing and filing of this stipulation shall 
not constitute a general appearance or a waiver of such devious contentions by 
any of the parties hereto. Change paragraph No. 7, page 7, to be paragraph 
8. New paragraph 7 “the parties stipulate that there is withdrawn from the 
court at the hearing on the pending application for attorneys’ fees and expenses 
any and all issues as to the allocation and assessment against the respective 
properties now impounded and claimed among the several parties. Such issues of 
assessment against a particular or special fund or property on deposit shall be 
determined by the court upon the hearing of the said petition for settlement and 
compromise in the event the same is filed and heard or at such other time as the 
court may deem meet and proper. The determination: of the amount of attorneys” 
fees and expenses on the pending applications shall be final except for the reserva- 
tions elsewhere provided in this stipulation.’ Will assume your approval unless 
you advise to contrary by noon eastern time Tuesday. 

HoutMEs & MCKENNA. 

Mr. Fiscrpacu. You will note, also, that following the dispatch 
of that telegram on March 21, Judge Carter entered into the stipula- 
tion of March 22, 1949, which was approved on that day by Judge 
Hall. That thereafter the position indicated by the evidence was 
taken with regard to this stipulation by the Department of Justice. 

When that telegr: am which you have ‘before you was received, Mr. 
Divers, did Mr. Heisler discuss the subject matter thereof with you ? 

Mr. Divers. I do not recall whether he did or not, Mr. Fischbach. 
Maybe he will recall. 
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Mr. Fiscupacnu. In all events, there were no—— 
Mr. Divers. I traveled a good deal and was out of town quite fre- 
quently, and it is possible I might have even been out of town. There 
were three members on the Board and we knew each other pretty well. 
I felt that we knew pretty much about how each other stood on certain 
things and two could act at times without consulting the third one 
if he was not available. 

Mr. Fiscusacu. Mr. Divers, were you aware that the proceedings 
which took place with regard to the Carter stipulation in March of 
1949 were in part premised upon the proposition that the Board hac 
changed its mind ¢ 

Mr. Divers. No; I do not think that was called to my attention. 

Mr. Fiscupacu. Had the Board changed its mind with regard to 
the Carter stipulation ? 

Mr. Divers. I would have to go back and try and reconstruct it 
from the records over there. If you wish me to do that, I will be 
glad to do it. I do not have any recollection on this legal language 
with reference to the proposed stipulation. 

Mr. Fiscupacu. Had the Board ever taken the position that I 
believe was expressed by Mr. Siegel, namely that it was the Board’s 
position that Long Beach Federal should decide itself how much 
counsel fees should be paid to Mr. Chapman and to other counsel acting 
in behalf of Long Beach Federal, rather than have the court determine 
how much counsel fees should be paid? 

Mr. Drvers. The question of counsel fees came up frequently and 
constantly in connection with the different settlement discussions. 

Mr. Fiscusacn. But did the Board ever take the position that Long 
Beach Federal should, on its own responsibility, and by that I mean 
on the responsibility of Mr. Gregory and other persons identified in the 
management, decide how much counsel fees should be paid without 
submitting that to the court ? 

Mr. Divers. We took the position that it was within their authority 
to do it and that it was not necessary for the court to fix the fees. 

Mr. Gregory took the position that he, and I do not know, I as- 
sume that he meant his board of directors, did not want to take the 
responsibility for fixing the amount of fees when it was going to run 
into a substantial amount of money and would much prefer to have 
the Federal court fix those fees. 

And it was at the same time that he and Mr. Mallonee both indi- 
cated to us that the fees would probably run around $200,000, and in 
no event over $300,000, 

Mr. Fiscupacn. Did you, as a member of the Board, and did your 
colleagues who were members of the Board, ever convey either to Long 
Beach Federal or to the Department of Justice the intelligence that 
it was the Board’s position that Long Beach should determine the 
amount of attorneys’ fees, rather than go into court and let the court 
determine them ? 

Mr. Divers. No, I do not recall that the Board ever took that posi- 
tion. I do not think we ever took the position that it would be im- 
proper for the court, before which this matter was pending, to fix the 
fees. 

Mr. Fiscupacu. You brought to the Board not only the experience 
which you had had in service in various positions with the Federal 
Government, but, also, the training and experience and views that 
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you had as a member of the bar, the legal training that you had ac- 
quired in connection with that, did you not? 

Mr. Divers. That is right. 

Mr. Fiscupacu. And I note from a letter which you appear to have 
addressed on April 2, 1948, to Mr. J. Arthur Younger that it was 
within your contemplation that the proposed action by the directors 
of the Federal Home Loan Bank of San Francisco, in connection with 
the proposed settlement of this controversy and the terms of settle- 
ment, would be contingent upon their approval by the directors and 
stockholders of that institution, as well as subject to the approval of 
such terms by a court of competent jurisdiction. 

Mr. Divers. I think that was our position at that time. 

Mr. Fiscusacnu. And it certainly was never the position of the 
Board, as you have just a moment ago indicated, that the only way 
that the Board would ever give consideration to the settlement of this 
litigation was that Tom Gregory and Chapman, figuratively speaking 
get off in a corner of a room by Dhieniselbe and decide how much 
counsel fees should be paid and let it go at that? 

Mr. Divers. I do not remember how your question started, but I will 
say this, we never took the position that they were the only ones who 
could determine it. 

Mr. Fiscusacu. Or that they should determine it as a condition to 
going forward with the settlement ? 

Mr. Drivers. I think we felt that it would be the most expeditious 
way to do it. 

Mr. Fiscuzacu. But, Mr. Divers, did you—— 

Mr. Drivers. But we never insisted that it be done that way, if that 
is what you mean. 

Mr. Fiscupacu. That is exactly the point. Neither you nor your 
colleagues on the Board ever insisted that that be done as a condition 
to the settlement going forward? 

Mr. Drvers. No; at Portland, as I recall, when I discussed it with 
Mr. Gregory and Mr. Mallonee, we left it that the court was going to 
fix the fees that would be paid. 

Mr. Fiscupacu. And if contrary position was ever taken, it was 
taken without authority of the Board ? 

Mr. Divers. That would be my best judgment. I do not remember 
the Board ever taking any different position on that. 

Mr. Fiscupacu. All right, sir. In providing that Mr. Ammann 
should file an accounting with the Federal court as part of his com- 
pliance with order No. 388, was it the intention of the Board that any 
question ‘with regard to any disputed item in Mr. Ammann’s account 
should be subject to being resolved by judicial proceedings? 

Mr. Divers. I do not think we considered it at that time. Mr. 
Adams and I were adopting a resolution that was turning the insti- 
tution back to the shareholders and we thought as a matter of fairness, 
that the conservator should file an accounting. 

Mr. Fiscupacu. Did you not 

Mr. Divers. And since this litigation was pending there, that seemed 
to be the proper place to file it, but we did not give any consideration 
to the question of who ought to determine any differences at that time. 

Mr. Fiscupacn. Did you not, as a lawyer, think that the question 
of any dispute which might arise in connection with the accounting 
should be determined judicially ? 
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Mr. Divers. I think we were under the impression at that time, 
without discussing it with our counsel, that filing an accounting with 
the court meant filing one to the satisfaction of the court. Whether 
that involved a determination in that court or whether it meant litiga- 
tion in the State court or what it meant we did not consider at that 
particular time. 

Mr. Fiscupacu. You never, as a member of the Board or as.Chair- 
man of the Board, felt that it was appropriate for the Board to order 
an accounting and just let it goat that, did you? 

Mr. Divers. I do not think that we thought beyond that at that time. 
All we thought of was that an accounting ought to be rendered. And 
we ordered it to be done. 

Mr. Fiscupacu. Was that motivated by the thought or the feeling 
on your part, or your colleagues on the Board, that it was purely a 
gesture of comity to the court / 

Mr. Divers. No. Mr. Linden told you that that meeting over there 
at which the order was adopted lasted rather late on Friday night. 
And I do not think that there was any discussion about rendering of 
an accounting. It was proposed to us by Mr. Gregory as being 
necessary. And we agreed that it was the fair thing to do and placed 
in this order that an accounting should be made. That was the full 
extent of the consideration of it so far as I can recall. 

Mr. Fiscnpacn. But it was not designed merely as a gesture of co- 
mity, it was not done as a matter of courtesy to the court, was it? 

Mr. Divers. To the court / 

Mr. Fiscusacu. Yes. 

Mr. Divers. We were not thinking in any terms of any courtesy to 
the court. We were thinking in terms of — 

>Ir. Fiscupacn. Cleaning the situation up? 

Mr. Divers. Of the action with reference to the association. 

Mr. Fiscunacu. And you were thinking in terms which I take it 
had the concept that there was a conservator who had a fiduciary 
obligation and that the fiduciary should account for his stewardship? 

Mr. Divers. That is right. 

Mr, fiscupacu. [ wonder, Mr. Divers, if you could enlighten us 
on what the principles are of the Board’s supervision of these asso- 
ciations ¢ 

Mr. Divers. That would be a long speech. 

Mr. Fiscusacu. I would appreciate it if you would give us your 
concept of the minimal, as well as the maximal authority of the 
Board in connection with its supervisory function. 

Mr. Divers. That is a rather long story, and somebody else could 
give it better than I would, but I will give you my ideas, anyway, in 
reference to it. 

Mr. Fiscusacu. Perhaps, it would help crystallize your presenta- 
tion if I were to inquire whether the Board claims the right to require 
a Federal Savings and Loan Association to appoint or elect now di- 
rectors, different directors ? 

Mr. Divers. We have on occasion. I am told, I should say, because 
I do not recall. I believe we have done it since I have been on the 
Board. I would say this much, first of all, that the operations of these 
associations, to some extent, are covered by statute, and then by the 
charter which is given to them when they are organized, and by certain 
rules and regulations which are adopted in order to spell out certain 
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powers that are in the charter and certain restrictions that are in the 
charter. 

Mr. Fiscupacn. Perhaps it would help crystallize the presentation 
to that point even further if I were to draw an analogy out of the 
evidence in this proceeding before the subcommittee. 

Mr. Divers. Why do you not let me go on and finish this little bit 
that I want to say here with reference to our policy before we get into 
this other question then ¢ 

Mr. Fiscupacu. I would be delighted to have you do so. 

Mr. Divers. I would say that the objectives of supervision, of 
course, are to be constructive. And most supervision should be done 
in that way. In other words, it should attempt to forestall or to 
prevent troubles in the future by giving intelligent guidance to these 
institutions, and these institutions being financial institutions which 
are handling other people’s money are subject to a greater degree of 
supervision than they would be if they were grocery stores or filling 
stations or something of that kind. They always have been, his- 
torically. 

When questions come up with reference to the operation of an asso- 
ciation, it has been our policy that the supervisor brings them before 
us and we see what factual evidence he has to support his claims as 
to mismanagement. And then we provide for a discussion with the 
officers of the institution. We make arrangements for these matters 
to be discussed with the institution, usually in their home town and 
usually by one of our people out in the field. 

If those matters are not settled to our satisfaction then it may involve 
a meeting in Washington with the officers of the institution, or in 
some extreme cases even with the majority of the board of directors 
of that institution. 

I would say this, that with reference to all supervisory matters, I 
think that we attempt to give the benefit of the doubt to the supervised 
institutions, that we have, I think, if anything, leaned over backward 
in terms of using our supervisory powers, but we do not hesitate to 
use them when we think that it is clear that something should be done. 

Mr. Fiscusacn. What are your supervisory powers, Mr. Divers, as 
you conceive them apart from—— 

Mr. Divers. They are to see that the statutes are followed, that the 
provisions of their charter are followed, that the regulations are fol- 
lowed. And these things may be of varying degrees of importance. 
Sometimes supervision starts with the examination that is made by 
an examiner. He is authorized by us to call certain minor items to 
the attention of the association which, if they agree to take care of, 
need not be even reported in that examination. And that is for the 
purpose of saving the association time, saving our examiner’s time, and 
not cluttering up the report with a lot of relatively minor matters. 

Mr. Fiscupacu. Do you think those principles were followed in the 
vase of the Long Beach Federal ¢ 

Mr. Divers. I think that those are principles that have been adopted 
since the last examination was made there, probably, Mr. Fischbach. 
I mean, that this Board put those principles into effect and put them 
into effect about, well, I do not know, it has been maybe 18 months ago 
or something of that kind that we did that. 

The next step in terms of supervision is for one of the supervisory 
agents to discuss matters of policy. That is not done by the examiner. 
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That is done by our supervisory agents. And they discuss matters of 
olicy with the officers of the institution or, if necessary, with the 
oard of directors of the institution. They give them their ideas, give 

them the supervisor’s idea as to what is wrong and what should be 

done to correct it. I suppose that 90 or 95 percent of all matters 
end there. 

The supervisory actions in the field are reviewed on the spot-check 
basis in effect in Washington to see that we are treating these institu- 
tions uniformly, and that it is being carried out in accordance with 
the policies of the Board and of our supervisory department. 

As I said some extreme cases come to the attention of the Board 
where they are discussed with appropriate members of our staff and 
later on are discussed with the officers, in some cases the directors, of 
the supervised institutions. 

Mr. Fiscupacu. It has come to the attention of the subcommittee 
that in many instances the supervisory problems of various associa- 
tions throughout the United States are such as to indicate the wisdom 
of having Mr. Wyman go personally to the scene and have meetings 
with the directors of these associations and endeavor to take various 
positions of corrective nature in respect to that. 

In the light of that, I presume you would have all of the problems 
that are implicit in an attempt to balance the statutory authority of 
the various associations to have autonomy in their management and 
the statutory responsibility of the Board for supervising the activities 
of these associations, is that true ? 

Mr. Divers. That is right. 

Mr. Fiscusacn. At times I would take it that it is a rather difficult 
thing to lay down a particular principle? 

Mr. Divers. That is right. And our Board takes the position that 
these institutions cannot be run from Washington, I mean, that they 
are local, mutual institutions, that they are under the direction of 
their management, and that the management has the responsibility 
along with the authority for their operations. 

Mr. Fiscuzacu. And I also take it that the Board takes the posi- 
tion that these institutions have autonomy in their management and 
if their shareholders approve a given course of action, that is that, 
is that not true? ; 

Mr. Divers. Not complete autonomy, of course, but I mean within 
the confines of the statutes, the charter and the regulations, it is theirs 
to manage, and most of our supervision is in terms of, shall I say, 
education or a desire to point out to the boards the wisdom of follow- 
ing a different path before they get into trouble. 

Mr. Fiscugracn. All right. Let us see if I can focus our attention 
to one of the aspects of the Long Beach matter in relation to the 
supervisory function, responsibility, and orbit of activity of the Board. 

It has come to the attention of the subcommittee, and I am sure 
it has come to your attention, that there was a time when just prior 
to the order appointing a conservator, Long Beach Federal, through 
its management, whether wisely or unwisely, decided to create within 
Long Beach Federal 21,000 $1-share accounts. It has come to the 
attention of the subcommittee, and I believe probably your attention 
was drawn to it, that after the creation some years ago of these 21,000 
$1 accounts, there was a complete disclosure of the existence of those 
accounts to the other shareholders of Long Beach Federal, and that 
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the other shareholders of Long Beach Federal in a meeting convened 
and assembled voted unanimously a resolution approving the creation 
of these share accounts and voted their continued existence as $1-share 
accounts. 

I would like to inquire, Mr. Divers, what weight, if any, do you 
attach to such action on the part of the shareholders of Long Beach 
Federal ¢ 

Mr. Drivers. So far as setting up these 21,000 $1-share accounts, I 
think, that all of the members of the Board thought that that was 
very undesirable and it certainly did not show a sense of trusteeship 
of the institution when that was set up. At the same time we felt 
that steps were taken on both sides in connection with this conserva- 
torship and the merging of the banks and so on and so forth—there 
were some things that were done after full consideration and other 
things that were done rather rapidly and in the heat of battle, you 
might say, and [ think that we charged the 21,000 share accounts 
off, probably, to the heat of battle as much as anything, but recogniz- 
ing all of the time in our opinion it was a very undesirable practice. 
If that was submitted to the shareholders I do not know, and I do 
not know the circumstances under which it was sabmitted, but I think 
that the shareholders, unless they heard both sides, would hardly be 
in a position—I mean, you would hardly be in a position to give any 
great weight to an approval of something like that. 

Mr. Fiscupacu. Let us consider it purely in the abstract. What 
weight would the Board give to an approving vote of the sharehold- 
ers of any association where such a thing had been done and assume 
the hypothesis that both sides of the matter had been placed before 
them, would the Board, Mr. Divers, feel that it was within the power 
of the shareholders of such an association to approve such action, or 
would the Board feel and take the position that that was not within 
the province of the shareholders’ autonomy ? 

Mr. Drivers. Based upon the hypothesis that they heard both sides 
fully, if they acted on it, I think that you would have to say that it 
was the action of the members of the association; I do not see how 
you could avoid that assumption. I think, also, that I would state it 
as my opinion that if they heard both sides they would never ap- 
prove it. 

Mr. Miter. Supposing I ask you the question, that two members of 
the board of directors stole $21,000 and they got a meeting of the 
Board to approve it, would that be all right with your association, do 
you think, or with the Board ? 

Mr. Drivers. I do not think it would be. 

Mr. Miter. I do not see any relevancy at all of this, in other words, 
certainly they do not recognize that any association has autonomy 
to the extent that simply a majority of the votes can approve a felony. 

Mr. Fiscusacn. I am not suggesting that. 

Mr. Drvers. You have the same thing, that if it is mismanagement, 
they cannot approve it anyway. 

Mr. Mitirr. They might set up 21,000 $1 accounts for any number 
of reasons. How do we know who was present when they approved 
the setting up of those accounts? Maybe the majority of the share- 
holders rendering approval were all in on the conspiracy. We do not 
know anything about it. It does not mean a thing in this case. We 
do not know whether both sides of the story were given. 
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Mr. Fiscusacnu. I suggested a hypothesis for the purpose. 
Mr. Minter. We have been here about 3 weeks and there is no point 
going on hypothesizing. Let us talk about this case, if we can. 

Mr. Fiscusacu. How will you explore the supervisory aspect ? 

Mr. Muzer. Ask him. 

Mr. Fiscupacu. I suggested a hypothesis that would. 

Mr. Miter. Is the hypothesis based upon facts and evidence in 
this case ? 

Mr. Fiscuspacn. No; this is purely a hypothesis for the purpose. 

Mr. Mitier. Why do we not base our hypothesis on the facts in 
the case ¢ 

Mr. Fiscupacu. Because I understand the position of the Board is 
that this is a very singular situation and much has been done by both 
sides which under normal circumstances would not have been done. 

If we are to make a study of what the supervisory responsibilities and 
concepts of the Board are under the statute, I know of no better way 
than to suggest a hypothesis that is totally apart from the disputed 
aspects of the evidence in this case. 

Mr. Mutter. Then you will get answers that are totally apart from 
this case. 

Mr. Fiscupsacu. I will put another question and I think perhaps, 
Mr. Mil‘er, you will see the relevancy of it. 

Laying aside this question of the autonomy or the lack of autonomy 
of the shareholders in any given Federal, Mr. Divers, has it ever come 
to your attention that not an inconsiderable number of persons identi- 
fied with the Federal Home Loan Bank Administration and identified 
toa degree with the Federal Home Loan Bank Board have at various 
times become actively engaged in the management of the affairs of 

various Federal savings and loan associations ? 

Mr. Drvers. I think that has been principally before my time, Mr. 
Fischbach, because since I have been with the Board I do not recall 
anybody leaving to take any position. 

Mr. Mixer. In your experience on the Bank Board or from any 
knowledge which you have received as to the activities or functions 
of loan associations prior to your being on this Board, did you ever 
hear of another loan association, its directors or officers, establishing 
21,000 $1 accounts ? 

Mr. Divers. No, sir; I do not recall ever having heard of it. 

Mr. Fiscunacn. Did you ever hear of the policy of the Federal 
Reserve Board in connection with its personnel becoming identified 
with institutions that are subject to the Board’s s supervision 4 

Mr. Drivers. No, I do not know what the Federal Reserve Board 
policy is. I know that we have considered it. 

Mr. Fiscupacu. What conclusion did you reach in connection with 
that? 

Mr. Drivers. We came to the conclusion that since there was no in- 
dication that people were leaving our organization to go with the 
supervised institutions, we saw no necessity for adopting any regula- 
tions at the present time. The only people who have gone oui, so far 
as I can recall since I have been on the Board, are from the examin- 
ing division and they go into minor administrative positions in these 
associations. And we consider it desirable, so far as we are concerned, 
to take in these people. We bring them in from college; they go 
through an accounting course in college. They are trained. And if 
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the associations want them then to add to their staffs, we see no objec- 
tion to it. Asa matter of fact, we think it may even be desirable. 

They are not the people that we know. The Board does not know 
the people and does not come in contact with them after they go into 
these institutions. 

Mr. Fiscupacn. Was your attention ever called to the provisions 
of an enactment of the Congress which required that personnel at- 
tached to the examining division of the Federal Reserve Board re- 
frain from seeking employment or becoming employed by institutions 
subject to the supervision of that Board for a period of 2 years? 

Mr. Divers. No. 

Mr. Fiscunacnu. Do you or do your colleagues on the Board believe 
that the very function of examining as part of the supervisory func- 
tion of the Board presents an opportunity to those who conduct ex- 
aminations which might possibly be abused in the discharge of their 
function ? 

Mr. Divers. I would say this, in the first place for your informa- 
tion, the examiners for the Federal Reserve Board, for the Comp- 
troller of the Currency, exercise a considerably different function 
than our examiners do. You cannot compare the two of them. 

Our examiners are finders of fact. They do not have the super- 
visory powers that the examiners for the Federal Reserve Board and 
the Comptroller of the Currency have. They are the supervisory 
staff. And that would go more into a question than as to what con- 
sideration is given to our supervisory staff so far as going into these 
institutions is concerned. I can only recall one case of anybody 
going out of the supervisory field into a supervised institution. And 
they came from that field before they came with the supervisory staff. 
In other words, if we are going to look for experienced people to do 
this work the bést place we can find them, I think, is in these institu- 
tions. If we are going to forbid them going back into their institu- 
tions for 2 years if they ever come with the staff of the Home Loan 
Bank Board, I am afraid that we would be cutting down substantially 
on the caliber of the people that we select. 

Mr. Fiscusacn. Do you conceive the Board’s supervisory function 
to be appropriate with regard to the specific transactions and their 
approval or disapproval depending upon the financial aspects of the 
transaction ? 

Mr. Drivers. We certainly do not try to approve or disapprove 
every transaction that is made by these 8,000 institutions that we 
supervise every year. That would be an impossible job. We reserve 
the right to question the propriety of transactions which. apparently, 
on their face were made for the benefit of officers of the institutions 
and not for the benefit of the institution, or loans which appear to be 
made that were contrary to the letter or the spirit of the charter, for 
example. 

Mr. Fiscunacn. Does the Board, Mr. Divers, ever direct the re- 
versal of a given transaction ? 

Mr. Divers. I do not know that we have ever done that. 

We have refused to approve a number of transactions that have 
been brought before us. We have criticized the propriety of transac- 
tions that have been made, but I do not recall our ever having said that 
any particular one individual transaction should be reversed as you 
say, because if it is a legal transaction I do not see how our authority 
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would extend to reverse it. I mean ours is a post-audit in effect of 
what has been done by management. 

Mr. Fiscusacu. When you find a given transaction to be viola- 
tive of your regulations, what action if any do you conceive the Board 
has a right to take? 

Mr. Divers. It depends upon the type of action. If it is action of 
a certain type we call it to the attention of the officers of the institu- 
tion and say that they should not have done it. If it is action of 
another type we may take it up with the board of directors and ask 
them to mo $a a resolution w cide in effect says that they will not 
do it again. 

In some other action of other types, we ask the directors to get rid 
of the officer who did it. If the situation was extreme enough, I 
think we would go to people who we thought were representative citi- 
zens of the community and ask them to strengthen the board of direc- 
tors of the institution by replacing some of the present board of direc- 
tors of the institution. We have done that in Los Angeles, not too 
long ago. So that it all depends upon what they have done, the reason 
they have done it, and the seriousness of the violation. 

Mr. Fiscunacu. Generally speaking it is an endeavor on the part 
of the Board to have the matter resolved initially by the officers; sec- 
ondarily, by the board of directors; and ee as a last resort by 
the shareholders themselves and prominent persons in the commu- 
nity ? 

Mr. Divers. That is right. I might add that I do not think we 
have ever gone so far as to find it necessary to liquidate an association. 
We have always been able to find some method of solving the super- 
visory questions in a way which permitted the continuance of the as- 
sociation as a service to the people of the community. 

Mr. Fiscupacn. When Mr. Wyman came before you and other 
members of the Board in September of 1949 with the allegation that 
Long Beach Federal had Sinead to make an affidavit that the entries 
in its books were true and correct, were you aware of the fact that 
Mr. Gregory had made an affidavit in which it was alleged that the 
entries in the books and records of the association made since Janu- 
ary of 1948 when order No, 388 restored the management to the officers 
of that, association, were true and correct ? 

Mr. Divers. Who had he made it to, and where had he made it, and 
in what connection ¢ 

Mr. Fiscusacn. Were you aware that he had made such an afli- 
davit—was your attention called to it? 

Mr. Divers. I know there was an affidavit that was similar to that, 
as I recall, in connection with the examination. 

Mr. Fiscupacn. Yes. Your attention was called to that affidavit? 

Mr. Divers. I think so; yes, sir. 

Mr. Fiscnpacn. Did you criticize that affidavit for being 
insufficient ? 

Mr. Divers. ‘I do not think so. 

Mr. Fiscupacnu. What affidavit was it that you felt was not made 
that should have been made when you adopted order No. 2015? 

Mr. Divers. That does not refer to an affidavit, as I recall. That 
was with reference to ,the monthly reports, the annual report, the 
failure to file with us a copy of the audit that had been made by 
independent auditors. Are you looking for a copy of this order? 
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Mr. Fiscupacn. Here it is. I call attention to item 2 of the order. 

Mr. Divers. That was the affidavit that was attached to the monthly 
reports. 

Mr. Fiscusacu. That is what you were referring to in item 2 / 

Mr. Drivers. That is my recollection. I do not know whether that 
was it or not. It is my recollection. I do not recall any other 
affidavits. 

Mr. Fiscuracn. Was it ever said to you, Mr. Divers, that the mak- 
ing of order No. 2015 would be considered an offensive action in the 
face of the litigation ? 

Mr. Divers. An offensive action ¢ 

Mr. Fiscusacn. Yes. 

Mr. Divers. ‘To whom? 

Mr. Fiscusacnu. Not offensive in the sense in which you have ac- 
cepted it, but offensive in the sense that it was aggressive. 

Mr. Divers. I think that we recognized that various constructions 
might be put upon the action that was taken by the Board, but we 
felt. that it was our duty to take the action and, consequently, took it. 

Mr. Fiscnpacn. Did you call for any suggestions as to other offen- 
sive—and I note parenthetically in the sense of aggressive—actions 
that might be taken? 

Mr. Divers. That was not an offensive action in the sense that you 
have attributed to it. 

Mr. Fiscnzacu. That was not a phrase that I coined, rather it was 
one that I borrowed. I would like to place before you a letter written 
by Mr. Heisler on October 6, 1948, and I call attention to the fourth 
paragraph which reads: 

The Chairman has asked me to give consideration and I pass it on for your 
consideration to see if there are any other offensive actions that we should take 


at this time as to whether we should sue on our insurance contracts to recover 
insurance premiums or move to cancel the insurance. He— 


I take it the “he” refers to you— 


presumes that bank counsel will have covered the question as to whether suit 
should be instituted by the bank for delinquent interest. Within the scope of 
his inquiry would be whether any action should be instituted or anything done 
to recover some ninety-odd thousand dollars for examination expenses by the 
Controller’s office. 

And having called your attention to that paragraph I ask you 
whether you did seek ‘advice as to what other offensive actions the 
Board might take? 

Mr. Divers. I do not remember any request phrased in those words. 
I have at one time or another asked our general counsed to advise 
us as to what he thought our duties were with reference to these 
various matters, but I certainly do not recall terming them offensive. 

Mr. Fiscupacu. They are neither in the aggressive sense or in a 
disagreeable sense ? 

Mr. Drvers. In neither sense. 

Mr. Fiscusacn. Did you ask Mr. Heisler to consider what of an 
aggressive nature might be done with respect to recovering insurance 
premiums ? 

Mr. Divers. I think so; yes. I think that was one of the things 
we considered. 

Mr. Fiscupacu. Were you advised that you could bring suit to 
recover the premiums? 
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Mr. Divers. I do not recall what the alternatives were that were 
submitted to us by the counsel. I would assume that that would be 
one of the alternatives, although it is not customary in the case of 
an insurance company, I do not suppose, to file suit for a premium. 

Mr. Fiscuspacn. Did you not ever hear of an insurance company 
bringing suit to collect a premium ? 

Mr. Divers. They usually do it after the term of the insurance is 
over. 

Mr. Fiscusacu. Not while the policy is in effect ? 

Mr. Divers. It is unusual for them to do it. If they have the alter- 
native of terminating the insurance or bringing suit for the premium, 
I think the first thing they usually do is to terminate the insurance. 

Mr. Fiscupacn. Was the insurance corporation being operated 
along the same principles that other insurance companies operate ? 

Mr. Divers. No, sir. 

Mr. Fiscupacnu. You knew, as a lawyer, that if any money was due 
the insurance company for premiums, it could bring suit, did you 
not, and collect them ? 

Mr. Divers. That is right; yes. 

Mr. Fiscupacu. And were you advised not to bring suit to collect 
them ? 

Mr. Divers. I do not think so. 

Mr. Fiscunacu. Were you advised that by making order No. 2015 
you would collect the premiums 4 

Mr. Divers. That was one of the—I do not think we were so much 
interested in collecting the premiums as we were in deciding our 
legal liability or ms aking an effort to carry out our statutory respon- 
sibility as we saw it. 

Mr. Fiscneacn. It was your statutory responsibility, was it not, 
to collect the money that was due the insurance corporation ¢ 

Mr. Divers. That is right. 

Mr. Fiscusacu. And in the light of that statutory responsibility 
to collect the money due the insurance corporation, why did you not 
bring suit ? 

Mr. Divers. This was an alternative way of handling it. 

Mr. Fiscuracu. Do you think that through order No. 2015 you 
would be able to collect the premiums? 

Mr. Divers. We thought we were making an effort to do it. 

Mr. Fiscupacu. Did you conceive that if there was a hearing on 
order No. 2015, it might result in a decree or a judgment or some 
other process under which they could be collectible ? 

Mr. Divers. No. ‘ 

Mr. Fiscusacn. How did you expect to collect the premiums 
through making order No. 2015? 

Mr. Miiuer. By agreement, by a settlement, I suppose. As a part 
of the settlement. 

Mr. Divers. It was a hearing to show cause why the officers should 
not pay it. 

Mr. Fiscupacn. You knew at that time that the premiums had been 
paid into court, did you not? 

Mr. Divers. We knew that some money had been paid into court. 

Mr. Fiscuracu. Did you not know that the Insurance Corporation 
had resisted the payment into court? 

Mr. Divers. Had resisted ? 
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Mr. Fiscupacu. Yes. 
Mr. Divers. No. 

Mr. Fiscupacu. And you did not know then that over the objections 
of counsel for the Insurance Corporation and the opposition that was 
made in relation to the successive applications there had been succes- 
sive orders of the court permitting the payment to be made into court ? 

Mr. Divers. No; I did not know that it had been opposed by the 
counsel for the Insurance Corporation or the Bank Board. 

Mr. Fiscusacu. Now that you know it, what weight or significance 
do you attach to that phase of the matter, any at all? 

Mr. Mixer. It would make a difference whether posed on a juris- 
dictional ground or on the actual merits of the payment to the court. 

Mr. Divers. I think it would depend entirely upon what situation 
that was that surrounded it at that time. If it was taken on the basis 
that that was not the proper place to put it, all they would be doing 
would be consistent, I think, in saying that it had to be paid to the 
Insurance Corporation. 

Mr. Fiscupacn. Did not Mr. Husband come before you and in effect 
pound the table very insistently on the proposition that the payment 
of these moneys into court was not payment to the Insurance Corpora- 
tion ? 

Mr. Divers. I do not remember him pounding the table. I remember 
that he came to us and told us that that was his opinion. 

Mr. Fiscupacn. But you were not told that there had been opposi- 
tion to those applications ? 

Mr. Divers. I do not recall hearing that. 

Mr. Mitier. Nor on what grounds? 

Mr. Drivers. Nor on what grounds. 

Mr. Fiscusacnu. Tell us about the thought of canceling the insur- 
ance—was that ever discussed with you? 

Mr. Divers. I do not remember whether it was discussed with me or 
whether I considered it myself, but I gave consideration to it. 

Mr. Fiscupacu. Did you come to the conclusion that there was no 
authority to cancel the insurance ? 

Mr. Divers. We cannot cancel the insurance so long as the Federal 
association is operating, I do not think, because it is a requirement 
of the statute that they be insured. 

Mr. Fiscupacn. Did you come to the conclusion that you could not 
cancel Long Beach’s insurance ? 

Mr. Divers. The same thing would apply to them as to any other 
Federal association. 

Mr. Fiscupacn. I take it then the answer is “Yes”? 

Mr. Divers. The only way—let me answer it this way—the only 
way to cancel the insurance would be to liquidate the association. 

Mr. Fiscupacu. And did you have that in mind when you made 
order No, 2015? 

Mr. Divers. We had it in mind solely as the last step, if nothing else 
could be done to prevent it. 

Mr. Fiscusacu. But there was no question that you did have it in 
mind ¢ 

Mr. Drvers. It is in the order. 

Mr. Fiscunacu. In connection with canceling the insurance, did you 
have the benefit of the advice, the views, and guidance of counsel of 
Mr. Siegel, of the Department of Justice? 
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Mr. Divers. I do not recall discussing it with him. 

Mr. Fiscusacu. Was your attention ever called to the fact that it 
appears in the evidence before this subcommittee that in open court 
a memorandum of points filed on behalf of the Insurance Corporation 
alleged that the Insurance Corporation could cancel the insurance of 
Long Beach Federal ? 

Mr. Divers. I was not. I do not recall that. 

Mr. Fiscunacu. Mr. Divers, to another subject for a moment. Does 
the Board have any disciplinary authority over Federal savings and 
loan associations ? 

Mr. Divers. I do not know what you mean by that. 

Mr. Fiscusacu. By that phrase? 

Mr. Divers. Yes. 

Mr. Fiscupacu. Did you ever use it? 

Mr. Divers. Only in the term of supervisory authority, if that is 
what you mean. 

Mr. Fiscuzacn. What did you mean when you used that expression 
in an affidavit, if you used such an expression in an affidavit? 

Mr. Divers. If you show me the affidavit, it would help me. 

Mr. Fiscupacn. All right; page 54 of the record in case No. 12591, 
in the Court of Appeals for the Ninth Circuit, Fahey, appellants, 
against O’Melveny and Myers, and Federal Home Loan Bank of San 
Francisco, appellant, against O'Melveny and Myers, and others. I call 
attention to the affidavit of William K. Divers, sworn to in, the Dis- 
trict of Columbia on the 18th of March 1950, in which it is said that 
he is the Chairman of the Home Loan Bank Board and as such is its 
chief executive officer; that the Home Loan Bank Board has never 
taken or proposes to take any disciplinary action of any kind against 
any savings and loan association or any member of a Federal home- 
loan bank on account of its use of funds to contest the action of the 
Administration in consolidating the Los Angeles bank or appointing 
a conservator for the Long Beach Federal. I am not quoting the exact 
language, but the substance of the affidavit, with the affidavit before 
the witness. 

What meaning did you have in mind when you used the phrase “dis- 
ciplinary action” in the context of that affidavit? 

Mr. Divers. Supervisory action. 

Mr. Fiscueacu. Disciplinary then is incorrect; it should read 
“supervisory” ¢ 

Mr. Divers. The words are interchangeable to a certain extent. I 
think supervisory would be broader and would apply to what, shall 
we call, constructive supervision, as well. This would be where some 
specific action seemed to be necessary with reference—or where the 
action was sufficiently grave to warrant some action on the part of 
the Board. 

Mr. Fiscupacn. Well, then, I take it, the only authority that you 
conceive you have is supervisory, and if in the exercise of that au- 
thority there happens to be action which might be deemed disciplinary 
it is nevertheless part of the supervisory function 4 

Mr. Divers. That. is right. 

Mr. Fiscuzacn. What you meant there was really the Board had 
never taken, nor had it proposed to take, any supervisory action, rather 
than disciplinary action? 
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Mr. Divers. I do not recall any other kind of authority we would 
have than supervisory action. 

Mr. Fiscusacu. Again I suggest that possibly the use of the 
word “disciplinary” here was erroneous, and it would better have 
conveyed what you had in mind had it read “supervisory” rather than 
“disciplinary” ? 

Mr. Divers. No; I do not think so. I think that the supervisory is 
a broader term, as I said. 

Mr. Fiscuzacn. Is this correct as it reads ? 

Mr. Divers. Yes. 

Mr. Fiscupacu. What is suggested here is that it was never pro- 
posed to take any supervisory action in the narrower sense you attribute 
to the word “disciplinary” ? 

Mr. Divers. No; I take it that what is meant is that we never at- 
tempted to require an institution to do certain things or to force our 
views on them as the result of their opposing action that we had taken. 

Mr. Fiscupacu. Do you know whether that concept ever drifted 
through to Mr. Wyman? 

Mr. Divers. I think Mr. Wyman carries out the policies and the 
views of the Board, if that is what you mean. 

Mr. FiscusBacu. Do you accept responsibility for the critiques that 
Mr. Wyman has advanced here with respect to the funds disbursed 
by Long Beach Federal in connection with the litigation, notwith- 
standing your own affidavit of March 18, 1950; is that what you want 
us to understand ¢ 

Mr. Divers. Mr. Wyman was working. He was the Chief Super- 
visor for the Federal Home Loan Bank Administration of which Mr. 
Fahey was the commissioner at that time. I will say this, that I will 
be glad to adopt any views that Mr. Wyman has taken since he has 
had an opportunity to discuss his views with the Board; in other 
words, that while the Home Loan Bank Board has been responsible 
for these matters, I think Mr. Wyman has carried out our views. 

What went on before our Board was there, is something else, I mean, 
I assume he was carrying out Mr. Fahey’s views. 

Mr. Fiscusacu. Mr. Divers, I call attention to the fact that in Mr. 
Wyman’s testimony before this subcommittee, while this affidavit was 
before the subcommittee, your affidavit sworn to on March 18, 1950, 
in which it is alleged that the Board has never taken or proposed to 
take any disciplinary action of any kind in connection with the use 
of the funds by Long Beach Federal for the litigation in connection 
with the appointment of the conservator, the consolidation of the 
Los Angeles bank, including the litigation described in the caption 
of your own affidavit, Mr. Wyman testified that the attorneys’ fees 
was part of the package, and I ask you in the face of your affidavit 
how you reconcile your affidavit with the assumption of responsi- 
bility for Mr. Wyman’s presentation on that phase of his presentation ? 

Mr. Divers. The attorneys’ fees were part of the package at the 
time that the conservator was appointed. 

Mr. Fiscunacn. Is that the way you reconcile it? 

Mr. Divers. That is how I would certainly view it. 

Mr. Fiscusacu. And with respect to order No. 2015, the attorneys 
fees being part of the package, you still take the same position ? 








1574 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Divers. Well, there I think that we would probably go into it, 
for the purpose of finding out what the facts were, but that is not a 
disciplinary action. 

Mr. Fiscusacu. You had the facts before you in Mr. Turner's 
examination report of July of 1949, before you adopted order No. 
2015, you had all of that before you made this affidavit in March 
1950. 

Mr. Divers. We had the facts as they showed from the books of the 
association, but we wanted to listen to both sides. 

Mr. Fiscusacn. You also had the facts that were reflected by the 
various court orders, too, did you not, and you also had the facts that 
those court orders were reflected in Mr. Turner’s report of examina- 
tion of July 1949. 

Mr. Drvers. I do not know what court orders you are referring to 
now. 

Mr. Fiscrpacnu. I am referring to the court orders that are reflected 
in the Turner report of examination of July 16, 1949, which report 
was received here in September of 1949, the 2d of September, in the 
days when you were considering order No, 2015. 

Mr. Divers. What did the court orders refer to / 

Mr. Fiscusnacn. The payment of attorneys’ fees. 

Mr. Divers. We knew what the court had ruled with reference to 
those. 

Mr. Fiscunacn. And you also knew the exact amount that had been 
paid out in pursuance of those orders, too, did you not ¢ 

Mr. Diver. Where it was paid out of court. 

Mr. Fiscnsacn. In the light of that, what could you possibly have 
learned in connection with any hearing on order No. 2015 with relation 
to attorneys’ fees that you did not already know ? 

Mr. Divers. We could have heard why the officers considered it 
desirable to remove this $100,000 beyond the reach of the institution 
or out of the institution. 

Mr. Fiscusacu. You know perfectly well that no $100,000 was 
removed beyond the reach of the institution, and that $50,000 of the 
moneys appropriated in 1946 had in 1946 been paid into court by Mr. 
Wallace. Did you know that in 1949? 

Mr. Drvers. I did not know it had been paid into court. 

Mr. Fiscnracn. You do not know that now, I suppose? 

Mr. Drvers. I do not know that that was paid into court, no. 

Mr. Fiscusacn. Will you accept it from me, Mr. Divers, that the 
evidence here shows that it was paid into court? 

Mr. Divers. I will not argue with you about it. I say I do not 
know. 

Mr. Fiscupacn. And you did not know it in 1949 when you made 
order No. 2015? 3 ; 

Mr. Divers. Not that $50,000 had been paid into court. 

Mr. Fiscurnacu. Were you under the apprehension, the belief, that 
$100,000 had been taken out of the association and placed beyond the 
reach of the association ? * 

Mr. Divers. No; I think that I was under the impression and belief 
that it had been represented that it would be taken out, and that that 
was one of the reasons why the conservator was appointed. 
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Mr. Fiscusacn. Has it occurred to you, Mr. Divers, that possibly 
you have not been informed by your subordinates as to just what the 
true facts in the situation were at the time you made order No. 2015? 

Mr. Divers. No; I do not think so. 

Mr. Fiscupacu. Mr. Ammann, would you step up, please, for a 
moment. Did you at any time inform Mr. Divers, or any other mem- 
ber of the Board, that the $50,000 that had been appropriated in 
1946, and I believe, if my recollection serves me right, that the $50,000 
took the form of a certified check and that that check was deposited 
in the Federal court? 

Mr. Ammann. I have never discussed that matter with Mr. Divers, 
no. 
Mr. Fiscuracu. Did you conceal it from him ? 

Mr. AMMANN. No. 

Mr. Fiscusacn. Did you make it plain in the records of the case? 

Mr. AMMANN. It was in the examination report. 

Mr. Fiscupacu. It was in the examination report? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacu. How about you, Mr. Wyman? 

Mr. Wyman. Will you ask the question again, please, sir? 

Mr. Fiscupacn. Did you hear the questions I put to Mr. Ammann? 

Mr. Wyman. I believe your first question was whether he at any 
time advised Mr. Divers that the $50,000 check had been deposited in 
the court. 

Mr. Fiscuracu. Yes; did you advise that—did you advise Mr. 
Divers? 

Mr. Wyman. I do not recall that I at any time advised Mr. Divers 
of that. 

Mr. Fiscupacu. Did you conceal it from him ? 

Mr. Wyman. No, sir, I did not. 

Mr. Fiscupacu. Mr. McKenna, did you ever advise Mr. Divers of 
the $50,000 referred to as paid into court ? 

Mr. McKenna. You picked out one item of probably 100 here and 
you are asking whether I recall specifically telling that item to Mr. 
Divers. Well, if I told him that 20 times I would not recall whether 
I had or not. That is of more than 100 items, and I can assure 
you that nobody in the Home Loan Bank Board staff has concealed 
that from anybody. 

Mr. Fiscuracn. Mr. Divers, do you doubt now that members 
of your staff know, and have known for several years, that that $50,000 
was not placed beyond the reach of the association and that it was 
paid into court, without taking my word for it? 

Mr. McKenna. In your asking me questions, you are putting a false 
question right now to Mr. Divers, a false assumption, because that 
check was taken out of the association, as I understand it, and was 
taken beyond the reach of the association. Then later, after the liti- 
gation commenced, and after the conservator was appointed, I under- 
stand, and this.is my understanding of it, another certified check, un- 
endorsed, was placed in the registry of the court. That is my 
understanding of it. And there has been no effort to conceal our 
respective understandings of it from anybody. 

Mr. Fiscupacn. Mr. Divers. 
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Mr. Divers. Maybe you ought to find out some of these facts. 

Mr. Fiscusacu. That is what I have been endeavoring to do, Mr. 
Divers, and suppose you tell them to me. 

Mr. Divers. tf you want to know what the facts are with reference 
to any of these things, since we understand them, we will dig them 
out and give them to you, but I cannot hope to know all of the details 
of every one of these matters that comes before the Home Loan Bank 
Board, any more than Congressman Holifield can know all of the 
details with reference to every appropriation bill that comes before 
the House. There are certain things that are physical impossibilities. 
And I have answered to you that I did not know whether it was true 
or not. I did not know that $50,000 had been deposited in the court. 

Mr. Fiscuzacn. Suppose you find out. 

Mr. Divers. I will be glad to. 

Mr. Fiscunacn. And bring us all of the facts that you have on that. 

Mr. Drvers. I will be glad to. 

Mr. McKenna. For the record, I might add that the facts as we 
know them are contained in the examination report of 1946, which 
has been termed exhibit C in these proceedings and which, in my 
understanding, is a matter of record in these proceedings. The facts 
as we understand them accordingly are available to this subcommittee 
and in its possession. 

Mr. Fiscupacu. That may very well be, but I want to find out if 
you have any other facts on that subject. Since you took the position 
which you did, Mr. McKenna, I am going to hold you accountable for 
that . 

Mr. McKenna. I will hold myself accountable for the truth of what 
Isay. And if anybody is challenging the veracity of anything that 
I say, I want it out in the open. I have told what I understand to be 
the truth. 

Mr. Fiscuracu. On February 10, 1948, you had occasion to con- 
sider a communication that had been sent by Charles T. Smith to 
Senator Taft. Do you recall that? 

Mr. Divers. Ithink Ido. I remember having some correspondence 
with Senator Taft on the matter. 

Mr. Fiscupacu. Is this the letter that you wrote Senator Taft on 
that day? 

Mr. Divers. I believe it is a copy of it. 

Mr. Fiscupacu. Was it true, as you said in that letter, that the 
Board carefully considered this entire matter which has been in the 
courts for almost 2 years and concluded that it was in the public in- 
terest to effect an expeditious return of this association, referring to 
Long Beach, to its shareholders, and adopted a resolution to that end— 
was that true ? 

Mr. Divers. That is right. 

Mr. Fiscupacu. You did that after careful consideration of the 
entire matter ? 

Mr. Divers. We did it after as careful consideration as we could 
give, after the very pressing efforts that were being made for an im- 
mediate decision. 

Mr. Fiscupacu. On February 10, 1948, just a relatively short time 
after you made order No. 388, you described that effort and that 
action as an effort and action which resulted from careful considera- 
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tion of the entire matter, is that not true, that is what the letter says, 
does it not ? 

Mr. Drivers. Yes. 

Mr. Fiscusacn. Was that statement true when made? 

Mr. Drivers. It was true, and it is true now. 

Mr. Fiscupacu. All right. You also referred Senator Taft to the 
fact, that in acting on the matter the Board gave consideration to 
the unanimous report of the Smith committee and then you quoted 
the related recommendation of the Smith committee. Was it true that 
you did give consideration to that report and to that recommendation 
of the committee ? 

Mr. Divers. We not only gave consideration to it but we gave 
weight to it. 

Mr. Fiscuacu. All right, Mr. Divers, your attention, I take it. 
has been called to the fact that what Mr. McKenna referred to as 
exhibit C, the examination report of May and October 1946, that very 
heavy, thick document, was made available to Mr. Smith of Linnell 
& Smith who addressed the communication referred to to Senator 
Taft? 

Mr. Divers. I did not know that. 

Mr. Fiscusacu. You did not know that Mr. Ammann had made 
that available to. Smith ? 

Mr. Drivers. I do not know who Linnell & Smith are. 

Mr. Fiscupacu. Did you ever hear of Linnell & Smith—perhaps 
you had better read this letter that you wrote to Senator Taft and 
read what is attached to it. 

(The letter referred to was marked “Divers Exhibit No. 2” and is 
as follows :) 

Divers ExHIsit No. 2 
Hon. Ropert A. TAFT, 
United States Senate, Washington, D. C. 

Dear SENATOR Tarr: This is in reply to your letter of February 6, addressed 
to Mr. John H. Fahey, former Chairman of the Home Loan Bank Board, relative 
to a communication you received from Mr. Charles T. Smith of Long Beach, 
Calif., relating to the termination of the conservatorship of the Long Beach 
Federal Savings and Loan Association. 

On December 20, 1947, new appointments were made to the Home Loan Bank 
Board. Shortly thereafter the Board carefully considered this entire tmatter 
which has been in the courts for almost 2 years and concluded that it was in 
the public interest to effect an expeditious return of this association to its 
shareholders and adopted a resolution to that end. This Board intended that 
an election should be held promptly by the shareholders to determine the di- 
rectors they desired to run their association. However, the United States Dis- 
trict Court for the Southern District of California, in which this matter had 
been pending since the appointment of the conservator, entered an order over 
the opposition of the Government and of the Board returning the association 
to the former officers, prior to the election, and appointing a special master in 
chancery to supervise the holding of an election to determine the authorized 
representatives of the shareholders. 

In acting on this matter, the Board gave consideration to the unanimous 
report of the committee of the House of Representatives which considered this 
matter at a public hearing and unanimously recommended as follows: 

“* * * revoke the order appointing a conservator for the Federal Savings 
and Loan Association of Long Beach and restore the assets and affairs of the 
association to its duly elected management, and render a proper accounting for 
the same, as expeditiously as is consistent with judicial determination of the 
questions at issue” (tenth intermediate report of the Select Committee To: In- 
vestigate Executive Agencies, House of Representatives, 79th Cong.). 
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I shall be glad to furnish you any further information concerning this matter 
which you may desire. The portion of Mr. Smith’s letter which you forwarded 
is returned herewith. 

Sincerely yours, 
Witiiam K. Divers, Chairman. 


Portion oF Mr. SMirH’s LETTER TO SENATOR TAFT 


7 a oa * + * e 

My present appeal to you is for assistance in a matter which I believe to be 
of such importance that it gravely impugns the entire Federal savings and 
loan system, To acquaint you with the facts, I should like to give you the fol- 
lowing information: 

The Long Beach Federal Savings and Loan Association was taken from its 
former management and a conservator appointed by the Federal Home Loan 
Bank Board, on May 20, 1946, because of charges of mismanagement, misappro- 
priation of funds, falsification of records, etc., made by the Federal Home Loan 

sank Administration. Various legal controversies have been in process since 
that date. Suffice it to say that the United States Supreme Court, on June 23, 
1947, in the case of John H. Fahey vy. Paul Mallonee et al, held that the con- 
servator was properly appointed, and that the lower Federal court was in error 
in attempting to oust him from jurisdiction. 

Recently this office tiled, on behalf of a shareholders’ committee, a civil action 
against the directors and oflicers of the Long Beach Federal Savings and Loan 
Association, seeking to recover, on behalf of said association, various sums of 
money which had been misappropriated by such officers and directors, as well 
as damages resulting from acts of miSmanagement on the part of such officials. 

From our investigation, it is apparent that the charges of the Federal Home 
Loan Bank Administration which formed the original basis for the appointment 
of the conservator, are to a large extent true. Notwithstanding such facts, the 
Federal Home Loan Bank Board made an order on January 17, 1948, rescinding 
its former order appointing the conservator and directing that the assets of 
the association be returned to its shareholders. We believe that under the pro- 
visions of section 206.2 of the rules and regulations for the Federal savings and 
loan system an administrative hearing should have been held by the Federal 
Home Loan Bank Administration. 

After spending approximately 4% years in the armed services during the 
recent war, I am at a loss to understand how an agency of the Federal Govern- 
ment can so far disregard its duty in protecting the public as to make an order 
of the nature of that which was made by the Federal Home Loan Bank Board 
on January 17, 1948, without first holding a hearing for the purpose of deter- 
mining the truth or falsity of the charges upon which the original appointment 
of a receiver were based. 

I appeal to you to take some action in this matter, to prevent the Government 
from violating the trust which is reposed in it, with full confidence that if the 
Federal Home Loan Bank Administration holds an administrative hearing in 
accordance with the provisions of the cited regulations, the charges made by 
that body concerning mismanagement, misappropriations, etc., will be fully 
substantiated. 

Yours very truly, 
LINNELL & SMITH, 
By CHARLEs T. SMITH. 


Mr. Divers. You asked me about the letter that I wrote to Senator 
Taft, not about what was attached to it. 

Mr. Fiscusacu. Well, now, just a minute, Mr. Divers, let us get 
something on the record here about this letter that you wrote to 
Senator Taft. The last sentence of it reads, “The portion of Mr. 
Smith’s letter which you forwarded is returned herewith,” and at 
the time you wrote the letter to Senator Taft you had before you a 
portion of Mr. Smith’s letter. 

Mr. Divers. I certainly did. 

Mr. Fiscusacn. And it is before you now? 

Mr. Divers. Yes. I now know who they are. 
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Mr. Fiscusacu. You knew who they were when you wrote the letter 
to Senator Taft? 

Mr. Divers. That is right. 

Mr. Fiscueacu. Let us go back to the question of whether you knew 
that Mr. Ammann had made the examination report of May of 1946 
and October of 1946 available to them ? 

Mr. Drvers. I did not know it. 

Mr. Fiscusacu. I will show you a document received by the sub- 
committee and I call your attention to the paragraph which is headed, 
“Ammann Exhibit No. 4,” and ask you if you want to reconcile what 
Amman Exhibit No. 4 purports to show with your testimony ¢ 

Mr. Divers. In what respect do you think that it conflicts? 

Mr. Fiscupacu. Do you think it conflicts or do you not? 

Mr. Divers. I testified that I did not know that that was given to 
them 

Mr. Fiscusacu. Ammann Exhibit No. 4 says that the Board con- 
sidered requests of Harold Lee Newendorp, Ellen Reidenbach, and 
Charles E. Bradley, members and shareholders of Long Beach Federal 
through their attor neys, Linnell & Smith, for permission to examine 
the report of supervisory examinations of Long Beach Federal Sav- 
ings and Loan Association as of May 1946, prepared by the examiners 
of the Bank Administration. It was agreed that Resolution No. 388, 
adopted on January 17, was sufficiently broad to cover this request 
and directed that the conservator be advised accordingly. 

Mr. Divers. That apparently is an action that was taken by the 
Board. 

Mr. Fiscupacnu. You were a member of the Board? 

Mr. Divers. Yes, sir. 

Mr. Fiscupacu. And this is an action that was taken by the Board 
subsequent to January 17, 1948? 

Mr. Divers. Yes. 

Mr. Fiscupacu. Do you know whether that examination report 
was made available to Linnell & Smith by Mr. Ammann? 

Mr. Divers. No; I do not know, but I know that the Board author- 
ized it. 

Mr. Fiscusacn. And when for the first time did the Board authorize 
it, before or after January 17, 1948, when order No. 388 was adopted? 

Mr. Divers. Afterward. 

Mr. Fiscusacu. Then I would take it that as far as you know, Mr. 
Ammann was not authorized to make the examination report available 
to Linnell & Smith until after order No. 388 had been adopted and 
until that resolution was adopted, is that correct ? 

Mr. Divers. So far as I know. 

Mr. Fiscupacn. Do you know whether Mr. Ammann made the 
examination report available to Linnell & Smith before that resolu- 
tion was adopted by the Board or whether he did it after the resolu- 
tion was adopted by the Board ? 

Mr. Divers. I am not advised. 

Mr. Fiscupacn. Mr. Ammann, did you make the examination re- 
port of May and October 1946, available to Linnell & Smith before or 
after the action of the Board reflected in Ammann Exhibit No. 4? 

Mr. AMMANN. [ am not sure at the time I made the report available 
I knew about that particular action or the date of it. I do know that 
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I did not make it available until after I had been informed that 1] 
was authorized to do so. 

Mr. Fiscusacu. Mr. Divers, was Mr. Ammann authorized to make 
the examination report available to Linnell & Smith at any time before 
this Board action at which the Board considered the request of the 
examination ¢ 

Mr. Divers. I do not know, Mr. Fischbach. I mean, somebody who 
was his superior might have authorized him to do it and might not. 
I do not know. I will be glad to look at the records and the corres- 
pondence, if you wish. 

Mr. Fiscupacu. I would like again to call attention to Ammann 
Exhibit No. 4 and suggest that this document which I am going to 
place before you might have some relation to it. Would you make 
a note of these documents? A telegram to you of January 20, 1949, 
a letter you appear to have written to Linnell & Smith on January 
26, 1948. Incidentally, that telegram was from Mr. Smith to you. A 
telegram that you sent to Mr. Smith on January 23. A letter dated 
December 22, 1947, which Mr. Smith sent to Mr. Ammann. A letter 
dated December 30, 1947, which Mr. Ammann sent to Mr. Smith. And 
I suggest you ascertain, also, the date on which the Board took the 
action indicated by the minutes shown in what we have received here 
as Ammann Exhibit No. 4. I will be glad to place at your disposal 
galley proofs No. 35 and 36 YR which precede that one. You will 
find those documents mentioned and reproduced there. 

Mr. McKenna. May I make a statement? I am advised by Mr. 
Silverman that exhibit C does not contain the reference to the court 
action in respect to that $50,000 check; that it does contain the rest of 
the relationship. 

Mr. Ho.irtecp. The subcommittee will stand recessed at this time 
until 2:30 o’clock this afternoon to meet again in this room. 

(Whereupon, at 1:10 p. m., the subcommittee adjourned to recon- 
vene at 2: 30 p.m., of this same day. ) 


AFTERNOON SESSION 


Mr. Houirre.p. The subcommittee will be in order. 


FURTHER TESTIMONY OF WILLIAM K. DIVERS, CHAIRMAN, HOME 
LOAN BANK BOARD 


Mr. Fiscnpacu. Mr. Divers, did you succeed in locating the com- 
munications referred to this morning ? 

Mr. Divers. I have. I have several of them here, Mr. Fischbach. 
The first one to which you referred was a telegram to me from Mr. 
Smith, dated January 20, 1948. I have that. 

Mr. Fiscupacu. Do you have your responses to it ? 

Mr. Divers. Yes; a telegram to Smith from me, dated January 23. 

A letter to Linnell & Smith, dated January 26, from me. 

I have a certified extract of the Board action with reference to that 
examination report, which action was taken on January 19, 1948. 

I do not have the other two letters yet, but I expect to have them 
shortly. 

Mr. Fiscupacu. The Board action that was taken on January 19. 
1948, was taken, was it not, by virtue of the fact that Mr. Ammann 
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had referred to the Board a request by Linnell & Smith which they 
had made on behalf of certain of their clients for access to the exam- 
ination report and because Mr. Ammann had also referred to the 
Board his reply to Linnell & Smith. Isn’t that true? 

Mr. Drvers. All that appears from the minutes of the Board is 
that there was a request of certain members, shareholders of the Long 
Beach Federal, through their attorneys, Linnell & Smith. I believe 
it was referred by Mr. Ammann to the Board. 

Mr. Fiscuzacu. That is the first Board action that was taken on 
the matter, January 19, 1948. Is that correct? 

Mr. Divers. I don’t know. This is the first that I have heard of 
it. I don’t recall any earlier action by our Board. 

Mr. Fiscusacn. The action of the Board to which you refer was 
taken on the 19th of January, 1948; isn’t that right? 

Mr. Drvers. Yes, sir. 

Mr. Fiscuracu. And that action was taken 2 days after order No. 
388 had been made. 

Mr. Drivers. When was order No. 388? 

Mr. Fiscupacu. Wasn’t order No. 388 made on January 17th? 

Mr. Drivers. I am not sure. I will take your word for it, if that 
is what you say. 

Mr. Fiscusacu. It is an important matter, so let us button it up 
for the sake of accuracy in your testimony. 

I place before you a copy of orler No. 388, dated January 17, 1948. 

Mr. Divers. | am advised that that is the correct date. 

Mr. Fiscxpaon. In light of the fact that the Board action on Mr. 
Ammann’s reference and on the request of Linnell & Smith for access 
to the examination report that was made in 1946, was taken January 
19, 1948, it would appear that if the Board gave authority to Mr. 
Ammann to make that report available, it gave the authority not 
only after Mr. Ammann had been discharged as conservator but not 
before January 19, 1948. Isn’t that true? 

Mr. Divers. The second part of it is true, anyway. May I have 
that order No. 388 again ? 

Mr. Fiscupacn. Surely. 

Mr. Divers. There is nothing here that would indicate that the 
conservator was to go out immediately. 

As I testified before, our idea was that an election would be held 
first, so that I would hardly say that it was after the time that the 
conservator had been removed, but rather after the time that order 
No. 388 had been adopted. 

Mr. Fiscupacu. With the Board action of January 19 on the re- 
quest of Linnell & Smith for access to the examination report before 
you, could you tell us what the contemplation of the Board was with 
respect to when Linnell & Smith would have access to that examina- 
tion report—would it be before January 19 or afterwards? 

Mr. Divers. Looking solely at the action that was taken by the Board 
and the minutes I have before me, it looks as though it was an inquiry 
as Po whether or not this report should be made available to Linnell 
& Smith, 

Now, whether any informal advice had been given before that time, 
I do not know, but this is the first time that apparently it came before 
the Board. 
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Mr. Fiscusacu. I do not know about it either, but I am trying to 
find out. 

Now, I am going to pull out a document from your file which appears 
to be a copy of order No. 139 of December 4, 1947, and which in part 
seems to provide that no action should be taken in connection with the 
Long Beach Association by anybody, except on order of the Board. 
Isn’t that in substance of what is set forth in that order? 

Mr. Divers. Shall I read it? Iam not familiar with this, because, as 
you know, it happened before I went on the Board. 

I do not see anything inconsistent in this, inconsistent with the action 
of releasing the report, if that is your question. This is directed to the 
administrative hearings. 

Mr. Fiscusacnu. That is not my question, really. I am not seeking to 
develop any inconsistency. What I am seeking to develop is simply 
this. 

It appears, at least to me, that by order No. 139, the Board placed a 
restriction upon matters pertinent to Long Beach and in effect required 
that no action of any kind be taken without further order of the 
Board. 

The next order I am aware of that has any pertinency at all in the 
matter under consideration is the order of the Board reflected in its 
proceedings of January 19, 1948, by which order it would appear to 
me the Board had before it for the first time the question of releasing 
the examination report to Linnell & Smith pursuant to their request. 

There was evidence from Mr. Ammann that when he was confronted 
with the request that access be given to Linnell & Smith to that exam- 
ination report, he passed on to the Board a written communication in 
order to get authority so that he could deal with the matter. 

It appears that the authority that was given him was given on 
January 19, 1948. 

If there is anything wrong with the facts as I have stated them, I 
wish you would indicate it. 

Mr. Divers. You are entitled to your opinion, but there is not any- 
thing in order No. 139 that has anything to do with that. It just seems 
to be solely based on the question of the administrative hearings. 

Mr. Fiscupacu. All right, I will accept that, Mr. Divers, as your 
view of it. 

Turning again now to the action of the Board on January 19, 1948, 
was there or is there anything in that memorandum of the. Board’s 
proceedings which would indicate that the Board had previously con- 
sidered the matter of releasing the examination report to Linnell & 
Smith ? 

Mr. Divers. No, sir; there is nothing in here which would indicate 
that it had been done previously. 

Mr. Fiscupacn. Are we entitled to conclude therefore that the 
memorandum of the Board’s proceedings on January 19, 1948, is the 
first time the matter came before the Board for its consideration ? 

Mr. Drivers. I have not examined the records of the Board, but to 
the best of my recollection that was the first time that the matter came 
before them. 

Mr. Fiscupacn. Wouldn't it be correct for the subcommittee to con- 
clude that when the Board acted on the matter on January 19, 1948, the 
Board contemplated that Mr. Ammann should make that examination 
report available to Linnell & Smith on some occasion subsequent to 
January 19, 1948 ? 
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Mr. Divers. As far as any authorization from the Board goes, yes. 

Mr. Fiscupacu. In light of the fact that the examination report 
of May and October 1946 was a confidential document not only so 
stated on its face, but so stated pursuant to the regulations of the 
Board, would anyone other than the Board have been authorized or 
empowered to give Mr. Ammann clearance on giving that examina- 
tion report, making it available to Linnell and Smith? 

Mr. Divers. I could not tell you, Mr. Fischbach. At that time, you 
recall, we had a Governor’s oflice which our Board subsequently abol- 
ished, and there were rather extensive delegations of authority, first 
by the single Commissioner; and whether or not those were extended 
by the Board, I am not advised, principally not advised for this 
reason, that, as I said, we did away with the Governor’s office and 
wiped out that layer of administrative officers between the Board and 
the staff officers. 

Mr. Fiscupacn. So, you really cannot say whether authority re- 
sided in anyone in January of 1948 prior to the action taken by the 
Board on the 19th of that month, to authorize the release to Linnell 
and Smith of the confidential examination report ¢ 

Mr. Divers. That is right; I don’t know. 

Mr. Fiscupacu. Mr. McKenna, I would appreciate it if you could 
throw some further light on that subject. 

If I correctly understand your earlier testimony on the matter, the 
question of releasing the examination report to Linnell and Smith 
was first called to your attention around Christmas of 1947, while 
you were in Los Angeles. 

Mr. McKenna. Somewhere around there, a week or so one side or 
the other. 

Mr. Fiscunacu. Who raised the question ? 

Mr. McKenna. It was the period when Judge Dougherty was away. 

Mr. Smith called on me at my hotel, and I think some others were 
present, and there were talks about this. That was the first time I 
ever met him, and he told me that he was going to bring this suit— 
I forgot the rest of the conversation—and he asked for our coopera- 
tion, but I made it very clear to him that we did not want to cooperate 
with him, and he then made his demand for these documents and 
we then sent the inquiry or the request to Washington for approval. 

Mr. Fiscusacn. All right, thank you. 

Did you release the examination report of May and October 1946 
to Linnell and Smith prior to the time or after the time that the 
Board took action on the request on January 19, 1948? 

Mr. Ammann. I do not know. It was after I moved and wrote the 
letter asking for authority, and following that, after, I was told I had 
authority. How that relates in date to the Board’s action, I do not 
know. I don’t know that I received a copy of the minutes or whatever 
it was. 

Mr. Fiscnpacn. You recall that it was shortly before Christmas 
that you were confronted with this written request, Christmas of 1947, 
by Linnell and Smith? 

Mr. Ammann. The letter from Linnell and Smith would indicate 
the approximate date. It would seem that was about the date. I do 
not remember. I think we had his letter, and that would indicate 
that following it, some days after that, I sent it to Washington. 
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Mr. Fiscusacn. If the Board’s action did not take place until 
January 19, 1948, would you say that you released the report to Mr. 
Smith before or after the Board’s action on the matter? 

Mr. AMMANN. I don’t remember what the date was. 

Mr. Fiscupacu. You said that before, and therefore I ask you and I 
will ask you again, did you release it before or after the Board took 
action on January 19, 1948? 

Mr. AMMANN. I don’t know. That is my answer. I don’t know. 

Mr. Fiscunacu. You cannot relate it? 

Mr. Ammann. I can relate it only to the reply I received authoriza- 
tion—whether it was January 19 or 20, or when, I don’t remember. 

Mr. Fiscunacn. But, would you place it as late as that in January ’ 

Mr. AmMaNn. I am not certain. [ know it was after my request 
came in here, I got authorization sometime in January. I don’t know 
what date. 

Mr. Fiscnracn. From whom and how did you get that authori- 
zation ¢ 

Mr. Ammann. As I stated before, I do not recollect who gave me 
my authorization. My recollection is it was oral. Whether it was 
made to me, whether it came from the Governor’s office to me, or by 
telephone, or whether by one of the attorneys who came and told me 
that I was authorized, I do not recall. It was someone who was in a 
position to tell me, but I don’t remember who it was. 

Mr. Fiscupacu. But I take it, it was definitely not Mr. McKenna. 

Mr. Ammann. I don’t know. Now, it may have been Mr. McKenna. 

Mr. McKenna. My recollection on that is vague and I don’t want 
to be positive and state it as a fact, but I have a recollection someone 
told me that Mr. Ammann was authorized, told me some time before 
the Board—I am sure I did not relay that information to Mr. Am- 
mann, but he was told that permission had come from Washington 
and I have no clear recollection on that, but a very definite one, never- 
theless. 

Mr. AmMMANN. If I may finally add, I believe my letter requesting 
authorization was addressed to the Governor’s office or the Assistant 
Governor, and it may be that my advice came from that office. 

Mr. Fiscunacn. Mr. Divers, you can appreciate the significance of 
this inquiry, I believe. The subcommittee has evidence that the suit 
by Linnell and Smith was instituted on Friday, January 16. The 
Board made its order terminating the conservatorship on January 17. 

Two days later the Board takes action on the request for the release 
of this docament to Linnell and Smith. 

The question of where the authority came from, when it came, in 
what form it came, is all up in the air. 

Now, I am sure that we would appreciate whatever you can ascer- 
tain with respect to the matter. 

Mr. Divers. I have told you all I know about it. Now, if there is 
anything further I can find out, I will advise you. 

Mr. Fiscnpacn. All right. You suggested during the morning 
session that I acquaint my vself with additional facts with regard to 
the deposit in court of $50,000 of funds by Mr. Wallace. 

I believe that Mr. McKenna’s original statement in connection with 
that was to the effect that reference was made to that subject in the 
May and October 1946 examination report. Then he made a further 
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statement to the effect that he was informed that his first statement 
was erroneous. 

Do you know any facts with regard to the $50,000 drawn out of the 
funds of Long Beach Federal and placed on deposit, as we under- 
stand it, in the Federal court, that you could call our attention to? 

Mr. Divers. No, sir. I have not had an opportunity to look that 
up. I intend to do so. 

Mr. Fiscupacnu, Off the record. 

(There was discussion off the record. ) 

Mr. Fiscnpacu. When you addressed yourself to the written com- 
munication that Mr. Smith in January of 1948 wrote you, you made 
some observations with respect to the request that Mr. Smith had 
made that there be an administrative hearing on these charges made 
of Long Beach Federal; did you not ¢ 

Mr. Divers. In that correspondence ; yes, sir. 

Mr. Fiscupacn. Smith had requested that an administrative hear- 
ing be held on the charges contained in the May and October 1946 
examination report; had he not # 

Mr. Drivers. He had requested an administrative hearing—have 
these been introduced in the record, may I ask? 

Mr. Fiscusacu. Some of them have, but I would like to ask per- 
mission of the Chairman to add any that have not. 

Mr. Drvers. That is the purpose of my inquiry; that they should 
be in there so that they can speak for themselves. 

Mr. Hourierp. Any of these letters that you have, Mr. Divers, that 
have not already been entered into our record, will be received at 
your request. 

Mr. Divers. All right. This one, incidentally, is addressed to 
Samuel Divers. 

Mr. Fiscusacn. I noted that too. 

Mr. Horirterp. Off the record. 

(There was discussion off the record. ) 

Mr. Fiscupacu. Let us have those received in the record. 

Mr. Houirietp. Allright. Will you identify those, please ? 

Mr. Fiscunacu. The documents referred to are as follows: A tele- 
gram dated January 20, 1948, from Long Beach, Calif., by Charles 
T. Smith, to Samuel Divers; reply telegram from Mr. Divers to Mr. 
Smith, dated January 23, 1948: a letter of Mr. Divers to Mr. Smith 
dated January 26, 1948, acknowledging receipt of Mr. Smith’s letter 
of January 20, 1948. 

They can all be marked as exhibits. 

Mr. McKenna. Off the record. 

(‘There was discussion off the record.) 

Mr. Fiscupacn. Let these be deemed marked— 

“Home Loan Bank Board Exhibit No. 19” for the telegram 
of Charles Smith, dated January 20; 

“Home Loan Bank Board Exhibit No. 20” for the telegram of 
the Board, dated January 23, 1948; and 

“Home Loan Bank Board Exhibit No. 21” for the letter dated 
January 26, 1948, referred to. 

Mr. Hourrtetp. Received in evidence. 

(The documents referred to were marked “Home Loan Bank Board 
Exhibits Nos. 19, 20, and 21” and appear in the subcommittee files. 
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These documents also appear as Newendorp-Bradley Exhibits Nos. 
1b, 1c, and 1a, respectively. See pp. 648-650 for printed texts.) 

Mr. Fiscusacu. Taking then, Mr. Divers, the document which 
is the middle document, but it is the one earliest in point of date, 
it is noted that Mr. Smith was demanding an administrative hearing 
on behalf of persons he said were his clients. Is that not so? 

Mr. Divers. That is right. 

Mr. Fiscupacu. And what was the substance of your reply on Jan- 
uary 23 to that demand? 

Mr. Divers. He made a demand for an administrative hearing as 
provided by section 206.2 of the rules and regulations. 

The reply to him is to this effect—I will read it; it is very short: 

Under the regulations, hearing referred to in your telegram of January 20 
is held at request of association’s board of directors. Due to recent develop- 
ments, it is our view that the request for such hearing is not now pending. 

Mr. Fiscueacn. I take it from this exhibit No. 21, which is your 
letter of January 26, 1948, that Mr. Smith, in addition to sending you 
the telegram on the 20th of January, wrote you a letter. 

I take it that is so because the first sentence of your letter of January 
26 acknowledges receipt of that letter or communication. 

What comment, if any, did you make with respect to Long Beach 
Federal and administrative hearings in your letter of January 26? 

Mr. Drivers. I will read the second paragraph, at least, of this. It 
reads as follows: 

It was the intention of the resolution which was adopted by the board on 
January 17, 1948, copy of which is attached for your information, that the assets 
of the Long Beach Federal Savings and Loan Association be turned over to an 
authorized representative of the shareholders after an election by the share- 
holders. However, the United States District Court for the Southern District 
of California has entered an order which, prior to an election, would return 
the former officers and directors of the association under the supervision of a 
master in chancery. The court order also provides that the master in chancery 
is to supervise an election to determine the directors of the institution. Under 
such circumstances it does not appear that a rescission by the board of the 
resolution of January 17 would accomplish a change in the situation. 

And, incidentally, I might add that that last thought was in re- 
sponse to their letter, which I don’t have before me, but which, from 
the first paragraph of my letter of January 26, indicates that they 
requested that the order made by the Home Loan Bank Board on 
January 17 be rescinded. 

Now, I might go on to read the third paragraph of that letter, 
which is as follows: 

Your letter also requests that, pursuant to section 206.2 of the Rules and Regu- 
lations of the Federal Savings and Loan System, an administrative hearing be 
held on this matter. As indicated in my reply to your telegram of several days 
ago, such hearings under the regulations, are held at the request of the associa- 
tion’s directors and it is our.view that such request is not now pending. 


Mr. Fiscusacu. Mr, Divers, on your appearance before the Senate 
Subcommittee on Banking and Currency on July 17, 1951, I under- 
stand that you made reference to the fact that the action taken by Mr. 
Fahey, in dealing as he did with the Los Angeles and Portland banks, 
was not a precipitate action; that it was an action that had been taken 
after consultation with Mr. Snyder, who at that time was the Pres- 
ident’s deputy and who is now the Secretary of the Treasury. 
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When you made that statement, did you have in mind the contents 
of Mr. Fahey’s affidavit of March 18, 1950? 

Mr. Divers. No. What I had in mind was what I had seen in the 
way of correspondence from Fahey to Snyder. 

Mr. Fiscusacn. And a memorandum Mr. Fahey had made? 

Mr. Divers. Yes. 

Mr. Fiscupacu. Was your attention drawn to a memorandum that 
Mr. Fahey left with regard to relating to Mr. Snyder what he claimed 
was an anonymous communication he had received ¢ 

Mr. Divers. No, sir. 

Mr. Fiscunacu. Was it your understanding at the time that you 
made your appearance before the Senate committee that Mr. Snyder 
had actually given approval to Mr. Fahey’s act? 

Mr. Divers. Yes, sir; that was my understanding. 

Mr. Fiscupacu. Was it also your understanding that the Pres- 
ident had also approved Mr. Fahey’s act ? 

Mr. Divers. Not directly, but I would say by delegation. 

Mr. Fiscupacu. By delegation to Mr. Snyder? 

Mr. Divers. To Snyder, yes; that is right. 

Mr. Fiscusacn. The subcommittee has before it and will have to 
consider Mr. Fahey’s affidavit of March 18, 1950, sworn to in the Com- 
monwealth of Massachusetts, which appears at pages 47 through 52 
of the record of appeal in the United States Court of Appeals for the 
Ninth Circuit, in case No. 12591, of John H. Fahey et al. v. O’Melveny 
& Myers et al. and the Federal Home Loan Bank of San Francisco v. 
O’Melveny & Myers et al. in which the following statement is made: 

Shortly after the receipt of the report from the said Harland G. Keller (here 
identified as exhibit No. 6) affiant discussed with the President of the United 
States the advisability of consolidating certain Federal home loan banks and 
particularly the consolidation of the Federal Home Loan Bank of Los Angeles 
with the Federal Home Loan Bank of Portland; that the President told affiant 
to proceed to make such consolidations ; that affiant explained that he was ready 
to assume the responsibility but knew that changes along these lines would be 
objected to in some cases because of local influences, and asked the President if 
he did not feel it would be desirable to discuss such changes with someone who 
had more time than the President to consider them. The President stated that 
this was an excellent idea and asked affiant to discuss them with Mr. John W. 
Snyder, then Director of the Office of War Mobilization and Reconversion; that 
affiant had several conferences with Mr. Snyder and discussed with him figures 
and districts concerning possible consolidations; that thereafter and on March 
13, 1946, affiant sent to Mr. Snyder a letter, with attachments, relative to the 
proposed consolidation of the Federal Home Loan Bank of Los Angeles with the 
Wederal Home Loan Bank of Portland; and that a true and correct copy of said 
letter and attachments (exhibit No. 7) is attached hereto; that said letter cor- 
rectly and truly represented the opinion of affiant as to the advisability of con- 
solidating the Los Angeles and Portland banks; that thereafter and on March 
19, 1946, in response to information that Mr. Snyder had called affiant and 
wished affiant to call back, affiant telephoned Mr. Snyder, who advised that affiant 
should “go straight ahead” with the plan for consolidation of the Los Angeles 
and Portland banks. Affiant asked Mr. Snyder if he had had an opportunity to 
check the matter with the President, and he said he had and that the President 
was completely in agreement. 

With that before the subcommittee, I take it that in substance 
is the information that you understood the facts to be when you ap- 
peared before the committee of the Senate. Is that correct? 

Mr. Divers. Yes; that is substantially my understanding. ——__ 

Mr. Fiscueacu. At this time I would like to offer as an exhibit a 
communication from Secretary of the Treasury Snyder, dated August 
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1, 1951, and signed by the Honorable John W. Snyder, addressed to 
the chairman of this subcommittee. 

Mr. Houirrevp. It will be marked and received in evidence. 

Mr. Fiscupacu. It will be Home Loan Bank Board Exhibit No. 22. 

(The document referred to was marked “Home Loan Bank Board 
Exhibit No. 22” and is as follows: 
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THE SECRETARY OF THE TREASURY, 
Washington, August 1, 1951 
Hon. CHEet HOLIFIELD, 

Chairman, Ewvecutive and Legislative Reorganization Subcommittee of the 
Committee on Expenditures in the Executive Departments, House of 
Representatives, Washington, D. C. 

Dear Mr. Houtrretp: This letter is written in response to your request that | 
give you my best recollection concerning interchanges between Mr. John W 
Fahey, then Federal Home Loan Bank Commissioner, and myself, in regard to 
the consolidation of the eleventh and twelfth Federal home-loan bank districts. 

I have refreshed my recollection of my participation in the matter by reference 
to certain communications furnished to me; namely, two letters from Mr. Fahey 
addressed to me as Director of Office of War Mobilization and Reconversion, 
dated March 13, 1946, and April 1, 1946. I have also read what has been 
furnished to me as a copy of an affidavit of John H. Fahey in response to the 
affidavits of J. Howard Edgerton and Tracy Skelton in the matter of Paul 
Mallonee et al. v. John H. Fahey et al., civil action No. 5421—P. H. in the District 
Court of the United States in and for the Southern District of California, 
Central Division. 

It is my recollection that during the month of March 1946 I discussed the 
subject matter with Mr. Fahey, at his request, and upon his suggestion that the 
President had referred him to me. At that time, after Mr. Fahey advised me of 
the subject matter which concerned him and of his views and proposals for 
action, 1 told him that the question of consolidation was within his own (Mr. 
Fahey’s) area of responsibility and that, if with his knowledge of the facts it 
was his judgment that such action should be taken, he should go ahead and 
take it. I also advised him that the subject was not one in which either the 
President or I felt that there was any warrant for intervention in his judgment 
or responsibility; and, therefore, he should go ahead and act on his own 
judgment. 

Sincerely yours, 
Joun W. SNYDER, 
Secretary of the Treasury. 


Mr. Fiscrpacn. Have you at any time, Mr. Divers, before your 
appearance before the Senate subcommittee, sought a meeting with 
Mr. Snyder to check on the accuracy of your own understanding in 
connection with the matter ? 

Mr. Divers. No. I don’t think there is any doubt but what the 
matter has been submitted to him in writing, and I had no reason to 
doubt the veracity of Mr. Fahey’s memorandum with reference to the 
telephone call. 

Mr. Fiscuzacn. Did it ever occur to you that possibly some of those 
memoranda might be somewhat self-serving ? 

Mr. Divers. No; it hasn’t. I don’t think they were. I think that 
Mr. Snyder’s third paragraph here is about as I understood the 
situation anyway. 

Mr. Fiscrpacn. You say it is “about as you understood the situa- 
tion.” Would you tell us how your understanding of the situation 
differs, if at all? 

Mr. Divers. I got the impression from reading Mr. Fahey’s memo- 
randum that Mr. Snyder had told Mr. Fahey to go ahead, meaning 





INVESTIGATION OF HOME LOAN BANK BOARD 1589 


that it was all right with Mr. Snyder; that Mr. Snyder thought it was 
desirable. 

From reading Mr. Snyder’s letter, I get the impression he told him 
to go ahead, but the “go ‘ahead” was based on using his own judgment 

rather than using Mr. ‘Snyder’ s judgment. 

Mr. Fiscuracn. Frankly, that is what I thought the situation 
was—that that was the sense of your testimony before the Senate com- 
mittee—and I got the same impression that you say you got from the 
reading of Mr. “Fahey’ s memorandum; and, therefore, it was rather a 
surprise to hear you say that your understanding was about the same 
as that which was expressed in the letter of the Secretar y of the Treas- 
ury. It would now appear that your understanding differs from that 
which is expressed in the third paragraph of the Secretary of the 
Treasury’s letter. 

Mr. Divers. I think it amounts to the same thing, Mr. Fischbach. 
I mean, it is not contradicted that he mentioned it to the President; 
that the President referred him to Mr. Snyder; that he advised Mr. 
Snyder of the facts, and that subsequently Mr. Snyder told him to go 
ahead. 

Now, whether he said “Go ahead based on my judgment,” or “Go 
ahead based on your judgment,” I cannot see that that makes any 
difference. Certainly there was an opportunity to stop it. 

Mr. Houtrrerp. Of course, there is a difference between a perfunc- 
tory acquiescence on the part of Mr. Snyder and a complete review 
and adoption of the merits of the plan, and it is quite evident from 
Mr. Snyder’s letter that he told Mr. Fahey in fact that it was within 
his (Mr. Fahey’s) area of responsibility and within his knowledge 
of the facts and his judgment, and if he wanted to take the matter he 
could take it. 

But, Mr. Snyder makes it very clear it was a subject which was not 
within either the President’s or his own jurisdiction; so, therefore, 
there was no interference with Mr. Fahey’s judgment or office. 

Mr. Drvers. In effect he says, “It is your responsibility.” 

Mr. Houirteitp. That is r ight, “Tt is your responsibility.” 

Mr. Divers. Yes, “not mine.’ 

Mr. Houtrteip. In other words, he did not approve the merits of 
the plan as such. 

Mr. Divers. But, he knew what it was before it was done. We 
know he had the letter which was introduced. It was submitted to 
him in writing. 

Mr. Hortrretp. But it does put a different light on the affidavit of 
Mr. Fahey, at least’a qualification of the affidavit. 

Now, Mr. Divers, I have before me order No. 2015 in which certain 
assertions are made with regard to the failure of the Association to 
transmit to the Home Loan Bank Board the proper monthly and an- 
nual reports; also the failure to pay premiums on insurance; and also 
that the association was committing and had committed and is com- 
mitting violations of law and regulations, including violations set = 
in a more definite statement submitted to said association on May 29, 
1946, among other things. 

This order, in effect, orders a hearing and orders them to come in 
with an answer to those charges. 
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In pursuing further your power of supervisory action and assuming 
for the purpose of my question that the association had erred in some 
of the things which they were charged with doing, what supervisory 
action would it have been possible for you to have taken, what specific 
action, with regard to the charges, assuming they were proven 
charges ? 

Mr. Divers. That is assuming that they either admitted them or 
that we had a hearing and it was found—— 

Mr. Hourrretp. It was proven to your reasonable conviction. 

Mr. Divers. Well, I think 

Mr. Ho.trretp. That these were proven—now, these are charges 
that happened before 1946. 

Mr. Divers. It depends entirely upon the charge that you are dis- 
cussing. I think they come into different groups. 

Mr. Fiscuracn. I think what Mr. Holifield wants to do is, assume 
they admitted the charges in order No, 2015, what could you have done 
about it ? 

Mr. Houtrreip. This was in 1949 that this order was made, Septem- 
ber 9, 1949. 

Mr. Divers. That is right. 

Mr. Houtrietp. I am seeking to know not what you would have 
done, but what possible supervisory action you could have taken at 
that time. 

Mr. Divers. The possible supervisory action could run all the way 
from giving them—lI mean, after hearings, getting their side of it, all 
the way from saying that we would take no action—I mean, it could 
run from that all the way to an agreement by the directors of the 
association that they would not do these things again, through removal 
of an officer or officers and substitution of new officers, all the way 
through to either removing some of the present directors or increasing 
the size of the board and putting some new blood into it, the board 
of directors. 

Now, I assume that some of these things would probably require an 
agreement or cooperation by someone in the local institution and—— 

Mr. Fiscimpacu. How can you do it without the consent of the 
shareholders? 

Mr. Divers. It is usually not done without—if it goes so far as di- 
rectors—why, they are the ones who elect the directors. 

Mr. Fiscusacn. Coming back to the problem I was getting at this 
morning, you make a decision here in Washington that it appears to 
you that the action of the officers of a given Federal association any- 
where in the United States was improper, totally improper, if the 
board of directors of the Federal supports that action and the share- 
holders of the Federal support that action, what in the world can the 
Home Loan Bank Board do about it ? 

Mr. Divers. I should think that if we think it is a violation of their 
charter, that even though it is supported by the directors and the 
shareholders, we would have a right to take the charter away from 
them. 

Mr. Fiscnracn. And direct the liquidation of the association ? 

Mr. Divers. That is right, and if they are acting contrary to law, 
for example, the mere fact that it was authorized by the shareholders, 
it seems to me, would not warrant us in leaving the charter with them. 
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Mr. Fiscupacu. Suppose it involves a matter of judgment on the 
art of directors and officers, and the shareholders are entirely satis- 
ied with the exercise of their judgment by the directors and the 

officers, what can the Board do about it? 

Mr. Divers. Ordinarily, we try to give the benefit of the doubt to 
the directors of the institution, but there are a certain number of sign- 
posts that have been developed as the result of experience, and if 
we thought that certain action which was taken was clearly wrong, 
we might even try to take the case to the shareholders and discuss 
it with them directly, or we might think that it was necessary to ap- 
point an officer to run the institution. 

Mr. Fiscuzacu. Even though the shareholders approve of it? 

Mr. Divers. Yes, that is right, and that is not a step to be taken 
lightly, and that responsibility is not taken lightly, it is a very 
grave responsibility and is exercised very infrequently, but we have 
the interests of the public, the people who have their money in there, 
and even though the institution is insured, we are trustees of the 
insurance funds at the same time. 

Mr. Fiscusacu. You feel that under the present law your authority 
is adequately spelled out to deal with all situations that may de- 


velop ? 

Me. Drivers. I doubt that, and I doubt that we could spell it out 
to deal with all situations that develop. 

These things, as you go along in acquiring experience—I suppose 
you could improve almost any piece of legislation. 

It is amazing to me that Congress in 1932, 1933, and 1934 could 
have put a piece of legislation on the books that had served so well 
for so many years. 

There are inequities in the legislation, of course, in terms of items 
that Congress and the people who helped them to draft the legislation 
did not foresee, but the best we can do is—if there is something— 
well, before we try to take any action, we try to see what Congress 
would have decided if it had it before them at that time. 

Mr. Hoxtrietp. The Chair believes that the legislation does have 
some deficiencies in it and also further believes that the Board being 
the persons most familiar with the problems in the industry must of 
hecessity assume the responsibility of calling to the attention of Con- 
gress the weaknesses and deficiencies of the act from time to time; and 
if they do that, then it becomes the responsibility of the Congress. If 
they allow an inequitable situation or a law that is weak in some re- 
spects to remain in being—I think upon that point the members have 
not discharged their responsibility. 

However, if these situations arise as they have arisen and the Board 
does not accept its responsibility to formulate constructive drafts 
of legislation or constructive proposals for drafts of legislation, then 
it seems to me that that Board has been derelict in its full accounta- 
bility and its full responsibility, both with respect to the shareholders 
and to the Congress. 

Mr. Divers. Congressman, last year we testified before Congress on 
considerable legislation and had a bill passed that was as long as 
your arm and covered a lot of major items. 

_ I think it included the items that were—that we, and the people 
in the savings and loan industry, considered most necessary from the 
standpoint of the public and the standpoint of the institutions. 





1592 INVESTIGATION OF HOME LOAN BANK BOARD 


The increase to $10,000 in insurance—and there was even a reduction 
in the rate there, although the Administration opposed that. 

There was the provision for the retirement of the Government stock 
in the bank system in this month, or rather in July, we paid off the last 
10 million of the Government stock, so that the institutions are wholly 
owned by the members. 

Then, there is a provision for the gradual retirement of the stock 
of the Federal o_o and Loan Insurance Corporation. 

We wound up the HOLC just recently with the assistance and the 
consent of the appropriate legislative committees of the Senate and 
the House with which we discussed it before we took action. 

These matters to which you refer, these possible ambiguities or im- 
provements in the supervisory authority of the Board, are important, 
and they are important even if they only applied to one institution 
or two institutions or three institutions and if we only had to use 
them—I mean, they are still important because they affect rights 
which you and I both respect—but it was principally a question of 
what is most urgent and what is most pressing. 

If we had had any substantial public demand for modifications in 
this legislation or improvements in it, I think we would have re- 
sponded by directing our attention to that rather than to something 
else, but it is not considered as an urgent matter by the associations 
as a whole. 

Mr. Houtrresp. I think that consideration of lack of urgency on the 
part of the associations, however, does not remove the responsibility 
from the directors, who have a more intimate knowledge of the 
deficiencies of the law. 

I think that that responsibility goes to the point of leading in the 
protection, rather than waiting for them to ask for certain protection. 

I think you have in many instances—I want to be very fair, and I 
certainly am not sitting here and condemning the Board for its stew- 
ardship completely, and I think that you have advised many good 
things that have been done and I think you have advised some things 
which Congress failed to follow through, which would have been a 
benefit to the industry. 

But I still feel from the things that have been brought out in this 
hearing, there is an area of arbitrary action still permitted under the 
regulations when individuals who might not be imbued with a feeling 
of public trust and responsibility to the extent that you personally 
might feel you owe to the public, might use that authority i in a way 
which would bring great damage upon private citizens. 

I think the hearings of the Smith committee and the hearings of 
our subcommittee prove beyond a shadow of a doubt that authority 
was used arbitrarily and caused a great deal of harm and financial loss 
and worry to the institutions and to associations that were involved 
in it. 

I am particularly concerned with the power to seize an organization 
without notice or without hearing or without any show-cause_pro- 
vision, such as occurred at the time that Mr. Fahey caused the Long 
Beach Association to be seized. 

I am also concerned with the action of merger, or consolidating or 
abolishing these regional banks without hearings, and that was done 
in the Los Angeles case. 





INVESTIGATION OF HOME LOAN BANK BOARD 1593 


Now, I think there has been no change in the law by action of 
Congress and as far as I know there has been no recommendation on 
the part of your board of directors to prevent that situation from 
recurring at some time in the future. 

Mr. Drvers. I think that is right, and I must say that offhand I 
can conceive of situations where it might be necessary and desirable, 
from the standpoint of the bank system, to have that authority. 

Mr. Hourrretp. That is not with reference to the attitude of either 
yourself or Mr. Adams, your attitude or desire on things like that. 
[ personally do not think that you have that attitude, but we cannot 
repose our responsibility in men. As you know, men change and die 
and are replaced and new men come into office and they may have a 
different attitude towards the savings and loan industry. 

Mr. Divers. I agree with you. I know a lot of men who if they were 
put into the position, can be pretty brutal, but at the same time—— 

Mr. Houirtetp. That is what I mean, they could be brutal, and I 
am concerned about that and I think you are concerned with that. 

Mr. Divers. I am honestly concerned, and I want to see what can 
be done in an orderly and fair way. 

Now, at the same time, I do feel that we cannot legislate good 
government by legislation alone. 

Mr. Hortrrevp. That is right, but we can throw safeguards around 
administrative processes which will go far towards protecting those 
who are subject to administrative rules and regulations. 

Mr. Drivers. I would like to help out all that I can while I am in 
office. If there are things we can set up which will protect the in- 
stitutions in the future and give them reasonable safeguards, I cer- 
tainly think they are entitled to it. 

Mr. Hoxtrretp. I appreciate your making that statement, and the 
Chair is going to ask your cooperation sometime in the near future. 
We hope to effectuate some of these recommendations without trying 
to cover the whole field. 

I do want also to mention at this time the availability of legal pro- 
cesses to those who are insured under the Federal Savings and Loan 
Insurance Corporation. I am of the opinion that protection should be 
available, not as a matter of beneficent acquiescence on the part of the 
Board, but as a matter of right, because I feel that Congress intends 
the individuals who do have savings and loan deposits to have that 
right of protection as a matter of their individual right and not 
as a matter of right attendant upon the whimsical decisions of a 
board or malicious decisions of a board or beneficial decisions of a 
board. 

I think that is a right they should have, just as the depositors in 
the banks under the Federal Deposit Insurance Corporation. 

It is in that field that it appears some consideration should be given 
on the part of your Board to correcting what seems to me a deficiency 
in the law. 

Mr. Drivers. May I make this suggestion. I do believe that if any 
legislation is proposed that it would be well either for the subeommit- 
tee or for the Board to have an opportunity to discuss the proposed leg- 
islation first with the national trade organizations, the National Sav- 
ings and Loan League and the United States Savings and Loan 
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League, to get the benefit of their judgment with reference to these 
provisions. 

We might not agree with what they think, but I think it would be 
well worth while to have their opinions. 

Mr. Hoxtrtevp. I would not want to bind my own personal actions 
as a legislator to their recommendations. I would be willing to con- 
sider their recommendations. 

I understand that you would want to consider their recommenda- 
tions also, but I believe that you, as a director and chairman par- 
ticularly, of this Board have a responsibility that goes far beyond 
the responsibility of the local associations who are not charged with 
the responsibility of supervision. 

Mr. Divers. I agree with you. 

Mr. Houtrrecp. And I think, speaking of my own self as‘ a legis- 
lator and thinking of the protection which I believe the savings and 
loan depositors of the Nation should have, I think I have an obliga- 
tion which goes beyond a reconmmendation on the part of one of the 
association members or a group of member institutions. 

Do you have any further questions? 

Mr. Fiscupacn. Yes. Was it ever drawn to your attention that the 
board and the management of the Long Beach Federal had not had 
access to the May and October 1946 examination report until Novem- 
ber of 1949? 

Mr. Divers. No; my attention had not been called to it. 

I assumed that that was furnished to the management in the regu- 
lar way. 

I do not know it for a fact that the conservator who was in during 
part of that period had something to do with it or not, but I would be 
surprised if it had been withheld from them. 

Mr. Fiscupacu. From the evidence before the subcommittee, it 
would seem to indicate that the examination report referred to—— 

Mr. Divers. Which examination report was this? 

Mr. Fiscupacn. The so-called Strecker report, made in May and 
October of 1946, was sought and a written demand for it was made 
of the Board. That demand was analyzed and the conclusion was 
reached that, as far back as November 1946, that the shareholders’ 
committee had no standing to make such a demand—and that appears 
in a memorandum from Mr. Heisler to Mr. Fahey, dated November 
6,1946. This subcommittee has had evidence in addition to that, when 
the Strecker report was formulated in mimeographed form, which is 
presented here, there did not appear to be any record of the distribu- 
tion. Is that correct? It does not appear that there was any record 
of distribution ¢ 

Mr. McKenna. Any record of any distribution outside of their 
organization. 

Mr. Fiscuracn. Yes; and the subcommittee has also had evidence 
that, as far as could be ascertained, Mr. Ammann had one or more 
copies of it which were furnished to counsel in the Department. of 
Justice, to counsel in the litigation, but there just does not appear to 
be any record of its receipt or even offer of or tender of to Long Beach 
Federal or counsel for the shareholders’ committee until the 9th of 
November 1949, when Judge Hall was considering evidence on an 
application for injunction against order No, 2015. 
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‘In light of that, I just wonder whether you were under the impres- 
sion when you made order No. 2015 that the charges had been called 
to the attention of Long Beach Federal, as to which they were com- 
pletely silent. 

Mr. Divers. No; I don’t think that that was considered at the time. 
As I recall the examination that was made after our Board was—a 
copy of that was released in the regular way to the association and, as 
a matter of fact, as has been indicated by this extract of the minutes of 
the Board action that you referred me to this morning, we even went 
so far as furnishing a copy of the report to the minority shareholders. 

Now, I don’t remember being advised one way or the other that the 
Strecker report had never been released to the management of Long 
Beach Federal. 

Mr. Fiscusacu. Mr. Divers, when did you get the impression that 
the Turner report of the examination of July 1949, which was received 
by the Home Loan Bank Board on September 2, 1949, had been 
made available to Long Beach Federal in the regular way? 

Mr. Divers. I was under the impression that that had been—that 
the Board had been asked whether or not we ought to send it on, in 
view of this litigation, and my recollection was we told them to go 
ahead and send it down in the regular way. 

Mr. Fiscnpacn. So you assumed that it had been done. 

Right on that point, I will call your attention to some testimony, and 
so I want to call on Mr. Chapman. 

Mr. Chapman, was the Turner report of examination which was re- 
ceived in evidence before the subcommittee and received for the firsi 
time on September 2, 1949, in Washington, ever made available to 
Long Beach Federal in any way 4 

Mr. Cuarman. No. I would like to explain that, sir. 

We obtained it by subpena served late in October 1949, on the Los 
Angeles headquarters of the Examining Division of the Los Angeles 
Branch of the Home Loan Bank, and motions were made to quash that 
subpena, and resistance was made to producing the report. 

Mr, Fiscuzacu. Who was this? 

Mr. Cuapman. The attorneys for the Home Loan Bank Board and 
the Federal Savings and Loan Corporation, Mr. Siegel, and I believe 
Mr. McKenna, were there at that time. I believe most of the arguing 
was done by Mr. Siegel. 

It was only after the motions to quash the subpena were overruled 
and denied by the court that the documents were produced in the court, 
by compulsion of court order, and that was the first time we saw them. 

Mr. Fiscupacu. Mr. Divers, in the light of that statement, and Mr. 
Chapman’s statement reflects what I understand the facts to be, don’t 
you think that this subcommittee has occasion to be concerned, that 
you as Chairman of the Board could come before us—and believe me 
when I say that we want to believe everything you are telling us, we 
genuinely feel that you are making a sincere and honest and genuine 
effort to bring the facts to us as you understand them to be—but don’t 
you think in light of a succession of such incidents as we have had, that 
there is occasion to inquire as to whether you and your colleagues on 
the Board are getting the correct picture of the various moves that were 
made in this controversy ? 

Mr. Divers. I will find out about that, but I will find out all about 
it before I draw any conclusions. I can be wrong as to my recollection, 
but that is my recollection. 

102 


79631—52 












1596 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Fiscupacn. I sure would appreciate it if you would. 
Mr. Divers. I made a note of it. 

Mr. Fiscugsacn. All right. I will call Mr. Silverman. 
Mr. Houtrietp. Thank you, Mr. Divers. 

Mr. Drvers. May I leave? 

Mr. Houirrevp. You are excused for the day. 

Mr. Divers. Thank you. 


TESTIMONY OF MOSE SILVERMAN, PRINCIPAL ATTORNEY, HOME 
LOAN BANK BOARD 


Mr. Hottrtetp. Mr. Silverman, do you swear that the testimony 
you are about to give to this subcommittee will be the truth, the whole 
truth, and nothing but the truth, so help you God ? 

Mr. Stiverman. I do. 

Mr. Houtrtevp. Will you give your full name and official position 
to the reporter ? 

Mr. Sitverman. Mose Silverman, principal attorney, Home Loan 
Bank Board. 

Mr. Fiscusacnu. Mr. Silverman, where is your home? 

Mr. StrverMANn. 2106 Dexter Avenue, Silver Spring, Md. 

Mr. Fiscunacu. How long have you been connected with the Board ? 

Mr. Sitverman. With the Board—TI started with the Home Own- 
ers Loan Corporation in January 1935, and it was then one of the 
agencies of the Federal Home Loan Bank Board. 

“Mr. Hourrrerp. Would you speak a little louder, Mr. Silverman, 
and please repeat your last answer ? 

Mr. StrverMan. I started with the Home Owners Loan Corpora- 
tion in January 1935. That is one of the agencies under the Federal 
Home Loan Bank Board. 

Mr. Fiscunacn. What was your capacity or association ? 

Mr. SitrverMAn. Examining attorney, at that time. 

Mr. Fiscuacn. When and where were you admitted to the bar? 

Mr. StrverMan. In Iowa in 1914, in Colorado in 1925, and in Ne- 
braska in 1937, 

Mr. Fiscuracnu. And did you practice in all of those States as a 
private attorney ? 

Mr. SttverMan. I practiced as a private attorney in Iowa and Colo- 
rado. For the Home Owners Loan Corporation in Nebraska. 

Mr. Fiscusacn. And when did you become identified with the 
Federal Home Loan Bank Board? 

Mr. Srrverman. I think I was transferred to the payroll of the 
Home Loan Bank Board in March 1947. That is my recollection. 

Mr. Fiscupacu. You were not one of the counsel, then, who par- 
ticipated in the drawing of the orders with respect to the consolidation 
of the Los Angeles and Portland banks? 

Mr. S:tverMAn. No, sir; I was not. 

Mr. Fiscusacn. Were you one of the counsel who was called upon 
in 1947 to defend that action ? 

Mr. StrverMan. In 1946. 

Mr. Fiscusacu. I understood, or rather I gathered from your 
{estimony that it was not until 1947 that you 
M ener n. Transferred to the payroll of the Home Loan Bank 

Soard. 
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Mr. Fiscupacn. Yes. 

Mr. SupverMan. But, in 1946, I was on—I suppose you could call 
it detached service, from the Home Owners Loan Corporation. 

Mr. Fiscusacn. And who asked for your services? 

Mr. SitverMAn. George Dougherty. 

Mr. Fiscueaca. Were you good friends? 

Mr. SttverMaNn. I suppose you would say so; yes. 

Mr. Fiscupacu. Would you say so? 

Mr. SitverMan. I would say so. I don’t know whether he would 
or not. 

Mr. Fiscusacu. You have continued with the Home Loan Bank 
Administration right up until the present time with the Home Loan 
Bank Board ? 

Mr. StutverMan. Yes. 

Mr. Fiscusacu. Has your capacity changed or your official designa- 
tion changed in any respect ? 

Mr. SttvermMan. Yes—not since—my official designation—you mean 
my title? 

Mr. Fiscuracn. Yes. 

Mr. SitverMan. Principal attorney. No; that has not changed 
since I first acquired it back in—oh, I don’t know, 1944 or 1945. 

Mr. Fiscupacu. Were you called upon to play any part in con- 
nection with the Carter stipulation of March 1949? 

Mr. Sttverman. That was first called to my attention, I believe, 
the early part of April. 

Mr. Fiscupacu. By whom? 

Mr. SitverMANn. Mr. Heisler, general counsel. 

Mr. Fiscuzacn. What did he say to you about it? 

Mr. StrverMan. I wish I could remember, sir. 

Mr. Fiscueacnw. You wish you could remember. 

Mr. StuwverMan. I wish I could remember exactly what he said. 
I remember he called me into his office and showed it to me and I did 
not like the looks of it. 

I think it was a stipulation and a proposed order pursuant to it 
and either he or I suggested that I take it over to the Department 
of Justice, and I did that. 

a Fiscupacn. The stipulation had already been made at that 
time? 

Mr. Stiverman. Yes. 

Mr. Fiscusacu. Had you been consulted in connection with the 
telegrams that had been sent in by Mr. Holmes and Mr. McKenna? 

Mr. Srtverman. No, sir. 

Mr. Fiscunacu. Do you know of such a telegram ? 

Mr. Strverman. I have heard of it. I don’t believe I have seen 
the telegram itself. 

Mr. Fiscusacn. What did Heisler tell you about the stipulation 
and the proposed order? 

Mr. SitverMan. I said a while ago that I wish I could remember 
exactly what he said, but I don’t. 

I think there was some question involved as to what the effect of 
the order would be on the liability of the San Francisco bank for 
attorneys’ fees under the proposed order. 

Mr. IFiscrpacu. And you said that Mr. Heisler suggested you go 
over to the Department? 
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Mr. Strverman. I said that either he or I suggested it. 

Mr. Fiscupacu. And did you do it? 

Mr. StrverMan. - Yes. 

Mr. Fiscuspacu. When? 

Mr. SttverMAn. The same day. 

Mr. Fiscusacu. Whom did you see? 

Mr. Strverman. Mr. Siegel. 

Mr. Fiscusacu. Before you saw Mr. Siegel, were you shocked by 
anything in the stipulation and proposed order ? 

Mr. Strverman. I don’t know that I would say I was shocked. I 
would say I was very much disappointed. 

Mr. Fiscuracnu. Did you see anything in the stipulation and pro- 
posed order which you would say would be scandalous? 

Mr. SiutverMan. That word “scandalous,” Mr. Fishbach, has a 
variety of meanings. I can say that if I had been a member of the 
Board I would never have approved it. 

Mr. Fiscuzpacn. We know you never were a member of the Board, 
Mr. Silverman. We know that Mr. Heisler told you to take it up 
with Mr. Siegel. Had Mr. Siegel taken it up with Mr. Heisler before 
then ? 

Mr. Strverman. I don’t think Mr. Siegel had ever seen it before. 
I don’t believe he did. 

Mr. Fiscusacn. When you showed Mr. Siegel, when you saw him 
and showed him the stipulation and the proposed order 

Mr. Strverman. Yes. 

Mr. Fiscusacu. Did he tell you he was shocked by it? 

Mr. Strverman. He certainly went up in the air. 

Mr. Fiscuseacu. Did he refer to anything scandalous? 

Mr. Sirverman. I believe he may have used that word or the word 
“shocking” or some other similar word. 

Mr. Fiscusacu. What happened then ? 

Mr. StrverMAN. He called Mr. Heisler on the telephone. 

Mr. Fiscuspacu. Then what happened ? 

Mr. Sunverman. Oh, he told Mr. Heisler what he thought of that 
stipulation and proposed order, that he thought it might result in a 
scandal. 

I don’t remember exactly what happened immediately thereafter, 
but some few days afterward, a conference was held in Mr. Morison’s 
office in the Department of Justice—— 

Mr. Fiscupacu. Before we get to Mr. Morison’s office, 1 would like 
to know a little more what happened in Mr. Siegel’s office. When and 
where did you meet Mr. Siegel for the first time ? 

Mr. Strverman. I think I first met Mr. Siegel, and only once or 
twice, in Mr. Guggenheim’s office. 

Mr. Siegel had been in charge of this case for the Department and 
he consulted with him, and on one or two of those oecasions, Mr. Siegel 
was in Mr. Morison’s office. 

Mr. Fiscunacu. You had not had any contact with Mr. Siegel 
outside of that 

Mr. Strverman. No; I had never met him before that. 

Mr. Fiscusacn. Were you gratified at Mr. Siegel’s reaction to what 
you showed him? 

Mr. SriverMan. Yes. 
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Mr. Fiscunacu. Did you feel that Mr. Siegel’s reaction was in line 
with yours? 

Mr. Strverman. Not only did I feel it was in line with mine, I knew 
it was in line with mine. 

Mr. Fiscusacu. You knew that from what he said? 

Mr. StrverMan. Yes. 

Mr. Fiscuzacu. Do you think Mr. Siegel went further than you did 
in his views? 

Mr. Surverman. I think perhaps Mr. Siegel had the same views 
about it that I had. 

Mr. Fiscusacu. Had you previously expressed your views to Mr. 
Heisler ? 

Mr. SitverMAN. I cannot say that I had; no. 

Mr. Fiscunacu. There wasn’t any bad feeling between you and Mr. 
Heisler ? 

Mr. StrverMAN. Bad feeling? 

Mr. Fiscupacu. Yes. 

Mr. SitverMan. No. 

Mr. Fiscupacu. Never had been, had there? 

Mr. Strverman. No; not that I know of. There had been many 
differences of opinion, however. 

Mr. Fiscuzacn. If you had a view similar to what you indicated 
here, you felt free to disclose that to Mr. Heisler ? 

Mr. Sriverman. I have never hesitated to express my views to any- 
one. 

Mr. Fiscusacu. Allright. I ask you again, whether you expressed 
your views to Mr. Heisler. 

Mr. Sttverman. I told you a while ago that Mr. 

Mr. Fiscupacu. I don’t want what you told me a little while ago. 

Mr. Suverman. [ felt very much disappointed. I did not think 
such a stipulation should ever have been entered into—certainly I told 
that to Mr. Heisler. 

Mr. Fiscusacu. What did Mr. Heisler say? 

Mr. Stiverman. I don’t recall. He is not too communicative, you 
know. 

Mr. Fiscupacu. You were not reticent at all, were you, however, 
about telling your views? 

Mr. SitverMan. I never am. 

Mr. Fiscusacn. Now, if—let me ask you this. After Mr. Siegel 
telephoned Mr. Heisler, did you and he have a further conversation ? 

Mr. Strverman. Mr. Heisler and I? 

Mr. Fiscupacu. No. 

Mr. Sttverman. Mr. Siegel and I? 

Mr. Fiscupacn. Yes. 

Mr. Sitverman. I don’t recall whether we did or not prior to that 
meeting in Mr. Morison’s office. 

Mr. Fiscunacu. How long did you stay in Mr. Siegel’s office? 

Mr. SitverMANn. Really, it would be just a guess—three-quarters of 
an hour or an hour. 

Mr. Fiscupacu. What did you do after that, go to your own office? 

Mr. SitvermMan. Yes. 

Mr. Fiscuracn. Did you see Mr. Heisler again ? 

Mr. SttverMan. I don’t remember whether I did or not. 
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Mr. Fiscupacu. You did not go to see Mr. Heisler and say, “I told 
you so”? 

Mr. Stiverman. I said I did not recall whether I did or not. 

Mr. Fiscupacu. You don’t remember that? 

Mr. Sttverman. No, sir. 

Mr. Fiscupacu. Would you deny that you did? 

Mr. Sttverman. I certainly would not deny it. 

Mr. Fiscusacu. But you cannot say ¢ 

Mr. Sttverman. I cannot remember it one way or another. You 
must realize that has been over 2 years ago. 

Mr. Fiscuracu. I realize that. It was in 1949. 

Mr. Sttverman. Yes. 

Mr. Fiscupacu. And thisis 1951. 

Mr. StrverMan. That is right. 

Mr. Fiscuzacu. When Mr. Heisler told you to take it up with the 
Department of Justice, and you went to see Mr. Siegel and you came 
back to the Board 

Mr. SttvermMan. I came back to the Board ? 

Mr. Fiscnpacu. I mean, came back to your office. 

Mr. Sitverman. Yes; at least I came back to my own building. 

Mr. Fiscuracu. You came back to your own building. All right. 
You don’t remember if you went to your own office. 

Mr. StrvermMan. No; I don’t remember. I have no hesitancy telling 
you that, Mr. Fischbach. I just don’t remember. 

Mr. Fiscusacu. Was there an occasion for reporting back to Mr. 
Heisler further details? 

Mr. SttverMAN. It may be that there was or it may be that there was 
not. It may be that everything to be said had already been said over 
the telephone. 

Mr. Fiscupacu. Did you see Mr. Heisler and discuss this matter, 
the matter of the Carter stipulation, before the meeting in Mr. Mori- 
son’s office ? 

Mr. StrverMan. Will you repeat that, please ? 

Mr. Fiscusacu. Did you see Mr. Heisler and discuss the matter of 
the Carter stipulation with him, and Mr. Siegel’s reaction, before you 
went to see Mr. Morison ? 

Mr. Strverman. I don’t remember. I probably did, because there 
were legal questions involved, and for some reason or other he does 
submit legal questions to me. 

Mr. Fiscuzacu. Would Mr. Heisler submit legal questions to you 
and 

Mr. Strverman. As I said before, there was involved the legal 
question of the liability of the San Francisco bank under that pro- 
posed order. 

Mr. Fiscupacn. You were worried that maybe the San Francisco 
bank might be assessed some legal fees ? 

Mr. StiverMan. Yes. 

Mr. Fisupacu. Wasn’t there some administrative prineiple of su- 
pervision involved in that stipulation ¢ 

Mr. Sitverman. I thought there was a moral question involved; 
es, 

. Mr. Fiscupacu. What moral question did you think was involved ? 
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Mr. SutverMAN. Whether or not the Board should fail to exercise its 
supervisory power by not doing what it could to prevent a raid on the 
treasury of the Long Beach. 

Mr. Fiscupacu. Then you subscribed, I presume, to the view that 
Mr. Chapman and Mr. Gregory should go off into a corner somewhere 
and secade on what the counsel fees should be; is that it, and not the 
court ¢ 

Mr. Stirverman. Frankly, I subscribed to the view that the court had 
nothing to do with the attorneys’ fees in this entire case. 

Mr. Fiscusacu. Did you make that view known to Mr. Heisler? 

Mr. Sirverman. I have made that view known at the beginning of 
this action. 

Mr. Fiscusacu. Did you make it known to Mr. Divers? 

Mr. Stiverman. I have not talked to Mr. Divers about this case, 
I believe, until he asked me this morning what I supposed you were 
going to ask me about this. 

Mr. Fiscuzacu. Did you prognosticate that with a fair amount 
of success? 

Mr. StrverMan. Yes; I did. 

Mr. Fiscupacu. Then that should give you a great deal of satis- 
faction. Well, then, I might inquire if these were the facts, why you 
did not have Mr. Divers prepared to give us the information that 
he indicated that he did not have? 

Mr. Strverman. What information ? 

Mr. Fiscuzacn. Did you follow Mr. Divers’ testimony ? 

Mr. Siurverman. I don’t think that the acoustics in here are very 
good, and I could not hear him very clearly. 

Mr. Fiscuzacu. Were you aware of the fact that Mr. Divers had 
made memorandums of various things that he desired to look up and 
ascertain ? 

Mr. Sriverman. I understood he was doing that or intended to. 

_ Mr. aes Why didn’t you prepare Mr. Divers for that line of 
inqui 

The Gievaeicix: I haven’t the remotest idea of what it was, 

Mr. Fiscupacu. Did you tell Mr. Divers that you thought you were 
able to prognosticate what questions were going to be asked? 

Mr. Strverman. Do you know, I took a glance, and a very brief 
one, incidentally, at the last two volumes, I think volumes 13 and 14, 
of the transcript of this hearing. In that transcript there appeared 
some questions from you to Mr. Siegel relative to the stipulation of 
March 22, 1949, and in answer to which Mr. Siegel had said some- 
thing about the Board’s turning its back on its duties to Long Beach, 
or something like that. 

Mr. Fiscupacu. And I suppose that if you were sitting in my place, 
you would have asked certain questions—— 

Mr. Strverman. I would; and you did, 

Mr. Fiscuzacu. All right. Now, Mr. Silverman, let us pursue this 
a little further. In order to do so, I would like to turn back again to 
your meeting with Mr. Heisler and your discussion, your description 
of what you said was the moral principle involved. 

Mr. SitverMan. Yes. 
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Mr. Fiscuspacu. What moral sensibility of the Board did you think 
was violated by the proposals that were contained in the—— 

Mr. Sitverman. The stipulation and the .proposed order in rela- 
tion to attorneys’ fees were, as I understand it, all part of a supposed 
so-called settlement of this litigation. 

Mr. Fiscrpacu. You doubted whether there would be such settle- 
ment at all? 

Mr. SirverMan. Certainly. There was no settlement. There can 
be no settlement of this litigation. 

Mr. Fiscupacn. You doubted in March 1949 that any settlement 
was contemplated ? 

Mr. StrvermMan. I doubted it? 

Mr. Fiscreacu. Isn’t that right? 

Mr. SttvermMan. No; I feared it. 

Mr. Fiscupacn. You feared it? 

Mr. Strverman. Yes. I feared a so-called settlement was con- 
templated but, as I said over a moment ago, Mr. Fischbach, I don’t 
think this thing is subject to settlement. 

Don’t take this personally, please, but just let me give you an 
example. 

Suppose somebody came to you and said to you, “I know something 
about your past life that can put you in a penitentiary, but give me 
$100,000 and I won’t tell on you.” 

And you say, “I won’t give you $100,000, but I will give you 
$99,999.” 

Well, is that a settlement? That is a surrender, and that is what 
was proposed by this thing, and I am not in favor of it. 

Mr. Fiscupacu. And you never have been ? 

Mr. SitvermMan. Never. 

Mr. Fiscuzpacn. In March 1949, when you saw that the parties 
were presumably getting into the position where maybe this matter, 
this controversy, might get settled, you did your level best to get 
them out of that position ? 

Mr. Strverman. I am sorry; I did not hear it. 

Mr. Fiscupacn. Let the reporter read it back. 

(Whereupon the pending question was read by the reporter.) 

Mr. Sttverman. I don’t know whether I did my level best or not, 
but I tell you frankly, I would have. 

Mr. Fiscupacu. Did you do anything less than your level best ? 

Mr. Sitverman. I did everything in my power to prevent that sur- 
render. I am sorry I did not have more power. I was sorry. 

Mr. Fiscunacn. All right. I take it, you communicated that view 
to Mr. Divers? 

Mr. Sitverman. I have never talked to Mr. Divers about it. 

Mr. Fiscneacn. Did you talk to Mr. LaRoque? 

Mr. SirvermMan. No, sir. Now, wait just a moment. I said “No” 
about that because I made a statement at that meeting in Mr. Morison’s 
office at which Mr. LaRoque was present to that same effect. 

Mr. Fiscusacu. To the same effect that you just stated ? 

Mr. StrverMAN. Yes. 

Mr. Fiscusacn. Did Mr. LaRoque convey your sentiments to 
Mr. Adams? 
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Mr. SitverMAN. I haven’t the remotest idea. Aside from that 
statement in the presence of Mr. LaRoque, I have never talked to 
any Board member. 

Mr. Fiscnspacn. What did Mr. LaRoque say ? 

Mr. SirvermMan. He did not say anything. As a matter of fact, 
there was considerable silence when I made that statement. 

Mr. Fiscnpacn. Who was present when you declared yourself? 

Mr. SitverMAn. At that meeting, along about the middle of April, 
1 believe, in Mr. Morison’s office, aside from Mr. Morison, there was 
present his assistant, Mr. Clapp, Mr. Bishop, Mr. Angell, Mr. LaRoque, 
Mr. Heisler, Mr. McKenna, Mr. Siegel, Mr. Guggenheim. I am not 
quite sure that is all, but I can remember those. 

Mr. Fiscnpaciu. Iam intrigued, frankly, Mr. Silverman. You seem 
to be able to recite without hesitation a rather substantial roster of 
individuals who were present in a meeting that you place almost 
precisely as to the date in Mr. Morison’s office. 

Mr. SitverMaNn. Yes. 

Mr. Fiscupacn. And yet you seem to be unable to recall what it was 
that you said to Mr. Heisler and what Mr. Heisler said to you, except 
the fact that Heisler was not very communicative. 

Mr. SitvermMan. Yes. That is quite a bit, isn’t it? I don’t care 
for the inference that you make there, Mr. Fischbach, because I don’t 
give a damn about anything in this case except telling the truth, and 
that is what I am trying to do, and if there is any intimation that I 
am trying to conceal anything, your intimation is entirely unfounded. 

Mr. Fiscusacn. If 1 was trying to make that intimation, I would 
not go about it this way. 

However, I am rather intrigued by the fact that you could, without 
hesitation, rattle off a rather imposing roster of persons. 

Mr. Sitverman. I can see the picture of the persons sitting in that 
luxurious office that Mr. Morison has. 

Mr. Fiscupacn. All right. Then can’t you see the picture of the 
first meeting with Mr. Heisler when you told him about your reaction 
to this situation ? 

Mr. SitverMAN. You will have to ask a psychologist about that. 

Mr. Fiscracn. I see—and it is a matter for a psychologist. 

Let me ask you this, Mr. Silverman: When you had this meeting 
in Mr. Morison’s office were you prompted by any consideration such 
as we heard Mr. Siegel say, namely, that a stipulation had been made 
and apparently approved by the court and by counsel, and therefore 
it should not be broken ¢ 

Mr. Strverman. No; no. I was not moved by any such considera- 
tion. There are many, many cases, Mr. Fischbach, which uphold the 
setting aside of such stipulations. 

Mr. Fiscupacu. Was it intimated to you by anybody connected 
with the Government’s side of that stipulation that the United States 
attorney or his office had been imposed upon in any way in the making 
of that stipulation ? 
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Mr. Strverman. Why, I believe when I went up to Los Angeles, 
subsequently—and you will probably ask me about that—Mr. Carter 
made some such suggestion, but I am not positive about that. 

Mr. Fiscusacn. If such a matter had been called to your attention, 
Mr. Silverman, would you not have made a memorandum of it ! 

Mr. Suverman. I made no memorandums of anything. That is, 
of any conversations that we had or any conferences. I wrote many 
legal memoranda. 

Mr. Fiscusacu. Do you remember what Mr. Bishop said about 
breaking the stipulation ? 

Mr. SitvermMan. My recollection is that he was very much—let us 
not call it breaking—my recollection is he was very much opposed 
to attempting to set it aside. 

Mr. Fiscusacu. Upon what did he premise that position ? 

Mr. StrvermMan. I am not sure, but I suppose that is a case where, 
having signed the document, he did not want to ease out of it. 

Mr. Fiscunacu. Did he tell you that he had signed it in good faith 
and that other counsel had signed in good faith ? 

Mr. StrverMan. I don’t recall. 

Mr. Fiscusacu. Did you suggest that he ease out of it ? 

Mr. SirverMAN. Did I suggest that he ease out of it? I presumed— 
I joined in a suggestion that may have been made that a motion be 
filed to set it aside. 

Mr. Fiscuspacnu. But no such motion was made? 

Mr. StnverMAn. None was ever filed, no. 

Mr. Fiscupacu. Was one prepared ? 

Mr. StrverMAN. A draft was prepared, yes. 

Mr. Fiscupacn. Do you have that draft? 

Mr. Su.verman. No, sir. 

Mr. Fiscusacu. Who does? 

Mr. Strverman. I doubt if anybody does. It probably was de- 
stroyed. It was prepared in Los Angeles in a large room adjoining 
what was then Mr. Carter’s office. 

Mr. Fiscnpacn. Who participated in the preparation of the draft? 

Mr. StivermMan. I think Mr. Siegel and Mr. Dusenbery, and Mr. 
Angell and I. 

Mr. Fiscunacu. What was the application to be based upon? 

Mr. StrverMan. You are asking me a legal question now. 

Mr. Fiscupacn. What grounds? 

Mr. StrverMan. Mr. Fischbach, I can’t recall although I know at 
that time I did look up quite a little law on it. I have some recollec- 
tion, and it may not be valid, but I do have some recollection that 
there were cases upon which we relied which denied the authority of 
a public body to waive its duties to forego them. 

Mr. Fiscupacn. Was that application to be premised in whole or 
in part upon any ground which would have asserted that the United 
States attorney or other Government counsel or counsel for any of 
the parties litigant had been imposed upon in any way / 

Mr. Strverman. No; I don’t believe so. It may be that one of the 
grounds suggested was that there was a lack of power in the attorney 
to enter into the stipulation. Iam not positive about that, but it is not 
at all inconceivable. 

Mr. Fiscupacu. Under what concept was the question of counsels’ 
fees to be resolved ? 
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Mr. Strverman. You are asking my opinion ? 

Mr. Fiscupacn. Yes, what position you urged upon that subject. 

Mr. SitverMan. My position was—well, my opinion was and still 
is that the matter of counsel fees is to be determined between the par- 
ties who employed the counsel and the counsel whom they employed. 
This was not a case, in my opinion, where the court is authorized to 
pay attorneys’ fees out of that fund in Portland. 

Mr. Fischsacu. Was it your view that the parties should resolve 
that question and report it to the court for the court’s approval ? 

Mr. SitverMAn. I beg your pardon ? 

Mr. Fiscupacu. Was it your view that the parties should resolve 
that question themselves and report it to the court for the court’s 
approval ? 

Mr. Strverman. What did the court have to de with that? I don’t 
understand that. 

Mr. Fiscusacn. It was not your view, then, that the matter should 
be reported to the court for the court’s approval ;that the court’s 
approval be sought ? 

Mr. Sitverman. Frankly, I don’t think it is any of the court’s busi- 
ness. It might be the Board’s business, insofar as the Long Beach 
Federal is concerned, to some extent 

Mr. Fiscnsacnu. You say it might be ? 

Mr. SinverMan. Yes; because they have a duty to protect the share- 
holders of that association against raids on its treasury. 

Mr. Fiscupacu. Did you express that to the Board ? 

Mr. SitverMAN. I have not talked to the Board until this morning— 
until this morning, when I talked with one member of the Board— 
please don’t keep repeating that question, Mr. Fischbach. 

Mr. Fiscupacu. Did you ever write a memorandum ¢ 

Mr. StrverMaANn. No, sir; not to the Board. 

Mr. Fiscurnacnu. Did you ever write a memorandu:: to Mr. Heisler 
which he submitted to the Board ? 

Mr. Stiverman. I doubt it very much. 

Mr. Fiscupacu. Did you ever urge upon any of your colleagues in 
the case that there were permissible as well as impermissible limits 
as far as counsel fees are concerned ¢ 

Mr. StrverMAN. What are you talking about, amounts? 

Mr. Fiscunacu. Yes. 

Mr. SitvermaNn. I don’t believe I discussed the amounts. The ques- 
tion was one of principle and not amount. 

Mr. Fiscunacu. The principle, I take it, was that the Board had a 
statutory duty to prevent a raid on the treasury of Long Beach 
Federal? 

Mr. StrvermANn. Yes, sir. 

Mr. Fiscupacn. In connection with that concept, you did not con- 
sider amounts? 

Mr. Sriverman. I don’t think amounts have anything to do with 
that. 

Mr. Fiscupacn. I thought possibly there might be some connection 
between your phraseology, “raid” and the amount of counsel fees. 

Mr. StiverMan. That is probably true, yes. 

Mr. Fiscuracn. Yes, and therefore I inquired 

Mr. SitverMAN. That is, an association certainly may pay out rea- 
sonable attorneys’ fees for services performed for the association. 





1606 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Fiscupacn. Therefore I inquire again, Did you ever give con- 
sideration to the amounts ? 

Mr. SitverMan. That question was not involved here, Mr. Fisch- 
bach, because I don’t see here that the attorneys performed any serv- 
ices for the association. I find where the attorneys performed or at- 
tempted to perform a great many services for certain officers of the 
association, to protect their individual interests. 

Mr. Fiscupacnu. And did you find 

Mr. SttverMAN. And that is, incidentally, what is involved here, 
Mr. Fischbach. ’ 

Mr. Fiscupacu. By the way, did you find that the attorneys for 
the San Francisco bank were protecting the individual interests of 
the officers and directors of the San Francisco bank ¢ 

Mr. Stiverman. [ had very little to do with the San Francisco 
bank action. 

Mr. Fiscusacn. Did you find that? 

Mr. Sttverman. Did I find that the—will you read that question 
again, please ? 

(Whereupon, the question referred to was read by the reporter.) 

Mr. SiLverMAN. I suppose indirectly they were, but protecting the 
bank’s own interests in itself protects the interests of its directors 
and officers. 

Mr. Fiscusacn. I see. The distinction you make is that there 
was a conflict on the one hand which was applicable to the plaintiffs’ 
side of the case, whereas there was no conflict on the defendants’ side 
of the case ? 

Mr. SttverMAN. That question is very unclear to me, Mr. Fisch- 
bach. 

Mr. Fiscuzacu. Did you draw a distinction—that, distinction ? 

Mr. SitvermMan. I just said the question was very unclear, so if 
you will repeat it, maybe I can understand you. 

Mr. Fiscupacu. Did you distinguish between the interests of the 
officers and directors of Long Beach Federal on the one hand and 
the interests of the officers and directors of the San Francisco bank 
on the other, in the former drawing or coming to the conclusion that 
they were not parallel, whereas in the latter you came to the conclu- 
sion that they were? 

Mr. SutverMAN. Yes; there is a distinction. 

Mr. Fiscupacu. And that is precisely the distinction you made? 

Mr. SitverMan. There is a distinction ; yes. 

Mr. Fiscupacn. Was that the distinction ? 

Mr. Strverman. As to what? 

Mr. Fiscusacu. As to counsel fees. 

Mr. SirvermMan. I don’t know that there was any controversy about 
counsel fees for the attorneys for the San Francisco bank—there is 
none. 

Mr. Fiscupacu. I call your attention to the fact that the attorneys 
for the San Francisco bank were not only protecting the interests of 
the bank but also were protecting the interests of the directors and 
officers of that bank and you agreed with that, didn’t you? 

Mr. SurvermMan. [ said that in protecting the interests of the San 
Francisco bank they were indirectly protecting the interests of the 
officers and directors; yés. 








INVESTIGATION OF HOME LOAN BANK BOARD 1607 


Mr. Fiscuzacn. They were being paid for their services with funds 
of the San Francisco bank? 

Mr. SirverMan. I haven’t the remotest idea. 

Mr. Fiscupacn. Oh, you don’t know that ? 

Mr. StrverMANn. No; I don’t know anything about it. 

Mr. Fiscusacn. When you expressed the conclusion that you did 
in Mr. LaRoque’s presence in the office of Mr. Morison, was it decided 
to take any action ? 

Mr. Strverman. Yes; and I am sorry I don’t have—and I don’t 
know if I have it in my office—a copy of the memorandum that I be- 
lieve Mr. Morison dictated which represented the consensus of opinion 
at that meeting. 

Mr. Fiscnsacu. Do you recall what that memorandum set forth? 

Mr. SttverMAN. I wish I could tell you; I cannot. 

It seems to me that it had to do with directing Mr. Carter to write 
a letter to the attorneys for the various plaintiffs and those associated 
with them, in which certain proposals were made relative to a proposed 
so-called compromise of the litigation. 

Mr. Iiscusacn. Were you in favor of that letter? 

Mr. Sirverman. I didn’t object to it because I knew it would be 
unacceptable. 

Mr. Fiscupacn. You knew it would be unacceptable by the plain- 
tiffs’ counsel ? 

Mr. Strverman. I felt so, yes. 

Mr. Fiscunacu. You felt that there would flow, from the writing 
of such a letter, an impasse ? 

Mr. Stiverman. Yes. 

Mr. Fiscunacn. That is what you hoped would flow ¢ 

Mr. SitverMan. I didn’t want an impasse, no. I wanted this thing 
to come to its logical legal conclusion, and that is what I want now. 

Mr. Fiscuzpacu. You want it even more than an impasse ? 

Mr. SirverMAn. An impasse won’t result in anything. I wanted 
a final ultimate result. 

Mr. Fiscupacnu. You wanted the breaking off of negotiations for 
settlement ? 

Mr. Strverman. For so-called settlement, yes. I call it surrender. 

Mr. Fiscusacu. Then in the letter which went forward from Mr. 
Carter to the attorneys for the plaintiffs, insofar as that letter con- 
tained the suggestion that if the proposals therein mentioned were 
accepted, settlement negotiations would continue, that represented a 
defeat to your program ? 

Mr, Strverman. Yes. Not to my program; to my ideas and ideals. 

Mr. Fiscuracnu. Certainly you do not suggest that you had ideas 
and ideals which you didn’t formulate into a program ef action ? 

Mr. Sttverman. I had no way of enforcing any action. 

Mr. Fiscusacu. Of course you didn’t. 

Mr. SitvermMan. I am, Mr. Fischbach, probably on the lowest eche- 
lon of the legal department of the Home Loan Bank Board. 

Mr. Fiscupacu. And not in a position to influence official action 
at all? 

Mr. SitverMan. I sometimes suspected that it has the reverse effect. 

Mr. Fiscusacn. Could we have a 5-minute recess? My voice needs 
a little rest. 





1608 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Ho.irrevp. We will take a 5-minute recess. 

(Short recess taken.) 

Mr. Houtrietp. The subcommittee will be in order. 

Mr. Fiscupacu. Were you consulted at all in connection with the 
proceedings before the court in Los Angeles with regard to the 
arrangements that were made between Mr. Ford and Mr. Siegel and 
counsel for the parties in the action ? 

Mr. Sitverman. I think I was in on some of the discussions when 
Mr. Ford, Mr. Siegel, Mr. Angell, Mr. Dusenbery, and I were present. 
None of the other attorneys were. I think I was in on some of those 
conferences. 

Mr. Fiscuznacu. Did you vote against the proposition that there 
should be further efforts to dispose of this litigation ? 

Mr. SttverMAn. I was opposed to it, yes. 

Mr. Fiscupacn. And they overruled you? 

Mr. SitverMAN. Very much so. 

Mr. Fiscupacn. Mr. Silverman, let us move from that to Septem- 
ber of 1949. At that time, I understand the 2d of September, there 
was received at the Washington office of the Home Loan Bank Board 
a report of an examination of Long Beach Federal as of July 1949, 
sent in by Mr. Dolan and Mr. Turner. Do you recall that incident? 

Mr. Sttverman. I have heard it mentioned here I believe, and per- 
haps I have heard of it before. 

Mr. Fiscusacn. Were you consulted in connection with the pro- 
ceedings that followed ? 

Mr. SrtverMan. You are talking about that order for the hearing 
in September ? 

Mr. Fiscuzacu. Yes. That took place a few days later. 

Mr. Stiverman. Yes, Mr. Fischbach, sometime early in September, 
I believe it was, Mr. Heisler called me in and asked me, I believe, to 
prepare a draft of an order providing for a hearing. 

Mr. Fiscupacu. Was yours the first such draft ? 

Mr. SrtverMan. I beg pardon? 

Mr. Fiscnusacu. Was yours the first such draft ? 

Mr. Sttverman. I wrote the first draft of what subsequently be- 
came 2015. I believe I wrote the first draft of that. 

Mr. Fiscunacn. Where did you get the information that you used ? 

Mr. StnvermMan. From Mr. Heisler. My recollection now is that 
Mr. Heisler called me in and told me that the Board was concerned 
about the fact that they could not effectively supervise the Long Beach 
Association, that the Insurance Corporation was worried because it 
was receiving no premiums, no reports. They didn’t know what was 
going on. They felt a hearing should be held in order to determine 
what the situation was out there. I believe he suggested orally what 
the order might contain and asked me to draw a draft of it. 

Now, I don’t remember whether I drew that myself or in coopera- 
tion with Mr. McKenna, but it was either one or the other. Either I 
drew that first draft myself or with Mr. McKenna. 

Mr. Fiscupacn. Had you previously been called upon to express 
any opinion with regard to the action the Insurance Corporation 
should take with regard to the premiums that were claimed by the 
Insurance Corporation ? 

Mr. SitvermMan. I don’t recall that I was. 
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Mr. Fiscupacu. Were you consulted at the time of the preparation 
for filing in the Federal court in Los Angeles of memorandum points 
and authorities to the effect that the Insurance Corporation had the 
power to cancel the insurance of Long Beach Federal ? 

Mr. SitverMAN. That statement was never made by me, if there is 
any such statement, because I have never believed and I do not now 
believe that the Insurance Corporation does have the power to ter- 
minate insurance of a Federal. 

Mr. Fiscusacu. That is if such a pleading or brief or points were 
filed, you had no hand in its preparation ¢ 

Mr. SitverMAN. I would not say that, but I would say that I had 
no hand in making a statement that the Insurance Corporation has 
the power to cancel insurance of a Federal. 

Mr. Fiscusacn. Even if it were made in a brief? 

Mr. SitverMAN. It has never been made in any brief that I wrote. 

Mr. Fiscusacu. That is the point I wanted to get at. You did not 
write any such? 

Mr. SitverMAN, I never wrote any such statement. 

Mr. Fiscupacu. All right. 

Mr. SitvermMan. Because I don’t believe it. 

Mr. Fiscuspacu. In light of the fact that you do not apparently 
have that view, did you ever suggest that the Insurance Corporation 
bring suit to recover these premiums ? 

Mr. SItverMAN. No. 

Mr. Fiscupacu. Do you believe the Insurance Corporation has the 
right to sue? 

Mr. SittverMan. Why, I presume it does, yes; but I think it would 
be a ridiculous procedure. 

Mr. Fiscusacu. How do you think the Insurance Corporation 
should go about collecting its premiums ¢ 

Mr. SitverMAn. Appoint a conservator. 

Mr. Fiscupacn. Who else in the legal staff of the Board shares 
that view ? 

Mr. SitverMAN. I haven’t the remotest idea. 

Mr. Fiscupacu. Do you know whether others in the legal staff of 
the Board entertain the same view ? 

Mr. SitverMAN. The same view as to what ? 

Mr. Fiscupacu. As to—— 

Mr. SitverMAN. The inability of the Insurance Corporation to ter- 
minate insurance? Yes; I think others do. I believe I have dis- 
cussed it with Mr. McKenna. I don’t believe he holds the view that 
the Insurance Corporation may terminate insurance of a Federal. I 
do have a faiht recollection of having heard Mr. Hall, who is one of 
the attorneys down there, saying that he thinks it may, but I am in 
total disagreement with him, with considerable faith in my own 
opinion. 

Mr. l'iscupacn. Mr. Silverman, did you ever confer with Mr. Hus: 
band, of the Insurance Corporation ? 

Mr. Sitverman. About what? 

Mr. Fiscusacu. About the collectibility of insurance premiums. 

Mr. StrverMAN. As respects the Long Beach? No. 

Mr. Fiscupacu. Did you ever advise anybody in the Insurance 
Corporation with regard to the collection of the premiums for Long 
Beach ? 
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Mr. StrvermMan. Premiums for Long Beach, no. 

Mr. Fiscuzacn. When you drew the original draft of order No. 
2015, were you endeavoring to carry out your ideas or the ideas that 
Mr. Heisler gave you ? : 

Mr. StuverMAn. I was carrying out a direction that Mr. Heisler gave 
me and putting my own ideas into it. 

Mr. Fiscunacn. Did Mr. Heisler suggest the inclusion in order No. 
2015 of the provisions for the appointment of the Insurance Corpora- 
tion as receiver ? 

Mr. StrverMan. No. I believe that probably emanated in my own 
head. 

Mr. Fiscuracu. When you brought the draft of order No. 2015 
to Mr. Heisler at a later date, did he question you as to the proposals 
you made ? 

Mr. StrverMan. I can’t remember. I think there were many, many 
revisions of it, Mr. Fischbach, and most of it I believe was discussed 
with Mr. McKenna, who probably himself discussed it with Mr. 
Heisler. 

Mr. Fiscupacu. As the order finally originated, was it 

Mr, StrverMaAn. Finally evolved, you mean 

Mr. Fiscusacu. Yes. Was it substantially different from the form 
in which you first cast it ? 

Mr. StrvermMan. I doubt that it was substantially different. 

Mr. Fiscusacu. Was there a discussion that you participated in as 
to where the hearing should be ? 

Mr. Sttverman. Yes; I believe there was some discussion between 
Mr. McKenna and me on that point, and in order to obviate any ques- 
tion about that, we provided that the hearings shall be held in Wash- 
ington with authority to the Board or the hearing officer to adjourn it 
to other places, so that no one would be more inconvenienced than any- 
one else. That is, that records of the Home Loan Bank Board would 
be here to be examined in connection with the hearing to be held 
here. Then it could be transferred to Los Angeles and any records 
out there be available there. 

Mr. Fiscypacu. Was consideration given to the advisability of 
the Board going out to Los Angeles in connection with these hearings? 

Mr. StrvermMan. As I recall, Mr. Fischbach, it was undetermined at 
the time whether the hearings should be held by the Board or by hear- 
ing officer, and so the order was drawn to make provision for either 
event. i 

Mr. Fiscuracu. Was it intended to convene formal proceedings in 
connection with that order ? 

Mr. StrverMAN. That was my idea, yes. 

Mr. Fiscupacnu. Was it Mr. Heisler’s idea, too? 

Mr. Sttverman. I don’t know what his idea was, but the order so 
provides. 

Mr. Fiscuracu. As expressed to you ? 

Mr. Strverman. I don’t know that he expressed anything on that 
point. 

Mr. Fiscusacu. Did Mr. McKenna express anything to you on that 
subject ? . 

Mr. Stiverman. I don’t know. I don’t recall whether he did or not. 

Mr. Fiscupacu. Have you heard it said that the order was referred 
to as a come-in-and-talk-it-over prosposition ? 
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Mr. Stiverman. No. 

Mr. Fiscupacu. Was it ever suggested at the time that the order 
was formulated that all the Board really wanted to do was to have 
these people come in and talk the situation out with them ? 

Mr. Strverman. I don’t think that is quite right, Mr. Fischbach, 
because I have a recollection of one of the attorneys in the office— 
and I don’t remember which one—being told to get the evidence ready 
to present at the hearing, so that must have contemplated a more or 
less formal hearing. 

Mr. Fiscupacu. And do you know which counsel was assigned to 
the task of preparing—— 

Mr. SttverMANn. No, I don’t recall. It wasn’t I. 

Mr. Fiscupacnu. And certainly nothing informal was contemplated 
in connection with it? 

Mr. Sutverman. I certainly didn’t contemplate anything informal. 

Mr. Fiscusacu. And you did not hear of anybody else who con- 
templated anything informal ? 

Mr. Strverman. Not so far as I know. 

Mr. Fiscupacn. Were you in on the conference which resulted in 
the adoption of order No. 2015 by the Board ? 

Mr. Sitverman. No. 

Mr. Fiscusacn. Were you consulted about it after it had been is- 
sued ¢ 

Mr. Sitverman. I don’t know that I was consulted about it. I re- 
member Mr. McKenna having some discussion with me about the 
possibility of its being enjoined, what would happen then, and I re- 
member saying to him that I didn’t think they would be damn fools 
enough to try. 

Mr. Fiscupacu. Did he think they would ? 

Mr. Sirverman. I don’t know whether he thought so or not. I 
guess the possibility had entered his head. 

Mr. Fiscunacu. When such proceedings were in fact initiated, 
were you consulted in connection with them ? 

Mr. Strverman. What proceedings ? 

Mr. Fiscupacu. Proceedings to enjoin the hearings under order 
No. 2015. ; 

Mr. SitverMan. I don’t believe I was there at the time. 

Mr. Fiscusacu. You were not in Washington ? 

Mr. SttverMan. I was on extended leave the latter part of 1949 and 
the early part of 1950. I was in the hospital a part of the time. 

Mr. Fiscusacu. Tell me, Mr. Silverman, I take it you have some 
familiarity with-the report of examination of May and October 1946 
referred to as the Strecker report, or exhibit C? 

Mr. Strverman. That May 16 examination report? 

Mr. Fiscupacu. Yes. 

Mr. SttverMAN. More or less, yes. Not too intimately acquainted 
with it. 

Mr. Fiscupacn. Were you ever called upon in connection with the 
determination of whether that report should be made available to 
Linnell and Smith? 

Mr. Strverman. No, I was never consulted about it. 

Mr. Fiscupacn. Were you consulted at all in connection with the 
question as to whether that report should be made available to the 
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PCED of Long Beach Federal represented by Westover and 
mi ; 

Mr. Sitverman. I think the report itself shows, Mr. Fischbach, 
that sometime in October 1946, I believe it was, Mr. Strecker wrote Mr. 
Gregory that the examination report was ready or practically ready, 
and for him to come in and examine it and make his comments, some- 
thing like that. I think he was written two or three times and he 
never came. 

Mr. Fiscusacu. Were you ever consulted, Mr. Silverman, on the 
uestion of whether the report as compiled should be presented to or 
urnished to the officers of Long Beach Federal ? 

Mr. Stiverman. No, I was never consulted as to whether it should 

or not. 

Mr. Fiscusacu. Were you aware that there was even a question 
about that? 

Mr. Stiverman. I had heard something about it, and I had asked 
Mr. Ammann whether or not he had furnished a copy to the officers, and 
as I recollect now he said he had delivered a copy or some copies to 
the United States attorney’s office, and I assume for that purpose. 
What became of them I don’t know. ' 

Of course, as I recall, Mr. Fischbach, there is no regulation re- 
quiring a copy be delivered to the officers. I am not sure about that, 
but I can’t recall any such regulation at the moment. 

There is, I think, on the caption sheet of the report form a state- 
ment that a copy will be delivered to the officers of the association, but 
not for publication by them. 

Mr. Fiscupacu. Mr. Silverman, were you ever consulted in connec- 
tion with the question as to the collection from Long Beach Federal 
of some $90,000 in charges related to the expense of the conservator- 
ship ? 

Mr. SriverMan. I don’t recall whether I was or not. I know that 
question is involved here some place, but I don’t believe I was ever 
consulted on it. 

Mr. Fiscusacu. How was it that the stipulation of March 24, 
1949 

Mr. StivermMan. Twenty-second. 

Mr. Fiscupacn. Of March 22, 1949, was referred to you by Mr. 
Heisler ? 

Mr. Sruverman. I think at that time I may have perhaps been the 
contact man with the Department of Justice. That may be it. 

Mr. Fiscupacu. Had you replaced anyone in that respect? 

Mr. Stiverman. I don’t know. Was Mr. McKenna in town then? 

Mr. Fiscupacn. I don’t know. 

Mr. Strverman. I don’t know either. 

Mr. McKenna. I was in California at the time. 

Mr. Sitverman. That may be it. Both Mr. McKenna and I con- 
sulted with the Department about this matter from time to time. 

Mr. Fiscupacn. I take it you were the liaison when Mr. McKenna 
wasaway!? 

Mr. Sttverman. That may be it, yes. There may be sometimes 
when he was here. 

Mr. Fiscupacnu. Yes, of course. That is about all I have. 

Mr. Horirtetp. Mr. Silverman, you are excused at this time. 

Mr. Suverman. Thank you. 
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FURTHER TESTIMONY OF ROBERT F. QUIGLEY, ASSISTANT COMF- 
TROLLER OF THE DIVISION OF FEDERAL HOME LOAN BANK 
OPERATIONS, HOME LOAN BANK BOARD 


Mr. Fiscnsacu. Would you be good enough, Mr. Quigley, to pre- 
sent to the subcommittee the data that you were requested to secure 
and furnish ? 

Mr. Quieter. Yes, sir. One of the questions was, Who designated 
these expenses as being applicable as nonadministrative? I think 
that was one. 

Mr. Fiscusacn. That is right. 

Mr. Quietry. I have here a Federal Home Loan Bank Administra- 
tion—I mean a copy of it—order No. 5484 of August 6, 1946, which 
delegated the authority to determine and redetermine what expenses 
shall be classified as nonadministrative to the governor, the then gov- 
ernor, or the general counsel who each in turn by designations further 
designated the authority to the then Comptroller and the then Assist- 
ant Comptroller. Each of the two of them, the governor and the 
general counsel, both delegated their authority to each of those two 
people respectively. 

Then I find in checking the records also that there was a billing 
made subsequent to those two collected billings that were made. 

Mr. Fiscupacu. How much was the billing that was made? 

Mr. Quieter. $65,000. $65,007.60. 

Mr. Fiscupacu. And to whom was that billing made? 

Mr. Quieter. To the Long Beach Federal Savings and Loan Asso- 
ciation. 

Mr. Fiscupacu. Under what date? 

Mr. Quietey. March 3, 1948. 

Mr. Fiscupacn. Who made the billing? 

Mr. Quietry. The Comptroller made the billing pursuant to Board 
Resolution 519. 

Mr. Fiscupacn. Is there evidence in your files to indicate that 
such a bill was sent to Long Beach Federal ? 

Mr. Quieter. None other than the letter itself, a copy of the letter 
transmitting such bill. 

Mr. Fiscuspacn. Did you ever receive a reply to it? 

Mr. Quictey. To my knowledge, no. 

Mr. Fiscusacn. What further action, if any, was taken in connec- 
tion with that billing? 

Mr. Quieter. As far as the Comptroller’s office was concerned, no 
further action was taken. 

Mr. Fiscupacu. Was any intra-agency action taken within the 
Board or the Insurance Corporation ? 

Mr. Quieter. I recall in reviewing the files that the Assistant Comp- 
troller did request of the Comptroller whether or not a follow-up 
should be made to that billing. The Assistant Comptroller, I find, 
was advised not to follow it up until advised to the contrary. 

Mr. Fiscupacu. By whom was he so advised ? 

Mr. Quiciey. By the Comptroller, the then Comptroller. 

Mr. Fiscuspacn. What kind of a bill do your files show was sent 
in March of 1948? 

Mr. Quietxry. It was billed on a Government standard form, a 
voucher, and attached to it was a breakdown of what the bill com- 
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prised and attached also was a copy of the Home Loan Bank Board 
Resolution No. 519, dated February 27, 1948. 

Mr. Fiscusacu. Mr. Gregory, was any such bill ever received by 
the Long Beach Federal? 

Mr. Grecory. Not to my knowledge, Mr. Fischbach. 

Mr. Fiscusacn. Was there ever transmitted to Long Beach Fed- 
eral and received by Long Beach Federal a breakdown such as was 
just indicated by Mr. Quigley, a breakdown of the billing of some 
$65,000 ¢ 

Mr. Grecory. I don’t remember ever having seen a breakdown on it. 

Mr. Fiscusacn. Would you consult with Mr. Chapman or perhaps 
I will call on Mr. Chapman. 

Mr. Chapman, did you ever see any such billing? 

Mr. Cuapman. I have no recollection of it, Mr. Fischbach. I would 
like to see the document and see if I can remember having seen it, 
unless it is confidential. 

Mr. Fiscuracu. No; I do not believe it is a confidential document. 
It is a pure billing. 

Mr. Cuapman. It shows a typed copy of a letter dated March 3, 
1948. It says in part: 

There are attached to original one copy of bill rendered by the Home Loan 
Bank Board in the sum of $65,007.60 for certain expenses incurred by it in con- 
nection with the operation of conservatorship for the Long Beach Association 
through the period of May 1946 through December 31, 1947. 

The letter apparently was addressed to the Long Beach Federal 
Savings and Loan Association. This appears, however, to be an origi- 
nal typing and not a carbon or anything. And attached—— 

Mr. Quictey. It is a copy, a typed copy. 

Mr. Cuarpman. Attached is a letter memorandum headed at the 
top, “Public vouchers for purchases and services other than personnel.” 

There is no itemization whatsoever except the figure $65,007.60, 
expenses incurred by the Home Loan Bank Board and the Federal 
Home Loan Bank Administration in connection with the operation 
of the conservatorship of Long Beach Federal Savings and Loan, 
Long Beach, Calif., during the period May 20, 1946, to December 31, 
1947. Also attached Home Loan Bank Board Resolution No. 519, 
dated February 27, 1948, and exhibit A referred to therein. 

And exhibit A has a heading, “Housing and Home Finance Agency, 
expenses incurred in connection with the operation of the conservator- 
ship, Long Beach Federal Savings and Loan Association.” 

Skipping through fiscal year 1948, salaries $25,576.40; travel, 
$6,147.10; other, $736.83. Total, $33,460.33. 

Similar information for 1947 except the salaries are $59,021 and the 
travel $26,557.89. Grand total $133,569.41 less amounts billed and 
collected with detailing of conservator’s checks amounting to $68,- 
561.81. Balance due of $65,007.60. 

The last attachment is a copy of Home Loan Bank Board Resolu- 
tion No. 519, date February 27, 1948. I was in Washington in Feb- 
ruary of 1948, I think as late as the 26th. If I recall rightly, it was 
about that time that Mr. H. QO. Wallace died here in Washington. 
The resolution seems to be an authorization of the Home Loan Bank 
Board to bill Long Beach Federal Savings in the amount of $65,007.60. 

I am confident that I never saw those documents in 1948. I may 
have seen this resolution or some part of it in inspection of the San 
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Francisco bank records some time during the year 1950, but I am 
confident that I have never before seen the itemization in detail totaling 
$133,569.41 nor the balance of $65,007, nor did I ever see the yellow 
memorandum public voucher for purchases and services other than 
personnel, nor the letter of March 38, 1948, and as I recall the Resolu- 
tion 519, the one that I saw had a different text, different terms than 
this resolution, so I may be confusing that with some other resolutions 
of the Home Loan Bank Board that I saw on inspection. 

I am very confident none of those documents came into my hands 
in 1948 or that I saw any of them until, perhaps the last one only, 
the resolution, in 1950. 

As I recall the resolution that I saw in inspection of the San Fran- 
cisco bank documents, it called for $89,000 and not $65,000, so I think 
it must have been a different resolution. 

Mr. Fiscuracu. Do you have any evidence at all of what disposition 
of that document was made after it was typed ? 

Mr. Quieter. This letter itself? In other words, you want to know 
do I know whether it was actually mailed ? 

Mr. Fiscupacu. That is right. 

Mr. Quictey. I discussed this with my superior, now comptroller, 
and he recalled very definitely that it was mailed. 

Mr. Fiscusacn. To Long Beach? 

Mr. Quieitey. That was what he told me. 

Mr. Fiscusacu. Who is your superior ? 

Mr. Quieter. Mr. C. H. Scrivner. 

Mr. Carman. Mr. Chairman, I would like to add a little some- 
thing to my statement. As I recall this period in March, there were 
quite a number of Federal Home Loan Bank examiners still in the 
Long Beach Association engaged in the examination leading up to 
Mr. Ammann’s attempt at his first accounting. I think there were 
some mail difficulties at those times. 

Sometimes letters addressed to the examiners would be opened by 
the mail clerk of the association, and I think that there were other 
occasions when we received letters that had been opened by the exam- 
iners. I would like to inquire if that was registered or return receipt, 
or have that inquiry made. 

Mr. Fiscusacu. Do you know whether it was? 

Mr. Quieter. I wouldn’t know. I doubt it. 

Mr. Fiscupacu. I note from the letter signed by Mr. McKenna to 
Mr. Heisler, and which apparently was sent on October 9, 1948, from 
Los Angeles, Calif., that the subject of billing the association for 
examination expenses was mentioned. The letter contains the follow- 
ing reference: 

Have we billed the association for the examination expenses? Without having 
given the necessary consideration to the question, it would appear that we should 
not delay in the billing. 

The balance of the letter just does not have any reference whatever 
to that subject. 

(Discussion off the record.) 

Mr. Fiscupacu. What was covered in the billing ? 

Mr. Quictey. All expenses up through December of 1947. In other 
words, that billing cumulatively through December plus the collec- 
tions would have cleaned all the expenses incurred through De- 
cember of 1947 that were on the books of the Comptroller’s Office. 
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Mr. Fiscusacn. Who was it said that the matter should not be 
pursued ? 

Mr. Quietey. The then Comptroller, Mr. Burklin. As I gathered 
from the memo, he obtained that information from some other source. 
I inquired of him as to where, and his best recollection was the lega! 
department. 

Mr. Fiscupacu. Beyond that breakdown of the charges, was there 
ever a statement furnished to Long Beach Federal which reflected the 
amount of 2 em M $90,000 shown on the GAO report as ac- 
counts receivable? 

Mr. Quieter. To my knowledge, no. 

Mr. Fiscupacu. Is Mr. Scrivner available? 

Mr. Quietey. Mr. Scrivner has been sick, and I wouldn’t think that 
he would be available. He is under the doctor’s care right now, and 
has been for the last 2 weeks, in fact, for the last 2 years. He has been 
very ill. 

Mr. Fiscunacu. Now you refer to an order adopted by the Board 
under date of February 17, did you say, or February 18, 1948? 

Mr. Quieter. February 18. Wait a minute. February 27, 1948. 

Mr. Fiscupacu. Was a copy of that order ever published in the 
Federal Register, do you know? 

Mr. Quieter. I couldn’t answer that. 

Mr. Fiscusacu. Was it ever furnished to Long Beach Federal? 

Mr. Quieter. Only through the issuance of this bill and a letter. 
That would be my only knowledge of it. 

Mr. Fiscusacu. Subsequent to the analysis which according to 
your records appears to have been made around February of 1948, 
do the records of your office indicate whether the full amount of 
approximately $90,000 was detailed in the Comptroller’s office? 

Mr. Quictey. Yes; I have that detail here of the gross expenses in 
connection with the conservatorship operations less the billings made 
and collected, less the amount billed and uncollected, leaving a balance 
of expenses unbilled. 

Mr. Fiscusacu. Do you know whether those charges were included 
in Mr. Ammann’s first accounting? 

Mr. Quieter. I wouldn’t be in a position to discuss that. I wouldn’t 
know. 

Mr. Fiscusacu. Do you know, Mr. Ammann, whether those charges 
were included in the first accounting ? 

Mr. Ammann. My accounting includes the parts that I paid and 
also shows as a specific reserve my estimate against the amounts which 
had not been billed. 

Mr. Fiscuspacu. How do your estimates compare to the amount 
that is shown in this February 1948 statement ? 

Mr. Ammann. At the end of the conservatorship, that would be 
through December 31, 1947, my recollection is there was set up a 
reserve of about $48,000, whereas their figure shows, $67,000, if I get 
your question. 

Mr. Fiscusacn. That is right. Thank you. In light of the fact 
that it appears from your records, Mr. Quigley, that this analysis and 
the detail were available in February of 1948, and in light of the 
fact that Mr. Ammann’s accounting was made some months later, 
would you say that the analysis was available to Mr. Ammann at the 
time that he made the accounting ? 
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Mr. Quietey. When was the date that he made the accounting? 

Mr. Fiscusacn. I will get the exact date for you. 

Mr. Quietey. The January 24 exam and audit? 

Mr. Fiscupacn. What was the date of your accounting, Mr. Am- 
mann ¢ 

Mr. AMMANN. January 24, 1948. 

Mr. Fiscueacu. But the date of it, when was it made? Wasn’t it in 
August of 1948? 

Mr. AMMANN. It was some time in the year. I forget just when. 
In that connection if I may, I had never seen any billing beyond those 
I have received. Whether I would have paid this amount or not 
would have depended upon what I considered to be proper when I 
rot it. 

: Further, in connection with that in the accounting, the examiner 
who compiled the examination as of January 24, 1948, made his 
estimate of what he thought the charges were, including the costs 
of that examination and inventory and so on, and he includes that as 
an examiner’s adjustment in that report, which is a part of the 
accounting. ; 

Mr. Fiscupacu. The point about it is this: Apparently in Feb- 
ruary of 1948 there existed a detailed statement of what charges the 
Comptroller’s office allocated. 

And, Mr. Ammann, it appears that your accounting was evidently 
ready some time in May of 1948, and it just occurs to me that if the 
figures that Mr. Quigley mentioned were available, that you would 
have been able to deal with the situation on a more accurate basis 
than merely an estimate and a reserve. 

Mr. Ammann. I had no knowledge of the figures that Quigley had 
as of December 31, 1947, and further, those did not cover all of the 
costs because the conservatorship continued until 1948 and the exam- 
ination and inventory running on down sometime past January until 
that was through would be included in the bill, and any figure prior 
to that conclusion would have been an estimate, and further whether 
I would have accepted their figures had the bill come to me, I would 
have had to decide at the time. 

If they did not agree with my figures or were too far off, I would 
have decided at that time whether I would have paid, whether I 
would have asked for more detail, or whether I wouldn’t have refused 
sro oe some. I wouldn’t have paid it merely because I received a 

illing. 

2 lane But you would have taken that into consideration 
in setting up a reserve for it, I presume ; wouldn’t you ? 

Mr. AMMANN. Well, I don’t know. Not having received it, it is 
a little hard to say. My estimates in respect to that may have been 
short a little bit; I don’t know. I thought I was getting pretty close 
to the figures, but they were estimates and I had no way to tell what 
the exact figure would be. 

Mr. Fiscupacu. I appreciate that, Mr. Ammann. Yet one of the 
questions that we are endeavoring to resolve is whether the Long 
Beach Federal was billed for that $90,000, and Mr. Quigley comes 
up with information indicating that as far as the records of the 
Comptroller’s Office are concerned, there appears to be a bill of some 
$65,000 which is part of that $90,000. 





1618 INVESTIGATION OF HOME LOAN BANK BOARD 


Now in preparing your accounting in May of 1948—and I say May 
of 1948 because Mr. McKenna has very kindly called attention to 
the minutes of the seventy-fourth meeting of the Home Loan Bank 
Board which took place on the 19th of May 1948, and I gather from 
that document that your accounting was ready, so I ask you whether 
in preparing your accounting you had knowledge of the existence of 
such figures as Mr. Quigley indicates did exist. 

Mr. Ammann. I don’t know that I did. Of course, in that connec- 
tion, too, I wasn’t at the association while the information was being 
compiled, and the examiner who compiled the examination made his 
own projections down through, and in the examination report set up 
as an examiner’s s adjustment. what he thought it would be. He came 
pretty close to it. That shows in there in the accounting. 

Mr. Fiscupacu. All right. Are there any other records that you 
might consult on that point, Mr. Quigley, to determine whether this 
billing was actually made? 

Mr. Quictey. None. I have attempted to get that information 
before I came over here. I wanted to again call Mr. Scrivner and 
get a reiteration of the fact that the bill did go out, but he is out of 
town on doctor’s orders to take a rest, but I have been unable to deter- 
mine the letter did not go out. 

Mr. Houtrretp. Do you keep a record of your billings that you 
mail? 

Mr. Quietey. In this case, on our examination bills for the exams 
of institutions around the country, we do have copies of those bills, 
which are kept in a normal accounting system of files. 

Mr. Houirretp. There are no entries in a ledger? 

Mr. Quieiey. The ledger still carries the $89, 780.54 as a receivable. 
It did not segregate it into two parts, billed and unbilled. 

Mr. Fiscupacu. Are your bills numbered ? 

Mr. Quieter. Yes, sir. The examining division bills. Al other 
bills made by the Comptroller’s Office follow a pattern of numbering. 

Mr. Fiscueacn. Was this bill for some $65,000 numbered ? 

Mr. Quiciey. No; this one was not. This is a bill that is out of the 
scope of the normal operations, and I don’t think it was intended for 
any reason not to give it a number. It just so happened that the 
letter of transmittal would be the identification. 

Mr. Fiscupacu. I know that in the regular course, many business 
organizations maintain records which will indicate how much is due 
on a given account and how much of it has been billed, and how much 
of it is unbilled. Did you maintain that kind of a record in connec- 
tion with Long Beach Federal ? 

Mr. Quterey. The bill itself might have been held out in a pending 
file until it was determined not to follow it up, and then it was just 
placed in the regular correspondence file. That might have been. I 
wouldn’t know at that time. 

Mr. Fiscusacu. But in the case of the records maintained by the 
Comptroller’s Office, is it your practice as is the practice of many 
organizations which try to maintain proper books and records reflect- 
ing their financial activities, to indicate on an appropriate sheet, 
whether it is a ledger or a journal, the status as of a given time of a 
given account so as to indicate whether—let us assume there might be 
$100,000 due and $90,000 of it is billed and $10,000 of it is unbilled; 
did the Comptroller’s Office maintain that type of record ? 
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Mr. Quietxy. We don’t have that type of a transaction. That type 
of an account receivable never comes up. 

In other words, this is practically the only one where the amount 
billed and the amount unbilled is of any consequence. The examining 
division billings, they are a firm billing, so it is an account receivable 
set up on a separate card record. We know if it is on that record that 
it has been billed. 

Mr. Fiscupacn. Was the $65,000 set up on the card record ? 

Mr. Quiairy. No; this was not. 

Mr. Fiscupacu. So the fact that it was not would indicate to you, 
would it not, that although the bill was prepared and although pos- 
sibly the Board authorized the bill to be sent out, that the bili actually 
was not sent out and that the billing was not really made? 

Mr. Quictey. The only evidence we had of the billing would be 
this letter of transmittal. It is set up on a card record just so that 
the record would be made of the total amount, but it is in the $89,000 
figure. 

“Mr. Fiscusacn. Yes; I appreciate that, but I want to be sure our 
record reflects correctly what you are saying, and so I will try to sum- 
marize it, and you see 1f I do it correctly. 

You have a card record which shows that some 89,000 or 90,000 dol- 
lars is due from Long Beach Federal. This card record does not show 
that $65,000 of it has previously been billed. 

Mr. Quieter. It does not. 

Mr. Fiscusacn. And in the normal course of events there would be 
such an entry made on such a card record if there had actually been 
a partial billing? 

{r. Quietey. A notation would be made on any subsequent transac- 
tion of this nature because this transaction brought the matter to our 
attention. 

Mr. Fiscunacu. Mr. Chapman, did you have something in connec- 
tion with this subject matter that you wished to call our attention to? 

Mr. Carman. Yes, page 8239 of the printed record contains a find- 
ing by the court. that Mr. Ammann’s accounting was filed with the 
court on September 27, 1948, quite a bit later than the May date you 
have been discussing. 

Mr. Fiscusacn. The May date that I have been discussing clearly 
appears in the minutes of the seventy-fourth meeting of the Board, 
which took place on May 19, 1948. 

Mr. McKenna. I think, Mr. Chapman, that there is an explana- 
tion due of that difference, namely, that we were trying to reach 
an agreement, you and I, whereby that accounting would be filed 
without objection if possible, and that we both joined in the request of 
the court to postpone the date until we could see whether or not it 
could be submitted as the document without objection. 

Mr. Cnapman. That is correct, Mr. McKenna. We had conferences 
concerning the accounting, I think it was during September, if my 
memory is correct. 

Mr. McKenna. Also conferences way back much earlier. 

Mr. Cuapman. I think we had earlier conferences. 

Mr. McKenna. I have some recollection of being in your office at 
Long Beach and of your phoning Judge Hall back in Philadelphia 
to ask for an extension of time on behalf of both of us for the filing of 
that. 
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Mr. Cuarman. I am sure you were in my office in Long Beach. I 
don’t recall the phone call to Judge Hall. I think Mr. Walker was 
there at the time. I do remember getting the extension. 

Mr. McKenna. I had a recollection of Judge Hall being in Phila- 
es during the summer of ’48, and there was a call from your 
office. 

ym Cuapman. There was a call from my office; I am quite sure 
of that. 

Mr. McKenna. I think the difference in time is explained by your 
efforts and my efforts to reach an agreement. 

, Mr. Cuapman. You were in my office and, as I say, I saw a copy 
of the proposed accounting. I think I told you some of my objections 
to it, and I think you said there would be some changes made. 

Mr. McKenna. The objections I recall are that certain pages of the 
copy given to you were illegible. That is the only specific change 
that was made, as I recall it, between the original document referred 
to in May and the one actually filed. 

Mr. Cuapman. I would have to go back to my notes on that. 

Mr. Fiscusacn. I think I can add to the understanding of the 
subcommittee if I interrupt this discussion by stating that under 
date of August 6, 1948, in a letter to Mr. Heisler which Mr. McKenna 
sent from Los Angeles, this statement is made: 

Mr. Gregory has stated informally to me that he has substantial objections 
to Mr. Ammann’s conduct of the conservatorship as reflected in the accounting 
as well as to the form of the accounting. It may therefore be necessary to file 
the accounting with the prospect of resistance to our motion for approval. 

I would take it from that that the accounting, if not formally filed, 
had at least been made available to Long Beach Federal as of August 

6, 1948. 

Mr. McKenna. My recollection is that it was made available very 
shortly after the date of that resolution, but I could be wrong in that. 

Mr. Fiscupacu. Would you be good enough, Mr. Quigley, to leave 
those documents, and may they be received as exhibits here? 

8 tre Yes; they will be received and appropriately 
marked. 

(The documents above referred to were marked “Home Loan Bank 

Board Exhibit No. 23” and follow:) 


Home Loan Bank Boarp Exursir No. 23 



































FEDERAL Home LOAN BANK ADMINISTRATION 


Order No. 5484 
Date August 6, 1946. 


The Governor, as to expenses other than expenses of the Legal Department, 
and the general counsel, as to expenses of the Legal Department, shall have 
authority from time to time to determine or to redetermine what expenses shall 
be classified as nonadministrative expense of the Federal Home Loan Bank 
System of the Federal Home Loan Bank Administration. Any authority hereby 
conferred may be exercised before, at, or after the incurrence or payment of any 
such expense. 

The authority hereby vested in the Governor or the general counsel may also 
be exercised by such person or persons as may be designated in writing by the 
Governor or the general counsel, respectively. 
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I hereby certify that the above is an order issued by the Federal Home Loan 
Bank Administration on August 6, 1946, 








Assistant Secretary. 





DESIGNATION BY THE GENERAL COUNSEL 


Any authority vested in the General Counsel by Federal Home Loan Bank 
Administration Order No. 5484, dated August 6, 1946, may also be exercised by 
R. R. Burklin, who is hereby designated for that purpose. Any and all designa- 
tion and authorization hereby made or conferred shall automatically cease and 
terminate when the said R. R. Burklin shall cease to be an employee of the 
Federal Home Loan Bank Administration. 

This instrument shall become effective on the day of its date. 

Washington, D. C., December 4, 1946. 


KENNETH G.HEISLER, 
General Counsel. 
Signed originals to— 
J. Francis Moore, Secretary 
R. R. Burklin 
C. H. Serivener 


DESIGNATION BY THE GENERAL COUNSEL 


Any authority vested in the General Counsel by Federal Home Loan Bank 
Administration Order No. 5484, dated August 6, 1946, may also be exercised by 
C. H. Scrivener, who is hereby designated for that purpose. Any and all designa- 
tion hereby made or conferred shall automatically cease and terminate when the 
said C. H. Scrivener shall cease to be an employee of the Federal Home Loan 
Bank Administration. 

This instrument shall become effective on the day of its date. 

Washington, D. C., December 4, 1946. 


KENNETH G.HEISLER, 
General Counsel. 
Signed originals to— 
J. Francis Moore, Secretary 
R. R. Burklin, Comptroller 
C. H. Scrivener 


DESIGNATION BY THE GOVERNOR OF THE FEDERAL Home LOAN BANK SYSTEM 


Any authority vested in the Governor by Federal Home Loan Bank Ad- 
ministration Order No. 5484, dated August 6, 1946, except the authority mentioned 
and described in the second paragraph hereof, may also be exercised by C. H. 
Scrivener, who is hereby designated for that purpose. Any and all designation 
and authorization made or conferred by this paragraph shall automatically 
cease and terminate when the said C. H. Scrivener shall cease to be an employee 
of the Federal Home Loan Bank Administration. 

Any authority vested in the Governor by said order No. 5484 with respect to 
expenses of the Federal Home Loan Bank System of the Federal Home Loan 
Bank Administration for any work heretofore or hereafter done by the dupli- 
cating unit of the Home Owners’ Loan Corporation in the Office of the Secretary, 
or for any supplies or materials heretofore or hereafter furnished by said unit, 
may also be exercised by J. Francis Moore, Secretary, who is hereby designated 
for that purpose. Any and all designation and authorization made or conferred 
by this paragraph shall automatically cease and terminate when the said J. 
Francis Moore shall cease to be Secretary of the Home Owners’ Loan Cor- 
poration. 

This instrument shall become effective on the day of its date. 

Dated August 20, 1946. 

Harotp Ler, 
Governor, Federal Home Loan Bank System. 
Signed originals to— 
J. Francis Moore, Secretary. 
R. R. Burklin, Comptroller. 
C. H. Scrivener. 
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DESIGNATION BY THE GOVERNOR OF THE FEDERAL Home LOAN BANK SYSTEM 


Any authority vested in the Governor by Federal Home Loan Bank Ad- 
ministration Order No. 5484, dated August 6, 1946, except the authority mentioned 
and described in the second paragraph hereof, may also be exercised by R. R. 

3urklin, who is hereby designated for that purpose. Any and all designation and 
authorization made or conferred by this paragraph shall automatically cease 
and terminate when the said R. R. Burklin shall cease to be an employee of the 
Federal Home Loan Bank Administration. 

Nothing in the first paragraph of this order shall be applicable with respect to 
expenses of the Federal Home Loan Bank System of the Federal Home Loan 
Bank Administration for any work heretofore or hereafter done by the dupli- 
cating unit of the Home Owners’ Loan Corporation in the Office of the Secretary, 
or for any supplies or materials heretofore or hereafter furnished by said unit. 

This instrument shall become effective on the day of its date. 

Washington, D. C., December 12, 1946. 

Harovp LEE, 
Governor, Federal Home Loan Bank System. 
signed originais to— 
J. Francis Moore, Secretary. 
R. R. Burklin, Comptroller. 
C. H. Scrivener. 
Marcu 8, 1948. 
Lonc BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
Long Beach, Calif. 


GENTLEMEN: There are attached the original and one copy of bill, rendered 
by the Home Loan Bank Board in the sum of $65,007.60 for certain expenses 
incurred by it in connection with the operation of the Conservatorship of the 
Long Beach Federal Savings and Loan Association, during the period from May 
20, 1946, through December 31, 1947. There is also attached a certified copy of 
the Board’s resolution No. 519, dated February 27, 1948, and exhibit A thereto, 
which reflects the detail of items making up the total amount of such bill. 

It will be appreciated if you will arrange for the issuance and transmission 
to the undersigned of check payable to the Home Loan Bank Board in the amount 
of the attached bill. 

Very truly yours, 


Comptroller. 
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—. PUBLIC VOUCHER FOR PURCHASES AND SERVICES OTHER THAN PERSONAL 


Comptroter Genera D.C. Vou. Me. ...-.-..-..-----.. 
(Amended August 15, 1941) copy Ces Vets Mts nn 


GENERALACCOUNTING | U. S. Long. Beach Federel Savings & Lean. Association. PAID BY 
OFFICE PREAUDIT ‘ ee 


Certified for payment in the | Voucher prepared at 
THE UNITED STATES, Dr., 
To ..Home Loan Bank Board 


(Payee: 











(Give piace and date) Et! aca Aes aan Te 








Payee's Accound No. (Por use of Paying Office) 

















Articles or Services UNIT AMOUNT 
(Enter description, item number of contract or general supply PRICE 
schedule, and other inf: deemed 
Cost Per Dollars 











Expenses incurred by the Home Loan Bank 
Board and the Federal Home Loan Bank 
Administration in connection with the 
operation of the Conservatorship of the 
Long Beach Federal Savings and Loan 
Association, Long Beach, California, 
during the period May 20, 1946 to 
December 31, 19:7. There are atteched 
Home Loan Bank Board resolution No. 519 
deted February 27, 1948 and Exhibit A 
referred to therein. 





























Home Loan Bank Board 








Comptroller 
Reg No. .. eee ere Invoice Rec'd .. 











MEMORANDUM 





ACCOUNTING CLASSIFICATION (or i Office) 








etait OY imitation, er Limit’n or Proj't 
t symbel 


Amount 






































on Treasurer of the United States in favor of 
payee named above. 





caoerty Paros 
1 It the abiiiny te corstly ood 
lank sence batow 


C tehied 
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METHOD OF OR ABSENCE OF ADVERTISING 
(Section 3709 of the Revised Statutes) 
L After advertising in 
2@ After advertising by cizoular letters sent to dealers. 
(®) And by notices posted in public places. 
(If notices were not posted in addition to advertisi circular letters sen Seaies, eeenaiies 
be made. The notation on the certificate on the face of the voucher must be "(ay)" or “2(a)" w depeading on euether er 
not notices were posted.) 


‘é S. Without advertising, under an exigency of the service which existed prior to the order and would not admit of the delay incident 
vertising. 


4. Without advertising in d with 














5. Without ad ising, it being i 























2 ae nmnntees anced cnchcrahanesd the securing of competition was iipricticable wader 3 and aereeriaret: 


Nore.—The above form “Method of or pauniin of Advertising” is to be used when purchases are inade or services secured Fuaiboe 
proper authority without written agreement in any form. In case of a written agreement (formal contract, proposal, aud acceptance, or 
jess formal agreement) Standard Form No. 1036 Revised ory 9 be used for abstracting the method of or absence of advertising and award 
of contract. (See General Regulations No. 51, Supplement No. 6, General Accounting Office, Aug. 20, 1930.) 


S GOVERNMENT PRINTING OFFICE 1946 ©-eeNs4 16 ~e2w00-4 


Exuinir A—Exrpenses incurred in connection with the operation of the con- 
servatorship of the Long Beach Federal Savings and Loan Association, Long 
Beach, Calif., during the period May 20, 1946, te Dec. 31, 1947 

Fiscal year 1948: 

SOO ii a eid vccinmnsdcpecdbbi bees ches de Eo oo ce ee Mn Bo $26, 576. 40 


26, 557. 89 


Total 87, 737. 65 


Fiscal year 1946: 

(May 20 to June 30, 1946) 
a a 
Travel 


Total 

Grand total 
Less: amount billed and collected: conservator’s check No. A12356__ 15,7 
Less, amount representing cost of May 18, 1946, examination, and 


met. in Ore COU i a a ee ee nan . 10,985. 44 


4, 813. 33 
Conservator’s check No. A16652 





Conservator’s check No. A16651__-~ 55, 649. 51 


68, 561. 81 
ates N00 6 ee sah gillaallablititiivon iis Calan btacanatidasiaccen 65, 007. 60 
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Home Loan Bank BoarD 


Res. No. 519 
Dated : February 27, 1948. 


Resolved, That the Comptroller of the Home Loan Bank Board is hereby 
authorized and directed to bill the Long Beach Federal Savings and Loan Asso- 
ciation, Long Beach, Calif., in the amount of $65,007.60, to reimburse the Home 
Loan Bank Board for the payment by it and by the Federal Home Loan Bank 
Administration of the compensation and expenses as listed in exhibit A hereto 
of personnel appointed, assigned, or furnished, to serve as Conservator and to 
assist in the conduct of the conservatorship of the said Long Beach Federal 
Savings and Loan Asso¢iation, including personnel of the Federal Home Loan 
Bank Administration and Home Loan Bank Board who performed services for 
or in connection with said association, Curing the periods stated in said exhibit 
and as described therein, and for other expenditures by the Federal Home Loan 
Bank Administration or Home Loan Bank Board. 

Resolved further, That the billing herein ordered shall be to reimburse the 
Home Loan Bank Board for the compensation, expenses, and expenditures: 
listed in said exhibit A only, and shall not prejudice any future billing against the 
said association to reimburse the Home Loan Bank Board for the payment by 
it of the compensation and expenses of other personnel, so appointed, assigned, 
or furnished for the same or different periods, or of the same personnel for 
different periods or the billing of such other amounts as are now or mey from 
time to time be due the Home Loan Bank Board. 

Resolved further, That said exhibit A above referred to is made a part of 
this resolution and shall be filed by the Secretary in minute exhibit file No. 413. 
* * * * * * * 

By the Home Loan Bank Board: 

J. FRANcIS Moore, 
Secretary. 
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Mr. Fiscupacu. It is understood from Mr. Quigley as a result of 
a conference on the subject of the absence of a number from the bill 
of sixty-five-thousand-some-odd-hundred dollars, that previous bills 
from the Comptroller’s office in connection with conservatorship ex- 
penses relative to Long Beach Federal were also unnumbered, and 
that the Comptroller’s office sends out numbered, as well as unnum- 
bered bills. That is correct, is it not? 

Mr. Quiciey. That is right. 

Mr. Houirrevp. You may be excused then. 

Mr. Zarrilli, will you please take the stand. Have you previously 
been sworn ? 

Mr. Zarriwuti. Yes. 

Mr. Houirtetp. Be seated. 


FURTHER TESTIMONY OF MICHAEL ZARRILLI, EXAMINER, HOME 
LOAN BANK BOARD 


Mr. Fiscupacu. I have a three-page statement which is mimeo- 
graphed and which is the statement you made after an examination 
of the report that was made by the shareholders or some of the share- 
holders at Long Beach Federal upon their examination of the audit 
report of May 18 and October 2, 1948. Is that your statement, Mr. 
Zarrilli? 

Mr. Zarrixt. It is. 

Mr. Fiscunacu. I take it, you prepared this statement ? 

Mr. Zarriut. I have read the statement. I prepared it; yes. 

(Discussion off the record.) 

Mr. Zarrmu. I am an examiner in the employ of the Home Loan 
Bank Board. I was assistant to R. J. Strecker, the examiner in charge 
of the examination and audit of the Long Beach Federal Savings 
and Loan Association which was started on May 18, 1946. 

This statement is in response to and confined solely to the “Analysis 
of Report and Examination and Audit of the Long Beach Federal 
Savings and Loan Association as of May 18, 1946, and October 2 
1946,” which analysis has, I believe, been filed with the subcommittee. 

It is the function of the examiners for the Home Loan Bank Board to 
report factually the results of their examinations and audits as to the 
condition and operation of each institution examined. That function 
does not include interpretation of the facts so reported nor a determi- 
nation as to what, if any, supervisory measures should or should not 
be taken. Accordingly, this statement is limited to tliose portions of 
the aforementioned analysis which question the accuracy of factual 
matter contained in the examination reports of May 18, 1946, and Oc- 
tober 2, 1946, which reports are on file with the subcommittee as ex- 
hibit C. I shall not deal with the major part of the analysis which is 
interpretative of the reported facts, and explanatory of actions by the 
Long Beach Federal’s management. Practically all of the matters 
interpreted, explained, or condoned by the analysis are covered by Mr. 
Wyman’s statements to the subcommittee or by other testimony before 
the subcommittee. 

Upon thorough reading and study of the analysis I find but six in- 
stances where it is critical of the factual information contained in the 
report. I shall separately discuss each of those exceptions. 


79631—52 104 
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On page 2 of the analysis it is stated that the examination report 
of May 18, 1946, is in error in that on page 2 of that report there is 
listed “the sum of $225,263 as second-mortgage loans.” The stated 
figure which appears on line 2 of page 2 of the examination report 
should appear on line 3 under the caption “Share loans.” 

On page 3 of the analysis it is stated “the report does not disclose 
that the bonds listed have a market value of $345,576.26 above the book 
value at which such bonds were carried.” The established examining 
procedure in effect at the time of the aforementioned examinations 
and today provide that market values of United States Government. 
bonds shall not be set forth in examination reports. 

Also on page 3 of the analysis reference is made to the listing in 
the examination report of $5,230,000 of bonds held by the Federal 
Home Loan Bank of San Francisco as collateral. This statement is 
criticized on the basis that the association had no advances from the 
Federal Home Loan Bank on that date and accordingly that the bonds 
did not constitute collateral. The examination report is factually cor- 
rect wherein it so lists these bonds as collateral for the reason that the 
bonds are so deposited with the bank under the customary pledge agree- 
ment which states, in part, that such bonds shall be held as security 
for any or all indebtedness “now or hereafter owing by this association 
to this bank” and are so receipted for by the bank. 

On page 14 of the analysis criticism is made of page 2-S of the 
examination report of May 18, 1946, as follows: 

It does not seem to be a proper statement to say the loans were undercolla- 
teralized, when the association held the cash therefor. 

On page 16 of the analysis it is stated that in view of a contractua) 
agreement between Mr. Frame and Mr. Willhoit— 
it would appear that subsection D, disbursements of loans, is not an accurate 
statement, when it states in paragraph 3 thereunder that the amount paid to 
Willhoit for other than construction purposes aggregates $34,371, or exactly 
9.5 percent of the total loan. 

The examination report is factually correct in so describing the fees 
paid to Mr. Willhoit. Disbursements to Mr. Willhoit for construction 
purposes are fully and separately itemized. Further, the agreement 
between Messrs. Frame and Willhoit, as set forth on page 2-D of ex- 
hibit C on file with the subcommittee, provides only that Willhoit was 
to receive 1414 percent “for securing each loan.” 

On page 43 of the analysis it is stated: 

The report fails to state the $50,000 paid as attorney’s fees to Mr. Wallis was 
by him, interplead into the United States court and the court asked to deter- 
mine the disbursement thereof. 

The report does not show this fact, but not through omission; such 
fact was not disclosed on the association’s records. Further, the check 
was not so interpleaded on May 18, 1946, the date of the examination 
report. 

Apparently the shareholders committee, which presumably pre- 
pared the analysis, could find no other exceptions to the factual matter 
set forth in exhibit C on file with the subcommittee. 

(Discussion off the record.) 

Mr. Fiscuracu. Let us mark this as “Home Loan Bank Board Er 
hibit No. 24,” that is McMcKenna’s letter of July 31. 
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(The document referred to was marked “Home Loan Bank Board 
Exhibit No. 24” and follows:) 


Homer Loan BANK Boarp Exuisir No. 24 


Housing AND HOME FINANCE AGENCY, 
Homer Loan Bank Boarp, 
Washington, D. C., July 31, 1951. 


SpectAL SUBCOMMITTEE INVESTIGATING THE HoME LoAN BANK BOARD FOR THE 

COMMITTEE ON EXPENDITURES IN THE EXECUTIVE DEPARTMENTS, 

House of Representatives, Washington, D. C. 
(Attention: Congressman Chet Holifield, chairman.) 

GENTLEMEN : Pursuant to the request of the committee through its counsel, 
Hyman I. Fischbach, Esq., I am forwarding the statements of Mr. Michael 
Zarrilli, examiner, Second Federal Home Loan Bank District, and Mr. John 
M. Wyman, chief supervisor, Home Loan Bank Board. 

In my understanding of the arrangement agreed upon, these statements of 
Mr. Zarrilli and Mr. Wyman are to be included in the transcript of the record 
of the proceedings the same as if they were read by Mr. Zarrilli and Mr. Wyman 
into the record at the beginning of the next committee hearing. In further 
compliance with this agreement, I am forwarding copies of these two statements 
to Mr. Charles K. Chapman, counsel for the Long Beach Federal Savings and 
Loan Association. 

Sincerely, 
W. F. McKenna. 


Mr. Horirrecp. The Chair will announce that an agreement has been 
made after consultation with Mr. McKenna that the former statements 
of Mr. Gregory which were originally entered as exhibits will be con- 
sidered as though they had been read into the record, and also the 
statement of Mr. Zarrilli for the express reason of having them printed 
as part of the testimony. We do this because of the importance of 
these particular statements to the record. 


(Discussion off the record.) 

Mr. Houirtevp. Mr. Gregory, this statement which you now offer is 
your second statement, I believe. 

Mr. Grecory. That is right. 

Mr. Houtrrevp. And a copy of this has been given to the Home Loan 
Bank Board? 

Mr. Grecory. Yes, sir, it was delivered to the Home Loan Bank 
Board about the date at the top of the statement, and that is in answer 
to Mr. Wyman’s statement. 

Mr. Howtrtevp. Mr. Zarrilli, this statement which you offered today 
is, you might say, a rebuttal of this second statement. 

Mr. Zarritut. No, it is not. 

Mr. Houirrerp. It is a comment on the analysis? 

Mr. Zarriut. On the analysis, yes. 

Mr. Cuapman,. That was given to the Home Loan Bank Board on 
July 20 of this year, isn’t that right, Mr. McKenna? 

Mr. McKenna. I think it was a week ago Monday or a week ago 
Friday, one or the other. 

Mr. Cuapman. A week ago last Friday, that would be July 20. 

Mr. Hourrtevp. The Chair having already made some comment on 
this statement of Mr. Gregory will, in order to keep the record clear, 
say that this statement of Mr. Gregory which is now presented to me, 
will be received at the appropriate place in the record. I do not wish 
it to appear at this point in the record to interfere with your cross- 
examination, Mr. Zarrilli. 
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Mr. Fiscupacn. Mr. Zarrilli, directing your attention to the position 
that is taken in your statement that it is the function of the exam- 
iners of the Home Loan Bank Board to report the results of their 
examinations and audits factually as te condition and operation of 
each institution examined but not to include any interpretation of the 
fact—do you have that portion of your statement in mind ? 

Mr. Zarriiut. I do. 

Mr. Fiscupacn. If, in the course of examination reports made at 
Long Beach Federal there are comments by the examiners, you say the 
examiners exceeded their authority and that the comments are not 
properly included in the reports? 

Mr. ZARRILLI. Comments of what nature do you speak of ? 

Mr. Fiscuracnu. I am talking about comments of the nature that 
you were speaking of in your statement. 

Mr. Zarritit. You mean interpretative comments ? 

Mr. Fiscupacn. Yes. 

Mr. Zarriiui. I don’t think you will find any interpretative com- 
ments. 

Mr. Fiscusacn. Suppose upon examination there are any such in- 
terpretative comments, they are not really part of the report, is that 
the position ? 

Mr. Zarriwut. If they are in the report I would certainly say they 
are part of it, but if they are interpretative comments, I would say an 
examiner who would so interpret is performing a function that he was 
not intended to perform. 

Mr. Fiscupsacu. Let us see about 

Mr. Zarriwui. May I clarify that just a bit further ? 

Mr. Fiscupacn. Surely. 

Mr. Zarritu1. This examination was made in 1946. That was the 
situation at that time. Since that time there has been a slight modifica- 
tion in that we are now permitted to make minor recommendations as 
to minor matters. 

Mr. Fiscusacn. I presume that in making an examination and re- 
porting the facts of a condition of an institution examined, that you 
are supposed to determine whether or not a given asset on the books 
comprises a first mortgage or a second mortgage, isn’t that correct ? 

Mr. Zarruu1. That is correct, yes. 

Mr. Fiscusacn. Wasn’t there some reference in the Strecker report 
of May 18 and October 2, 1946, to the fact that Long Beach had second 
mortgages in violations of the rules and regulations? 

Mr. Zarritut. I don’t know of anywhere where we said it was in 
violation of the rules and regulations. There appears on page 2 of the 
report the amount of $225,262.50 as second mortgage loans. That ap- 
pears on line 2. That amount should have been typed on line 3. 

Mr. Fiscupacu. So to that extent the report is in error? 

Mr. Zarritut. As a typographical error, yes. 

Mr. Fiscusacnu. Were they second mortgage loans or were they first 
mortgage loans? 

Mr. Zarritut. They were share loans. They were not mortgage 
loans. They were loans with share collateral. 

Mr. Fiscusacu. And making loans on shares in a Federal savings 
and loan association is a perfectly normal and proper business trans- 
action ? 

Mr. Zarrixt. It is, yes sir. 
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Mr. Fiscupacn. Now calling attention to the fact that the examina- 
tion report made by Mr. Strecker and yourself in 1946 contained no 
reference to what the actual or market value of the Government bonds 
owned by the Association was, am I correct in understanding that your 
position before the subcommittee and your statement is that the actual 
or market value of the bonds is never taken into consideration ¢ 

Mr. Zarriwu1. We are instructed in the case of United States Gov- 
ernment bonds not to show the market value. Those are our instruc- 
tions today. 

Mr. Hotirtecp. You show the cost of acquisition ? 

Mr. Zarri1i. We show the par value, the cost of acquisition, and the 
book value. 

Mr. Fiscupacu. What were your instructions in 1946 when you and 
Mr. Strecker made the report ? 

Mr. Zarriwui1. As I set forth here in my statement. 

Mr. Houtrrevp. May I ask a question, for my own clarification. You 
say you carry the bonds at the acquisition cost, the par value and the 
book value. The par value is the book value? 

Mr. Zarrii11. No; I say this: That the schedule of investments in 
the examination report provides for a showing of the par value, the 
cost and the book value. 

Mr. Hotirieip. Will you please tell me what the book value is. 

Mr. Zarrityur. The book value is the value at which the association 
carries the bonds on the balance sheet. 

Mr. Hoxrrterp. If they were above the par value, if the market value 
was above the par value, would they be justified in carrying that as 
the book value ¢ 

Mr. Zarriwxt. No, sir. 

Mr. Ho.irrecp. Wherein does the association usually make a differ- 
ence then between the book value and the par value / 

Mr. Zarriiur. Bonds may be bought at par, above par, or below par. 
It has to fall into one of those three categories. If they are purchased 
at par, you usually carry them at that price until such time as you sell 
them or they are called. 

If they are purchased above par, you amortize them over the life of 
the bonds to the earliest call date. You amortize them down, you 
write them down. If they are purchased below par, you write them 
up to the par value at the earliest call date. 

Mr. Houtrterp. I see. 

Mr. Fiscupacn. Suppose they are bought below market value, how 
do you handle that? 

Mr. Zarritu1. We don’t show the market value. 

Mr. Fiscnpacn. It is perfectly true that Long Beach Federal had 
quite a Goverment bond portfolio, isn’t it ? 

Mr. Zarriwwt. That is true. 

Mr. Fiscunacn. And it is perfectly true that Long Beach Federal 
on May 18, 1946, could have realized several hundred thousand dollars 
for the bonds that were turned over to Mr. Ammann above the cost to 
Long Beach Federal? 

Mr. Zarrm11. I don’t know whether or not that is true, since I 
haven’t figured it. 

Mr. Fiscupacu. Didn’t you ascertain what the status of the bond 
portfolio was at the time of the May 18 examination of Mr. Strecker ? 

Mr. Zarrixut. I did not. 
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Mr. Fiscusacn. Why not? 

Mr. Zarriwui. We were instructed not to take the market value into 
consideration. 

Mr. Fiscupacn. Are those your same instructions today ? 

Mr. Zarritui. Yes, sir. We do that in every examination, or I 
should say we don’t do that in every examination. 

Mr. Fiscusaca. Mr. Zarrilli, could you tell us this. In what ac- 
count do you look for the proceeds of the sale of bonds, Government 
bonds held by a Federal? 

Mr. Zarriwi. The proceeds? 

Mr. Fiscupacn. Yes. 

‘ ork ZarRRILL1. As shown on the ledger account for the Government 
onds. 

Mr. Fiscupacu. When there is a ledger entry indicating that a 
Federal savings and loan association has sold part of its Government- 
bond portfolio, wouldn’t there also be an entry indicating the amount 
which was realized? 

Mr. Zarrmu1. Yes. 

Mr. Fiscupacu. Where there is such a transaction and a profit is 
realized on the sale of such bonds, then in what account is that. profit 
reported ? 

Mr. Zarrizx1. Ordinarily a nonoperating income account. 

M i “4 epi For what purposes are nonoperating income credits 
avaliable 

Mr. Zarrmut. They are merged with the other profits of the asso- 
ciation and transferred to undivided profits or to reserves. 

Mr. Fiscuracn. Have they sometimes been used for the payment 
of dividends? 

Mr. Zarritur. I have seen them that way, yes, sir. 

Mr. Fiscusacu. Have you ever heard of any criticism being made 
when such use is made of the undivided profits and reserves? 

Mr. Zarrmt. You said reserves? When undivided profits are used 
for dividends, I haven’t ordinarily. Of course, you have to take all 
the conditions surrounding the situation into consideration. 

Mr. Fiscupacu. Let us assume that a given association has for 
many years continued under the same management, and during a 
period of time in which other Federal savings and Joan associations 
in the community or in the lending area of the institution are paying 
a rate of 3 percent in current dividends, would you say that there 
was anything wrong with the undivided profits of such an association 
being utilized to maintain a competitive rate of distribution of 
dividends? 

Mr. Zarriut. Before I answer that question, you realize, of course, 
that that is getting into the supervisory angle of the matter. 

Mr. Fiscueacn. And that is beyond your—— 

Mr. Zarritaz1. That is beyond my scope. 

Mr. Fiscupacn. Your function? 

Mr. Zarritut. My scope is to report what the association has done. 

Mr. Fiscusacn. All right. Now in the course of reporting on asso- 
ciations, have you had occasions to report that many associations fre- 
quently use part of their undivided profits to pay dividends? 

Mr. Zarriix1. Oh, occasionally I have seen that, yes. 

Mr. Fiscupacn. You have seen it quite often? 
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Mr. Zarriwwt. I wouldn’t say quite often. Usually they pay less 
than they earn. 

Mr. Fiscupacn. Where you have seen it done, have you seen super- 
visory action taken ? 

Mr. Zarri.u. Yes. 

a, Fiscupacn. What type of supervisory action have you seen 
taken 

Mr. Zarriu. I have a case in mind which is quite recent where an 
association paid dividends in excess of its earnings and the directors 
were called in for conference. 

Mr. Fiscupacu. Is that what is referred to as a taking of supervi- 
sory action ? 

Mr. Zarriuxit. I don’t know what has happened since then, since this 
is very recent. I don’t know just what final action has been taken. 

Mr. Fiscnpacn. Is that association solvent ? 

Mr. Zarriuut. I would say so, yes. 

Mr. Fiscusacu. Does it have a substantial amount of money in 
its undivided-profits account ? 

Mr. Zarrm1u1. Not this particular association. 

Mr. Fiscupacu. In the cases where you have seen part of the undi- 
vided profits of the associations utilized to pay dividends in which 
supervisory action was taken, did you have the factor present of the 
lack of adequate undivided profits? 

Mr. Zarrimu1. I don’t want to give the impression that there are 
many cases such as you just cited. I can only think of the particular 
one I just mentioned, and maybe one other. 

Mr. Fiscupacn. And in the case you mentioned there was really an 
absence of undivided profits? 

Mr. Zarritui. It wasn’t a large amount in relation to the size of the 
association. 

Mr. Fiscupacn. What were the undivided profits of the Long Beach 
Association as of May 18, 19467 

Mr. ZarRIuui. $221,715.93. 

Mr. Fiscuracn. That was the amount of undivided profits? 

Mr. Zarritu. Yes. 

Mr. Fiscueacu. Is that the total amount of undivided profits of 
Long Beach Federal ? 

Mr. Zarritut. On May 18, 1946, yes. 

Mr. Fiscupacu. What was the total amount of undivided profits 
of the association as of October 1946? 

Mr. Zarrityt. What has been referred to here as an examination as 
of October 2, 1946, is actually a report of audit of business transacted 
on October 1 and 2, 1946. It only covers the 2 days the manage- 
ment was restored to the association. It is an audit of those 2 days. 

Mr. Fiscupacu. It was my understanding that the Strecker report 
which you helped prepare contained much more than an audit of what 
took place on October 1 and 2. Am I correct or incorrect in that? 

Mr. Zarriw11. You asked what the undivided profits were on Oc- 
tober 2. We don’t show that since there was no examination as of 
October 2 but an audit of the business transaction for the 2 days while 
the management was restored to the association, and we don’t have a 
statement of conditions for those 2 days. It just is a summary of 
what happened in the association for those 2 days. 
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Mr. Fiscupacu. Were. you exceeding your function and was Mr. 
Strecker exceeding his function in making the report of October 
land 2? 

Mr. Zarriwui. We were not. We had an assignment authorizing 
us to make the examination of October 2, or I should say audit of the 
2 days’ work. 

Mr. Fiscusacu. Was this examination of May 18, 1946, and Oc- 
tober 2, 1946, referred to here as exhibit C or the Strecker report, a 
report which factually reported the results of the examination and 
audit as to the condition and operations of the institution, or was it 
something far and beyond what you indicated the scope of examina- 
tion and audit is? 

Mr. Zarriti1. We reported facts to the best of our ability. 

Mr. Fiscupacn. You did not answer my question, though, Mr. 
Zarrilli, and I am sure you want to. Did you make any comments 
in the Strecker report of the nature you indicate are not within the 
scope of an audit ? 

Mr. Zarrit. Not that I know of. 

Mr. Fiscupacu. And you made no interpretation ? 

Mr. Zarritui. We tried not to. 

Mr. Fiscupacu. Would you turn to exhibit Al of the Strecker re- 
port? Do you havea schedule A1 in that report ? 

Mr. Zarriwwt. Is there a page number on that ? 

Mr. Fiscunacu. I have a comparative statement of the condition 
of Long Beach Federal before me which is entitled “Home Loan 
Bank Board Examining Division, Report of Examination and Audit 
of the Conservatorship of Long Beach Federal Savings and Loan 
Association as of Close of Business January 24, 1948.” 

Exhibit Al of that document shows undivided profits of Long 
Beach Federal as of May 18, 1946, at the figure of $621,657.92. Does 
that compare with your report ? 

Mr. Zarritu1. On May 18, 1946, our report shows $221,715.93. 

Mr. Fiscupacn. This same document before me shows that on 
October 2, 1946, the undivided profit of Long Beach Federal is $524,- 
117.95. What figure do you have in the Strecker report on that? 

Mr. Zarriwi1. We do not show the figure for October 2 in the 
Strecker report. 

Mr. Fiscusacn. With specific reference to October 1 and 2, does 
not the Strecker report make certain assertions to the effect that 
moneys deposited in Long Beach Federal on those days and withdrawn 
were really in effect phony transactions / 

Mr. Zarriwui. I find no such assertion. 

Mr. Fiscupacn. Then if such an assertion was made, would it be 
an assertion predicated upon the fact that you did report that it took 
place on October 1 and 2, 1946? 

Mr. Zarritur. Someone would have to arrive at that conclusion from 
reading our report. 

Mr. Fiscnsacn. What is there in your report, Mr. Zarrilli, of 
October 1 and 2, 1946, which would give rise to such a conclusion, if 
such a conclusion was expressed ? 

(Discussion off the record.) 

Mr. Fiscusacu. Let us goon the record now. I gathered from your 
statement as to what the function of examiners of the Home Loan 
Bank Board was, that you confined your operations to an examination 
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and audit of the books of the association. Now apparently that is a 
wrong conclusion from your statement. 

Mr. Zarritui. I don’t remember making that statement. 

Mr. Fiscupacu. Look at the third paragraph on page 1 in which 
you say what the function of the examiner is. 

Mr. Zarritu. It is to report factually the results of their examina- 
tion as to condition and operation of each institution examined. 

Mr. Fiscupacu. The fact of the matter is that when you made the 
Strecker report, or assisted in making the Strecker report, you by no 
means went in as a bank examiner to examine the books and records 
of Long Beach Federal and report what they showed, did you? You 
did not confine yourself to that at all. 

Mr. Zarritui. We did not confine ourselves to that; no. 

Mr. Fiscupacn. You went around town, you talked to people. You 
did a detective job; isn’t that right? 

Mr. Zarrit1i1. We certainly did not stand on street corners talking 
to people. 

Mr. Fiscupacn. Didn’t you go about hunting them up and tracking 
them down and locating them and examining public records, recorded 
deeds, and didn’t you go around and talk to the Joneses and people 
like that ? 

Mr. Zarriuwt. I don’t recall whether or not the examiners talked to 
the Joneses. 

Mr. Fiscupacn. Doesn’t the Strecker report contain a lot of in- 
formation which is predicated upon conversations that you had with 
people outside of the association and having no relation whatever to 
books and records and entries as they were presented i in the books and 
records of Long Beach Federal ? 

Mr. Zarritui. We do have facts that we got from the public records 
and from conversations with people doing business with the associa- 
tion. 

Mr. Fiscupacu. In point of actual fact, what is recorded in the 
Strecker report you do not know to be true; do you! 

Mr. Zarriiut. I certainly do to the best of my ability. 

Mr. Fiscuzacu. Suppose somebody that you went to see gave you 
a one-sided, venomous, distorted picture of a transaction that you 
were discussing with him, you would set those facts down, wouldn't 
you, and report them very faithfully ? 

Mr. Zarritui, And we would say that such and such a person stated 
such and such a thing. 

Mr. Fiscusacu. That is just the point. It is nothing more than an 
aggregation of a lot of hearsay, is it ? 

Mr. Zarrui. It is not. That is merely your conclusion, but it is 
not that. 

Mr. Fiscupacn. What do you understand hearsay to be ? 

Mr. Zarrix11. What we have in this report is information gotten 
from the books and records of the association and information gotten 
from the public records in Los Angeles County. 

Mr. Fiscusacn. What do you understand hearsay to be, Mr. Zar- 
rilli? 

Mr. Zarrtuu1. Hearsay is what someone tells you. 

Mr. Fiscupacu. Haven’t you got in the Strecker report what a lot 
of people told you? 

Mr. Zarriiui. A lot of people? I wouldn’t say that; no. 
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Mr. Fiscusacn. Have you got in the examination report or the 
Strecker report things that people told you? 

Mr. Zarriuui. One or two, not many more. 

Mr. Fiscupacu. One or two and not many more? 

Mr. Zarriwxw1. That is right. 

Mr. Fiscuracn. How do you reconcile the fact that the undivided 
profits account of Long Beach Federal on October 2, 1946, is shown by 
this exhibit Al at $524,117.95 with a lesser figure you indicated as 
shown by your report. I don’t even know, Mr. Zarrilli, whether it is 
fair to ask you a question like that this late in the day. Why don't 
you take that home with you tonight? 

Mr. Zarriiut. I believe I have the answer to it. 

Mr. Fiscngacu. All right, good; let’s have it. 

Mr. Zarriuui. If you will wait just a second. Without trying to tie 
it down to the last penny at this time, the May 18 figure shown in 
the examination and audit of the conservatorship as of the close of 
business May 24, 1948, includes current earnings for the period of Jan- 
uary 1, 1946, to May 18, 1946, which are shown separately in our report 
and which had not been closed into undivided profits on the associ- 
ation’s books. 

Mr. Fiscupacn. Then I would gather from the fact that you read a 
figure of two-hundred-and-some-odd thousand dollars—what was the 
figure you gave as the undivided profits? 

Mr. Zarrivui. $221,715.93. 

Mr. Fiscupacu. Then that is not a true statement, is it ? 

Mr. Zarrii1t. It certainly is. That is the undivided profits as 
shown on the books of May 18, 1946. 

The other earnings which we show separately were carried in income 
and expense accounts and had not been closed into undivided profits 
and would not have been in the normal course of business cintsl Fethe 
30, 1946. 

Mr. Fiscnsaca. If that is so, Mr. Zarrilli, how come you have 
a figure of $621,557.92 which is shown in exhibit Al as the undivided 
profits as of May 18, 1946? 

‘Mr. Zarriw1. You say I have a figure. Let me point out that is 
not my figure. 

Mr. Fiscupacn. I know, but we have the figure, let us put it that 
way. I presume that the information contained in exhibit A1 is 
supposed to correctly reflect what the condition was; isn’t that an 
official document ? 

Mr. Zarrmu. You are now asking me to support someone else’s 
figure, do you realize that ? 

Mr. Fiscusacn. I realize that, but I call your attention again to 
the fact that your figure is supposed to be an official fact. 

Mr. Zarritxr. It is an official fact. 

Mr. Fiscusnacn. And the figure on schedule Al is also supposed 
to be an official fact. The two being official documents relating to 
the same fact, how come they differ by almost $400,000 ? 

Mr. Zarrim1. I can support my figure. I don’t think it is fair to 
ask me to support someone else’s. 

Mr. Fiscusacn. You indicated that you omitted and showed sepa- 
rately another figure of undivided profits. 

Mr. Zarritu1. We did not omit it. It was shown separately in 
accordance with the association’s records. 
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Mr. Fiscupacn. Was this Strecker report a report which was made 
in conformity with the regulations existing at the time? 

Mr. Zarriwu. To the best of our ability; yes. 

Mr. Fiscusacu. Did the regulations at that time, in effect, require 
that you show undivided profits in two figures? 

Mr. Zarriti1. We don’t show them in two figures. We only have 
one figure, $221,715.93. 

Mr. Fiscusacn. But apparently that is about $400,000 short from 
what the real amount of undivided profits 

Mr. Zarriw11. That is what you state the real amount is. 

Mr. Fiscusacu. I am not making any statement at all. I am 
referring to exhibit Al. 

Mr. Zarriw. Is that your figure? 

Mr. Fiscunacu. No. Let me make something very clear to you, 
Mr. Zarrilli. I did not have a thing to do with the compilation of 
this comparative statement of conditions at the dates shown. 

Mr. Zarriwu. Neither did I. 

Mr. Fiscusacn. But let me call attention to the fact that the 
Government did. 

Mr. Zarriww1. Are you going to hold me responsible for the whole 
Government ? 

Mr. Fiscupacn. No; but I am certainly going to hold you respon- 
sible for what the statement—— 

Mr. Houirrerp. Let the record show exactly what exhibit Al pur- 
ports to be. 

Mr. Fiscuspacn. Exhibit A1 is part of a document entitled “Home 
Loan Bank Board Examining Division, Report of Examination and 
Audit of Conservatorship of Long Beach Federal, 328 American 
Avenue, Long Beach, Calif., as of Close of Business January 24, 
1948. 

It is just one of I would estimate at least a hundred pages in this 
document, and exhibit Al is entitled “A Comparative Statement 
of Conditions at the Dates Shown,” and the dates shown are May 
18, 1946, October 2, 1946, and they are amongst your dates shown, 
but the two dates to which I have made reference are the two dates 
to which the witness has made reference and to which the Strecker 
report has direct application and purported bearing. 

Mr. Zarrinui. Do you want an answer? I am ready to support my 
figure and I believe I have explained how the figure of May 18 in 
this schedule you have in your hand was arrived at. 

Mr. Fiscupacn. How much undivided profits do you show as of 
May 18, 1946, which are not accounted for in the two-hundred-odd- 
thousand figure that you mentioned? How much do you show sepa- 
rately ? 

Mr. ZARRILLI. We show on the report of May 18, 1946, current net 
earnings of $402,194.93. They are not part of the undivided profits. 

Mr. Fiscupacn. How much in undivided profits do you show sepa- 
rately from the $200,000 figure you mentioned before ? 

Mr. Zarrit11. I am not sure I understand your question. 

Mr. Fiscupacnu. I understood before, Mr. Zarrilli, that when you 
referred to a figure of $221,715.93 as the undivided profits, that you 
showed in another part of the Strecker report other undivided profits 
and that you showed them separately from that $221,000 figure. 
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Mr. Zarritii. Let me make it clear, we don’t show other undivided 
profits. We show current net earnings for the period of January 1, 
1946, to May 18, 1946, in the net amount of $402,194.43 that were not 
undivided profits. 

Mr. Fiscuracu. Did somebody take that $402,194.43 and put it into 
undivided profits on May 18, 1946? 

Mr. Zarriwt1. To the best of my knowledge, no. 

Mr. Fiscupacn. Then how do. you explain this figure of undivided 
profits shown in exhibit Al of $621,657.92 ? 

Mr. Zarriwi. Are you asking me to explain someone else’s figure? 

Mr. Fiscupacn. I am asking you to explain a contrary or conflicting 
entry on a subject concerning which you have given direct testimony, 
and an entry which appears to conflict with your testimony and that 
seems to stem from a source as official as yours and from the same 
identical Board with which you are connected and on the same subject 
and the same day about which you are testifying. 

Mr. Zarrix1. Without tying it down to the last penny, as I have 
previously testified, the report of January 24, 1948, appears to include 
as undivided profits current net earnings. 

Mr. Fiscuracn. But you said the current. net earnings were not 
undivided profits. 

Mr. Zarrmut. Not on May 18, 1946, according to the books of the 
association. 

Mr. Fiscupacn. Who would have done that? It is all as of the 
same day, May 18, 1946. Could you throw any light on that? 

Mr. Zarriuut. I can only speculate, if you want that. 

Mr. Fiscuracn. If that is the best you can do, no. 

Mr. McKenna. Mr. Fischbach, I think I can clear that up very sim- 
ply if you want it cleared up. AsI understand, this schedule which 
you show there is after the examiner’s adjustments, while Mr. Zarrilli’s 
statement is from the books and records of the association, and the 
examiner’s adjustments, I would guess at the moment, he has put to- 
gether the undivided profits and the net earnings for the period. The 
examination report, some place in there, undoubtedly shows what. he 
has done. 

Mr. Fiscuzacu: I understand from Mr. Zarrilli that the $402,194.43, 
which he says were current net earnings on May 18, 1946, were not 
undivided profits and could not have been combined with the undivided 

or ofits. 
. Mr. McKenna. I think that is clear. According to the books and 
records certainly before they were transferred to undivided profits 
the dividends from the period would be taken from the net earnings, 
also allocations for reserves. 

Mr. Fiscupacnu. Mr. Zarrilli, what does your report show the sav- 
ings share accounts amounted to on May 18, 1946? 

Mr. Zarrinut. $22.834,019.13. 

Mr. Fiscnsacu. How do you explain the fact that 

Mr. Zarritut. Excuse me, I just gave you the total free shares. The 
savings accounts were $22,462,619.13. 

Mr. Fiscunacn. What do you show for investment share accounts? 

Mr. ZArRILui. $371,400. 

Mr. Fiscupacn. That conforms exactly to what is shown in exhibit 
Al, 

Mr. Zarriui1. Yours is what, four hundred forty-one? 
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Mr. Fiscupnacu. $22,441,619.13. 

Mr. Zarritui. There appears to be a difference of $21,000. I think 
I have heard that figure before. 

Mr. Fiscunacu. How do you show that $21,000? 

Mr. Zarritui. We include it, I believe, as savings share accounts. 

Mr. Fiscupacu. You have a total of $22,913,019.13 ? 

Mr. Zarritui. Total of $22,834,019. 13—$21, 000, I believe, showing 
up again. 

Mr. Fiscupacu. So you have included in your total the $21,000 in 
savings share ace ounts? 

Mr. Zarriui. Yes. 

Mr. Fiscunacnu. How come the $21,000 was excluded from that 
total on this statement? Would you have any explanation for that ? 

Mr. Zarri.ut. It appears that whoever prepared the January 24, 
1948, report showed the $21,000 separate as payments on share accounts 
in process of issuance. 

Mr. Fiscusacu. Did you know whether Mr. Bramley had opened 
any accounts while he was out there during the period ¢ 

Mr. Zarritur. George Bramley, who was with the Home Loan Bank 
Board ¢ 

Mr. Fiscnpaci. Yes. 

Mr. Zarrivit. Not tomy knowledge. You mean accounts in his own 
name ¢ 

Mr. Fiscueacn. In his name as trustee for one or more of his 
children. 

Mr. Zarritui. I never heard of any. 

Mr. Fiscusacn. If you had noted that, would you have made some 
notation of it in the report assuming, of course, that they were opened 
during the period ? 

Mr. Zarritui. I don’t believe so. 

Mr. Fiscusacu. You would not have thought that that called 
for a factual comment ? 

Mr. Zarriwui. There is nothing unusual about it, I would say. On 
that theory I would have to list every account in the association on 
every examination. 

Mr. Fiscusacu. Do you think so? 

Mr. Zarruat. Ido, from what you just said. 

Mr. Fiscurnacu. Now, on October 2, 1946, exhibit Al shows un- 
divided profits of $524,117 as against a fizure—— 

Mr. Zarrmut. We don’t show a statement of conditions for Octo- 
ber 2. 

Mr. Fiscupacn. How much of your statement of what you say the 
condition of the association was on May 18, 1946, was predicated upon 
information in the books, and how much of it was predicated upon 
information you got from outside sources ? 

Mr. Zarritit. T would say the bulk of it was from the books. 

Mr. Fiscunacn. What instructions did you have in connection with 
the May 18 examination that were different, if at all, from the instruc- 
tions that you had in connection with the examination of other 
institutions ¢ 

Mr. Zarrii1t. I don’t recall them all at this time. We did have some, 
special instructions were included, looking into collateral loans and 
multiple loans and other matters. 

Mr. Fiscupacn. What other matters? 
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Mr. Zarrtui. I don’t recall them at this time. I suppose we could 
get a copy of the instructions if you wanted them. 

Mr. Fiscupacu. I should very much like to see them. When were 
they issued to you? 

Mr. Zarruui. They were not issued to me. I didn’t hear of Long 
Beach Federal before the night of May 20, 1948. I was not there the 
first day of the examination. 

Mr. Fiscupacu. Where were you when you did hear about it for 
the first time ? 

Mr. Zarritur. In New York. 

Mr. Fiscupacn. And who advised you about it ? 

Mr. Zarritut. My district examiner. 

Mr. Fiscupacn. Who is that? 

Mr. Zarriii. Mr. Wagner. 

Mr. Frscemace. And did he tell you how he had heard about the 
matter ¢ 

Mr. Zarritx1. Mr. Bonesteel had called him, I believe. 

Mr. FiscusacH. What did Mr. Wagner tell you? 

Mr. Zarriii1. He asked me how soon I could get ready to go to 
California. 

Mr. Fiscupacu. That is all you knew about it ? 

Mr. Zarriwit. He apparently didn’t know the name of the associa- 
tion because I didn’t until I got there. When I got to California I 
called Mr. Cherry and he told me to proceed to Long Beach. Mr. 
Cherry was the district examiner in California. 

Mr. Fiscupacu. Where did you get your special instructions, Mr. 
Zarrilli ? 

Mr. Zarritut. They were in Long Beach when I got there. 

Mr. FiscupacH. Were they in writing? 

Mr. Zarriu. Yes. 

Mr. Fiscupacu. And to whom were they addressed ? 

Mr. Zarriuxt. I don’t recall exactly. I assume to the examiner in 
charge. I don’t recall right now. 

Mr. Fiscusacn. Who issued the instructions? 

Mr. Zarritxt. The chief supervisor, [ believe. 

Mr. Fiscupacn. Mr. Wyman? 

Mr. Zarrit. Yes. 

Mr. Fiscupacn. Will you produce those tomorrow ? 

Mr. Zarritxt. I will get them. 

Mr. Horirtevp. The meeting will stand adjourned until 10 o’clock 
tomorrow morning. 

(Whereupon, at 6:45 p. m., the subcommittee adjourned, to recon- 
vene on Thursday, August 2, 1951, at 10 a. m.) 
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THURSDAY, AUGUST 2, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 1302, New House Office Building, Hon. Chet Holifield (chairman 
of the subcommittee) presiding. 

Present: Representative Holifield. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Ho.trretp. The subcommittee will be in order. 

Mr. Zarrilli, will you take the witness stand, please ? 


FURTHER TESTIMONY OF MICHAEL ZARRILLI, EXAMINER, HOME 
LOAN BANK BOARD 


Mr. Fiscusacu. Mr. Zarilli, did you come to any conclusion with 
regard to the eG amounts of undivided profits of the Long 
Beach Federal as‘of May 18, 1946; if you will recall, last night there 
was a difference of some $400,000 that we were trying to account for. 

Mr. Zarrmut. The figure shown in exhibit C of $221,715.93 is the 
figure for undivided profits on May 18, 1946. The figure shown in the 
other report which you showed me last night, dated June 24, 1948, and 
which is not my report 

Mr. Fiscupacn. January 24. 

Mr. Zarritui. Excuse me, January 24, 1948, and which is not my 
report, shows a higher figure. 

Mr. Fiscupacn. Some $400,000. 

Mr. Zarritui. By some $400,000. As I previously testified, the 
difference appears to be the current net income from Suceats 1, 1946, 
a May 18, 1946, which was not a part of the undivided profits on 
May 18. 

Mr. Fiscusacn. The point I am trying to get at is this: Were you 
wrong in excluding some $400,000 or was Mr. Ammann wrong in 
showing some $400,000 more in the undivided profits ? 

Mr. Zarruui. My figure is correct. I cannot speak for the other 
figure since I do not know the purpose for which it was prepared. 

Mr. Fiscupacu. Does it make a bit of difference for what purpose 
the figure is prepared—the figure is supposed to reflect correctly what 
the undivided profits as of a given date are, is that not right ? 

Mr. Zarriii. You are asking me again to explain someone else’s 
figures. 
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Mr. Fiscupacu. I just asked you a question. 

Mr. Zarritwt. I do not think I should answer that. 

Mr. Fiscueracu. I would like an answer to that one. When a figure is 
shown and is presented to this subcommittee, it is supposed to be the 
correct one, is it not, whether it is the undivided profits on a given 
date or not—is that not the purpose of the presentation of the figure? 

Mr. Zarritui. I would assume so. 

Mr. Fiscnrnacn. I am asking you whether you were right in show- 
ing in exhibit C a figure for undivided profits some $400,000 less than 
the Examining Division showed for the same figure on the same date, 
or whether the Examining Division was wrong. 

Mr. Zarritit. The figure I show, in my opinion, is the correct figure. 

Mr. Fiscurnacn. I am going to place before you a paper headed 
“Accounting by A. V. Ammann as conservator.” This document ap- 
pears to have been filed in the Federal court on September 27, 1948, 
It also is sworn to by Mr. Ammann on September 16, 1948. 

I would like to call attention to this portion of the statement, “Ex- 
hibit Al,” which is the paper I placed before you last night and 
is a statement of the condition of the association as of that date. “Ex- 
hibit A-1,” which is the paper I placed before you last night and 
which is before you this morning is a comparative statement as of the 
close of business May 18, September 30, October 2, 1946, and January 
24,1948. That is the paper referred to in the Ammann account, is it 
not ¢ 

Mr. Zarriwt. I believe so. 

Mr. Fiscuracu. You still insist, do you, that the figure show- 
ing the undivided profits in your report which you compiled with Mr. 
Strecker is the correct figure of the undivided profits; is that right? 

Mr. Zarriut. In my opinion the figure we show in the report is the 
correct figure. 

Mr. Fiscusacu. Why did you show some $400,000 separately in 
your report ? 

Mr. Zarriwwt. We did not show them as undivided profits, because 
they are not undivided profits. 

Mr. Fiscunacn. Mr. Ammann, in showing them as undivided 
profits, is not correct, and you are correct ; is that correct ? 

Mr. Zarriut. I cannot speak for Mr. Ammann’s figures. I can 
only speak for my own. 

Mr. Fiscuzpacn. Did you undertake to interpret any facts at all in 
the document which is referred to here as the May 18, 1946, and Octo- 
ber 2, 1946, examination report ? 

Mr. Zarritit. We endeavored to show what we believed to be facts. 

Mr. Fiscunacn. In endeavoring to show those facts, you went 
out and talked to a lot of people and reported in this report what the 
other people had to say ? 

Mr. Zarriiut1. And so identified such statements. 

Mr. Fiscupacu. You recognize, I believe, that that was not report- 
ing fact, but reporting what certain statements were alleged to have 
been and certain conditions were alleged to have been ? 

Mr. Zarritut. We reported as accurately as we knew how what they 
told us. 

Mr. Fiscusacu. Of course, do you take responsibility in present- 
ing the facts that were reported to you ? 
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Mr. Zarrm14. I take responsibility for the accuracy of what they 
told us. 

Mr. Fiscunacn. But you do not take responsibility for the accuracy 
of the material itself? 

Mr. Zarriiut. I do not see how I could. They told us certain things. 

And we reported what they told us. 

Mr. Fiscumacu. So that if the cop on the corner in Long Beach told 
you something you would just undertake to faithfully report and in- 
clude in this document what it was he told you? 

Mr. Zarritit. As accurately as we could. 

Mr. Fiscupacu. You take no responsibility for what he told you 
other than to reproduce it in this document; is that it? 

Mr. Zarritx1. I believe that is so. 

Mr. Fiscunacnu. So that if somebody told you that Tom Gregory 
had robbed some widow, you would report that accurately as it had 
been told you ¢ 

Mr. Zarrityt. That is right. 

Mr. Fiscurnacnu. And you would include it in this examination 
report ¢ 

Mr. Zarritii. And qualify it as someone else’s statement. 

Mr. Fiscusacu. You would indicate in the examination report that 
this was the widow’s statement? 

Mr. Zarrii11. That is right. 

Mr. Fiscusacu. Tell me, Mr. Zarrilli, is that the way the Exam- 
ining Division conducts an examination of a Federal, or conducted 
it in 1946, or was this a special type of examination ? 

Mr. Zarritui. You w il find very few such statements that you refer 


to. In relation to the bulk of the material presented, the matters such 


as you refer to represent only a very small percentage. 

Mr. Fiscusacu. Why were they included at all ? 

Mr. Zarriwur. Because you cannot get the essential information 
from the books of the association. 

Mr. Fiscupacu. You have made that explanation. Refer to any 
such item in the examination report and demonstrate that your posi- 
tion is sound. 

Mr. Zarritu1. On page 3-F of the report are certain facts relating 
to the sale of a piece of property which, on the records of the associa- 
tion, was sold to one D. A. Yeo. The records of the association at all 
times indicated that Mr. Yeo was the borrower and owner of the 
property. As a matter of fact, as shown by the public records, Mr. 
Yeo, on November 24, 1941, approximately 1 month after the purchase 
of this property from the association, conveyed the property to Ethel 
Barlow, then assistant secretary of the association. In this transac- 
tion which is identified on the association’s records as loan No. 8559, 
Mr. Yeo’s loan securing the property was not assumed by agreement 
by Mrs. Barlow. 

Mr. Fiscnzacn. What is so odd about that? 

Mr. Zarriw1ut. If you will let me continue. 

Mr. Fiscusacu. Let us stop right there. We will continue with 
the rest of the transaction later. What is so strange about that? 

Mr. Zarriut. So far,.so good, I would say. 

Mr. Fiscupacn. So far, so good? 

Mr. Zarriuut. Yes. 
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Mr. Fiscusacn. So far there is nothing strange about it? 
Mr. Zarriu. Yes. 

Mr. Fiscusacu. All right, go ahead. 

Mr. Zarrmut. Well, one thing odd about it, Mrs. Barlow was the 
owner of the property, and the records did not show it. 

Mr. Fiscupacu. So what? 

Mr. Zarriuu1. The records did not actually reflect the true condition 
in that connection. 

Mr. Fiscusacn. Let us see whether they did or did not. Long 
Beach made a loan on certain property, right? 

Mr. Zarriu. Yes. 

Mr. Fiscupacu. Is that correct? 

Mr. Zarriw1i. That is right. 

Mr. Fiscupacu. Was the property owned by Mr. Yeo at the time 
the loan was made? 

Mr. Zarriuut. Yes. 

Mr. Fiscusacu. The property was later sold ? 

Mr. Zarritu, That is right. 

Mr. Fiscusacn. Do you mean to suggest that every time a piece of 
property is sold, the people who hold the mortgage on it have to change 
their records ? 

Mr. Zarriwu. If they have knowledge of it, and particularly when 
the owner is an officer of the association, it seems to me that they would 
want their records accurate. 

Mr. Fiscusacu. Did you ever own a piece of property ? 

Mr. Zarriww1. I own one now. 

Mr. Fiscupacu. Did you buy the property new ? 

Mr. Zarriwui. No, it was an existing construction. 

Mr. Fiscupacn. An existing construction ? 

Mr. Zarriu. Yes. 

Mr. Fiscuznacn. When you bought the property was there a mort- 
gage on it? 

Mr. Zarriu. There was. 

Mr. Fiscuzacu. Did you go see the person who held the mortgage 
on it when you bought the property, or did you deal with the owner 
of the property ? 

Mr. Zarriwut. I dealt with the owner and the property was re- 
financed. 

Mr. Fiscupacu. I see. Suppose the property was not refinanced, 
would you have had occasion to go to the mortgage company that 
held the mortgage? 

Mr. Zarriut. I certainly would. I would have told them that I 
was the owner and that they change the files and show my name as 
the owner and address all communications to me thereafter. ‘ 

Mr. PMORRAGH, Would you have been under any compulsion to 
do that? 

Mr. Zarriwxu1. I do not know of any law that states that I should, 
but I think it is reasonable to do so. 

Mr. Fiscupacu. Do you know of any regulation of the Federal 
Home Loan Bank Administration in existence in 1946 that says that 
when a Federal lends money on the security of a particular piece of 
property that they have got to keep in communication with the owner 
of that property, so that in the event he sells the property they should 
be notified of it? 
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Mr. Zarritx1. I know of no such regulation. 

Mr. Fiscugacn. All right. 

Mr. Zarri.ui. Just a moment. The new owner in this case is an 
officer of the association. 

Mr. Fiscusacn. All right. 

Mr. Zarrix1. It seems to me that an officer of the association should 
be interested in having accurate records, and she had a motive for 
concealing her identity. 

Mr. Fiscupsacu. All right; go ahead and support that. 

Mr, Zarrut. She was the owner of the property purchased 
through a dummy and did not want to show that she was the owner. 

Mr. Fiscupacu. Was Yeo a dummy ? ; 

Mr. Zarritui. He says he was. 

Mr. Fiscupacu. Did he say so to you? 

Mr. Zarritui. He said so to Mr. O’Dwyer, the man who went out 
and interviewed him. 

Mr. Fiscuspacu. Does that make it so? 

Mr. Zarritxt. I do not see any reason why he should lie about it. 

Mr. Fiscusacn. Did you ever meet Mr. Yeo! 

Mr. Zarriwwx1i1. Never met Mr. Yeo and I do not know him. 

Mr. Fiscupacu. How do you know whether he would have any 
reason to lie or not to lie about it—how do you know he was not 
paid for woenisey foo transaction by Mrs. Roberts? 

Mr. Zarriwt. Paid for doing what, for acting as a dummy? 

Mr. Fiscunacu. How do you know that? How do you know he was 
not? 

Mr. Zarriwt1. I do not know. Maybe he was. Maybe Mrs. Roberts 
did pay him for acting as a dummy. 

Mr. FiscHBacuH. Why did you not find out about that ? 

Mr. Zarriwwt1. He did not say anything about it, and. we asked him. 

Mr. Fiscuzacn. You did not even—— 

Mr. Zarrwx1. I did not ask him—excuse me, I did not ask him. 

Mr. Fiscusacu. You did not even go and see him. 

Mr. Zarriwwt1. That is right. 

Mr. Fiscusacnu. You just took a memorandum of a Mr. O’Dwyer 
who says that he went to see him and this is as you present it as third- 
hand hearsay ; is it not? 

Mr. Zarritu1. Did you think that the examiner in charge should go 
out and visit everyone individually and do all of the work on an 
examination ? 

Mr. Fiscnpacn. You are supposed to. 

Mr. Zarritxut, I would still be there. 

Mr. Fiscnpacn. You are supposed to report facts; are you not? 

Mr. Zarritui. To the best of our ability. 

Mr. Fiscusacu. And you are reporting hearsay; are you not? 

Mr. Zarritx1. And I quote the source of the information. 

Mr. Fiscusacu. Is that the way that you conduct examinations, or 
did conduct them in 1946, or was this a special kind of an examination ? 

Mr. Zarriti1. When the information is not available from the rec- 
ords we have to go outside. This was not on the books. So we had to 
go outside to get the information. 

Mr. Fiscusacu. But you did not go outside. 

Mr. Zarriti1. We went to the public records and found a Mrs. 
Roberts was, in fact, the owner of this property. 
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Mr. Fiscusacu. Did you not go and find a memorandum from Mr, 
O’Dwyer and reproduce that in the record here? 

Mr. Zarriwut. I did, and so stated. 

Mr. Fiscusacu. Suppose you undertake to answer the question I 
have asked you twice before. I will ask it again. 

Is this the way examinations are conducted, or were conducted in 
1946, or was this a special kind of an examination ? 

Mr. Zarritut. I will answer it this way, that when it is necessary 
to go outside of the records for information, we go outside of those 
records. 

Mr. Fiscusacn. Is this the way the examinations are conducted 
today? 

Mr. Zarrmur. When necessary. 

Mr. Fiscupacn. And that is the way they are conducted—they were 
conducted in 1946? 

Mr. Zarriiwt. If it was deemed necessary. 

Mr. Fiscupacn. Was it deemed necessary in this case? 

Mr. Zarriwui. I would say it was. 

Mr. Fiscupacu. Did you have special instructions or was this an 
ordinary examination ? 

Mr. Zarriut. I do not recall whether the matter covering this was 
in the special instructions, but I do not believe it would have to be. 
T believe that on any examination where a matter of this type comes 
up, we would be derelict in our duty if we did not go out and try to get 
more information. 

Mr. Fiscusacn. Why did you not try to get more information— 
why did you rest on a third-hand hearsay proposition ? 

Mr. Zarri11. I got all of the information that I could. I did not 
go out individually to see Mr. Yeo, but by sending someone who was 
working for me it had the same effect. 

Mr. Fiscuzacn. Mr. O’Dwyer is not taking responsibility for this 
examination—I understood you and Mr. Strecker were. 

Mr. Zarriwwut. That is right. 

Mr. Fiscunacn. I understand the reason you are testifying is that 
Mr. Strecker is subject to heart attacks. 

Mr. Zarritwi. That is true. 

Mr. Fiscuracu. Last night you were supposed to obtain and produce 
here this morning the special instructions that you were given in con- 
nection with this matter. Will you produce them ? 

Mr. Zarriut. I have them right here. 

Mr. Fiscupacu. When did you receive these instructions? 

Mr. Zarritui. They were not given tome. As I testified last night, 
I was notified to go to Long Beach on May 20, which was after the 
examination had been begun. 

Mr. Fiscupacu. Were you not given these instructions orally when 
you got to Long Beach ? 

Mr. Zarritui. The instructions were not given to me, Mr. Fischbach. 

Mr. Fiscupacu. Were they given to Mr. Strecker? 

Mr. Zarriwui. I presume they were turned over to him. 

Mr. Fiscuzaca. Now, just a minute, Mr. Zarrilli. Last night you 
talked about the instructions that were given to you and that you 
received when you got to Long Beach. Today you produce a memo- 
randum dated May 8, 1946, from the office of the Governor to Mr. 
Bonesteel, the chief examiner, 
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Mr. Zarriut. I do not recollect that I testified that they were given 


to me personally. ii 
Mr. Fiscusacn. Did you not have some special instructions last 


night ? 
r. ZARRILLI. I just handed them to you. a: 
Mr. Fiscupacu. I mean, did you not have special instructions that 


you testified to? ' 
Mr. Zarrixt. I do not recollect that I said they were given to me. 
Mr. Fiscupacu. What did you understand you were supposed to get 


from the files of the Home Loan Bank Board ? 

Mr. Zarritu1. The special instructions in connection with this exam- 
ination which I have given to you now. 

Mr. Fiscupacn. And did you not come within the orbit of these 
special instructions ? 

Mr. Zarriui. Yes. 

Mr. Fiscuzacn. So there came a time when you went to Long Beach 
that you knew about these instructions and you were supposed to carry 
them out? ; 

Mr. Zarriu1. That is right. 

Mr. Fiscusacu. There is no doubt about that, is there? 

Mr. Zarriuit. I wouldn’t say so. 

Mr. Fiscupacn. I would like to have these marked as an exhibit, as 
Home Loan Bank Board Exhibit No. 25. 

Mr. Houtrretp. They will be received and so marked. 

(The memorandum was marked “Home Loan Bank Board Exhibit 
No. 25,” and follows :) 


Home Loan BANK Boarp ExuHtsitT No. 25 
May 8, 1946. 
Memorandum from office of the Governor. 
To: Mr. Verne C. Bonesteel, Chief Examiner. 
Subject: Supervisory Examination and Audit: 
I. Long Beach F. S. & L. A., Long Beach, Calif. 
Il. First F. S. & L. A. of Bellflower, Bellflower, Calif. 


This is to request that the Examining Division make an examination and audit 
of the subject associations at the earliest practicable date; that the two examina- 
tions be started simultaneously ; that E. M. Erickson, district examiner, be desig- 
nated as the examiner-in-charge of both examinations and audits, it being 
understood that Mr. Erickson may designate an examiner to be in immediate 
charge, under his (Erickson’s) direction, of the examination and audit of the 
First Federal Savings and Loan Association of Bellflower; that all necessary 
arrangements be made to place at Mr. Erickson’s disposal at the proper time 
and place such examiners as he may need to complete these assignments; that 
prior to the commencement of these examinations and audits Mr. Erickson and 
other examiners who are to assist him confer and counsel with Mr. A. V. 
Ammann, Assistant Chief Supervisor; that Mr. Erickson keep Mr. Ammann 
fully advised from time to time during the course of the examinations and audits 
as to the progress thereof and as to any developments of a substantive char- 
acter and that neither Mr. Erickson nor any examiner assisting him make any 
reports of any sort whatsoever to anyone but Mr. Ammann at any time during 
the course of such examination and audits unless Mr. Ammann so authorizes or 
directs; that no deviation from nor modification of any request or instruction 
contained in this memorandum be made without specific prior approval by Mr. 
Ammann; that any and all deviations from, modifications of, and supplements 
to the requests and instructions contained herein that may be made by Mr. 
Ammann either before the commencement or during the course of these exam- 
inations and audits be fully observed and complied with by Mr. Erickson and by 
the examiners assisting him; that you issue appropriate authorizatjons and/er 
assignments for these examinations and audits, as well as instructions con- 
sistent herewith, such authorizations and instructions to be delivered by hand 
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to Mr. Erickson by Mr. Ammann; and that, subject to such modifications, 
amendments, or additions as Mr. Ammann may deem necessary and proper 
during the course of these examinations and audits, the following be included 
in the examination and audit of these associations: 


I. LONG BEACH F. 8. & L. A., LONG BEACH, CALIF. 


1. A detailed audit of at least 3 months’ operations; direct verification of 100 
percent of creditor accounts (including loans in process) and of multiple, blanket, 
and collateral loans, including individual notes and contracts securing collateral 
loans and blanket loans; direct verification of at least 10 percent of other loan 
accounts, and direct verification of share accounts as follows: 

A. 50 percent of all substantially dormant accounts. 

B. Not less than 25 percent, as to number and amount, of all accounts in 
excess of $5,000. 

C. Not less than 10 percent, as to number and amount, of accounts other 
than those in A and B. 

LD. All accounts where activity appears to have been abnormal or unusual, 
particularly at dividend dates. 

2. Verification of security for collateral, multiple, and blanket loans by a 
reasonable test-check of the public records. 

8. Schedule of each collateral, multiple, and blanket loan now held by the asso- 
ciation, showing the identity, original amount, and appraisal of original security, 
the present balance and appraisal of present security of each such loan; and 
like information as to each individual item of security for each such collateral, 
multiple, or blanket loan, showing the collections on each such individual item, 
the portion of such collections credited to principal and interest on the respec- 
tive collateral, multiple, or blanket loan, and showing the application or dispo- 
sition of all collections not so credited. 

4. A schedule or schedules of the loans taken over from E. N. Frame by J. D. 
Willhoit as of the date of Willhoit’s acquisition (in 1941) of Frame’s interests, 
showing the identities, original dates, amounts, and appraisals, and the unpaid 
balances as of the date of Willhoit’s acquisition, together with a listing (col- 
lateral obligor, address or description of the real estate, original date, amount, 
appraisal, and the sale price, if available, and the unpaid balance as of the date 
of Willhoit’s acquisition) of each item of security for each such loan; also show- 
ing the source and amount of the association’s total receipts, since the date of 
Willhoit’s acquisition, as to each item of security and of (a) the amount of 
such receipts applied to principal and interest on the respective loans; (0) the 
amount of such receipts applied to any other obligations to the association 
(identifying such other obligations); and (c) any other disposition of such 
receipts (credited to accounts of, or paid over to, Willhoit or others) showing 
the dates, amounts, and to whom paid or credited; and also showing the present 
status of each loan taken over from Frame by Willhoit, and the present identity 
and status of each item of collateral (if the collateral has changed in identity, 
by substitution, addition, or by reason of release, include the facts in respect 
thereto). 

5. A schedule listing the properties (and any other security) securing the 
loan of $110,000 made by J. D. Willhoit in 1941 in connection with his acquisition 
of E. N. Frame’s interests, both as of the date of the loan, and as of the date of 
this examination, such schedule showing the sources and application of credits 
to the loan, and providing the detail as to description, receipts, releases, sub- 
stitutions, remaining collateral, etc. called for under (4) above insofar as ap- 
plicable or available. 

Nore.—Schedules 4 and 5, or a schedule summarizing the facts disclosed 
thereby, should show, among other things— 

A. The total combined obligation assumed and entered into by Will- 
hoit through his purchase of EB. N. Frame’s interests ; 

B. The amount received or collected by the association from pur- 
chasers of the properties sold by Frame or Willhoit which were included 
in the Frame interests purchased by Willhoit ; 

C. The amount of the said receipts applied by the association to— 

(a) The reduction of the Frame obligations assumed by Willhoit 
through his purchase of Frame’s interests ; 

(b) The reduction of the $110,000 additional obligation entered 
into by Willhoit when he purchased Frame’s interests ; 
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(c) The payment of interest on the combined obligations as- 
sumed and entered into by Willhoit when he purchased Frame’s 
interests ; 

D. The amount of said receipts paid to or credited to other accounts 
of Willhoit ; 

E. The amount of said receipts held by the association and not yet 
applied to reduction of the said obligation of Willhoit nor otherwise paid 


or credited to Willhoit; 
F. The balance of the said combined obligation of Willhoit to the 


association ; and 

G. The aggregate unpaid balance of sales contracts and other col- 
lateral underlying or securing the said combined obligation of Willhoit to 
the association. 

6. In a memorandum of January 4, 1946, F. C. Noon. of the Los Angeles Bank, 
advised M. C. Magness, Assistant Supervisor, that a contractor (later identified 
as Jackson Turner or Jackson Turner Co.) who was building houses for veterans 
under financing by this association, was in difficulties; and that veterans were 
complaining to the Los Angeles office of the Veterans’ Administration that they 
were being called upon to make loan payments, including interest, while con- 
struction was at a standstill. This whole matter should be thoroughly scruti- 
nized; and the association’s operations in respect to construction loans to this 
contractor and/or to veterans carefully reviewed, with a complete report 


thereof. 
7. A thorough review and report of the association’s methods, procedures, and 
practices in respect to multiple loans to or for the benefit of builders to finance 


construction. 
8. Examination and audit of the association’s escrow operations and of the 
records and operations of the hotel owned by the association. 


Il. FIRST F. 8. & L. A. OF BELLFLOWER, BELLFLOWER, CALIF. 


1. Regular examination and audit, provided, bowever, that share accounts 
should be verified to the same extent as those of the Long Beach Federal Say- 
ings and Loan Association. ; 

Two additional copies of’ this memorandum are attached for your conven- 
ience, in keeping with our customary procedure. It is requested that neither 
this memorandum nor any other memorandum which includes the contents or 
substance hereof be released outside the Washington offices of the Administra- 
tion, provided, however, that Mr. Ammann should receive two copies—one for 
his own use and one for delivery to Mr. Erickson. 

JOHN M. WyMAN, Chief Supervisor. 


Mr. Fiscusacu. Am I correct in assuming or understanding that 
if it were not for the instructions which have been produced by you 
and marked here as “Home Loan Bank Board Exhibit No. 25,” that 
there would not have been prepared an examination report of the 
nature that this one of May 18 and October 2, 1946, is? 

Mr. Zarriui. In preparing that we thought we followed our regu- 
lar examination procedures, in addition to the special instructions. 

Mr. Fiscusacn. How did these special instructions differ from 
the regular ones that you would have followed? In other words, 
point out what there is in exhibit No. 25 which is different from the 
regular instructions. 

fr. Zarritir. I would say that asking us to make a schedule of 
each collateral, multiple and blanket loan now held by the associa- 
tion would not ordinarily have been done, but we did it in accordance 
with our special instructions. 

Mr. Fiscupacu. Is that the only feature in which the procedure 
you followed was different ? 

Mr. Zarritu1. As an indication, there is a statement here of a 
reasonable test check of the public records, which, under ordinary 
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circumstances, we would not have gone to unless there was something 
on the books of the association which caused us to go to the public 
records, which is not infrequent. 

Mr. Fiscuzacn. So that is not unusual ? 

Mr. Zarriti1. Not particularly. 

Mr. Fiscupacnu. All right. 

Mr. Zarriu1. It might be unusual to ‘so state in the special in- 
structions, but I believe that any examiner, if he felt that it was 
necessary, has the right to go to the public records for further in- 
formation. 

Mr. Fiscnpacu. Then go on and point out wherein those instruc- 
tions are different from those you would normally follow and show 
us what procedures were called for that would normally not be 
called for. 

Mr. Zarriut. This is along the same line that I just mentioned, 
that they asked us here to make a schedule or schedules of loans taken 
over from E. N. Frame by J. D. Willhoit, asked us to make a de- 
tailed investigation of all of those loans which I do not believe we 
would ordinarily have done in the absence of special instructions. 

Mr. Fiscueacu. Is that all that there is about those instructions 
that make them different from the procedures you would normally 
follow? 

Mr. Zarriuut. It says here a detailed audit of at least 3 months’ 
operations. I am not sure, but it seems to me that there was a modi- 
fication of these instructions in that particular respect, but ordinarily 
we would not make a detailed audit of a 3-month operation, it would 
be for a lesser period. 

Mr. Fiscunacu. Is there anything else about those instructions 
that call for the application of procedures that were special and un- 
usual ? 

Mr. Zarrut. I believe the other matters discussed in these in- 
structions would have been investigated in the absence of a special 
instruction. 

Mr. Fiscuracw. When you get instructions to go and make an ex- 
amination of a Federal, are they normally written up the way this 
exhibit is written up? 

Mr. Zarrmut. In cases of special examinations there have been 
even more lengthy instructions. 

Mr. Fiscupacn. Was this a special examination, or was it a regu- 
lar examination ? 

Mr. Zarritut. It is a regular examination with special instructions, 
if you want to call it that. 

Mr. Fiscupacu. When, before May 18, 1946, had the Long Beach 
Federal been regularly examined ? 

Mr. Zarritur. I do not recall exactly, but I believe it was in July 
of the previous year, 1945. I am not sure of that date, but that is my 
best recollection at the moment. 

Mr. Fiscupacn. Was the examination report of July 1945 treated 
the way this one was? 

Mr. Zarritxt. I did not make that examination, so I do not know. 

Mr. Fiscupacu. Did you not find out about it? 

Mr. Zarriwut. It was not as voluminous as this. 

Mr. Fiscuzacn. Did you not start with the previous examination 
report when you went out to Long Beach? 
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Mr. Zarriui. We did. 

Mr. Fiscuzpacn. Did you find anything in the previous exami- 
nation pea that dealt with the same matters that are treated in 
your report ? 

Mr. Zarriiu1. I do not have the other examination report before 
me so I cannot make a blanket statement as to whether I did or did 
not find those matters. 

Mr. Fiscupacu. Was there anything called to your attention about 
the previous examination report as being outstanding ? 

Mr. Zarritiz. I would have to look at the report to refresh my 
recollection. 

Mr. Fiscupacu. Do you know when you went down to Long Beach 
in May of 1946 whether there were any supervisory recommendations 
outstanding that had not been attended to? 

Mr. Zarritw1. I understand that there were some supervisory recom- 
mendations which went back a number of years which had never been 
finally resolved. 

Mr. Fiscupacu. Who told you that? 

Mr. Zarriw1t. I heard that in testimony here, sitting as a spectator. 

Mr. Fiscunacn. Who testified to that? 

Mr. Zarriut. It seems to me that Mr. Ammann testified regarding 
that. 

Mr. Fiscupacu. When you went to Long Beach in May of 1946, did 
you understand that there were supervisory recommendations that 
had not been satisfactorily disposed of and that were still outstand- 
ing, and that were being pursued by the Home Loan Bank Admin- 
istration ? 

Mr. Zarriiui. I want to call your attention to the fact that I was 
not there at the start of this examination, and I am not familiar with 
the introductory portions of it. I was sent to Long Beach after the 
conservator was appointed. I cannot answer that question. 

Mr. Fiscusacu. When did you get there actually f 

Mr. Zarritui. I arrived in California on May 22, and I reported 
to the association on May 23 which was Thursday. The conservator 
was appointed on a Monday. 

Mr. Fiscuracu. Do you think anything happened in those first 
few da ays that changed the situation so far as your work was con- 
cerned ¢ 

Mr. Zarrmx11. When I arrived at the association there were people 
withdrawing funds from the association. 

Mr. Fiscupacu. There was a run on? 

Mr. Zarritir. There was a run on; that is right. 

Mr. Fiscuracn. You do not have to hesitate to say that. We have 
heard about it. And that continued for some time while you were 
there? 

Mr. Zarriiut. That is right. 

Mr. Fiscrpacu. But you were not concerned with the run, you were 
there for the purpose of making an examination; is that not right ? 

Mr. Zarriuur. That is right. 

Mr. Fiscuracn. That is what you really went about doing? 

Mr. Zarrmu. Correct. 

Mr. Fiscupacn. And as you understood the examination, did you 
undertake it with the understanding that there were outstanding super- 
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visory recommendations which had not been complied with and which 
were being pursued actively by the Home Loan Bank Administration ? 

Mr. Zarrixut. Since I was not the examiner in charge, I cannot speak 
for what he knew or did not know. To my own knowledge, when I 
got out to Long Beach I did not know anything at all about the back- 

round of this association, and I therefore cannot testify as what pend- 
ing unresolved supervisory actions were there. 

Mr. Fiscusacu. Do you know why you were selected, Mr. Zarrilli, 
to do this work—you were in New York, you,said ? 

Mr. Zarriw. That is right. 

Mr. Fiscugsacn. You had never heard of Long Beach? 

Mr. Zarrii11. I had never heard of it. 

Mr. Fiscupacu. One day you got a telephone call asking you how 
quickly you could get ready to go to California? 

Mr. Zarriwu1. That is right. 

Mr. Fiscusacnu. Did you ever ask anybody why the lightning struck 
in your direction, why you were picked to go to Long Beach and make 
this examination ? 

Mr. Zarrmut. I thought at the time I was very fortunate. 

Mr. Fiscupacu. I hope you have not changed your mind. 

Mr. Zarriw11. I hope you do not make me. 

Mr. Ho.irtevp. I assume you refer to the opportunity you had of 
visiting my State of California ? 

Mr. Zarritu. That is right. 

Mr. Ho.irrecp. And enjoying the sunshine and the beaches and the 
fishing off of Long Beach, that is what you had reference to, I imagine. 

Mr. Zarritut. That is right. A paid vacation. 

Mr. Fiscupacn. Did you ever find out why you were chosen—did 
you or didn’t you? 

Mr. Zarruu. I was informed that I should—I never officially found 
out why I was chosen. 

Mr. Fiscupacn. Did you ever find out unofficially ? 

Mr. Zane. I was told that I was a good examiner and that is the 
reason I was chosen. 

Mr. Ho.trtevp. For recognition of the excellence of your profes- 
sional capacity ? 

Mr. Zarriwui. I would assume so. 

Mr. Fiscupacu. Mr. Zarrilli, I take it you have had occasion to 
go through the stockholders’ report of your report, have you not? 

Mr. Zarriuut. Yes. 

Mr. Fiscupacu. Were you impressed by it ? 

Mr. Zarritu1. You mean this analysis that I went over? 

Mr. Fiscusacu. Were you impressed by it? 

Mr. Zarriui. Not particularly. While we are on that subject, 
there is something I would like to bring up in connection with that 
which has disturbed me a little. 

Mr. Fiscuzacu. By all means go ahead. 

Mr. Zarriui. I have been presented with an analysis of report of 
examination and audit of the Long Beach Federal Savings and Loan 
Association as of May 18, 1946, and October 2, 1946. After going 
through the whole statement, which attempts to contradict the accu- 
racy of my May 18 report, known as exhibit C, which is on file before 
this subcommittee, I find that there is no indication as to who prepared 
the report and no signature of any individual who was supposed to 
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have analyzed this report. And I find myself sitting here being cross- 
examined about the accuracy of a document that I prepared or helped 
prepare. And I think that the subcommittee is entitled to know, and 
T am entitled to know, who is making these charges against me for 
which I am being cross-examined. 

Mr. Fiscrmaca. I think your position is perfectly sound. I was 
not aware of the fact that the document that you were handed was 
not signed. Since the subcommittee was supplied those documents, 
I will call on Mr. Chapman now to give us an adequate explanation. 

Mr. Grecory. May I interject?. The documents that were given to 
you with attached analysis were attached to a report of the share- 
holders’ committee, which report is signed. That was an exhibit 
attached to it. 

Mr. Howirtetp. That was presented at what time, Mr. Gregory, 
to the suhcommittee ? 

Mr. Grecory. When all of the documents were presented to the 
subcommittee. I think it was last Friday, or whatever time it was. 

Mr. Zarriit. I have reason to believe that it was prepared by 
La Frentz & Co. Is that assumption correct ? 

Mr. Grecory. That is not my understanding. They may have 
been called upon to furnish information. 

Mr. Zarriiur. Did they go through this report and go all through 
it? 

Mr. Greeory. You would have to ask them about that. I do not 
know. 

Mr. Zarritur. Who did? 

Mr. Fiscusacu. Whose report is it? 

Mr. Gregory. The shareholders’ committee signed the report of 
which that is an exhibit. 

Mr. Fiscuspacu. Who, on behalf of the shareholders’ committee, 
made the report? 

Mr. Gregory. The shareholders’ committee and their counsel. 

Mr. Fiscupacu. Will you name the individuals of the shareholders’ 
committee who were active in preparing the report ? 

Mr. Gregory. Mrs. Mallonee, Miss Bucklin, Miss Fergus. 

Mr. Fiscupacu. Mrs. Mallonee, I take it, is the wife of the late plain- 
tiff in the litigation ? 

Mr. Grecory. That is right. 

Mr. Fiscusacu. Who is Miss Bucklin ? 

Mr. Grecory. She is a member of the shareholders’ committee, one 
of the original members. 

Mr. Fiscusacnu. What is her background ? 

Mr. Gregory. You mean what line of business ? 

Mr. Fiscupacu. Yes. 

Mr. Grecory. She is a retired school teacher, and in addition to that, 
poe oe owned, managed, operated properties, bought and sold trust 

eeds. 

Mr. Fiscupacu. All right. Who is the other party who acted in 
the matter ? 

Mr. Grecory. Miss Fergus. 

Mr. Fiscupacu. What is her background ? 

Mr. Grecory. A retired school teacher. She, too, has bought and 
sold trust deeds. 
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Mr. Fiscusacu. Are they people who are under your domination 
or control? 

Mr. Grecory. By all means, no. I know them. 

Mr. Fiscupacn. Pardon? 

Mr. Grecory. I know them, but I certainly do not dominate them. 

Mr. Fiscupacn. What counsel acted in the matter? 

Mr. Grecory. Mr. Westover. 

Mr. Fiscnpacu. In the course of the preparation of the report, 
was the report signed ? 

Mr. Grecory. The report was signed, that is right. 

Mr. Zarritit. Was the analysis signed? Iam sorry. 

Mr. Fiscupacn. When I say the report I am referring to the same 
paper you are talking about as the analysis. I suppose that there- 
after typewritten copies or mimeographed copies of the analysis 
were prepared ? 

Mr. Gregory. That is right. As orginally presented the analysis 
is attached to it. 

Mr. Fiscupacn. Attached to the analysis are various resolutions. 
Were they adopted by the shareholders ? 

Mr. Gregory. That is right. That is a separate document, the 
resolution is. 

Mr. Fiscnspacu. Perhaps this will satisfy you. The resolutions 
adopting that report are certified. 

Mr. Zarrixt. [ am talking about the analysis. 

Mr. Fiscupacu. All right; just a second. This is signed. Here is 
the analysis that was given to us. 

Mr. Zarriiut. I am interested in knowing what is the accounting 
background that qualifies these people to go through my report and 
criticize it. 

Mr. Fiscupacu. Apparently they have no accounting background. 
They are just school teachers. Does that satisfy you? 

Mr. Zarritur. We will let the record stand that way. 

Mr. Fiscupacn. With respect to the analysis you had, I asked you 
if you were impressed by it in any way, and I believe you said you 
were not; is that correct ? 

Mr. Zarrmur. When this document was handed to me, it was pur- 
ported to be a statement of everything that was wrong with my exam- 
ination report. I went through it quite carefully and find six minor 
exceptions. Considering the bulk of the material presented in my 
report, I would say that the report stands on its own merit. 

Mr. Fiscupacu. Let us see about the exceptions that you refer to. 
When I examined this analysis, I found on the first page a rather 
strong criticism made of your report which contains the statement 
that a copy was furnished to the directors and officers of the associa- 
tion for their confidential information and the analysis alleges that 
statement is untrue. 

Is the analysis correct or is the analysis incorrect in making that 
statement ? 

Mr. Zarriixt. That statement refers to the distribution of the re- 
port which is not my responsibility. I confined my statement and 
my responses only to those matters which attempted to question fac- 
tual matters. 

Mr. Fiscupacn. Then you take no responsibility for the confiden- 
tial character of this report or what happened to it; is that right ? 
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Mr. Zarriwwt. That is right. 

Mr. Fiscusacu. Therefore, you are not even in a position to answer 
the analysis in that respect. 

Mr. Zarriwut. In that particular respect, no. 

Mr. Fiscuzacu. All right. Now we will take the next thing. The 
analysis says that the report is false in claiming that it was prepared 
for the Federal Home Loan Bank Administration for supervisory 
purposes. 

What comment have you to make in regard to that ? 

Mr. Zarrizs. I state very emphatically that it was prepared for 
the Home Loan Bank Administration for supervisory purposes. 

Mr. Fiscusacn. How do you know? 

Mr. Zarrmut. All of our examinations are prepared for that pur- 


pose. 
Mr. Fiscusacn. Do you know that this one was prepared for that 
purpose ¢ 


Mr. Zarritu1. I know that. 

Mr. Fiscusacu. Do you know what supervisory action was taken in 
connection with the examination report ? 

Mr. Zarriut. I do not know what happens to the report after I 
submit it. 

Mr. Fiscupacu. Do you know of a single supervisory letter that was 
ever sent to Mr. Ammann as a result of anything in that report? 

Mr. Zarritui. I have no personal knowledge of any letter, no. 

Mr. Fiscusacu. You know that Mr. Ammann was in charge of this 
association for 20 months? 

Mr. Zarritw. I do. 

Mr. Fiscuzacu. Do you know of a single, isolated transaction 
that Mr. Ammann was instructed to undo as a result of any informa- 
tion that was contained in your May 18 or October 2, 1946, report ? 

Mr. Zarritu1. In November of 1946 when the report was submitted 
to the Home Loan Bank Board, I proceeded to New York, and I do 
not know what happened after that. 

Mr. Fiscuspacu. When you make an examination and the examina- 
tion contains facts which require supervisory action, have you not 
learned, as a result of years of experience that you have had with the 
Federal Home Loan Bank Administration and with the Board, that 
after an examination comes a supervisory letter or recommendation 
referring to specific transactions ¢ 

Mr, Zarritui. Such is usually done, yes. 

Mr. Fiscupacu. You have acquired no knowledge at all of a single 
supervisory letter that was sent to Mr. Ammann as a result of any of 
the facts that are supposed to be reflected in your report of May 18, 
1946, is that true? 

Mr. Zarriwui. I have no knowledge as to what happened after we 
submitted the report. 

Mr. Fiscupacu. Let us go to the next statement in the analysis. 

The next statement in the analysis is that Mr. Ammann did disclose 
the report and permitted its use without the knowledge or consent of 
either the Board of Directors of Long Beach Federal or the share- 
holders’ committee. Did you notice that comment? 

Mr. Zarriwwi. I noticed it, yes. 

Mr. Fiscuzacu. Did you come to any conclusion as to whether that 
was true or untrue? 
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Mr. Zarritu1. I have no knowledge of that, other than testimony 
I have heard in this room. 

Mr. Fiscuzacu. Therefore, you make no comment about it? 

Mr. Zarriut. That is right. It does not question any of the facts 
presented in the report. 

Mr. Fiscupacu. Of course, you realize that this report, when you 
made it up, was supposed to be given to the officers, is that not right? 

Mr. Zarritwt. That is what is ordinarily done. 

Mr. Fiscupacu. And when you made out the report you assumed, 
did you not, that it would be treated in the ordinary course ? 

Mr. Zarrtui. I assumed so, but I have no power over what is 
done to it after I submit it. 

Mr. Fiscusacu. Was there any time during the period from May 
to November, when you submitted the report, that you learned that 
this report was not going to be dealt with in the ordinary fashion ¢ 

Mr. Zarriui. I had no such knowledge. 

Mr. Fiscupacu. Did you later learn that it was dealt with in an 
unusual fashion ? 

Mr. Zarriu. Yes, later. 

Mr. Fiscusacn. What did you learn about it then? 

Mr. Zarriw. I learned that the claim had been made that Mr. 
Gregory never had an opportunity to look at this report until No- 
vember of 1949, which statement, in my opinion, is not true. 

Mr. Fiscuzacu. All right. On what do you base your opinion? 

Mr, Zarriui. Mr. Gregory had a full opportunity to go over all 
matters in this report. He could have copied anything in there in 
October of 1946 when we asked him to confer with us. 

Mr. Fiscupacu. Did you have the report ready at that time? 

Mr. Zarriui. The report was ready. 

Mr. Fiscusacu. Did you advise him that the report was ready ? 

Mr. Zarritui. We so advised him in writing. 

Mr. Fiscupacu. You had a copy of it? 

Mr. Zarru1. Yes, sir. 

Mr. Fiscupacu. That was before you submitted the report ? 

Mr. Zarriui. Yes. 

Mr. Fiscusacn. He told you that he did not want to talk to you 
unless there was a court reporter present or unless the conversation 
took place in his lawyer’s office, is that not right ? 

Mr. Zarriwwi. Things of that sort, yes. 

Mr. Fiscupacu. Did you tell him you objected to that ? 

Mr. Zarritu1. We told him we thought the proper place to go 
over the report was in the office of the association where the books 
and records were maintained. 

Mr. Fiscusacu. He differed with you on that? 

Mr. Zarriiut. He differed with us on that; yes sir. 

Mr. Fiscusacnu. Did you allow that he had a right to differ with 
you on it? 

Mr. Zarritui. He has a right to think whatever he wants. 

a. Fiscusacu. After completing the report, did you send him a 
copy ? 

Mr. Zarritut. I did not send him any; no. 

Mr. Fiscupacu. Had he gone over there you would have given 
him a copy, is that what you want us to understand ? 
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Mr. Zarriwtui. I wouldn’t go so far as to say we would have given 
him a copy. We would have given him full opportunity to review 
every word in the report there and to take down anything that he 
wanted to take down and carry it out with him. 

Mr. Fiscusacu. But he could not take a copy of it ? 

Mr. Zarriut. We did not have anextracopy. It was in pencil form 
at the time. I do not see how we could have given him our only 
copy. 

Nir. Fiscupacu. I thought you said the thing was ready ? 

Mr. Zarriuut. It was ready for typing. 

Mr. Fiscupacu. Were not changes made later ? 

Mr. Zarritur. Not tomy knowledge. Atthe time we asked him to 
discuss the report with us and go over it, it was in its final form. 

Mr. Fiscupacu. Tell me, Mr. Zarrilli, when you read this statement 
that the report was never delivered to the officers of the association 
pursuant to the order and judgment of the United States court of 
January 23, 1948, did you ask Mr. Ammann about it ? 

Mr. Zarriu1. You mean after receiving this analysis? 

Mr. Fiscupacu. Yes. 

Mr. Zarriti1. No, I did not. It was a matter that did not concern 
me, and I did not pay any attention to it. I devoted myself entirely 
to exceptions and factual matters in the report. 

Mr. Fiscunacu. When you saw that comment was made about 
$225,000 in loans which were not considered second-mortgage loans, 
since the association also owned first liens upon the property, what 
did you do about that ? 

Mr. Zarriwwi. I went through the work papers, looked at the state- 
ment of condition in the work papers, noticed what was actually 
typed in line 2 of the report under second mortgage loans should 
have been typed on line 3. The stenographer made a mistake in typ- 
ing it, in typing it on the wrong line, and it was a typographical error, 
and [ admit the error, and I so stated in my statement. 

Mr. Fiscupacn. Then the shareholders’ committee was right about 
that, were they not ? 

Mr. Zarrivut. They were right about that, but they were not right 
about what they said here. 

Mr. Fiscupacn. What did they say that they were not right about / 

Mr. Zarritu1. These loans totaling $225,253.50, “according to the 
rules and regulations of Federal savings and loan associations are not 
in fact considered second-mortgage loans since the association also 
owned the first lien upon the property securing the same.” They 
were not mortgage loans in any sense of the word. They were share 
loans. And even a meager comparison with the books would have 
so shown, had they looked at the books when they prepared this 
report. 

Mr. Fisupacn. What about the next statement that the associa- 
tions’ certified public accountant showed that during the conserva- 
torship the average rate was reduced to 4.4 percent, and that the 
conservator’s management cost the association a little more than 
$60,000 a year. Did you check on that at all? 

Mr. Zarriwxu. It did not question any fact in the report, and as a 
result I did not check it. 

Mr. Fiscupacu. You accepted that or you just passed it over? 
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Mr. Zarritw1. I accepted it for what it was worth. 
Mr. Fiscupacu. You just passed it over? 

Mr. Zarritui. Passed it over. 

Mr. Fiscunacn. The analysis refers to the Government bonds that 
were owned by Long Beach Federal and also to the fact that Long 
Beach Federal owed no money on those bonds and that the bonds 
were left for safekeeping with the Federal Home Loan Bank of Los 
Angeles. 

Did you find that to be correct ? 

Mr. Zarriu1. The bonds were pledged as collateral for indebted- 
ness now or hereafter owing by this association to this bank. 

Mr. Fiscupacn. What bank? 

Mr. Zarrivu. Federal Home Loan Bank of San Francisco which 
was the successor to the Federal Home Loan Bank of Los Angeles. 

Mr. Fiscusacn. Did you find that those bonds were pledged by 
Long Beach Federal or pledged by Mr. Ammann / 

Mr. Zarritit. Pledged by Long Beach Federal. 

Mr. Fiscunacu. On May 18, 1946, you say the Government bonds 
owned by Long Beach Federal were pledged by Long Beach Federal ? 

Mr. Zarriut. That is before the conservator was in and before 
Mr. Ammann had any authority to pledge. 

Mr. Fiscupacu. Let us see. On May 18, 1946, was Mr. Ammann 
in charge of Long Beach Federal ? 

Mr. Zarritui1. Not to my knowledge. 

Mr. Fiscusacu. You were supposed to make an examination and 
report true facts of the condition of the association on May 18, is that 
not right? 

Mr. Zarritut. I did so to the best of my ability. 

Mr. Fiscuracn. You show me where Long Beach Federal owed 1 
cent to the Federal Home Loan Bank of Los Angeles. 

Mr. Zarriut. I never said in that statement that they did. 

Mr. Fiscupacu. You said, did you not, in your report that the 
Long Beach Federal had pledged those bonds to the Federal Home 
Loan Bank of San Francisco, is that not correct ? 

Mr. Zarriwui. That is right, and they were so pledged. 

Mr. Fiscupacn. On what date did Long Beach Federal pledge the 
$8,300,000 worth of Government bonds that it owned on the 18th of 
May 1946? 

Mr. Zarritur. I cannot supply that information at this time. I do 
not have it. 

Mr. Fiscupacu. Make a note now to supply that information to the 
subcommittee tomorrow. 

Mr. Zarriut. Do you want me to call Los Angeles? 

Mr. Fiscupacnu. I want you to supply that information to the sub- 
committee. What I want you to supply is the date on which Long 
Beach Federal pledged some $8,300,000 worth of Government bonds 
to the Federal Home Loan Bank of Los Angeles. 

On the 18th of May 1946 how much money did Long Beach Federal 
owe Federal Home Loan Bank of Los Angeles? 

Mr. Zarrityt. They did not owe them anything. 

Mr. Fiscupacu. Yet you say that the $8,300,000 worth of bonds 
that Long Beach Federal owned and which were in the possession 
of the Federal Home Loan Bank of Los Angeles were pledged ? 
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Mr. Zarriwwi1. Under a pledge agreement which in part reads, “now 
or hereafter owing by this association to this bank.” I understand 
that the Federal Home Loan Bank of Los Angeles at the time would 
accept the bonds under no other conditions. I discussed this matter 
with the chief examiner for the Federal home loan banks. 

Mr. Fiscupacu. Did you find out that those over $8 million worth 
of bonds of Long Beach were there in the Los Angeles bank for safe- 
keeping ? 

Mr. Zarritui1. I would say collateral and safekeeping, both. 

Mr. Fiscupacu. Show us where in your report you reflected those 
facts. 

Mr. Zarritut. On the report I stated that they were pledged as col- 
lateral to the Federal Home Loan Bank of San Francisco. 

Mr. Fiscupacnu. The truth of the matter is that they were there for 
safekeeping, is that not true? 

Mr. Zarritu1. It was my understanding that under the pledge agree- 
ment which was in use out there at that time they were pledged as 
collateral and we so stated in the report. 

Mr. Fiscnpacu. You say very frankly that Long Beach Federal 
did not owe the Los Angeles bank a dime on May 18, 1946/ 

Mr. Zarritxut. That is right, but they may have borrowed, and the 
collateral was there ready and waiting in case they did borrow as 
stated in the pledge agreement, “now and hereafter,” and I underline 
“hereafter,” “owing to this association by this bank.” 

Mr. Horirtevp. But, Mr. Zarrilli, when would a deposit in escrow 
become collateral, at the moment it is deposited in escrow, or at the 
time the documents are signed pledging that particular bond as 
collateral ? 

There is a period of time in there. If I go to a bank and put $8 
million in bonds up, assuming I have that much, and there is no claim 
against it, there is no paper of indebtedness, there is no trust deed or 
pledge or liability charged against that, it certainly is not collateral. 
It might be deposited there with the intent at some future time to use 
it as collateral but it would not become collateral until documentary 
evidence was originated which would cause that deposit to become 
collateral. 

Mr. Zarrwwut. It is my understanding that at the time these bonds 
were submitted, the association was asked to sign a pledge agreement. 
Iam not a lawyer, but I believe that at that moment the bonds become 
collateral. 

Mr. Hourteitp. They become collateral regardless of whether there 
is a loan against them or any liability chargeable to them; is that. 
your conception of collateral ? 

Mr. Zarriuut. I repeat, I am not a lawyer, but the pledge agreement 
says they shall be held as security for any indebtedness “now or here- 
after owing.” 

Mr. Fiscupacn. You know something about examining ? 

Mr. Zarrut. That apparently is a pledge. 

Mr. Hourrrecp. You are an accountant, Mr. Zarrilli? 

Mr. Zarrwu. I do not want to get into a field where I do not. 
belong. 

Mr. Houtrtevp. I am just a layman, but I think I have business 
jucamnens which would lead me to come to the conclusion that such 
onds deposited or in any type of safekeeping institution are com- 
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pletely free of all liability, that is, they would be until the depositor 
signed documents attesting to his liability and attesting to the fact 
that they were posted for that purpose. 

Mr. Zarriw1. Let me explain just a bit further. I discussed this 
matter, as I said, with the chief bank examiner of the Federal home 
loan bank. 

Mr. Fiscupacu. Who? 

Mr. Zarrui. Mr. Thurston. I am informed that actually in Los 
Angeles the banks are held by the Federal Reserve bank. 

Mr. Fiscupacu. The banks are? 

Mr. Zarritut. The bonds are held by them. Did I say banks? 

Mr. Fiscupacu. Yes. 

Mr. Zarritut. I should have said bonds. The bonds are held by 
the Federal Reserve bank. The Federal Reserve bank will not ac- 
cept those bonds there for safekeeping. They only accept them if 
they are collateral. As a result, the Federal home loan bank must 
insist at the time the bonds are deposited with them that they be 
pledged as collateral. That is the story behind this whole thing, as 
I gather it. 

Mr. Fiscusacu. Mr. Zarrilli, as you sit there do not you realize 
that Long Beach Federal did not owe one dime on some $8,300,000 
worth of bonds that it had with the Federal Home Loan Bank of Los 
Angeles? 

Mr. Zarriut. That is right. 

Mr. Fiscusacu. Were you not aware of the fact that Long Beach 
Federal on May 18 could have taken those bonds out and put them 
anywhere else? 

Mr. Zarriut. I believe they could have withdrawn them and there 
would have been no objection raised by the Federal Home Loan Bank 
of Los Angeles or San Francisco at the time. 

Mr. Fiscuracu. And if they were pledged as collateral and there 
was no—— 

Mr. Zarrtut1. No bond. 

Mr. Fiscupacu (continuing). There was no debt—— 

Mr. Zarrmut. That is right. 

Mr. Fiscupacu. It was the property of Long Beach Federal, free 
and clear, was it not? 

Mr. Zarrmu. I wonder if you will permit me to explain a situa- 
tion which I believe is parallel to this. 

There are many associations that have no borrowings with Federal 
home loan banks with thousands and hundreds of thousands of 
mortgages pledged to the Federal home loan banks for possible bor- 
rowings. Certainly those mortgages are pledged. There are instru- 
ments executed pledging those mortgages to the Federal home loan 
bank, even though there is not a penny owing from the institution. 

This is a similar situation. It is a source of convenient credit 
where, when money is needed, it is not necessary to go through all of 
the paper work of pledging those mortgages. You can merely get 
on the telephone and call up and the credit is available without get- 
ting the mortgages into the hath 

It is exactly a parallel situation to the situation of the bonds. 

Mr. Fiscupacu. Is there any safekeeping feature that is achieved 
as a result of that kind of an arrangement ? 
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Mr. Zarritut. Some associations might consider it would be a good 
idea to pledge them as collateral just for the safekeeping privileges 
given by the Federal home loan banks. 

Mr. Fiscuzacu. There was absolutely nothing on May 18 to pre- 
vent you from showing what the complete picture was here, as far as 
that $8,800,000 in bonds was concerned, was there—is that not true? 

Mr. Zarriwui. That is true. 

Mr. Fiscunacu. Why did you not show the complete picture? 

Mr. Zarriiu. I feel I did show the complete picture. I showed 
that there were no borrowings and I also showed that the bonds were 
held as collateral. 

Is there anything else to be shown? 

Mr. Fiscupacu. Did you view the shareholders’ comments in con- 
nection with that phase of your report as valid or invalid? 

Mr. Zarriwut. I view their comments as inaccurate when they state 
that it was held for safekeeping and safekeeping only. It was held as 
collateral—incomplete. ‘ 

Mr. Fiscupacu. You viewed their statement as incomplete, but 
yours as complete ? 

Mr. Zarrm11. Mine is complete; yes, sir. 

Mr. Fiscupacu. What element is.there in the shareholders’ state- 
ment that was not in your statement ? 

Mr. Zarritut1. They omitted the fact that the bonds were held as col- 
lateral; I mean, they did not know about it. They were not versed in 
analyzing these things to find that out. 

Mr. Fiscupacu. They omitted a fact and supplied another fact, 
and you omitted a fact and supplied another fact. So between the 
two of you the true picture is presented ; is that right? 

Mr. Zarrii11. I would not say that. That is your version. 

Mr. Fiscusacn. What is your version ? 

Mr. Zarrtiui. My version is that there was no borrowing at the 
Federal home loan bank, which we so indicated, and also that the 
bonds were pledged as collateral which we also so indicated. 

Mr. Fiscupacnu. Did you indicate that the bonds were free assets of 
Long Beach Federal, or did you indicate that they were not free 
assets of Long Beach Federal? 

Mr. Zarrmu. I indicated that they were not free assets, and I do 
not believe they were free assets. 

Mr. Fiscuspacn. I thought a moment ago you said they were free 
assets. 

Mr. Zarrixt. I said they were pledged as collateral for borrowings 
now or hereafter owing by the association to the bank. 

Mr. Fiscupacn. And since, on May 18, 1946, there were no borrow- 
ings, were they not free assets? 

Mr. Zarriiur. Not until they were released by the bank. I think 
they would have released them without objection, but they were not 
released ; therefore, they were not free assets. 

Mr. Fiscupacn. We move on to the next comment of the share- 
holders. They say your report does not disclose that the bonds as 
listed had a market value of $345,000 above the book value. Is that 
true—does your report fail to disclose that? 

Mr. Zarritur. My report does not disclose that fact. 

Mr. Fiscupacn. So the shareholders’ statement is right? 
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Mr. Zarriu1. I would like to elaborate on that, just for the pur- 
pose of the record. 

Mr. Fiscupacu. Let us see whether you agree that the shareholders’ 
statement was right or wrong. 

Mr. Zarriu1. As far as it went, it is right. 

Mr. Fiscuracn. All right; go ahead and elaborate. 

Mr. Zarrtuit. It is established examining procedure. This pro- 
cedure was in effect at the time of the afore-mentioned examination 
and it is today in effect, which provides that market values of United 
States Government bonds shall not be set forth in examination reports. 
In accordance with the instructions we did not set those market values 
down in the report. 

Mr. Fiscusacn. Now, refer to page 2-S of your examination 
report, the statement on page 2—-S of your report which indicates that 
certain loans were undercollateralized. 

Mr. Zarrmut. The analysis purportedly prepared by the share- 
holders’ committee ? 

Mr. Fiscusacu. I think you can take Mr. Gregory’s word for it 
that it was. 

Mr. Zarrmu1. Assisted by Mr. La Frentz. By the way, I would 
like to point out that no objection was taken in this detailed analysis 
to the figure for undivided profits as shown in my report. They 
accepted it. Apparently they agree with my figures. 

Mr. Fiscusacu. I do not know whether they do or not. 

Mr. Zarritwi. They take no exceptions to it. 

Mr. Fiscupacn. It is possible that they do not. 

Mr. Zarrtiut. I can only conclude they agree because they went and 
took such items which were insignificant and took exception to them. 
Certainly an item as big as that they would have noticed immediately. 

Mr. Fiscupacn. Well, somebody must have overlooked $400,000 or 
treated it differently from the way you treat it. That is perfectly 
evident. Are you not satisfied as to that ? 

Mr. Zarrmui. | feel that is a proper statement. 

Mr. Fiscupacn. And it is still up in the air as to who was right. 

Mr. Zarrinzai. Not inmy mind. I know I am right on that. matter. 

Mr. Fiscrmacu. If you are right, then I take it you feel that Mr. 
Ammann is wrong ? 

Mr. Zarrmu. I do not know. I do not know how those figures 
were prepared, the purpose for which they were prepared, and I am 
not ready to say that he was wrong. 

Mr. Fiscnupacn. I thought we would be well rid of that, but I 
might call attention to the fact that in the FBI accounting, prepared 
for Mr. Ammann, there was a third figure and we will come to that, 
I believe, at a later date. 

Mr. Zarriut. What does the association claim was the undivided 
profits ? 

Mr. Fiscumacn. I think the association claims its undivided profits 
and surplus as of May 18, 1946, was some $1,300,000, and that ap- 
parently there has not been any dispute about that. 

Mr. Zarritit. Does that include the current income from January 
1, 1946, until May 18, 1946? 

Mr. Fiscusacn. I would assume it included everything that was 
appropriate. 

Mr. Zarriut. If that was appropriate, do you say ? 
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Mr. Fiscnpacn. Yes. 

Mr. Zarritui. If it included the current net income from January 
1, 1946, to May 18, 1946, it is an improper statement. That was not 
undivided profits. Anyone who thinks that it was undivided profits, 
I would like to have them sit right here next to me and discuss it. 

Mr. Fiscueacu. You might be against the FBI on that one but we 
will come to that later. 

Going back now to the subject of undercollateralized loans, there was 
some criticism of your report by the shareholders’ committee, and I 
would appreciate it if you would give us your views on that. 

Mr. Zarriwut. The shareholders’ committee makes this statement : 

It does not seem to be a proper statement to say that the loans are undercol- 
lateralized when the association held the cash therefor. 

I have looked through page 2-S that they refer to, and I find no 
such statement where we said that the loans were undercollateralized. 
The shareholders’ committee must have read another report. 

Mr. Fiscueacu. I call attention to subdivision “f,” that is “f” that 
is on page 2-S, in which there appears the following statement on May 
18, 1946: 

The aggregate unpaid principal of the first liens securing loan 147-C was 
$2.59 less than the balance due on loan 147-C. At this same date “Willhoit- 
Various” had a balance of $13,460.38. 

Was the intendment of your report to show that the $13,000 referred 
to as the balance was applicable to loan 147-C, or was it the intention of 
your report to present the premfse that loan 147-C was undercollater- 
alized ? 

Mr. Zarritui. The two sentences you just read are statements of 
fact without interpretation. Whoever prepared the analysis which 
purports to take exception to our examination report says that we 
lave made a statement that the loans are undercollateralized. First 
of all, we made no such statement. I do not at this time state that the 
loans were undercollateralized. Asa matter of fact, we put the infor- 
mation that there was a balance in the “Willhoit-Various” accounts 
which is a liability account of the association which was due to Will- 
hoit right next to the statement that the unpaid principal of first liens 
securing loan 147-C was $2.59 less than the balance due on 147-C— 
we put them next to each other to indicate that although the unpaid 
balance on the first liens which were direct collateral for the loan were 
$2.59 less, as a matter of fact they had other moneys. We did not 
mean to criticize the association at all. They inferred the criticism. 

Mr. Fiscupacnu. Will you refer to page 2-H: 

As noted in the comments which follow, certain of the collateral loans have 
been slightly undercollateralized, at times, due to releases of collateral without 
the crediting of the release price to the collateral loan. 

I think the point made by the shareholders’ analysis is that that 
criticism is unfounded. 

Do you agree with it, or do you disagree with it ? 

Mr. Zarritui. The shareholders refer to page 2-S. That is the page 
I looked at when they took exception to my report. 

Mr. Fiscupacu. Now that you have looked at page 2-H, do you have 
a different comment to make ? 

Mr. Zarrtw1. The loans may have been slightly undercollateralized, 
as we state, when the direct collateral for the loans is taken into con- 
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sideration. However, under the broad pledge agreement which is 
executed by borrowers in connection with this type of lending, it 
could probably be interpreted that the amounts held as a liability for 
the benefits of the borrower could be considered as additional collateral 
but not direct collateral for these loans. 

Mr. Fiscupacu. Under a regular standard form of loan agreement 
which is approved and authorized by the Federal Home Loan Bank 
Administration rules and regulations and those of the Federal Home 
Loan Bank Board, are not Federals permitted to accept share accounts 
as collateral ? 

Mr. Zarriwwi. Yes. 

Mr. Fiscusacu. Is that not what the case was in this instance? 

Mr. Zarriwt. I do not believe, Mr. Fischbach, that that is what is 
referred to in this particular instance. I believe we are referring to 
the amounts due the borrower which are held in the collection account 
for the benefit of the borrower. 

Mr. Fiscusacn. In point of fact, the criticism that you made on 
page 2-H that certain of the collateral loans were slightly under- 
collateralized is attacked by the shareholders on the ground that the 
association had, in addition to the basic collateral, the supplemental 
collateral of the pledge of various share accounts. And I would take 
it that your comment on the transactions which are set forth as being 
undercollateralized would indicate that there were, in addition to the 
basic collateral on which the loans were made, supplemental collateral 
in the form of the pledge of share accqunts. 

Mr. Zarriur. On May 18, which is the date referred to wherein the 
loan might have been undercollateralized, the share accounts, I believe, 
had all been paid out and therefore could not be considered as addi- 
tional collateral after they had been paid out. 

Mr. Fiscupacn. You showed a balance in the “Willhoit-Various” 
account. 

Mr. Zarritu1. That is not a share account. 

Mr. Fiscusacu. What kind of an account is it? 

Mr. Zarriii. A direct liability account representing the collections 
on contract, the proceeds of which have not been turned over. 

Mr. Fiscusacu. Were they not pledged as supplemental collateral ? 

Mr. Zarrwu1. Under the broad pledge agreement, I think you would 
consider them or could consider them so. They were not direct col- 
lateral. They were additional collateral. 

Mr. Fiscnsacu. They were supplemental collateral, they are par- 
tial collateral. 

Mr. Zarrtiut. I believe you could say that. 

Mr. Fiscupacn. And therefore part of the entire collateral. 

Mr. Zarriu. That is right, and I do not think the $2.59 is in 
jeopardy as a result. 

Mr. Fiscusacu. You do not believe there was a surplus of collateral 
on hand, instead of the loans being undercollateralized they were over- 
collateralized ? 

Mr. Zarriiur. And the $2.59 was entirely safe. 

Mr. Fiscupacnu. The principals of the loans were entirely safe, too, 
were they not? 

Mr. Zarriwwt. At that particular time; yes. 

Mr. Fiscupacnu. Then your comment as to the loans being slightly 
undercollateralized is absolutely incorrect? 
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Mr. Zarriwxi. It is not absolutely incorrect, because the—— 

Mr. Fiscupacn. Is it partially incorrect? 

Mr. Zarritu. Please allow me to finish the answer. 

Mr. Fiscupacu. Go ahead. 

Mr. Zarru. It is not absolutely incorrect, when you take the 
direct collateral into consideration; that is, the first liens which se- 
cured the particular loan which represents the direct collateral. It 
was undercollateralized in the amount of $2.59. 

Mr. Fiscupacu. When you determine whether a loan is fully or 
partially collateralized, don’t you take all of the collateral into con- 
sideration, or do you just take a part of the collateral into considera- 
tion in reaching such a conclusion ? 

Mr. Zarrmu1. Mr. Willhoit had more than one loan. The unre- 
mitted collections which are represented in this “Willhoit-Various” 
account applies to all of the loans. We do not know exactly what 
portion of this unremitted collections applied to the $2.59. 

Mr. Fiscupacu. But you came to the conclusion that the loans were 
undercollateralized and in reaching that conclusion you did not take 
into consideration the $13,000 that was available? 

Mr. Zarriwui. I did not say that. When we take the direct col- 
lateral into consideration for each loan, it is true that $2.59 was 
unsecured. 

Mr. Fiscupacu. I know, but why do you operate only on the direct 
collateral when there is additional collateral ? 

Mr. Zarritui. Because the additional collateral does not apply to 
any particular loan. 

Mr. Fiscupacn. It applies to what? 

Mr. Zarrizwt. You cannot find which of that additional collateral 
applies to the $2.59. 

Mr. Fiscuspacu. But you make the criticism it is undercollater- 
alized and 

Mr. Zarritir. Which it was, when we take into consideration the 
direct collateral, for the same loan. 

Mr. Fiscuracu. Yes; but that is only taking half the hog, and 
that is the basis for this criticism that was made, is it not ? 

Mr. Zarriiit. The basis upon which the criticism was made is that 
the first lien, the security for the particular loan, 147—C, was $2.59 
less than the balance of the loan, so the direct collateral was at that 
particular moment less. 

Mr. Fiscusacu. Do you recall the position you took in connection 
with the Jackson Turner loans? 

Can we go off the record ? 

(Discussion off the record.) 

Mr. Houtrietp. We will take a 5-minute recess. 

(Whereupon, a recess was taken. ) 

Mr. Houtrrevp. The subcommittee will be in order. 

Mr. Fiscusacu. In connection with the Jackson Turner loans, did 
you ever ascertain whether Mr. Ammann issued any instructions? 

Mr. Zarritu1. What type of instructions do you refer to? 

Mr. Fiscupacu. As an illustration, did Mr. Ammann stop the 
building of the buildings on the Jackson Turner loan ? 

Mr. Zarri1t1. I don’t know whether he did or not. 

Mr. Fiscupacn. If he did, would that have been a fact which you 
should have reported, Mr. Zarrilli ! 
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Mr. Zarriiw1. I don’t believe so, if it happened after the date of 
the examination. 

Mr. Fiscusacn. Well—— 

Mr. Zarritwur. I may have. 

Mr. Fiscusacu. Let us see. Drawing on your experience as an 
experienced examiner of this type of institution, I take it that you 
know that when there are many buildings being built in a reguiar 
building operation and the building construction is being financed by 
a given Federal savings and loan association, if the building is allowed 
to proceed in the regular course, then the contractor’s or the builder’s 
costs are one thing. 

But, don’t you ine that if there is a halt to the construction, the 
costs involved rise tremendously ¢ 

Mr. Zarritur. Yes; I know that. 

Mr. Fiscusacn. With that knowledge, would you not, in reporting 
the condition of a construction loan on many houses, as I believe 
the Jackson Turner loan involved, report also that there had been a 
halt to the construction at or near the time of the date on which you 
were making the report, if in fact such information came to you ? 

Mr. Zarritut. I have no recollection of any halt. This is the first 
time I heard that mentioned in connection with the Jackson Turner 
loan. 

Mr. Fiscnracn. If anything like that did take place, I would assume 
that it never came to your attention. 

Mr. Zarriwur. That is correct; it never did. 

Mr. Fiscusacu. Now, had it come to your attention, I would also 
assume that in your endeavor to faithfully report all of the facts per- 
taining to a given transaction, you would have reported that, too? 

Mr. Zarriiut. I believe I would. 

Mr. Fiscupacn. Was there not substantial criticism made of the 
Jackson Turner loan? 

Mr. Zarriit. By whom? 

Mr. Fiscusacn. By you or Mr. Wyman. 

Mr. Zarriut. I believe there was. 

Mr. Fiscusacn. Wasn’t his criticism in large part based upon the 
facts that you presented ? 

Mr. Zarriit. I believe some of them were based on the facts that 
we presented. 

Mr. Fiscunacn. If the facts you presented failed to disclose cer- 
tain other related facts—and mind you, Mr. Zarrilli, I am not sug- 
gesting that you concealed any facts, and I am not suggesting that 
you did not report the facts that were made available to you, but I 
am merely basing this question upon the premise that if Mr. Wyman’s 
criticism was made upon the basis of the facts you did report, and 
the facts you did report failed to disclose, through no fault of yours, 
other related facts, that the criticism would be based only upon a 
partial presentation. 

Mr. Zarritur. Mr. Wyman bases his ¢riticisms on the facts presented 
in the report, and other facts, I believe. 

Mr. Fiscuzacn. But you have never heard that there was an order 
to Mr. Turner to stop construction ? 

Mr. Zarriut. I never heard that before today. 

Mr. Fiscrpacn. Did you ever hear that Mr. Ammann said that 
there would be no further advances in connection with the Jackson 
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Turner loan until there could be an audit made and an estimate made 
of the amount necessary to complete the construction ? 

Mr. ZarnitxI. I did not hear that. 

Mr. Fiscuzacu. If you had heard it, it would have been put into 
your report—and I take it from your testimony that you worked 
on the report from May until November. 

Mr. Zarritui. That is right, but you must remember the date of the 
report was May 18, 1946, and it was confined to the period of May 
18, 1946. 

Mr. Fiscupacu, Yes; but you indicated that if, within a week or two 
of May 18, you had acquired knowledge of a condition, such as stopping 
construction, that would be a fact which would be reported in connec- 
tion with the status of the loans on May 18. 

Mr. Zarritui. It might be reported, yes. 

Mr. Fiscupacu. I mean, just the same as if there had been an explo- 
sion—you would have put that in, would you not, as a footnote or a 
comment ? 

Mr. Zarrmiut. I don’t feel, however, that such information was with- 
held from me. 

Mr. Fiscuzacu. How do you know if it was or was not? You never 
heard of it before today. Isn’t that true? 

Mr. Zarriiut. I never heard of it before today. 

Mr. Fiscusacn. Certainly, and you do not want to suggest by your 
last statement that you could have had that information, do you? 

Mr. Zarrivu. I merely suggest that the inference of your questions 
is that you feel someone may have withheld the information from me. 

Mr. Fiscusacu. Would you rather that I feel 

Mr. Zarriuui. I would rather that you feel that no one withheld the 
information from me. 

Mr. Fiscusacu. Did you ask Mr. Ammann about anything that 
he did in connection with the Jackson Turner loan ? 

Mr. Zarritu. Jackson Turner was mentioned quite frequently dur- 
ing the course of the examination. I don’t recollect at this time, 5 years 
later, exactly what was said and what was not said. 

Mr. Fiscupacnu. Surely, if Mr. Ammann had mentioned to you that 
he had stopped construction on the Jackson Turner project, you would 
have reported it at that time ? 

Mr. Zarnitui. I wouldn't say “surely.” I may have. 

Mr. Fiscupacuw. You would have, wouldn’t you? 

Mr. Zarritut. I may have. 

Mr. Fiscupacu. You were anxious and willing and desirous of 
reporting all pertinent facts, weren’t you ? 

Mr. Zarritut. All pertinent facts that happened before May 18, the 
date of the examination. 

Mr. Fiscupacu. Certainly, and when you report the condition of a 
multiple Joan, as of a given date, you would not close your eyes to 
the fact that there was a fire 2 days later, if there was a fire, would you? 

Mr. Zarritui. I don’t believe I would. 

Mr. Fiscupacn. Of course you would not, and there was no question 
that Mr. Ammann never told you he stopped construction on the 
Jackson Turner loan. 

Mr. Zarritui. I would not say there was no question. He may have, 
he may very well have. 
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Mr. Fiscupacu. If he did, you would have reported it, wouldn’t 
you? 

Mr. Zarritui. I may have. I am not sure of that. 

Mr. Fiscusacu. If there was a substantial balance outstanding on 
the Jackson Turner loan and you heard from Mr. Ammann that Jack- 
son Turner was willing to pay the entire loan off, would you have put 
that in as a footnote. 

Mr. Zarrixut. I don’t believe I would. 

Mr. Fiscupacn. Would it have influenced you in the presentation of 
the facts in connection with the validity of those loans or the amount 
of securities of the loans? 

Mr. Zarrit11. Will you repeat that question, please ? 

Mr. Fiscupacu. Read it. 

(Whereupon, the question referred to was read by the reporter.) 

Mr. Zarritu1. I do not believe a purported offer to pay them off 
would have affected the securities. An offer to pay off is not a pay-off, 
and if he wanted to pay them off, he could have, because under the 
charter such an offer cannot be denied. 

Mr. Fiscusacu. Now, the availability of a complete pay-off is a 
factor you take into consideration in determining whether a loan is 
good or bad, isn’t it? 

Mr. Zarriiui. I would have to look behind the facts, behind the offer 
to pay off loans already disbursed. It is difficult to understand how 
anyone could offer—that is, how any other institution could offer to 
refinance loans already overdisbursed. It is possible, but I don’t think 
any institution would bail out another on loans already overdisbursed. 

Mr. Fiscupacu. Would you look beyond an offer to pay off? 

Mr. Zarrut..I don’t believe I would. That is a management 
problem. 

Mr. Fiscuracn. Certainly, but, in other words, if the money was 
available, that is all you would be interested in, regardless of whether 
some institution was exercising good or bad judgment ? 

Mr. Zarriwut. If it was available, and I underline “if”—— 

Mr. Fiscupacu. Yes; if it were available, then that is all there 
would be to the matter, as far as you are concerned ? 

Mr. Zarrww1. The availability of the funds does not pay off the 
loan. Cash pays the loan off. I didn’t see any cash around. 

Mr. Fiscusacn. If cash were offered to pay the loan off, and as you 
did, so I say, “if”—if cash were available, that is all there would be 
to the matter, isn’t that true? 

Mr. Zarriwur1. Presuming the borrower walked in with the cash. 

Mr. Fiscuracu. In your examination of the various loans at Long 
Beach Federal, did you find that it made money on those loans? 

Mr. Zarriwut. I find they collected the interest due them under the 
contracts. 

Mr. Fiscuzacn. Is that your way of saying that they made money? 

Mr. Zarriuui. It is my way of saying they collected interest, the same 
as anyone else would. 

Mr. Fiscupacu. Did they have any losses on those loans or did they 
make a profit? 

Mr. Zarritui. They collected the interest due them. 

Mr. Fiscusacu. Did you report that they made a profit or loss? 

Mr. Zarriuut. I reported they collected interest that was due them on 
the contracts. 
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Mr. Fiscusacu. Of course, you reported the expenses of the opera- 
tion, too, didn’t you? 

Mr. ZaRRILLI. That is right. 

Mr. Fiscusacu. Let us stop quibbling about this, Mr. Zarrilli. Did 
they make money or did they lose money ? 

Mr. Zarriu11. They collected interest, as any association would. 

Mr. Ho.irrevp. I think you can be more responsive, Mr. Zarrilli, 
to the question. It is a simple question and it is easily ascertainable 
from the figures in your report. I suggest that you be as responsive 
as you feel is necessary. 

If the interest is paid on a loan, then it is very simple; the adminis- 
tration is making money unless their expenses are greater than their 
gross income. 

Mr. Zarriuwt. That is true; but counsel asked me whether or not 
they made money. He did not ask me whether they collected the 
interest, which is in fact what happened. 

The inference of making money is something over and above just 
the mere collection of interest, which is an ordinary procedure in any 
savings and loan association. 

Mr. Houirrevp. I think the question is more general. As I under- 
stand it, it was whether the association had made money on the loans. 
Now, collecting interest, which you admitted they did, is one of the 
items in arriving at a conclusion as to whether they made money 
or not. Their net profit would show whether they made money 
or not. 

Mr. Zarritxt1. If counsel means by making money, did they collect 
the interest due them, the answer is “Yes.” 

Mr. Fiscusacn. Are you afraid to take the position that Long 
Beach made money prior to May 18, 1946? 

Mr. Zarri.1t. No. 

Mr. Fiscnpacu. Are you under wraps in any respect with regard 
to your testimony, Mr. Zarrilli? Are you supposed to create a certain 
atmosphere; is that why you are taking that position ? 

Mr. Zarrivut. Mr. Fischbach, if a certain atmosphere has been 
created, it has been created by you, because you are leading around 
to these various questions, and I unsuspectingly walk into an admis- 
sion of something that I do not intend to admit and 

Mr. Fiscupacu. Do you have any objection to admitting the truth ? 

Mr. Zarritut. None whatever. I am anxious to admit it. 

Mr. Fiscupacu. Isn’t it true that the Long Beach Federal made 
money, as shown by the examination of May 18, 1946? 

Mr. Zarritxut. Their income exceeded their expenses. 

Mr. Fiscugzacn. Is it true, as shown by your report of May 18, 1946, 
that Long Beach Federal was solvent ? 

Mr. Zarri.ui. It was solvent. 

Mr. Fiscupacn. Is it true, as shown by your examination report 
of May 18, 1946, that its ratio of quick current net assets, as you 
understand those terms, in the accounting sense, was high in com- 
parison to its over-all liabilities whether deferred, immediate, or 
contingent, in any sense whatever ? 

In other words, I am confining you, on the one hand, to very choice 
assets and I am giving you the opportunity to compare the ratio 
between those choice assets and any kind of liability, so that you can 
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se most unfavorable picture that you can about Long Beach 
ederal. 

Mr. Zarritui. As far as I know, no criticism has ever been made of 
the solvency of the Long Beach Federal. 

Mr. Fiscusacu. So that, if you take everything that is wrapped up 
in exhibit C, the term used to describe the Strecker report, and if you 
go from one end of it to the other, despite everything that is in there, 
assuming what is in there is true, the institution was still making 
money, the institution was still solvent, and it still had a good ratio 
of quick current choice net assets available for all of its liabilities. Is 
that true? 

Mr. Zarritui. That is true. 

Mr. Fiscusacu. When you made that report, when you found that 
condition, did you make any comment about it ? 

Mr. Zarrmxu. Mr. Fischbach, that is a conclusion interpretative of 
the statement. We confine ourselves to factual reporting. 

Mr. Fiscusacu. Except as disclosed by exhibit C. 

Mr. Zarruu1. Except as disclosed by exhibit C. 

Mr. Fiscupacn. Did you engage in more activity of this char- 
acter in exhibit C than you would in a normal examination report? 

Mr. Zarrmut. What character do you speak of ¢ 

Mr. Fiscupacu. Comments, hearsay, and data of the type that is 
contained in exhibit C. 

Mr. Zarriww. First of all, let me point out again that there is very 
little hearsay contained in the report. If we report it at great length, 
the reason is that there was much to report. 

Mr. Fiscupacu. You had instructions, as one illustration, to make a 
very detailed report on all of the construction loans, didn’t you? 

Mr. Zarritur. That is true. 

Mr. Fiscupacu. In the absence of those instructions you would 
have just reported a balance sheet on those loans and statement of 
condition ? 

Mr. Zarriui. Probably, but it is entirely possible that without the 
instructions in connection with our examination we may have gone 
into the loans and reported much of what already was in the report. 

Mr. Fiscupacu. Isn’t it a fact, Mr. Zarrilli, that if you had not had 
the instructions which were admitted in evidence here as exhibit No. 
25 that your examination report on Long Beach Federal of May 18, 
1946, would have been very much like the examination report of the 
same association by the examiners that took place, let’s say, the year 
before, or like the examination that was made last year? 

Mr. Zarriwwu. I emphatically state that that does not necessaril] 
follow. If one examiner does not report completely, it does not fol- 
low that the next examiner also will not report completely. 

Mr. Fiscupacu. I see that you audited the operations and the rec- 
ords of the hotel which was owned by the association and leased by 
it to someone else. 

Mr. Zarrimx1. That is correct. 

Mr. Fiscupacnu. You would not have done that if you had not been 
specifically instructed so to do, isn’t that right ? 

Mr. Zarrwut. It is true we have looked carefully into the opera- 
tions of the hotel. I am not prepared to say at this moment the extent 
of our investigation. 
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Mr. Fiscuzpacn. Wherever an institution owns a piece of property, 
whether it is a hotel or anything else and the association had leased 
it to somebody else, you would confine your examination of that kind 
of a transaction to the examination of the lease, you would look to 
see what the rent was and whether the rent was being paid and you 
would report on the status of that, would you not? 

Mr. Zarrmw1, Yes, and we would audit and make such checks 
as necessary to satisfy ourselves as to the accuracy of the figures. 

Mr. Fiscusacn. That is right, but you would not have gone into 
the detail that you did in this examination. 

Mr. Zarrixt. Possibly not. 

Mr. Fiscunacn. Did you find anything wrong with this hotel oper- 
ation ? 

Mr. Zarritii. You are speaking now of the lease ? 

Mr. Fiscupacn. I am speaking now of the hotel operation. You 
audited the transaction. Did you find anything wrong with it? 

Mr. Zarriuxt. I reported facts in the report. I did not come to any 
conclusions. 

Mr. Fiscupacu. You reported those facts and I believe you reported 
those facts as your version of what the true facts were? 

Mr. Zarriix1. To the best of my ability. 

Mr. Fiscunacn. Let me ask you this: Would you have been glad 
to own the hotel on the basis that it was leased ? 

Mr. Zarriiu1. I would have been crazy to own it and lease it that 
way, but I would have been very happy to get a lease under those 
terms, to be the lessee. 

Mr. Fiscnpacn. Did you find that the operator of this hotel was 
making an inordinate amount of money from that transaction ? 

Mr. Zarrici1. When we started the examination, the manager of 
the hotel did not even know it had been leased. On May 20 the man- 
ager did not know it had been leased. 

Mr. Fiscupacn. Was he the tenant or was he the manager ? 

Mr. Zarritut. I believe he was the manager when the association 
operated the hotel. 

Mr. Fiscupacu. Was he an employee or was he the principal ? 

Mr. Zarrmu. He was not the principal, to the best of my recol- 
lection. Mr. Turner, a George Turner, was the principal in the trans- 
action. 

Mr. Fiscuracn. Do you see anything wrong with a person having 
an individual in his employ and not advising that individual as to 
what all the details of his ownership are ? 

Mr. Zarriwu. It seems awfully strange that a hotel which was sup- 
posed to have been leased on May 8, that the lessee did not tell his 
own manager that he was now in fact the operator of the hotel. That 
was unusual, to my way of thinking. 

Mr. Fiscuracn. Did you go to the lessor and complain about the 
fact that he did not keep his employee informed ? 

Mr. Zarriwur, I did not feel it was my duty. 

Mr. Fiscuracn. Did it ever occur to you that perhaps the people 
out in California don’t do business the way they do in New York, that 
area of New York in which you live and to which you are accustomed ? 

Mr. Zarrictur. I think that human beings are human beings all over 
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the world, and if a man leases a hotel on May 8, and on May 20 his 
own manager does not know about it 

Mr. Fiscupacn. Did you find that such a lease had been made? 

Mr. Zarriw11. According to the records of the association, such a 
lease was in existence. 

Mr. Fiscupacu. Did you tell the manager of the hotel that he ought 
to go to his boss and raise hob with him over the fact that the boss 
did not tell him the details of the venture? 

Mr. Zarritui. Apparently he did not know who his boss was. 

a Fiscupacu. He must have been a very ignorant employee, in- 
aeed. 

Mr. Zarritu. Of course, he thought that Long Beach Federal was 
his boss, whereas George Turner was supposed to be. 

Mr. Fiscupacu. Did you find out who hired him ? 

Mr. Zarriwzi. The manager ? 

Mr. Fiscupacn. Yes. 

Mr. ZarriLu1. I presume he was hired by the Long Beach Federal 
and he was carrying on under his own arrangements with Long Beach 
Federal. 

Mr. Fiscnpacu. Did you ask him whether that was so? 

Did you, Mr. Zarrilli, or did you just get these alleged facts out 
of the atmosphere out there ? 

Mr. Zarritui. I don’t recall whether or not I asked him whether 
or not that was so. 

Mr. Fiscupacu. How did you get as much of a compendium of so- 
called facts as you did without making some eat effort in that 
direction ? 

Mr. Zarrivui. These facts are set forth in exhibit C in full detail. 
I did not work on this phase of the examination personally, but one 
of the examiners assigned to this did work on it and interviewed the 
manager of the hotel. 

Mr. Fiscupacu. You don’t know whether the report that was given 
to you was correct or incorrect ? 

Mr. Zarrii1t. I have full confidence in every man working for me. 

Mr. Fiscupacu. I appreciate the fact that you do have confidence 
in them, Mr. Zarrilli, but I am talking about your personal knowledge. 
You do not know how much of the story was given and how much 
of it was not given to you, do you? 

Mr. Zarritu1. You mean by the manager of the hotel or by my 
examiner ¢ 

Mr. Fiscupacu. By the examiner or by the manager of the hotel 
or even by the owner of the hotel. 

Mr. Zarriuut. Let us take them one at atime. I have full confidence 
that what the examiner transmitted to me was an accurate statement 
of his dealings in the transaction. 

Mr. Fiscupacu. I don’t doubt for an instant that you do have such 
confidence in your associates, but—— 

Mr. Zarritui. As far as the manager goes, the fact that he did not 
know about the lease was supported by the following facts, which I 
will quote from exhibit C: : 


Subsequent to the effective date of the lease the hotel manager, Mr. McIntyre, 
continued to turn over to the Association for deposit all receipts of the hotel. 


Mr. Fiscupacu. What is wrong with that? 
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Mr. ZarriLui. It seems awfully strange that if the hotel as a mat- 
ter of fact was not being operated by the association, that he should 
continue to give the receipts to the association. 

Mr. Fiscupacu. Maybe McIntyre was just a damn fool. 

Mr. Zarriwu. If you want to put that construction on this whole 
transaction, you are perfectly entitled to do so. I don’t think he was. 
a damn fool. I do think he didn’t know about it. 

Mr. Fiscusacu. Did you talk to him? 

Mr. Zarritui. Not personally. 

Mr. Fiscupacn. Then how can you have any such opinion on it? 

Mr. Zarriui. I have full confidence in what was reported to me 
by the examiner that worked for me. 

Mr. FiscuBacn. But you did not know—— 

Mr. Zarrivii. And it was also supported by the fact that these- 
receipts were being deposited as they always had been, to the asso- 
ciation, right up to May 20—and here we are asked to believe that. 
on May 8 he signed the lease with George Turner. 

Mr. Fiscupacu. Now, did you find any reference in the minutes 
of the transaction, too? 

Mr. Zarritui. We did. 

Mr. Fiscusacu. Did you talk with the directors and ask them 
whether they voted on that transaction—yes or no? | 

Mr. Zarriww. I didn’t call a special directors’ meeting. 

Mr. Fiscupacu. I did not ask you that, now, Mr. Zarrilli. Did you 
talk to any of the directors who were supposed to have voted on that 
transaction? Did you or didn’t you? 

Mr. Zarritu1. We asked Mr. Gregory to come in and discuss it, 
which he did not co. 

Mr, Fiscnpacn. Did you talk to any of the direetors ? 

Mr. Zarriu. I did not. 

Mr. Fiscupacu. Why didn’t you? 

Mr. Zarriu. I didn’t feel like I had to. 

Mr. Fiscupacn. Yet, you found minutes of the directors of the 
Long Beach Federal which had reference to this transaction, and you 
sit there and-say that you don’t think that such transaction took place. 

Mr. Zarriwwi1. The transaction took place. I don’t deny that the 
transaction took place. I am merely stating, and I repeat, that the 
lease was supposed to have been executed on May 8, 1946, but until 
May 20, George Turner, the lessor, did not see fit to tell the hotel 
manager that he was now operating the hotel. 

Res: Fiscupacu. Why didn’t you complain to Mr. George Turner 
about it ? 

Mr. Zarritui1. I didn’t feel it was my duty to complain to Mr. 
Turner. 

Mr. Fiscupacu. Mr. Wyman, you presented to this subcommittee 
certain views in connection with this transaction, didn’t you? 

Mr. Wyman. Yes, sir. 

Mr. Fiscusacu. Did you talk to any of the directors of the Long 
Beach Federal to find shale that transaction was made as reflected 
in the minutes of Long Beach Federal ? 

Mr. Wyman. No;1 did not. 

Mr. Fiscupacu. Did you sit here in Washington and upon the facts 
reported to you reach the conclusions that you expressed ¢ 
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Mr. Wyman. My conclusions were based on the facts as brought 
out in the report of the examination. 

Mr. Fiscupacn. Were you satisfied with the facts that were brought 
out in the report of the examination ? 

Mr. Wyman. I was satisfied in this way, that it would seem to me 
to be a matter of proper supervisory concern, that the association 
would lease for a period of 20 years a hotel property, which lease did 
not provide for any safeguards to the association or control, insofar 
as I could ascertain, from the facts that I had, and which pretty much 
foreclosed the association, I might say, against any and all rights 
except to receive one-half of the net income. 

Mr. Fiscusacn. Did it ever occur to you, Mr. Wyman, as chief 
supervisor, that you owed a measure of responsibility to the members 
of the Board to get the facts of this situation before you made any 
recommendation—or do you think that that type of function in your 
capacity as chief supervisor is an adequate discharge of the duties that 
you have ? 

Mr. Wyman. I made no recommendation to the Home Loan Bank 
Board on that matter. I merely presented the facts to them. 

Mr. Fiscnsacu. And in presenting what you say were the facts 
of this situation, you presented nothing more than what was contained 
in exhibit C, that and the conclusions that you reached on it ? 

Mr. Wyman. I would say that, substantially—I don’t recall—— 

Mr. Fiscnsacn. You feel that was a proper discharge of your 
functions and your duties as chief supervisor ? 

Mr. Wyman. I feel that it was a proper discharge of my duties, 
to discuss the matter, the facts we had, with the Home Loan Bank 
Board and that I did. 

Mr. Fiscusacn. And make no further effort to ascertain whether 
those facts presented 1 percent of the picture or 40 percent of the pic- 
ture or 100 percent of the picture ? 

Mr. Wyman. I don’t know what you mean by 1 percent or 100 per- 
cent of the picture. I don’t know what you mean by that. 

Mr. Fiscuracu. Of course, you don’t. You made no effort what- 
ever to ascertain the facts, to find out whether the supposed facts 
related to this transaction were real facts. You just presented a 
package as it came to you. 

Mr. Wyman. I would like to say this, that, as I believe you know, 
we do not in our supervisory department, examine these .institutions. 

Mr. Fiscuzacu. Mr. Wyman, did you at any time inquire of Mr. 
Ammann whether the Jackson Turner loans were interfered with by 
Mr. Ammann. to the extent of his directing Mr. Turner to cease con- 
struction ? 

Mr. Wyman. I have already testified before this subcommittee and I 
will repeat again that I had nothing to do with the operation of this 
conservatorship. The record is very clear on that,‘and I believe that 
that testimony has been confirmed by others who have testified, be- 
cause that is the simple fact of the matter, and therefore I did not give 
Mr. Ammann any instructions. 

He was under the direct supervision of the Governor of the Fed- 
eral Home Loan Bank System, as I have previously stated before this 
subcommittee. This is my answer to your question. 

Mr. Fiscupacn. Did you ever ask Mr. Ammann whether he ever 
halted construction on the Jackson Turner loan? 
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Mr. Wyman. No, sir; I did not. 

Mr. Fiscusacu. Did you not think that was a matter that came 
within your jurisdiction as chief supervisor ? 

Mr. Wyman. In view of the fact that the conservator was func- 
tioning under the direct supervision of the Governor of the Home 
Loan Bank System, I did not think that it was my duty or my respon- 
sibility to inject myself into that picture. 

Mr. Fiscuzpacu. The Governor was not the supervisor, was he? 

Mr. Wyman. Yes; he was. 

Mr. Fiscusacu. What constituted the Governor the chief super- 
visor ¢ 

Mr. Wyman. The Governor of the Federal Home Loan Bank Sys- 
tem was specifically authorized, and the authority was specifically 
delegated to him, to be responsible for the supervision of Federal 
savings and loan associations and other institutions that were insured 
by the Insurance Corporation to such extent as is proper under the 
statute. 

Mr. Fiscusacn. Mr. Ammann was under bond. Was the Governor 
under bond ? 

Mr. Wyman. Not to my knowledge. 

Mr. Fiscupacu. Mr. Ammann under bond had responsibility for 
what he did as conservator, didn’t he? 

Mr. Wyman. My understanding is that he was responsible to the 
Governor of the Federal Home Loan Bank System. 

Mr. Fiscupacn. Are you under any bond to the Federal home loan 
institutions under which you undertake to influence them by your 
supervisory suggestions ? 

Mr. Wyman. I don’t understand. 

Mr. Fiscuracu. In discharging your duty as chief supervisor, do 
ou not undertake to influence the action of the Federal savings and 
oan associations throughout the United States ? 

Mr. Wyman. Yes, certainly. 

Mr. Fiscupeacu. Doesn’t that carry with it a measure of re- 

sponsibility ? 

Mr. Wyman. Yes; I would say so. 

Mr. Fiscupacn. Yet you are not under bond, are you ? 

Mr. Wyman. No, sir. 

Mr. Fiscuracu. What recourse does an insured institution have 
from some supervisory suggestion that you may make? 

Mr. Wyman. I don’t know that he has any recourse. They can 
comply with it or not comply with it. It is merely a recommendation. 
I have nothing whatsoever to do with the handling of the negotiable 
securities of the institution. 

Mr. Fiscuracn. Suppose in your judgment you conclude that a 
given association should take a certain course of action. Isn’t it a 
fact that your mere presence on the scene and the fact that a given 
course of action was suggested by you places the institution and its 
management in a position of great persuasion ? 

Mr. Wyman. I would say that the purpose of my being there cer- 
tainly would be to endeavor to influence the association to modify some 
course of action which was felt to be improper or unsound. 

Mr. Fiscupacu. Yet you take such action without being in a posi- 
tion to give any recourse whatever to the association involved. 
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Mr. Wyman. I have stated the facts to you as I know them, and | 
do not know what further answer I can give on that question, if it is 
a question. 

{r. Fiscupacn. Mr. Wyman, we are approaching the noon recess. 
I am going to deliver to you what has been represented to me to be 
an original affidavit sworn to by Jackson Turner on January 6, 1951. 
I would like to examine you and Mr. Ammann on that as soon as we 
convene for the afternoon session. 

Mr. Zarrmu. May I make one additional statement concerning the 
hotel ¢ 

Mr. Fiscupacn. Yes, sir. 

Mr. Zarritui. I do not know whether you have finished with that 
matter. 

Mr. Fiscupacu. Go ahead anyway. 

Mr. Zarriwwt. In addition to the fact that Mr. McIntyre did not 
know until May 20 that the hotel had in fact been leased to Mr. Turner, 
I would like to bring out the following. 

The minutes dated May 8, 1946, also contain the resolution leasing 
two small stores in the rear of the association quarters to Mr. Willhoit. 

Mr. Willhoit stated, and I was present when he made the statement, 
that Mr. Gregory first approached him regarding the lease of these 
stores on May 15, 1946, and that he accepted Mr. Gregory’s offer on 
that day, that is, May 15. 

The resolution stating that Mr. Willhoit desired additional quar- 
ters is dated May 8. 

Mr. Fiscupacu. The week before. 

Mr. Zarrwu1. The week before. Also Mr. Willhoit told us, the 
examiners—and I was present when he made the statement—that Mr. 
Gregory offered him a lease for the hotel a day or two later, after 
agreeing to lease the two stores in the rear. 

In other words, on May 16 or 17 Mr, Gregory was offering the hotel 
to Mr. Willhoit. 

Mr. Fiscusacu. Allright. Did it ever occur to you 

Mr. Zarriiur. Just a moment. At the same time he wanted us to 
believe that on May 8 he executed the lease to Mr. Turner. 

Now, it is awfully unusual, after leasing the quarters on May 8, 
Mr. Chairman, that he would go around and try to find someone and 
lease again, after he had once already leased them, unless he had con- 
trol over Mr. Turner’s actions and could get an assignment. 

Mr. Houirievp. Or unless he had been directed to da so. 

Mr. Fiscueacu. Did you ever examine the Federal at Miami? 

Mr. Zarritu. I have never enjoyed the sunshine in Florida as | 
have in California. 

Mr. Fiscusacu. You might find there that the property and leases 
pass so quickly that it would be quite difficult to record the sequence. 
The fact that Mr. Willhoit was offered the lease to the hotel—— 

Mr. Zarriiut. It is strange that Mr. Gregory should be offering it 
and not Mr. Turner. 

Mr. Fiscupacu. Do you think it is strange? 

Mr. Zarriww. Very strange; unless he could control Mr. Turner’s 
action. ° 

Mr. Fiscusacu. Did you ask Mr. Turner if—— 
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Mr. Zarruu. I did not ask him anything. I have never spoken 
to Mr. Turner; I don’t believe I ever met him; I would not know him 
if he walked into this room. 

Mr. Fiscupacn. You don’t know whether Mr. Turner wanted to 
make a quick turn-over ? 

Mr. Zarrwii. With Mr. Gregory as broker 

Mr. Fiscupacn. Possibly he was. 

Mr. Zarriti1. Possibly he was. Maybe Mr. Gregory was his broker. 

Mr. Fiscrpacn. Doesn’t this show you how many facts might enter 
into the situation that are not disclosed in your report / 

Mr. Zarritii. It doesn’t have anything to do with that at all. It 
merely shows me that it is very strange that the president of the Long 
Beach Federal, as the records show, after leasing on May 8, that he 
should again on May 16 or 17 be offering the same premises. ; 

Mr. Houirtevp. All right, gentlemen, we will adjourn now unt:l 
1:30. 

(Whereupon, at 12:25 p. m. the subcommittee adjourned, to recon- 
vene at 1:30 p.m. this same day.) 


AFTERNOON SESSION 


FURTHER TESTIMONY OF MICHAEL ZARRILLI, EXAMINER, HOME 
LOAN BANK BOARD 


Mr. Fiscusacu. Mr. Zarrilli, I asked you this morning to detail 
the respects in which the instructions in connection with the exami- 
nation and audit of Long Beach Federal of May 18, 1946, were special 
and in what respect they were normal. You made your comments 
in connection with that. I would like to inquire whether an incident 
of a normal examination would be the direct verification of 100 per- 
cent of creditor accounts, including loans in process 4 

Mr. Zarrimau1. That is not ordinarily done. As a matter of fact, 
I do not believe 100 percent was done in this particular case. I be- 
heve those instructions were subsequently amended to reduce that 
number. 

Mr. Fiscupacn. On the face of these instructions, they appear to 
be very special with regard to Long Beach Federal, do they not? 

Mr. Zarriwu1. They relate to loans and transactions in the Long 
Beach Federal. 

Mr. Fiscupacu. Aren’t they very special instructions calling for 
a special and distinctive type of audit as distinguished from a regular 
examination and audit ? 

Mr. Zarritu1. They contain instructions which go beyond the point 
which we usually go, in part. 

Mr. Fiscusacu. In point of fact, that whole examination report 
of May 18 and October 2, 1946, is a very special examination report. 

Mr. Zarriw1. A very special examination of a very special asso- 
ciation. 

Mr. Fiscusnacnu. How many years had you had experience as an 
examiner when you were called upon to do this examination ? 

Mr. Zarritxi. I am in my fourteenth year. 

Mr. Fiscusacn. In 1946 you were in your ninth year ? 
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Mr. Zarrix1. About that, yes. 

Mr. Fiscusacu. In those 9 years and in the 14 years which include 
the 9 years, had you ever had an occasion to make an examination 
report of an association similar to the one you made here, shown as 
exhibit C? 

Mr. Zarru. No, for the reason that I never examined an associa- 
tion such as this. 

Mr. Fiscusacn. Did you also have in those 14 years instructions 
similar to those that are reflected in the exhibit No. 25? 

Mr. Zarriuu. I have had special instructions, not word for word 
what is stated in that particular series of instructions, but on numer- 
ous occasions we have had special instructions even more detailed 
than those which you hold in your hand. 

Mr. Fiscugacu. I note that examination with respect to the First 
Federal Savings and Loan of Bellflower is covered in one paragraph 
on the last page. Did you know that ? 

Mr. Zarriw. I recall something about that, yes. 

Mr. Fiscusacn. In view of the fact that all instructions reiating to 
Long Beach Federal occur prior to point 2 of the memorandum on 
the fourth page, read what the instructions are with regard to Bell- 
flower. 

Mr. Zarrinwi. “Regular examination and audit, provided, however, 
that share accounts should be verified to the same extent as those of 
Long Beach Federal Savings and Loan Association.” 

I would like to add that I am quite sure that those instructions were 
subsequently modified. 

Mr. Fiscupacn. By whom? 

Mr. Zarriwu1. By the Governor, I presume, who issued those in- 
structions. 

Mr. Fiscupacu. Do you recall appearing before the Smith com- 
mittee as a witness, Mr. Ammann ? 

Mr. Ammann. Yes. 

Mr. Fiscuracu. Do you recall being asked the question whether 
you were making a regular or special examination ? 

Mr. Ammann. No. I do not recall the details of the testimony. 

Mr. Fiscnsacn. Did you testify before the Smith committee, to 
the best of your ability, and bring out all the truth in accordance with 
vour oath ? 

Mr. Ammann. I tried to answer the questions fully; yes, sir. 

Mr. Fiscupacu. Do you remember this question being put to you 
and your making this answer: “Were you given any instructions with 
regard to making any special examination of Long Beach Federal?” 
You made this answer: “It was a regular examination.” 

Do you recall that question and that answer ? 

Mr. AMMANN. It was a regular examination. 

Mr. Fiscunacu. Did you have with you at the time you went to 
California the document or a counterpart of the document which has 
been marked as “Home Loan Bank Board Exhibit No. 25.” 

Mr. Ammann. I believe so. 

Mr. Fiscupacn. You say that called for a regular examination? 

Mr. Ammann. I say that is a regular examination. As Mr. Zarrilli 
has explained, it is a regular examination with instructions for ex- 
tended scope. This institution was due for an examination at that 
time. That is what we mean by a regular examination. 
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Mr. Fiscusacn. Did you not note that neither the memorandum 
nor any memorandum which includes the contents or subject of ex- 
hibit No. 25 was to be released outside the Washington office of the 
Administration? Did you note that? 

Mr. Ammann. I do not recall that it says that. I would say it is 
true, yes. 

Mr. Fiscusacu. Was that the regular procedure ¢ 

Mr. AmMMANN. On a normal examination where there are no extra 
instructions, the assignment of the examiner is made by the district 
examiner himself. In this instance the request came from the Gov- 
ernor’s office. 

Mr. Fiscusacu. I asked you a question and I would like to have 
an answer on this subject: Was it the regular procedure that neither 
the memorandum nor any other memorandum which includes the 
contents or substance of this memorandum, which is exhibit No. 25, be 
released out of the Washington office? Was that the regular pro- 
cedure ¢ 

Mr. Ammann. The regular procedure, except that a copy would 
go to the district examiner. That would be the only difference. 

Mr. Fiscusacnu. This endorsement also said that two copies of the 
memorandum should go to you, one for your use and one for Mr. 
Erickson. 

Mr. AmMANN. When I arrived there, as I recall, I took that with 
me. 

Mr. Fiscupacu. Was this the regular procedure ? 

Mr. AMMANN. The only difference was that I took the instructions 
instead of their being mailed. 

Mr. Fiscupacu. Mr. Wyman, under what circumstances were you 
instructed to put the limitation that you did on the last page of exhibit 
No. 25? 

Mr. Wrman. Those were instructions, as I recall it, from the Gov- 
ernor of the Federal Home Loan Bank System. 

Mr. Fiscusacu. Were those usual or special instructions ? 

Mr. Wyman. They were not usual instructions for the reason that 
the Governor had requested that the examination be made by exam- 
iners from outside the district, which is not an unheard of thing in 
our work, and he also requested that in order that the examiners 
might know something of the previous supervisory experience and the 
operations of the association, which in some respects were a bit com- 
plex, that someone discuss it with the examiners, and, as I recall 
now, the question came up whether they should come into Washington 
or whether someone should go there and talk with the examiner who 
was going to be in charge. 

At the outset that was to be Mr. Erickson. We decided that the 
latter course was to be pursued and since Mr. Erickson was to be in 
charge of the examination, Mr. Ammann was to go out and deliver 
the instructions and go over the instructions with the examiner. 

Mr. Fiscupacn. Was this a regular examination of Long Beach 
Federal ? 

Mr. Wyman. Yes, it was. 

Mr. Fiscupacn. Were these regular instructions for a regular 
examination ? 

_ Mr. Wyman. May I answer your question? It was a regular exam- 
ination with the scope of the examination, however, extended, which is 
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not an uncommon thing in our work. It has been done scores of times 
over many years all over the country; where we have matters that 
we feel should be looked into beyond the ordinary scope of an exami- 
nation, special or supplemental instructions will be issued. 

Mr. Fiscupacu. Were these instructions reflected in exhibit No. 
25, instructions for regular examination of Long Beach Federal or a 
special examination of Long Beach Federal ¢ 

Mr. Wyman. They were instructions which were intended to extend 
the scope of the regular examination. 

Mr. Fiscusacn. So it became a special examination ? 

Mr. Wyman. No, sir; it did not. 

Mr. Fiscusacu. Just instructions for a regular examination ex- 
tended in scope? 

Mr. Wyman. Thatisright. It has been done many times. 

Mr. Fiscusacn. Did you ever see an examination report of any 
institution containing the detail which this one does ? 

Mr. Wyman. No: I never saw an institution that looked like that 
one. 

Mr. Fiscupacn. Did you ever see an examination report of any 
institution containing the detail that this one does, in exhibit C? 

Mr. Wyman. That is right. I never saw an association operat- 
ing like that one. 

Mr. Fiscusacn. The answer is you never did see an examination 
containing the detail that is contained in this document referred to 
as the Strecker report, or exhibit C; is that correct ? 

Mr. Wyman. Certainly not. But I have seen examination reports 
that were substantially as large as that one. 

They may not have been that detailed, but they were not examina- 
tions of that institution. They were in New York or somewhere else. 

Mr. Fiscoracu. When you had occasion, Mr. Wyman, to consider 
the examination report of a certain association in southern California 
in which there were forgeries charged, was the examination report 
as detailed as this report ? 

Mr. Wyman. I do not believe it was as voluminous as this report. 

Mr. Fiscunacn. When you had occasion to examine associations 
in which defaleations 

Mr. Wyman. There were other reports involved in that particular 
case to which you referred, which greatly augmented our examination 
reports. 

Mr. Fiscupacn. Made by other agencies of the Government ? 

Mr. Wyman. It ran into many, many pages. 

Mr. Fiscupacn. As, for instance, FBI reports ? 

Mr. Wyman. Yes. 

Mr. Fiscupacn. There was criminal prosecution involved ? 

Mr. Wyman. That is right. 

Mr. Fiscuracn. You did not have responsibility for the crimina! 
prosecution, did you? 

Mr. Wyman. That is right. 

Mr. Fiscusacn. Your own examination report was not as extended 
as this was? 

Mr. Wyman. No; it was not as extended as that. 

Mr. Zarritit. May I answer your question as an examiner? 

Mr. Fiscracn. As an examiner, I am going to ask you to answer 
a question right now. 
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Mr. Zarriti1. How about the question about the forgery ? 

Mr. Fiscupacu. Are you concerned in the forgeries in any way? 

Mr. Zarriui. I am not, but you asked'a question about ‘an examin- 
ation report and I thought, as an examiner, I would assist this 
subcommittee. 

Mr. Fiscusacu. You will assist this subcommittee if you make a re- 
sponsive answer to the questions I put to you. 

Mr. Zarritx. I do not want to do anything but assist the subcommit- 
tee. You donot want me to answer the other question ? 

Mr. Fiscupacu. I have Mr. Wyman’s answer. Aren’t you satis- 
fied with it ? 

Mr. Zarriwt. I thought I might clarify it. 

Mr. Fiscupacn. Mr. Zarrill, when did you receive instructions to 
participate in this examination at Long Beach Federal ¢ 

Mr. Zarriww1. I was first notified the night of Monday, May 20, 
1946, 

Mr. Fiscunacn. When you got to Long Beach, did you find that 
there were other examiners on the case ? 

Mr. Zarritut. Yes; I did. 

Mr. Fiscusacn. When you got to working with Mr. Strecker, did 
you find out when he was assigned on the matter ? 

Mr. Zarrit11. I do not recall exactly. My best guess is about a 
week before the start of the examination. 

Mr. Fiscnsacu. Did you know or get acquainted with the other 
examiners who were working on the matter ? 

Mr. Zarrityr. After I got there, yes. 

Mr. Fiscuracn. Did you ask them at any time whether they knew 
what the purpose of their assignment to Long Beach Federal was? 

Mr. Zarrinir. To make an examination of the books and records 
of the institution. 

Mr. Fiscupacn. Is that what they told you ? 

Mr. Zarritui. That was what I was notified. 

Mr. Fiscupacu. Did they tell you anything else, Mr. Zarrilli? 

Mr. Zarritu. About what? 

Mr. Fiscupacu. About what they knew about the Long Beach Fed- 
eral before they were assigned to the examination. . 

Mr. Zarriut. I think that if you get into cross-examining each of 
those examiners, if you have that opportunity, you will find their posi- 
tion would be much like mine. Very few of them ever heard of Long 
Beach before they were asked to go out there. Most of the examiners 
were from districts other than California. They never heard of Mr. 
Gregory nor did they hear of Long Beach before going out there. 

Mr. Fiscupacw. Did you find out what they heard about Long 
Beach when they were told to go out there? 

Mr. Zarrixwt. Do you want hearsay ? 

Mr. Fiscupacn. You have given us a lot of it. Give us some more. 

Mr. Zarritut. All right. 

Mr. Fiscupacn. Give it to us, if you will, as truthfully and as 
accurately as you can present it. What did they tell you about it? 

Mr. Zarrixt. I do not know that they knew anything more about 
it than I did, and I knew nothing until I got there. 

Mr. Fiscupacn. You indicated there were a few who might pos- 
sibly have heard something other than what the rest of them heard. 

Mr. Zarriwxyr. When did I indicate that ? 
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Mr. Fiscusacu. In a previous statement that you made you said, in 
effect, that with the exception of very few, you thought all the persons 
who participated in this examination—— 

Mr. Zarriu. There were one or two. 

Mr. Fiscueacu (continuing). Were I to examine them, would say 
what you said. 

Mr. Zarriut. I believe they would. [ cannot swear that as a fact. 
I never heard of Long Beach before I went there and I do not believe 
most of the fellows who were working on that job did either. 

Mr. Fiscupacn. Do you think any of them did? 

Mr. Zarritwt. Certainly none of those who remained on the assign- 
ment through to its completion. 

Mr. FiscHpacH. How about those who were there when you got 
there? Had they heard of Long Beach Federal before they were 
assigned to the matter? 

Mr. Zarriwxw1. Two or three of them, I imagine, assisted us for a 
few days at the beginning. 

Mr. Fiscuzacu. Who werethey? Was Mr. Erikson one of them? 

Mr. Zarriwu. Mr. Erikson was only there a few days. I believe— 
I do not want to be held to this—he left a day or two after I got there, 
on Thursday the 23d of May 1946. 

Mr. Fiscusacn. Was he one of those who knew about Long Beach 
Federal before he was assigned to the matter? 

Mr. Zarriu1ut. I believe he had been there a month before to make 
a special examination for a special purpose. 

Mr. Fiscunacu. Do you know what that special purpose was? 

Mr. Zarritui. To look into certain travel expenses and other 
matters. 

Mr. Fiscupacu.’Do you know whether that was done pursuant to 
written instructions? 

Mr. Zarriwui. I have no knowledge of the background of that 
examination. 

Mr. Fiscureacnu. In connection with travel expenses, were your 
expenses and expenses of other out-of-town examiners charged to 
Long Beach Federal ? 

Mr. Zarriwu1. We charge on a per diem basis. We do not include 
in our charge directly the travel expenses. 

Mr. Fiscuzacu. Do you include them indirectly ? 

Mr. Zarriu. I believe indirectly in the over-all charge it is there. 
We charge so much per day per examiner which is supposed to be suf- 
ficient to cover the expenses of the whole examining division. 

Mr. Fiscusacu. Mr. Ammann, were the expenses for the examiners 
from out of State of California charged to the Long Beach Federal? 

Mr. AMMaANnN. I cannot answer “yes” or “no” without misleading 

you. I am trying to answer the question. The billing for the exam- 
iners, I believe, in this case were on an actual cost basis rather than, as 
is usually done in the examinations, on a per diem basis. It would be 
somewhat less in this case than ordinarily if they charged the actual 
time per diem and travel of the examiners. That would come to less 
than the usual per diem charge in the ordinary case. 

Mr. Fiscupacu. Let’s start at the beginning with the expenses of 
these out-of-town examiners for travel to Long Beach Federal. Was 
that charged to Long Beach Federal Savings and Loan Association? 
Please answer that “yes” or “no.” 
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Mr. Ammann. Mr. Quigley said here the other day that they did, 
and I would say “Yes.” The billings that came to the association 
while I was there included charges for the examiners. 

Mr. Fiscupacu. There was at the time, was there not, a full staff 
of examiners at Los Angeles? 

Mr. AMMANN. I believe there was a regular staff. 

Mr. Fiscusacn. What justification was there for bringing in out- 
of-town examiners and charging the Long Beach Federal for the ex- 
penses of their travel ? 

Mr. Ammann. I did not make that decision. 

Mr. Fiscupacu. You made part of the payment of the bills, didn’t 

ou? 

Mr. Ammann. But-—— 

Mr. Fiscupacn. You paid part of the bills that were submitted ? 

Mr. Ammann. Yes. 

Mr. Fiscusacu. What justification was there for bringing out-of- 
town examiners into Long Beach Federal and charging the associatien 
for their travel expenses ? 

Mr. Ammann. I did not make the decision as to what examiners 
would be sent in. 

Mr. Zarrmu. Mr. Fischbach, I think I can clarify that question for 
you? 

Mr. Fiscupacu. I suggest to you that when another witness is under 
examination you refrain from interjecting. 

Mr. Zarri.11. I am sorry. 

Mr. AmMMANN. The cost of the examination would be substantially 
the same either way. 

Mr. Fiscupacu. Is that the justification for it? 

Mr. Ammann. No. Iam explaining so far as the cost is concerned. 

Mr. Fiscupacn. What was the justification for bringing these peo- 
ple in from out of town and charging Long Beach Federal for their 
travel ? 

Mr. AMMANN. My recollection was there were a number of reasons. 
My understanding was one of the reasons was that they wanted ex- 
aminers to come in who had no prejudice in the matter at all by having 
been in the association or having been at Los Angeles when there were 
difficulties between the officers of the bank and the commissioner. 
Another one was that the association’s affairs and records were so 
involved and its lending operations so much more complex, that they 
wanted to get men of the greatest experience in examining institutions 
where there were complexities and problems and records were not very 
revealing, in order to get what the examiners in previous examinations 
had told us they were not able to get. Those were two of the reasons 
I remember. ‘There may have been some others. ‘Those are the main 
ones, I believe. 

Mr. Fiscupacu. Mr. Zarrilli, did you have an observation you 
wanter to make in connection with Mr. Ammann’s statement ? 

Mr. Zarriut. There is an observation I would like to make. 

Mr. Fiscupacn. Make it. 

Mr. Zarriwi1. The way I look at it, it didn’t cost the Long Beach 
Federal one penny more to have examiners come in from out of town, 
from outside the district, than it would to have the local examiners 
do the job, for the simple reason that the association is charged on a 
per diem basis which is the same whether we come from New York, 
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Philadelphia, or Los Angeles, The travel expense coming across the 
country is not charged to the Long Beach Federal. sss 

Mr. F ISCHBACH. You say it isn’t. Mr, Ammann says it is. That 
is a case again in which you are right and Mr, Ammann is wrong, | 
take it? 

Mr. Ammann, did you hear Mr. Zarrilli’s statement ? 

Mr. AmMaANN. Mr. Zarrilli’s statement is correct as to the ordinary 
practice. Iam not certain that was deviated from. From statements 
made by Mr. Quigley, I gathered they billed them on a cost basis. I 
am not certain they billed them that way. I am not certain that they 
do not bill them on the usual basis. 

Mr. Fiscupacn. Are we correct in understanding that your testi- 
mony was that the traveling expenses of these examiners were charged 
to Long Beach Federal ? 

Mr. AmMMaNnN. I paid bills for examiners who were engaged in the 
examination, whether it was billed on a per diem basis or cost basis, 
I am not positive. 

Mr. Fiscupacu. We will have to get that from Mr. Quigley, I guess. 

Mr. Ammann. I have no personal knowledge of that. 

Mr. Fiscupacn. You paid the bills? 

Mr. AmMann. I paid the bill and checked it against my computa- 
mes at the time—the time and the per diem of the men who were 
there. 

Mr. Fiscusacnu. Mr. Zarrilli, did you have an understanding or 
knowledge of what the California land-title laws were ? 

Mr. Zarriwut. Before I answer that question I want to state that 
my other statement regarding the cost of examination is based on 
the assumption that the bills were charged in the usual way. I have 
no knowledge as to whether or not our travel expenses were separately 
charged in this particular case, but, assuming the bills were charged 
in the usual way, when the examiner goes to another district, I make 
the statement that the cost was no more than it would have been had 
local examiners made the examination. 

Mr. Fiscusacnu. That is an assumption you are making, but you do 
not know whether you are right or wrong. 

Mr. Zarriiui. I do not know what happened in this particular case. 

Mr. Fiscusacn. Say so, and let’s move on to this other matter. 
Do you have any knowledge of the land-title laws of the State of 
California? Did you have any such knowledge at the time you were 
assigned on this matter ¢ 

Mr. Zarriui. No. 

Mr. Fiscusacu. In the 6 months or so that. you worked on the 
examination report did you acquire such knowledge ¢ 

Mr. Zarritui. I acquired some knowledge; yes. 

Mr. Fiscupacu. Did you read the laws? 

Mr. Zarriwu1. I didn’t read the laws. 

Mr. Fiscupacu. You made a comment to the effect, did you not, that 
the collateral-loan notes were not recorded. 

Mr. Zarriww1. That statement appears in the report. 

Mr. Fiscuzacnu. Did you assume, when you made that statement, 
that under the laws of the State of California collateral-loan notes 
could be recorded ? 

Mr. Zarriui. It is merely a statement of fact. 
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Mr. Fiscupacu. It is merely a statement of fact? I am going to 
ask you for another mere statement of fact. Do you know anything 
at all about the land-title laws of the State of New York? 

Mr. Zarriuut. I know something about it. 

Mr. Fiscupacn. Are collateral-loan notes documents which can be 
recorded in the State of New York? 

Mr. Zarritu. In the 14 years I have been examining State and 
Federal saving and loan associations I have never seen a collateral 
loan other than those at the Long Beach Federal. 

Mr. Fiscuspacn. Do I understand you to say that you had never 
seen a collateral loan, not in 14 years of examination ? 

Mr. Zarritui1. Other than those at the Long Beach Federal. I have 
not come across them in the New York district. 

Mr. Fiscusacn. Did you assume that the collateral-loan notes could 
be recorded under the laws of the State of California ? 

Mr. Zarriut. I did not think the notes could be recorded. I did 
not assume that the notes could be recorded. 

Mr. Fiscupacu. Have you ever seen a collateral note outside of Long 
Beach Federal ? 

Mr. Zarriuut. I have not. 

Mr. Fiscusacu. Did you make a record and report the color of 
the collateral-loan notes that you saw at Long Beach Federal ? 

Mr. Zarriiui. I did not. 

Mr. Fiscuzpacu. You were trying to report material facts, weren’t 
you? 
~ Mr. Zarrmx1. To the best of my ability. 

Mr. Fiscurnacn. Therefore you did not say whether the notes were 
imprinted on white paper or green paper, did you ? 

Mr. Zarriiui. I did not think that was material. 

Mr. Fiscusacn. Tell us why you thought it material to put in your 
report the fact that the collateral-loan notes were not recorded, 

Mr. Zarriti1. Where does it say that ? 

‘ vy Fiscupacu. If you will turn to the analysis I think you will 
nd it. 

Mr. Zarritui. In the analysis here? 

Mr. Fiscupacnu. Yes. 

Mr. Zarritui. Here it is. I think I will be able to find it now. 

—s Fiscupacu. You started over at page 2—S of exhibit C and 
stated : 


None of the collateral notes had been entered on the public record. 
You wound up with a further reference to it by saying: 


The reasons for not entering either the collateral-loan notes or the assignments 
of the deeds of trust in the public records at the date when the collateral loans 
were granted are not shown in the association's files. 

Mr. Zarriut. I believe all of those statements are accurate. 

Mr. Fiscupacu. What is the reason for the statement that the col- 
lateral-loan notes are not recorded ? 

Mr. Zarri.ut. It is a statement of fact. 

Mr. Fiscupacu. What is the reason for it? 

Mr. Zarritui. We wanted to bring out that, since none of these notes 
nor the assignments of the deeds of trust, had been entered on the 
public record, it was impossible to determine who the association’s real 
borrowers were. 
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Mr. Fiscuracu. Is that the reason you put it in? 

Mr. Zarriuut. I would say so. ; 

Mr. Fiscupacu. Could you record collateral notes in California ? 

Mr. Zarriui. I do not know whether or not the county clerk would 
accept the recording. He might. I do not know. 

Mr. Fiscusacu. You learned something about the land-title laws 
of California, didn’t you? Do you know whether under the land-title 
laws of California a collateral note can be recorded ? 

Mr. Zarritxi. I do not know whether a note can be recorded. 

Mr. Fiscusacu. What is the reason for the statement that you made, 
then, that none of the collateral-loan notes were entered in the public 
record? That is your statement, the first statement under the subject, 
Methods of Recording Papers and Apparent Results Therefrom. 
What is the reason for that, Mr. Zarrilli? 

Mr. Zarriwui. The reason for the statement is that it was impossible 
by an inspection of the public records to determine who the associa- 
tion’s real borrowers were. 

Mr. Fiscupacu. Did you ever examine the public records of any 
State or any city or any county to determine who the borrowers from 
a given financial institution were? 

Mr. Zarritw1. I have on occasion. 

Mr. Fiscupacu. Is that the way you find that out ? 

Mr. Zarriti1. That is one of the ways to find out who the bor- 
rowers are. 

Mr. Fiscupacu. Suppose a bank lends a borrower $10,000. Are you 
going to go into the county clerk’s office in New York to find out if 
he borrowed the money, or are you going to go to the bank? 

Mr. Zarrw.ut. If he borrowed on a security of real estate, I would 
expect to find the owner of the property listed in the public records. 

Mr. Fiscupacu. Suppose I owned the house you lived in or owned 
a mortgage on it, couldn’t I give that mortgage to the bank in New 
York as collateral for a loan, with a note, and get a loan, assuming 
it was a good mortgage? 

Mr. Zarriwui. I believe you could. 

Mr. Fiscupacn. In that event, would the bank of New York be 
under any obligation to record my note and the assignment of the 
mortgage? 

Mr. Zarriwwt1. I think it would be very good business practice for 
them to do so, as a protection to themselves. 

Mr. Fiscuzacu. Is there anything in the home loan bank regula- 
tions which requires that a Federal shall record collateral that it re- 
ceives ? 

Mr. Zarriwxwt. I know of no such regulation. 

Mr. Fiscupacu. Then again I ask you: Why did you put in the re- 
yort the statement that the collateral-loan notes were not recorded? 

Vhat were you trying to do by putting it in there? 

Mr. Zarriwwi. I made the statement that the collateral-loan notes 
and the deeds of trust and the assignments were not recorded on the 
public record and it was impossible to determine, as a result of that 
practice, whom the association really loaned money to, 

Mr. Fiscnnacu. Couldn’t you determine it by examining the re- 
cords of the association, or did you think you could determine it by 
examining the county clerk’s records? 
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Mr. Zarritt1. We did have instances where we could not determine 
it from the association’s records. 

Mr. Fiscupack. Did you have instances in which any Federal re- 
corded the collateral-loan notes ? 

Mr. Zarritxi. In connection with a collateral loan? 

Mr. Fiscupacu. Yes. 

Mr. Zarriiw1. I never saw a collateral loan outside the Long Beach 
Federal and, therefore, I cannot answer your question. 

Mr. Fiscupacn. You did not know what you were talking about 
when you made that statement; is that right ? 

Mr. Zarrivui. It is not right. 

Mr. Fiscupacu. What is right? 

Mr. Zarriwu. It is a fact that the association did not enter in the 
public records either the collateral-loan notes or the assignments of 
the deeds of trust. That is a fact. 

Mr. Fiscupacnu. Is it not also a fact that the association was not 
required to do so under the regulations of the Home Loan Bank 
Administration ¢ 

Mr. Zarriiui. Under the regulations it was not required to, but 
there are many good things which are good business practices which 
are not considered and set out in the regulations. 

Mr. Fiscapacu. Did you ever make a report to Mr. Fahey that his 
regulations were not good enough ¢ 

Mr. Zarritui. No, sir. 

Mr. Fiscunacu. Did you ever make a report to the Board that the 
regulations of the Board were not, good enough ? 

Mr. Zarriwwi. I did not. 

Mr. Fiscupacn. Did you ever make a recommendation that the ex- 
amination procedures were not good enough ¢ 

Mr. Zarriwit. I have made recommendations in connection with ex- 
amination procedures. 

Mr. Fiscupacu. Were they adopted / 

Mr. Zarriiit. I believe that on occasion they were finally adopted. 

Mr. Fiscupack. Did you ever make a recommendation in con- 
nection with the recording of collateral loan notes ? 

Mr. Zarriwut. I did not. This is the only time I ever saw it. Would 
we change a law for one association / 

Mr. Fiscurpacn. How do you know what is and what is not good 
business practice in connection with recording of collateral loan notes 
if that was the first time you ever saw one in your life? 

Mr. Zarrizut1. I cannot conceive why an association would not want 
to protect itself by recording collateral assignments in the case of real 
estate transactions. 

Mr. Fiscupacn. Mr. Zarrilli, you do not know anything about 
collateral loan notes, so how can you conceive anything about it? 

Mr. Zarri11. I just answered the question, I believe. 

Mr. Fiscupacn. Is there anything in the Federal Home Loan Bank 
System regulations or in the regulations applicable to Federal savings 
and loan associations which require that those associations make re- 
cordings of all documents which can be recorded, so that the public 
records will show who the borrowers are / 

Mr. Zarriu. There is no such regulation, to my knowledge. 

Mr. Fiscupacnu. Did you ever participate in an examination of a 
Federal home loan bank ? 
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Mr. Zarriuxt. I did not. 

Mr. Fiscusacu. Do you know whether Federal home loan banks, 
whether in California or anywhere else in the United States, record 
documents that are entrusted to them as collateral for the purpose of 
making a public record of how much money is owed to those institu- 
tions and by whom the money was borrowed ? 

Mr. Zarritui. Never having examined a Federal home loan bank, I 
do not know what their practice is. 

Mr. Fiscusacu. You examined some State associations, you say, 
didn’t you? 

Mr. Zarriwut. I have, yes. 

Mr. Fiscuspacn. Did you ever find a State association that records 
a document pledged with them as collateral, so that the world can 
know who borrowed money from them? 

Mr. Zarriuut. I never came across any such situation in my experi- 
ence. 

Mr. Fiscusacu. Why did you think it worthy of mention here? 

Mr. Zarriuui. It appeared to be an unusual situation. 

Mr. Fiscupacu. You say you never came across such a situation in 
all your experience, yet you say that this appeared to be an unusual 
situation. 

Mr. Zarritut. It appeared to me to be unusual, where you could not 
tell from the public record who the association’s borrowers were. 

Mr. Fiscupacu. Do you mean to say when you go in and make an 
examination of a State institution you expect to find recorded in the 
public records information which would tell you who the borrowers 
of that association, from that association, were ? 

Mr. Zarriwt. I think under normal conditions you could find that 
out from the public records. 

Mr. Fiscusacu. Did you ever find in your 14 years of experience 
that any association made a public record through recording every 
instrument on which they loaned money, so that there would be a 
public record in the community of the names of the persons who 
borrowed money from them and the amounts? 

Mr. Zarrmut. Where the loan was made on the security, I have 
always seen that the mortgage or the assignment was recorded. 

Mr. Fiscupacn. Mr. Zarrilli, did you ever make an examination of 
any institution in any State in which you have a similar land-title 
practice to that which exists in California ? 

Mr. Zarriwwu1. I am familiar with the practices in New York and 
New Jersey. 

Mr. Fiscusacn. In New York and New Jersey you do not have 
escrow or trust deeds, do you? 

Mr. Zarritii. No; you do not. 

Mr. Fiscusacu. In California, that is what you have? 

Mr. Zarriu1. That is correct. 

Mr. Fiscuracn. So the comments that you make are those of a 
yerson who is familiar with a totally different system of record 
Loessitigrt 

Mr. Zarritut. In New York and New Jersey we have title companies 
which fulfill practically the same function. 

Mr. Fiscusacn. Do you? I should think perhaps you might re- 
examine your position about New York. I think I know something 
about what the real-estate practices are there. 
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Mr. Zarrmur. We have title companies there which close the loans 
for the association, the same as an escrow company does in California. 

Mr. Fiscunacu. They do it the same way, do they? 

Mr. Zarru1. I fail to see the essential difference. 

Mr. Fiscuzacu. I do not have the slightest doubt but what you fail 
to see the essential difference. 

Mr. Zarriww. I would appreciate it if you would point out the differ- 
ence to me. 

Mr. Fiscusacu. I would be glad to do it some other time. 

Mr. Zarriu1. I would be very much interested right now. 

Mr. Fiscuzacn. All right, Mr. Zarrilli, when you made reference 
to deeds of trust which did not run in favor of the association, did you 
know what you were talking about? 

Mr. Zarriww. Certainly, I did. 

Mr. Fiscupacu. What were you talking about? What is a deed 
of trust ? 

Mr. Zarriui. A deed of trust is an instrument used in connection 
with the lending of money on the security of real estate. 

Mr. Fiscupacn. What kind of an instrument is it? 

Mr. Zarriu. It is a conveyance whereby title is temporarily trans- 
ferred to a third party, pending the pay-off of the loan. 

Mr. Fiscuspacnu. The deed of trust is recorded ? 

Mr. Zarriwwt. Ordinarily; yes. 

Mr. Fiscusacu. Now look at the statement you made there. “When 
the deeds of trust did not run in favor of the association, they were 
assigned to it.” What did you say there? 

Mr. Zarritu1. I said there that the deeds of trust were assigned to 
the association when they did not run in favor of the association. 

Mr. Fiscunacn. You went on and said, “But the assignments have 
not been entered on the public record.” 

; Mr. Zarrtiur. That is correct. I believe that to be a statement of 
act. 

Mr. Fiscupacu. What of ? 

Mr. Zarriiut. May I quote from section 145.6-11 of the Federal 
Savings and Loan System Rules and Regulations? 

Mr. Fiscupacn. Go ahead. 

Mr. Zarrmut. That section states, in part: 

The loan contract shall provide full protection for a Federal association and 
shall be recorded. 

Mr. Fiscupacu. Does that refer to a loan contract or does that 
refer to something else ? 

Mr. Zarrux1. It refers to a loan contract, as I read it. 

Mr. Fiscupacn. When you were making the examination, were 
you examining loan contracts ? 

Mr. Zarritui. Among other things; yes. 

Mr. Fiscupacu. When you made the statement that the assign- 
ments were not entered on the public record, did you think that rep- 
resented a loan contract; is that the reason you made the statement ? 

Mr. Zarri.u. It is part of the association’s documents supporting 
the loan—the assignment is. 

Mr. Fiscusacu. Is that the reason you made the statement? 

_Mr. Zarrwx1. It is an assignment of the loan contract to the asse- 
ciation. 
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Mr. Fiscusacu. Is there anything that requires an assignment to 
the association to be recorded ? 

Mr. Zarritu1. At this point ] think we had better call in the legal 
department. 

Mr. Fiscupacn. You are an examiner. You operate without the 
legal department, don’t you? 

Mr. Zarrmx11. When I need advice, I seek it. 

Mr. Fiscupacu. You had a lot of advice when you helped Mr. 
Strecker prepare that report, didn’t you ? 

Mr. Zarrixw1. I had some, I imagine. 

Mr. Fiscusacu. Didn’t you have Mr. Ammann around to advise 
you? 

Mr. Zarritut. I do not believe Mr. Ammann is a lawyer. 

Mr. Fiscusacu. He is a chief examiner, isn’t he? He had a lot 
more experience than you had. 

Mr. Zarriwut. He is assistant chief supervisor, I believe; not chief 
examiner. 

Mr. Fiscusacu. Didn’t you have the benefit of his advice and 
guidance and counsel in preparing that report? Or did you mean to 
suggest that Mr. Ammann left the job to you entirely ? 

Mr. Zarrixt. I was about to say that. 

Mr. Fiscupacn. You never talked to him about what was in the 
report, did you? 

Mr. Zarriuui. I have no doubt but that we did. 

Mr. Fiscusacn. You didn’t ask his advice as to what you should 
put in the report ? 

Mr. Zarritut. I do not know at this time whether I asked his advice 
on this particular point. 

Mr. Fiscusacu. Tell us what you did ask his advice on. 

Mr. Zarriuwt. I will try to go back 5 years and think of it. Nothing 
in particular occurs to me at this time. 

Mr. Fiscnnacn. Did Mr. Ammann ever criticize your report? 

Mr. Zarritui. Not to my knowledge. 

Mr. Fiscusacn. Did Mr. Wyman ever criticize your report? 

Mr. Zarrit. Not to my knowledge. 

Mr. Fiscnsacu. Everybody in the Administration was happy about 
it, weren’t they ¢ 

Mr. Zarrtiut. No one ever said that either. 

Mr. Fiscupacn. You never had criticism, did you? 

Mr. Zarrit. Not tomy knowledge. 

Mr. Fiscuracu. In the absence of criticism, you would assume that 
your report was accepted as satisfactory ? 

Mr. Zarritwt. That is your conclusion. 

Mr. Fiscupacu. What is your conclusion ? 

Mr. Zarritui. I had no basis for any conclusion. I submitted 
the report and proceeded to New York. 

Mr. Fiscupacn. You never had any kick-back on the report? 

Mr. Zarriwii. I never heard of any, although Mr. Strecker may 
have. I never heard of any. : 

Mr. Fiscrmacn. By the way, is the report in the same condition 
now as it was when you submitted it ? 

Mr. Zarriwut. To the best of my knowledge. 

Mr. Fiscreacn. You were never consulted about it being changed 
in any Way, were you? 
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Mr. Zarrii. No. 

Mr. Fiscusacn. Wouldn't you assume from that that your sapertérs 
were satisfied with the job you did? 

Mr. Zarrixt. I believe that assumption is reasonable. 

Mr. Fiscumacn. It is reasonable when you make it, but unreasonable 
when I make it ¢ 

sy that the situation ? 

Mr. Zarritui. No; it is not. 

Mr. Fiscupacu. You made a further comment that: 

Individual deeds of trust run from various individuals about whose identity 
little is known. 

Didn’t you make that statement ? 

Mr. Zarrttir. Apparently. 

Mr. Fiscupacu. What difference did it make what the identity of 
the individual was? ‘Tell us what the materiality of that statement 
was. ‘Tell us also, Mr. Zarrilli, what you intended to produce, what 
effect you were trying to create by making that statement ? 

Mr. Zarriw.i. Trying to create the effect that the name on these 
instruments were names which did not represent substantial borrow- 
ers—I am talking about the collateral taken by the association for the 
loans—but were merely dummies who were paid at the rate of $1 
per signature. They had no financial interest in this transaction and 
had no credit basis or rating in fact. 

Mr. Fiscupacu. Did that make any difference as long as the security 
was good ? 

Mr. Zarriiut. It seems to me a sound loan should take into con- 
sideration the financial responsibility of the borrower as well as the 
adequacy of the real estate offered as security. 

Mr. Fiscupacu. You say you know something about real-estate 
practice in New York and New Jersey. 

Mr. Zarrmutr. I do. 

Mr. Fiscnsacn. Did you ever hear of corporations being organized 
solely for real-estate transactions? 

Mr. Zarniiii. I have heard of that. 

Mr. Fiscusacu. It is a common practice, isn’t it ? 

Mr. Zarrinit. It is done quite often. 

Mr. Fiscupacu. It is a common practice, isn’t it ? 

Mr. Zarritit. I wouldn’t say common practice. We come across it 
very rarely in savings and loan associations. 

Mr. Fiscupacu. Did you ever hear of dummies being used in real- 
estate transactions ? 

Mr. Zarriuui. Yes, but I do not think the prudent lender will led 
to such a borrower. 

Mr. Fiscnnacu. You do not think a prudent lender will lend to 
such a borrower ? 

Mr. Zarriui1. Who has no financial responsibility. 

Mr. Fiscuzacn. Regardless of the security he offers? 

Mr. Zarriiz. I think that the credit rating of the borrower is an 
important factor in mortgage lending, particularly on the one-family 
house. : 

Mr. Fiscunacn. If you were trying to create the impression that 
names on these various documents. these deeds of trust, were the names 
of individuals who had been paid a dollar per signature, why didn’t 
you say that? 
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Mr. Zarrit1. We did say it in the report. 

Mr. Fiscnpacn. Did you say that or did you say “about whose 
identity little is known”? 

Mr. Zarrias1. That is taken out of context. If we get into the re- 
port, we find out it is a dollar a head a signature. Have you read the 
report ? 

Mr. Fiscusacu. I have. 

Mr. Zarri11x1. It is in the report. 

Mr. Fiscunacn. Get down to the statement you made, so it appears 
in its full context rather than as it does in the shareholders’ report 
only in part. 

Mr. Zarritui. I read now from page 2-K of exhibit C. It states: 

In a discussion Mr. J. D. Willhoit stated that the four individuals referred 
to were “dummies” who were compensated at the rate of $1 per property 
for affixing their signatures to the various papers. Mr. Willhoit further stated 
that this procedure was employed to relieve Frame of any liability under a de- 
ficiency judgment, and that the same procedure was employed in all of the 
Frame or Wibhoit deals. 

Mr. Fiscusacn. Isn’t that a common practice in real estate deal- 
ings? 

Mr. Zarriw1. Not to my experience. 

Mr. Fiscunacn. Not to your experience? 

Mr. Zarriiur. Certainly not a common practice. 

Mr. Fiscupacu. What experience did you have in connection with 
real estate operation either in the 14 years you mentioned as an ex- 
aminer or before? 

Mr. Zarrmx1. During the time I have examined savings and loan 
associations during the past 14 years, I have had cccasion to observe 
many real estate operations. 

Mr. Fischbach, at this time, if I may, I would like to read further. 

Mr. Fiscnpacn. Go ahead. 

Mr. Zarriiwt. In 1942 Mr. Gregory, the president of the Long Beach 
Federal, submitted a long document known as supplemental data. 
The date of the document is January 17. It was in connection with 
these loans to Mr. Frame, wherein Mr. Willhoit had stated that the 
individuals referred to were dummies. Mr. Gregory had the follow- 
ing to say: 

They obtained a group of individuals to assist them in supplying the initial 
eapital for the venture. With this capital, the tract of land to be improved 
was acquired. 

And I would like to state the following sentence emphatically: 

Each member of the syndicate was given title to a number of lots which 
bore the same relation to the total number of lots in the tract that his con- 
tribution to the capital of the venture bore to the total capital. 

That is Mr. Gregory’s statement to the Federal Home Loan Bank 
Board. 

Mr. Fiscupacu. What about it? 

Mr. Zarriwut. I do not consider that an accurate statement. 

Mr. Fiscuzacu. Did you go to visit those people referred to by 
Mr. Gregory ? 

Mr. Zarritir. A moment ago you told me it didn’t make any dif- 
ference whether their identity was known. 

Mr. Fiscusacu. Did you visit the people referred to? 

Mr. Zarriuuti. I did not visit them. 
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Mr. Fiscupacn. Yet you assume they are the same people Mr. 
Willhoit was referring to. 

Mr. Zarriwu. If they are not the same, I would like you to point 
out to me who they were. 

Mr. Fiscusacu. You assumed they were? 

Mr. Zarriwut. Certainly I assumed they were. 

Mr. Fiscupacu. Mr. Gregory, were they ? 

Mr. Grecory. I know that the Frame-Willhoit group syndicated 
property and took other people in with them. The statement I made 
was true pursuant to the information I had at the time I made the 
loans. 

Mr. Fiscunacn. When Mr. Willhoit referred to people who were 
dummies that he used at $1 per signature, so as to avoid liability, 
in the event there was a deficiency judgment, were they the same 
persons with whom the syndicate operations had been established 
in 1942, as referred to in the report you submitted in 1942? 

Mr. Grecory. I do not know of anybody that Willhoit paid a dol- 
lar a loan to for the purpose of signing papers. In fact, I do not 
think he did. I doubt very much if he made the statement to Mr. 
Zarrilli. 

Mr. Fiscupacu. Mr. Zarrilli doesn’t claim he made the statement 
to him. 

Mr. Zarriwii. I was present when that statement was made. 

Mr. Grecory. The statement in the record to which Mr. Zarrilli 
is referring is inaccurate in that Mr. Frame and Mr. Willhoit signed 
a pledge agreement to the association which held both of them per- 
sonally liable and would not relieve them from a deficiency judg- 
ment. 

Mr. Fiscnpsacu. Is that true? Did the association records which 


were exposed to you reveal that Mr. Willhoit and Mr. Frame were 
personally liable on these transactions ? 

Mr. Zarrtiui. At this time, 5 years later, I would have to go back 
to the agreements and study them. I cannot answer that question 
at this time. However, with reference to the matters we are just 
talking about, I would like to ask Mr. Gregory who he had in mind 
when he said: 


Each member of the syndicate was given title to a number of lots which bore 
the same relation to the total number of lots in the tract that his contribu- 
tions to the capital of the venture bore to the total eapital. 

These individuals who received title, who are they, if they are not 
the same persons who signed the deeds of trust referred to in Mr. 
Willhoit’s statement ? 

Mr. Fiscunacn. Can you answer that question, Mr. Gregory ? 

Mr. Grecory. I shall be glad to answer as socn as I get the supple- 
mental data and find cat who the names were that were referred to in 
that statement. 

Mr. Fiscusacu. Will you be around for a few days? 

Mr. Zarrinit. [ suppose so. 

Mr. Fiscuracu. I hope you will be aronnd when that question is 
answered. 

Mr. Zarriwwt. I- would like counsel and the chairman to be careful 
and make sure we do get the answer to that question before these hear- 
ings are closed. I would be interested in that answer. 
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Mr. Fiscupacn. You can be sure Mr. Gregory will be called upon 
to answer that. 

Mr. Zarriwii. I would be very much interested in that. 

Mr. Houiriip. The Chair will see that it is answered. We want 
to get the facts. We are not trying to cover up anybody or anything 
in this investigation. That is why we have slowed each witness to 
express in his own words any information he wishes to give the sub- 
committee. 

Mr. Fiscupacn. Another thing, Mr. Zarrilli: In connection with 
that hotel, when you examined the Long Beach Federal and found 
that the hotel deal’had been made, you said, I believe, that it had been 
made May 8; is that correct ¢ 

Mr. Zarritu. The date shown on the lease is May 8, 1946. 

Mr. Fiscunacu. What did you find in the minutes of Long Beach 
Federal in connection with that transaction ? 

Mr. Zarrt.ut. I have here a copy of the resolution. 

Mr. Fiscupacu. On what day was the resolution adopted ? 

Mr. Zarriii. The resolution was purportedly adopted May 8, 1946. 

Mr. Fiscusacn. What did that resolution authorize ’ 

Mr. Zarritii. Do you want me to read it ? 

Mr. Fiscupacn. No; just tell us in substance. 

Mr. Zarrmu.t. It authorized that the association’s officers be author- 
ized to enter into a lease with Mr. Turner. 

Mr. Fiscupacu. Authorized them to enter into a lease or enter into 
negotiations ¢ 

Mr. Zarriiui. I read from the resolution : 

Now therefore be it hereby resolved that the association’s officers be and they 
are hereby authorized to lease said premises upon the terms and conditions set 
forth in a copy of lease which has been filed in the document file of this associa- 
tion and executed by George Turner, lessee. 

Mr. Fiscupacu. Was there a later reference in the minutes of the 
board of directors of Long Beach Federal to that transaction 

Mr. Zarriuui1. My best recollection at the moment is that the May 8 
meeting was the last meeting of the board of directors prior to the 
appointment of a conserv: itor. I may be wrong, but that is my best 
recollection at the moment. If that is the case, “it follows there were 
no further records and no further reference to it. 

Mr. Fiscupacn. Was there an earlier reference to that transaction 
in the minutes of the Long Beach Federal ¢ 

Mr. Zarrmis. You are “asking a broad question, but to the best of 
my recollection at this time, there was no other reference. 

‘Mr. Fiscuzacu. Wasn't the resolution of May 8, 1946, in part pre- 
mised on a recommendation of June 30, 1942, which had been made 
by the Federal Home Loan Bank Administr ation ? 

Mr. Zarriut. The resolution makes a reference to a supervisory let- 
ter of June 30, 1942. 

Mr. Fiscnrpacn. Wasn’t the resolution also in part premised upon 
what war conditions had been ? 

Mr. Zarriwwi. The resolution makes reference to that, yes. 

Mr. Fiscupacu. Doesn't the resolution also, in part, recite the fact 
that it was contemplated that the building might be converted to an 
office building ? 

Mr. Zarritut. The resolution so states. 
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Mr. Fiscusacn. At the same time that you made that examination, 
you made various comments with regard to the Willhoit store lease, 
didn’t you? 

Mr. Zarriwwu. That is correct. 

Mr. Fiscupacu. On page 3—X, what did you report with regard to 
when the lease with Willhoit was made? 

Mr. Zarri.xt. I reported that the resolution was passed by the board 
of directors on May 8, 1946, authorizing the execution of a lease with 
Mr. Willhoit. 

Mr. Fiscupacn. The execution of a lease on what date? Won’t you 
find the date there ? 

Mr. Zarriuut. I am looking for the date in the resolution. 

Mr. Fiscupacu. Well, suppose you read this paragraph right along- 
side of your thumb. That states: 


On May 15, 1946, the association executed a lease with J. D. Willhoit. 


Mr. Zarritui, That is a correct statement. That is not part of the 
resolution, however. 

Mr. Fiscupacu. There is an instance in which action was taken a 
week after the resolution was passed, isn’t that right ? 

Mr. Zarruwt. That is absolutely correct. 

on Fiscuspacu. What was the occasion for the comment on that 
score? 

Mr. Zarriti1. My comment was this. I believe you are referring to 
the statement I made before the recess at lunch time. 

Mr. Fiscunacu. I certainly am, Mr. Zarrilli. 

Mr. Zarriuut. The resolution states that Mr. Willhoit desires addi- 
tional quarters for conducting his business. Mr. Willhoit stated in 
my presence that he was first approached by Mr. Gregory regarding 
the Lessin of these stores on May 15, which was a week after the 
resolution was passed, which stated that Mr. Willhoit was seeking 
additional quarters. 

Mr. Fiscusacu. Mr. Willhoit signed a lease on May 15, didn’t he? 

Mr. Zarriiut. That is correct. That is the date on the lease. I do 
not know what date he signed it. : 

Mr. Fiscrpacn. The resolution was passed the week before. 

Mr. Zarriwui. That is correct. 

Mr. Fiscupacn. Did Mr. Willhoit deny that he signed this lease 
dated May 15? 

Mr. Zarriwwi1. He did not. 

Mr. Fiscnusacu. Why did you try to infer that he didn’t? 

Mr. Zarriwu1. That he didn’t what? 

Mr. Fiscupacnu. That he didn’t sign the lease on May 15. 

Mr. Zarriwut. I didn’t say he didn’t sign the lease. 

Mr. Fiscusacn. Didn’t you infer this morning that Mr. Willhoit 
told you he did not sign the lease on May 15? 

Mr. Zarritui. I did not. He signed the lease on the store on May 
15 and a couple of days later he was offered a lease on the hotel, which 
was a lease which was signed on May 8 by George Turner. 

Mr. Fiscupacn. What was wrong with Mr. Willhoit’s signing? 

Mr. Zarriwi1. Nothing. However, we should consider the fact he 
was offered a lease for the hotel quarters 2 days after he signed the 
lease on May 15. He had been offered the lease on the hotel over a 
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week after the purported resolution of May 8 and after the lease to 
Mr. Turner of May 8. 

Mr. Fiscusacu. Why do you say purported resolution of May 8? 

Mr. Zarriwwi. There is a question in my mind as to whether or not 
these resolutions were actually passed on May 8 or not. 

Mr. Fiscupacu. Were you in Long Beach on or about the third 
week in May, 1946? 

Mr. Zarriuwi. I arrived in Long Beach on May 22 or 23. 

Mr. Fiscupacu. When you got there, did you look at the minute 
book of Long Beach Federal ? 

Mr. Zarritui. I saw it. I saw the minute book. I do not know at 
what stage of the examination I inspected it. 

Mr. Fiscupacn. Were the minutes of the May 8 meeting in the 
book at the time you examined it ? 

Mr. Zarrimu1. They were there. 

Mr. Fiscupacu. Was the book sealed or unsealed ? 

Mr. Zarritii. I believe the book was one where the sheets were 
detachable. 

Mr. Fiscugzacn., Is that in violation of the regulations? 

Mr. Zarrmu. It is not. Let me continue. The minute book in use 
by the Long Beach Federal was not a coded minute book. 

Mr. Fiscupacu. What do you mean by that ? 

Mr. Zarritui. A coded minute book is one where there is a series 
of numbers imprinted by the printer and it makes substitution im- 
possible. 

Mr. Fiscusacn. What is unusual about using an uncoded minute 
book ? 

Mr. Zarritui. Where you use an uncoded minute book, there is 
possibility of going back and rewriting minutes. Where you use 
a coded minute book, there is no such possibility. 

Mr. Fiscuracu. Do all Federals use coded minute books? 

Mr. Zarrwwt1. Not all. 

Mr. Fiscusacu. Do some use uncoded minute books? 

Mr. Zarritx1. Some use it, yes. 

Mr. Fiscunacn. Did you ever criticize an association for using an 
uncoded minute book ? 

Mr. Zarritur. On many, many, many occasions. 

Mr. Fiscuracn. Was Long Beach Federal ever criticized ? 

Mr. Zarritut. We have it in this report. 

Mr. Fiscupacn. Do you have a criticism of that in this report? 

Mr. Zarriwwi. I certainly have. I would like to read it for your 
benefit. 

Mr. Fiscupacnu. I thought the report was factual. 

Mr. Zarritut. The fact is they do not have a prenumbered minute 
book. 

Mr. Fiscusacnu. Is that a criticism or a fact? 

Mr. Zarriw11. It is a fact. 

Mr. Fiscupacu. And not a criticism? Which is it? 

Mr. Zarriww1. It is both. Just a minute. I would like to read that 
portion of the report, if I may. 

Mr. Fiscunacu. It is before us. You need not take up our time 
reading it. 

Mr. Zarriww1. Apparently you did not read that portion of the 
report. 
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Mr. Fiscusacn. I am quite sure you are mistaken. I have read 
that report from cover to cover. 

Mr. ZarkiLL1. You appeared surprised when I stated it was in the 
report. 

r. Fiscupacu. I do not say it is a question of uncoding or coding. 
To mea minute book is either numbered or unnumbered. You say the 
Long Beach minute book was unnumbered. 

Mr. Zarritut. Making it very easy to rewrite the minutes at any 
time. 

Mr. Fiscusacu. When you got to Long Beach in the third week of 
May, you found the minute book in the possession of Mr. Ammann? 

Mr. Zarriiu. That is correct. 

Mr. Fiscupacu. I would assume that Mr. Ammann took possession 
of the minute book when he became conservator. 

Mr. Zarru.11. Among other things, I would say so. 

Mr. Fiscupacu. Did you ask Mr. Ammann whether any of the 
minutes had been rewritten while he was conservator ¢ 

Mr. Zarriwwti. I did not. 

Mr. Fiscunacu. Did you assume that what Mr. Ammann gave you 
was what he received ¢ 

Mr. Zarriwui. I did. 

Mr. Fiscupacn. I would like to ask this, Mr. Zarrilli: Were those 
the last minutes in the minute book ¢ 

Mr. Zarriuut. I stated before that at this time, 5 years later, my 
best recollection is that they were the last minutes. 

Mr. Fiscupacn. Did you ever ask anybody connected with Long 
Beach Federal, any of the employees, whether the minutes of Long 
Beach Federal had ever been rewritten ? 

Mr. Zarriiw. I do not believe I did. 

Mr. Fiscupacu. You were suspicious about it, weren’t you? 

Mr. Zarriui. Frankly, yes. 

Mr. Fiscupacn. Then why didn’t you ask somebody? Why didn’t 
you try to find out if it were so? 

Mr. Zarriwui1. Do you think the employees would have knowledge 
of such a fact? 

Mr. Fiscusacu. Do you think they might or might not? 

Mr. Zarriui. I certainly do not think they would. You do not go 
publishing those things. 

Mr. Fiscunacu. Has it been your experience when people rewrite 
the minutes, they do not go around talking about it ? 

Mr. Zarriwu. Certainly not. I say that emphatically. 

Mr. Fiscnupacn. You must have had a lot of experience with that 
t ype of individual, haven’t you? 

r. Zarrut. I wouldn't make that statement. 

Mr. Fiscupacu. Have you had any experience with that type of 
individual ? 

Mr. Zarrm11. You mean the type of individual that rewrites 
minutes ? 

Mr. Fiscupacn. Yes. 

Mr. Zarriut1. I do not recall at the moment whether I ever came 
across minutes that had been rewritten, but perhaps some of the 
individuals that I have come across would rewrite them if they 
thought they could get away with it. 

Mr. Fiscusacn. That, too, is your surmise. 
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Mr. Zarritw. It is. 

Mr. Fiscupacu. Since you were suspicious of the May 8 minutes, 
did you suggest they be examined to ascertain whether they were true 
or false minutes? 

Mr. Zarritur. Where do you propose that I should go to find that 
out ? 

Mr. Fiscunaeu. I am not making a proposal. 

Mr. Zarrii1. Who would admit they had falsified minutes? 

Mr. Fiscusacu. Did you make a suggestion that these minutes be 
examined for the purpose of determining that ? 

Mr. Zarriu. I did not. 

Mr. Fiscusacu. Did you ever talk to Mr. Ammann about whether 
they were falsified ? 

Mr. Zarriwit. I do not believe I did. 

Mr. Fiscusacn. Whom did you talk to about them ? 

Mr. Zarritut. Mr. Strecker. 

Mr. Fiscusacn. What did Mr. Strecker say about it ? 

Mr. Zarriwui. I believe Mr. Strecker had the same impression of 
the whole matter as I did. 

Mr. Fiscunacu. Did Mr. Strecker ask anybody whether the min- 
utes were rewritten ? 

Mr. Zarritir. Not to my knowledge. 

Mr. Fiscusacu. The minutes you found in the book were signed, 
weren't they ? 

Mr. Zarriuut. I believe they were. 

Mr. Fiscupacu. Did you ever talk to any of the people who signed 
the minutes ? 

Mr. Zarriiut. I tried to, but they were not available for consul- 
tation. 

Mr. Fiscusacn. Whom did you try to talk to? Who was not avail- 
able ? 

Mr. Zarritir. We asked Mr. Gregory to come in and meet with us, 
but he did not do so. 

Mr. Fiscnpacn. Was he the person who signed the minutes? 

Mr. Zarriwut. I do not recall at this time, 5 years later. 

Mr. Fiscuznacu. Don’t you know that it wasn’t he? 

Mr. Zarriut. I don’t know that it wasn’t he. 

Mr. Fiscusacu. Was Mr. Gregory secretary of the board? 

Mr. Zarritut. I do not believe so. I believe Mr. Gregory was pres- 
ident. 

Mr. Fiscupacu. There was a secretary, wasn’t there? 

Mr. Zarriut. Yes. 

Mr. Fiscusacu. But you did not talk to that person ? 

Mr. Zariuut. It is our practice to talk to the managing officer of 
the institutions who, in this case, would be Mr. Gregory. 

Mr. Fiscupacu. In connection with what you suspect to be a false 
document, wouldn’t you talk to the person who put his signature 
on it? 

Mr. Zarritui. You do not expect that person to admit it, do you? 

Mr. Fiscusacn. How did you expect to prove your suspicions. Or 
didn’t you think it would ever be necessary for you to? 

Mr. Zarriwit. I want to make one thing clear. I have not stated 
that these minutes were, in fact, not adopted on May 8, 1946. 

Mr. Fiscuracu. You stated 





INVESTIGATION OF HOME LOAN BANK BOARD 1699 


Mr. Zarriuuti. I state there is a question in my mind as to whether 
or not they were adopted on May 8, 1946. 

Mr. Fiscusacn. You stated also that you suspected in 1946 that 
the minutes were phony, that they had been rewritten. 

Mr. Zarritxi. That is true. 

Mr. Fiscusacn. You put information to that effect in your report. 

Mr. Zarriwut. I didn’t make the statement in that report. 

Mr. Fiscusacu. But you stated enough so that inference would be 
there, didn’t you? And you wanted it to be there? 

Mr. Zarriiu. I stated facts to the best of my ability and there is 
nothing in this report which is not a fact. 

Mr. Wacancen You wanted that inference to be there. 

Mr. Zarriut. I set forth the facts to the best of my ability and 
everything in connection with these resolutions are facts. 

Mr. Fiscuspacu. Didn’t you want your report to reflect your sus- 
picions that the minutes were false? 

Mr. ZarriLxui. I wanted my report to reflect the facts. 

Mr. Fiscusacu. Didn’t you want one of the facts to be reflected by 
your report to convey your impression and that of Mr. Strecker that 
the minutes of May 8, 1946, were false? Did you or did you not? 

Mr. Zarriui. If anyone arrives at that conclusion, it 1s merely as 
a result of the facts presented in the report. 

Mr. Fiscusacn. You wanted that conclusion to be reached from 
the facts you presented, didn’t you? 

Mr. Zarriwwi. The facts are there and speak for themselves. 

Mr. Fiscupacu. I understood you to say a little while ago, Mr. 
Zarrilli, that the very reason you made comment about the statement 
of Mr. Willhoit that he had been offered the hotel lease 2 days after 
May 15 was to convey your impression or your suspicion that the 
minutes of May 8 were false. 

Mr. Zarriui. It certainly seems strange that he had been offered 
this lease after the lease had already been signed the week before. 

Mr. Fiscusacu. But you wanted the report you presented to con- 
vey your suspicion that the minutes were false? 

Mr. Zarriuut. I repeat what I repeated a few minutes ago, that I 
do not know, as a matter of fact, whether the minutes are false. 

Mr. Fiscupacn. We appreciate that. 

a ZarRituiI. But there are indications that they may not have 
een. 

Mr. Fiscuspacu. May not have been what? 

Mr. Zarrit11. May not have been bona fide. 

Mr. Fiscusacu. You wanted your report to convey the impression 
_— were indications that the minutes were not bona fide, didn’t 
you 

Mr. Zarriut. I believe, after reading Mr. Willhoit’s statement that 
that is a reasonable—may I strike that out? I believe after reading 
Mr. Willhoit’s statement that that impression was not without basis. 

Mr. Fiscupacu. Were you instructed not to answer questions that 
were put to you here “yes” or “no”? 

Mr. Zarriwwt. Certainly not. 

Mr. Fiscupacnu. Mr. Zarrilli, did you anticipate that you would ever 
be.called upon to back up this report by your sworn testimony ? 

Mr. Zarriiur. You mean in May 20, 1946, the night of May 20, 1946? 
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Mr. Fiscrsacu. I mean when you completed and submitted the 
report. 

Mr. Zarrixxt. I felt that possibility was present. 

Mr. Fiscupacu. Therefore, I presume you were careful to put in 
the report statements that represented the truth, as you saw it? 

Mr. Zarritur. We reported facts to the best of our ability and as 
accurately as we knew how. 

Mr. Fiscupacn. You had every intention of assuming complete 
responsibility for everything that is in the report ? 

Mr. Zarritut. I do not hesitate to assume responsibility for every- 
thing that is in this report. I am that confident of the facts that 
are in the report. 

Mr. Fiscuzacn. Do you recall that there was a considersble amount 
of contention about action of the board of directors of Long Beach 
Federal in appropriating $100,000 for counsel fees in connection with 
what they anticipated Mr. Fahey might do to Long Beach Federal? 
Do you remember that ? 

Mr. Zarritxt. I recall that; ves. 

Mr. Fiscupacn. When was that action taken by the board of direc- 
tors? 

Mr. Zarritut. The action was taken at a regular monthly meeting 
of the board of directors held on May 8, 1946, the same day of the 
other resolution about which you were just speaking. 

Mr. Fiscusacn. Did you think the minutes of that meeting were 
phony, too? 

Mr. Zarritu. That is the same meeting. 

Mr. Fiscupacu. That is the meeting that you think was phony? 

Mr. Zarriitwr. It might have been. 

Mr. Fiscunacn. Anything might be. But that is the record of 
the meeting that you think was phony, isn’t it ? 

Mr. Zarritut. [ beg your pardon ¢ 

Mr. Fiscupacn. That is the meeting in which that action was taken 
and the record ef which you think was phony, isn’t it? 

Mr. Zarriiit. May 8, 1946, is the meeting. 

Mr. Fiscnracn. That is the meeting about which we have been 
talking about your suspicions, that they were phony. 

Mr. Zarriwui. That is my personal reaction. 

Mr. Fiscuracn. Did you ever ask Mr. Ammann when he first 
learned of what was set forth in the minutes of that meeting? 

Mr. Zarri1t. I do not recall discussing this with Mr. Ammann. 

Mr. Fiscurnacu. Mr. Ammann, do you remember when your atten- 
tion was drawn for the first time to the existence of the minutes of 
the meeting of May 8? 

Mr. Ammann. I believe it was on the night of May 18 when the 
examiners inquired from the association and acquired it for their 
examination. That was the information they conveyed to me at that 
time. 

Mr. Fiscnracn. Did you ever have the suspicion, Mr. Zarrilli 
pressed here, with regard to the “bona fideness” of the record of that 
meeting ? 

Mr. AMMANN. Not until after I was in the association for’ some 
time and finally saw the minute books. T did not see the book because 
the examiners had taken possession of it in order to get vital records 
and information. Later when I saw that and then understood what 
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the facts were about the discussions with Mr. Willhoit, it raised a 
question in my mind as to whether the lease was made first or the 
minutes were made first. 

Mr. Fiscnpacnu. Did you ever entertain the suspicion of the meeting 
as contained in the minute book of Long Beach Federal as being 
vyhony ¢ 
Mr. Ammann. The question that was raised in my mind by this mat- 
ter was the same as the question that was raised in. mind by the 
retroactive salary increase. It made me doubtful of the action of 
the minutes or the action to which it related, one or the other. 

Mr. Fiscupacn. One or the other? 

Mr. Ammann. The thing was so inconsistent that they couldn’t 
hoth appear to be right. 

Mr. + epee They have never crystallized as to which was false 
or true? 

Mr. Ammann. I have no personal opinion as to which was true or 
which was false. 

Mr. Fiscusacn. Did there come to your attention, Mr. Zarrilli, 
when the minutes of May 8 came to your attention, that certain moneys 
were drawn out of the association in connection with the resolution 
authorizing $100,000 for counsel fees ? 

Mr. Zarriut. Yes. 

Mr. Fiscreacn. When that came to your attention, I suppose you 
saw that $50,000 had been withdrawn ? 

Mr. Zarritut. We have some record. 

Mr. Fiscupacn. Did you know where the $50,000 went? What 
happened to it # 

Mr. Zarriuut. I believe it was turned over to Mr. R. H. Wallis. 

Mr. Fiscupacn. Do you know what he did with it? 

Mr. Zarriutr. I know now. 

Mr. Fiscupacn. Didn’t you know in 1946 what he did with it? 

Mr. Zarriwxi. I did. 

Mr. Fiscupacn. Did you know that before you completed your ex- 
amination report ? 

Mr. Zarriwut. I believe I did. 

Mr. Fiscupacn. What did you learn as to what disposition Mr. 
Wallis had made of the $50,000 ? 

Mr. Zarrmu. I heard he had deposited a cashier’s check with the 
court. 

Mr. Fiscunacn. Why didn’t you put that in the report ? 

Mr. Zarritut. There were many other litigations going on in con- 
nection with this association. ‘This was a report to the Home Loan 
Bank Board. Certainly they had knowledge of the $50,000 check 
which was interpleaded in the court. 

Mr. Fiscusacn. Why didn’t you put it in your report ? 

Mr. Zarritu1. The Home Loan Bank Board already had knowledge 
of it. This report isasof May 18. This happened after May 18. 

Mr. Fiscupacn. It is also as of October 2, 1946. 

Mr. Zarriuut. This is not a report of examination as of October 2 
such as you are referring to. What this contains is an audit of 
business transacted by the Long Beach Federal on October 1 and 2, 
and relates only to the transactions of October 1 and 2 as they were 
turned over to us. It does not pretend to cover anything else. 
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Mr. Fiscusacu. Before October 2, 1946, you certainly knew that 
that money had been paid into the court, didn’t you? 

Mr. Zarriwi1. And I also knew about an administrative hearing 
which had been enjoined, and I heard about many other actions which 
happened after May 18, 1946. 

Mr. Fiscuzacu. With regard to the $50,000, that was something 
that was an asset of the association, wasn’t it / 

Mr. Zarrii. It was an asset of the association which had been 
taken beyond the control of the association. 

Mr. Fiscupacn. It was an asset of the association even as it reposed 
in the registry of the court, wasn’t it ? 

Mr. Zarriu1. On the books of the association it had been charged 
to expense. It was no longer an asset. That entry was made by the 
old management, not by the conservator. They removed it as an 
asset. 

Mr. Fiscuracu. When it was deposited in the court, wasn’t it an 
asset ? 

Mr. Zarriww1. Not according to the books of the association. 

Mr. Fiscupacu. From an accounting and examiner’s viewpoint, 
what was the situation ¢ 

Mr. Zarriti1. The check had been withdrawn by the old manage- 
ment and charged to expense. I cannot conceive after an item was 
charged to expense how it can be considered to be-an asset. That 
entry, by the way, was not made by the conservator. 

Mr. Fiscusacu. You say you cannot conceive of it. Suppose Mr. 
Wallis decided he didn’t want to act as counsel. Wouldn’t that be 
an asset of the association ? 

Mr. Zarritui. Why didn’t he return it to the association if he 
wanted to give it back ? 

Mr. Fiscupacu. Wouldn't it have been an asset of the association 
under those circumstances ? 

Mr. Zarrmut. Had he returned it to the association, it would have 
been a reimbursement of an expense. 

Mr. Fiscnpacu. Why didn’t you put in your report the fact that 
that money was paid into court ? 

Mr. Zarriti1. There were many matters in litigation at the time. 

Mr. Fiscupacn. Did you discuss that particular thing with Mr. 
Strecker ¢ 

Mr. Zarrivui. I would hke to finish my answer, if I may, Mr. 
Chairman. 

There were many matters in litigation at the time this item of 
$50,000 check was issued. That was one of any number of matters 
in controversy. Our report is as of May 18. We did not go into 
the litigation that happened after the date of the examination 
report. For that reason we did not show that in our report. 

Mr. Fiscupacu. Haven’t you anything in your report that hap- 
pened subsequent to May 18? 

Mr. Zarriur. We may have. 

Mr. Fiscupacn. Why was that one excluded ? 

Mr. Zarriiwi. It was not an intentional omission, as I stated before. 
There were many things happening in that association after May 18. 

Mr. Fiscusacu. I did not understand you to have made the state- 
ment before that it was not an intentional omission. Was it an unin- 
tentional omission ? 
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Mr. Zarrixi. It isnot an omission. It is merely a part of the over- 
all litigation, none of which was covered in this examination report. 

Mr. Fiscupacu. Was it so indicated in your report? 

Mr. Zarrix. I do not recall any reference to it, Mr. Fischbach. 

Mr. Fiscupacu. You think your report was complete without setting 
that out / 

Mr. Zarriwwt. I do. 

Mr. Fiscusacu. You think it accurately portrayed the facts in 
connection with the withdrawal of $50,000 or didn’t you think it was 
necessary because the Home Loan Bank Administration knew about 
it? 

Mr. Zarriut. For one thing, they knew about it and, as I stated 
before, it was part of the litigation which was snowballing and which 
we couldn’t hope to keep up with if we ever wanted to finish this 
examination. We would still be out there reporting on pending mat- 
ters 5 years later. This litigation is still going on now. I do not know 
where you presume I was to stop and start in that litigation. 

Mr. Fiscupacn. I just wondered what your instructions were in 
that connection. 

Mr. Zarritui. We had no instructions, Mr. Fischbach, as to what 
to put into the report and what not to put into the report. As stated 
a few minutes ago, this $50,000 check is part of the whole picture of 
the litigation. 

Mr. Fiscupacu. Before you finished the report, Mr. Ammann had 
sent Mr. Turner notice that, as far as-he was concerned, the lease he 
had on the hotel was void; isn’t that right? 

Mr. Zarrii1t. I believe he sent such a notice. 

Mr. Fiscupacn. Why didn’t you put that in your report? 

Mr. Zarit. It happened after May 18, 1946. We have to cut this 
thing off somewhere. 

Mr. Fiscusacn. You didn’t think it affected what was stated in 
your report in any way? 

Mr. Zarrmut. No. We tried essentially to present a picture of the 
association on May 18, 1946. This was not a continuing examination. 
We tried to cut if off at May 18. 

Mr. Fiscupacn. How long did it take you to make this examination 
of May 18, 1946? 

Mr. Zarritui. We completed it in its final form just before returning 
from California, the date on Mr. Strecker’s certificate being November 
14, 1946, which is approximately the date of completion. I believe 
it was the week or two before that it was actually completed, but we 
were instructed to stand by out there for a few days longer, which 
we did and I actually came home, as a matter of fact, on November 15, 
and this thing was dated November 14. 

_, Fiscupacu. Did you work on that all the time you were out 
there? 

Mr. Zarritut. For a time when we first got out there we assisted 
the conservator who needed help. 

Mr. Fiscunacu. Were you paid for that as an assistant to the con- 
servator or were you paid for that work as an examiner ? 

Mr. Zarrmut. To the best of my knowledge I received my check 
from the usual source. Exactly where the charge was segregated, as 
pertaining to the conservator and pertaining to the examination, I 





1704 INVESTIGATION OF HOME LOAN BANK BOARD 


am not sure of. I know such a record was kept allocating the time 
between the different functions. 

Mr. Fiscusacu. You know such a record was kept. By whom was 
it kept, and where? 

Mr. Zarriwwi. By Mr. Strecker. We have it in our work papers in 
connection with this examination, I am quite sure. 

Mr. Fiscupacn. Now, with reference to the pledge agreement in 
connection with the $8,300,000 worth of bonds that Long Beach Fed- 
eral had, do you know when that pledge agreement you refer to was 
signed ¢ 

Mr. Zarriuui. I do not. You asked me to get that information for 
you. . 

* Mr. Fiscupacn. You weren’t able to in the noon recess? 

Mr. Zarritui. They are trying to get it this afternoon. 

Mr. Fiscuzacn. What happened on October 1 and 2 which is re- 
flected in your report? I might say that the subcommittee is aware 
from other evidence that on those days Mr. Ammann was out and 
then back in and that a substantial sum of cag ty mig paid into the 
association and promptly withdrawn as soon as Mr. Ammann came 
back. I suppose you made an analysis of what happened on those 
2 days in that respect, didn’t you? 

Mr. Zarriwz1. I did. 

Mr. Fiscupacu. Did you come to the conclusion that the moneys 
that were paid in and drawn out were real money or phony money / 

Mr. Zarritii. I presented the facts. I am not supposed to arrive 
at conclusions. 

Mr. Fiscusacu. Did you have any suspicions about the transactions 
that were disclosed in your report 

Mr. Zarriut. I wish you would clarify that question. 

Mr. Fiscusacu. Is that a situation in which you had no suspicions 

Mr. Zarriwui. Certain things happened which, in my opinion, ap- 
peared questionable. 

Mr. Fiscusacu. Did you reflect that in your attitude in the report 

Mr. Zarriui. I reflected the facts in connection with the matter as 
accurately as I knew how. 

Mr. Fiscuspacu. Was money put into Long Beach Federal by vari- 
ous people ¢ 

Mr, Zarriuwi. Checks were deposited. 

Mr. Fiscuspacn. Was the money thereafter withdrawn ¢ 

Mr. Zarritui. Withdrawal slips were placed in the possession of the 
association. 

Mr. Fiscupacu. Were the checks that were deposited real checks 
or were they phoney checks! 

Mr. Zarritui. We were not able to definitely ascertain that as a 
result of our investigation. 

Mr. Fiscupacu. Why not ? 

Mr. Zarrivur. Mr. Walker at the bank, Farmers and Merchants 
Bank of Long Beach, was not cooperative. He refused us access to 
the records which represented disbursements of the association’s funds. 
He would not give us those records. That is the reason we were not 
able to ascertain what happened. 

Mr. Fiscuspacn. Not being able to ascertain it, 1 suppose you sus- 
pected that it was phony / 
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Mr. Zarritu. I set forth the facts as I saw them and as accurately 
as 1 knew how. 

Mr. Fiscusacu. Did you find that the people who deposited these 
checks were bona fide people or were they dummies? Were they any 
of these dollar-signature individuals? 

Mr. Zarriui. | do not recognize any as such. 

Mr. Fiscupacu. Did you recognize any of them as being prominent 
individuals in the community ? 

Mr. Zarriuui. I have no knowledge that they were not. 

Mr. Fiscupacu. Did you have any knowledge that they were? 

Mr. Zarriwtui. I do not know any of these people. I do not know 
whether they are prominent or not. 

Mr. Fiscusacu. Did you recognize any of those persons who de- 
posited checks as persons whose names had been on the books of Long 
Beach Federal before Mr. Ammann took over ? 

Mr. Zarriwui. Yes. 

Mr. Fiscupacn. And were they not amongst the individuals who 
felt so keenly about Mr. Ammann that they wouldn’t let Mr. Am- 
mann have charge of their money # 

Mr. Zarritii1. Some of those people who were former borrowers 
and did business with the association appeared among the list of names 
that were deposited that day. 

Mr. Fiscupacu. What was the largest amount of money that was 
deposited on October 1 ? 

Mr. Zarriwx1. $250,000. 

Mr. Fiscupacn. Who made that deposit ? 

Mr. Zarritwi. S. V. Hunsaker Co. 

Mr. Fiscusacu. Was that a phony organization ? 

Mr. Zarriwu. I have no such knowledge. 


Mr. Fiscupacu. Were they a legitimate organization ? 
Mr. Zarruu. I have no such knowledge. 
Mr. Fiscusacu. Did you ask vind doef who they were ? 


Mr. Zarriwwu. I didn’t. I recognized some of the names. We have 
Mr. C. 8. Jones among the names listed. 

Mr. Fiscupsacu. Is he a real person or is he one of the dollar-signa- 
ture guys ¢ 

Mr. Zarrivui. He is a real person. 

Mr. Fiscupacu. How much did he deposit ? 

Mr. Zarruui. He deposited a total of $120,000, I believe. 

Mr. Fiscupacu. He withdrew it the next day ? 

Mr. Zarriwu. They all withdrew their funds the next day. 

Mr. Fiscupacu. Did Mr. Jones have $120,000 to deposit ¢ 

Mr. Zarriwvi. I don’t know. 

Mr. Fiscupacu. Did you ever find out he didn’t have? 

Mr. Zarriuui. I did not; neither did I find out that he did have, as 
a matter of fact. 

Mr. Fiscunacu. How did you report the facts / 

Mr. Zarrivui. As I saw them. 

Mr. Fiscupacnu. How did you see them ? 

Mr. Zarriu1. I reported those facts to which I had access. 

Mr. Fiscuspacu, Do you remember the comments you made in con- 
nection with the man ¢ 

Mr. Zarrmu. Not in detail. I have a general recollection of the 
matter. 
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Mr. Fiscusacn. You got some information about Mr. Hunsaker, 
didn’t you? You got information from Mr. Walker that Mr. Hun- 
saker had a credit balance of $250,000, didn’t you? That is on top 
of page 12. 

Mr. Zarrivi1. Mr. Walker stated that he had one of the passbooks 
of the Long Beach Federal. It was in the name of S. V. Hunsaker 
and the passbook had a balance of $250,000. He didn’t say he had 
$250,000 other than that the passbook issued by the association listed 
that amount. 

Mr. Fiscupacu. Why didn’t you go to find out from Mr. Hunsaker 
what prompted him to put a quarter of a million dollars into the 
ussociation ¢ 

Mr. Zarriwx1. I believe I knew what prompted him to put this 
money into the association. 

Mr. Fiscupacu. Why didn’t you put it in the report, then? 

Mr. Zarriuui. I didn’t know it to be a fact. I was charged to report 
only the facts. 

Mr. Fiscusacu. When you learned of that transaction, didn’t you 
want to ascertain what all the facts were, so you could put them in 
your report ? 

Mr. Zarriuxt. I did so to the best of my ability. 

Mr. Fiscupacu. We will excuse you at the moment. 

Mr. Hortrretp. The subcommittee will recess. 

(Short recess taken.) 


TESTIMONY OF H. GRAHAM MORISON, ASSISTANT ATTORNEY 
GENERAL, DEPARTMENT OF JUSTICE 


Mr. Hottrievp. Will you please take the witness stand, Mr. Mori- 
son? Do you swear that the testimony you are about to give before 
this subcommittee will be the truth, the whole truth and nothing but 
the truth, so help you God? 

Mr. Morison. I do. 

Mr. Houtrietp. The Chair would like to say that we appreciate very 
much, Mr. Morison, your attendance here, knowing as we do that you 
are engaged in some heavy responsibilities in the Department of Jus- 
tice and we will try to accommodate you, as we have tried to accommo- 
date other witnesses, to the best of our ability, so that we will take no 
more of your time nor the subecommittee’s time than is necessary. 

Mr. Morison. I thank you for that. 

Mr. Fiscupacn. Mr. Morison, in 1949, what was your position with 
the Department of Justice? 

Mr. Morison. I was Assistant Attorney General in charge of the 
Claims Division. 

Mr. Fiscupacn. As such, did you have charge of the assignment of 
various cases in which the Department acted as counsel from per- 
sonnel of the Department ? 

Mr. Morison. Yes, sir. 

Mr. Fiscusacn. Early in that year we understand that Mr. Siegel 
was assigned to the case pending in the Federal court in the southern 
district of California referred to here as Mallonee against Fahey and 
the consolidated and related actions. We also understand that he took 
the place of a Mr. Guggenheim who had that litigation in charge for 
some time. 
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Could you tell us what the occasion was for relieving Mr. Guggen- 
heim and assigning Mr. Siegel to that matter ? 

Mr. Morison. The matter was purely one of appropriate use of man- 

wer. Both Mr. Siegel and Mr. Guggenheim were extremely capable 
awyers. Mr. Siegel having formerly been the head of the Supreme 
Court Section, after he left that position after the war, had asked that 
he be given a position of taking special assignment cases. 

Mr. Guggenheim was in the General Litigation Section and re- 
sponsible for heavy volume. They were understaffed. They had all 
sorts of litigation. So when this matter came into the kind of im- 
portance that followed, it necessitated a man who would be able to 
follow it closely day by day. So Mr. Siegel was assigned to the case. 

Mr. Fiscupacu. Shortly after he was assigned to the matter, we 
understand that his attention was drawn to the existence of a stipula- 
tion which Jim Carter had as United States attorney, through Arline 
Martin, one of his assistants, entered into with counsel in that case in 
southern California, and that Mr. Siegel’s reaction to that stipulation 
was such as to prompt him to eventually seek a conference with you, 
and we understand that such a conference was had. 

Do you recall that such a conference was had in your office? 

Mr. Morison. Yes, sir. 

Mr. Fiscupacn. Do you recall what was said by Mr. Siegel in re- 
lation to that stipulation ? 

Mr. Morison. My recollection is a little dim on it, but the major 
problem presented was this: Here was a so-called interim request for 
attorneys’ fees. Representing defendants, the banks, in a situation in 
which we had at the very beginning, litigating for the Government, 
taken the position that the court had no jurisdiction and as to which 
we felt that the stipulation as to attorneys’ fees as it was entered 
into, which was that the petitions could be presented, witnesses could 
be put on by the attorneys, that the United States would not cross- 
examine, no interposition of any defense or objection made—we felt 
that because of the propriety and in a sense the pecuniary interest of 
the United States in that, that that was an impropriety and that it 
involved us, insofar as the litigation and our position in that litigation 
was concerned, in an untenable position. 

To that extent I agreed with Mr. Siegel that that had to be rem- 
edied. 

Following that, my recollection is we called the Board to consult 
with them, told them our opinion as lawyers about this. 

And prior to that time, as near as I could understand it, I actually 
did not actively get into the case until that event came up—it was a 
matter of routine beyond that time—prior to that time the relationship 
had been the United States attorney had consulted the Board and 
there had been merely forwarding of routine letters and correspond- 
ence which go through the mill of the office. 

Mr. Fiscupacn. I appreciate the fact that you will have difficulty 
in recalling the detail on a matter of that character, but I wonder if 
there are certain landmarks that might be recalled to you through 
the process of what the subcommittee understands was the evidence 
submitted here in the nature of monuments along this road. 

Jim Carter had made the stipulation, and I take it that after con- 
ferring with Mr. Siegel and after conferring with the Board, the 
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Department took the position that some out should be sought in con- 
nection with that stipulation, is that right? 

Mr. Mortson. No, sir, not an out. To the very contrary. This 
stipulation, however you describe it, was in essence a compromise 
agreement. No interposition of any defense or plea, no cross-exami- 
nation of witnesses—it was a compromise agreement in its terms. I 
am sure Mr. Carter acted in complete good faith. Judge Carter and 
I are very close friends, and I know that it was some embarrassment 
to him, but as a matter of fact this was a compromise, and without 
the approval of the Attorney General could not be made valid. 

In addition, we felt very strongly, of course, that this was a position 
untenable in the case, and that it went far beyond what we conceived 
to be an unreasonable allowance of fees and, therefore depreciation 
of the estate, but it also, we thought, put an impediment in the Govern- 
ment’s defense. 

We then notified Mr. Carter of that fact, with the approval of the 
Attorney General, and Mr. Ford, and that was done. I am sure that 
the testimony is full on that on what ensued. 

Mr. Fiscupacu. Did you reach the conclusion that there should be 
proceedings to set aside the stipulation ? . 

Mr. Morison. I reached the conclusion, one, that the stipulation 
because done without the authority of the Attorney General’s specific 
approval—there is no delegation as to that—that it was invalid, that 
it had to be repudiated on that basis; and, second, as you know, 
eventually, this thing worked out when Mr. Ford went out—he was 
going on other business—my recollection is after that sometime, and I 
asked him to try to look into the matter, and they eventually came up 
with some agreement which was approved by the Attorney General. 
I think that was one-third, was it not, allowance, the rest to be 
postponed. 

Mr. Fiscupacu. Mr. Morison, prior to that time did not Jim Carter 
as United States attorney have complete control of the litigation ? 

Mr. Mortson. He had control of the litigation subject to supervision 
of the appropriate division as every United States attorney has. 

Mr. Fiscusacu. But I mean he had control of it in the same sense 
that every United States attorney has control of litigation. 

Mr. Mortson. He was the active attorney in charge of the case, just 
as if you had a law firm, senior and junior partners handling a case. 
They are handling the case subject to the supervision of the senior 
partner. I want to restate one thing again, and Mr. Carter saw the 
point ; a compromise cannot be entered into by a United States attorney 
or by anybody in the Department for that matter. There is one excep- 
tion. The Attorney General has delegated, for instance, when I was 
head of the Claims Division, I could compromise amounts under, I 
believe, $10,000, but beyond that all compromises have to be approved 
specifically by the Attorney General. 

Mr. Fiscuspacu. Following this conference, a communication was 
addressed to Mr. Carter in which he was, I believe, or I understand, 
advised that it was the desire of the Department that he address a 
communication to all counsel in the case, notifying them that the 
Board would not undertake to proceed further with settlement nego- 
tiations unless there were certain terms agreed upon ? 

Mr. Morison. That was a later development. We found that the 
relationship that existed before, in which the Board had been dealing 
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almost exclusively with the United States: attorney, that the Board 
hadjin the various compromise efforts from various groups that had 
come when opportunity was made, had made a series of changes in 
position. We felt, I think quite properly, that although we recog- 
nized them as our client that if we were going to successfully litigate 
the interests of the United States we would have to try to arrange our 
lines of communication so that we would be in complete accord and 
understanding. 

We then outlined to them the posture of what we thought the case 
was and what we thought was necessary for an appropriate defense of 
the case. 

We expressed our complete belief in the validity of the United 
States’ position, and we went in to some extent to the law, because 
counsel of the bank was present, and as a result of that I believe Mr. 
LaRoque—was that not the man that attended—he was the member 
of the Board who attended that meeting—I told him that I thought 
that he should communicate with the other members of the Board 
and see if they were in accord generally with the lawyers’ recom- 
mendation of how the case should be conducted, and he advised me 
subsequently that the Board was in accord with that position. 

Then following that I believe I sent a memorandum or a letter, I 
am not sure—maybe you have a copy of it, I do not know—to Mr. 
Carter outlining the position of the Department of Justice as attor- 
neys for the Board. 

Mr. Fiscusacn. I think, Mr. Morison, that is one of the letters 
which either you or Mr. MacGuineas felt came within the privileged 
category. 

Mr. Morison. That is right, sir. 

Mr. Fiscusacn. I do not believe we have had access to that, for that 
reason. 

Mr. Morison. That is right, sir. 

Mr. MacGurneas. But you have Mr. Carter’s letter to opposing 
counsel which sets forth the same propositions. 

Mr. Fiscupacu. There is no question about it. 

Mr. Morison. It sets forth, at least, the material things from their 
point of view. 

Mr. Fiscupacn. We also know that Mr. Carter sent his letter as a 
result of instructions that I take it you sent him from the Department ‘ 

Mr. Morison. Yes, sir. And I might say on that, too, sir, Mr. 
Fischbach, that just before sending those in view of the relationship 
of the Attorney General to this compromise situation, I consulted 
with the Attorney General and Mr. Ford. 

Mr. Fiscunacn. I understand that is the fact. 

Mr. Morison. Yes, sir. 

Mr. Fiscupacn. After that was there a change in the control over 
the case in Los Angeles? 

Mr. Mortson. Yes, sir; to this extent: Mr. Siegel went out and Mr. 
Ford went to Los Angeles and his instructions were, of course, where- 
ever we send a representative from the Washington office we always 
tell them, of course, that you are supposed to work with the United 
States attorney. However, you are to represent the Department’s 
Views in any matters that come up and you can consult freely with 
us. Obviously, the idea is that we do not want to have any feeling 
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of adversary between the home office and a local office, but Mr. Siegel 
was actively sent, out from the Department to represent its position. 

Mr. Fiscusacu. Did Mr. Carter ask to be relieved of anything 
further in the way of responsibility in connection with the case? ~ 

Mr. Morison. ae not recall, sir. I know that Judge Carter was, 
and I can understand quite well, upset about the position that was put 
upon him. I might say that I have had the same situation in my own 
career when I was in private practice and it is embarrassing. 

Mr. Fiscnpacn. We appreciate the delicacy of the matter. We 
understand, Mr. Morison, that from about that time forward and 
right up until the present time the United States attorney in Los 
Angeles, whether it was Mr. Carter or whether as now Mr. Tolin, 
has really been servicing the case as distinguished from handling the 
case. 

Mr. Mortson. That is true. And let me explain, Mr. Fischbach, why 
that became necessary. The more we began to examine the merits and 
the potentialities of this case as it affected the Home Loan Bank 
System which I like to consider as analogous in many ways to the 
Federal Reserve System, we began to realize that not only was this a 
matter of litigation, but it was a matter as the Board expressed it of 
rolicy of the Board. And we began to realize that although this was a 
ocal case in its inception, it was the kind of case that the Board here 
in Washington would have to follow. And in view of that fact, that 
was the relationship that we set up. It has worked very well since 
that time. 

Mr. Fiscupacu. Were you consulted by Mr. Siegel at any time in 
connection with the contemplated cancellation of the insurance of 
counsel of Long Beach Federal Savings and Loan Association ? 

Mr. Morison. No, sir; not that I recall. The only thing I remem- 
ber at all about insurance, and this came almost after the fact, I heard 
from the Board—and I am not sure in my own mind how I heard it— 
that the head of the insurance subsidary was quite concerned as to 
whether or not under the application under the law he could continue 
to carry the insurance on those deposits since the premiums or assess- 
ments were being paid into court and not to this wholly owned 
Federal Insurance Corporation. 

He had, as I understood, suggested to the Board the necessity 
under the rules and regulations and the law to cancel the insurance. 
Now we took no part, as far as I recall, in any legal analysis of that. I 
think the Bank Board’s attorneys were the ones that were consulted 
on that, but I remember that that issue came up at some time, but 
I had no part in it. 

Mr. Fiscupacn. I would like you to check me on this, Mr. Mac- 
Guineas, but did not Mr. Siegel testify that he came to the conclusion 
that the Insurance Corporation could not cancel its insurance ? 

Mr. MacGurneas. I did not hear all of Mr. Siegel’s testimony, 
but of what I did hear I do not think he said that, but he did testify 
in the evening when I was not here. 

Mr. Fiscnupacn. There came a time when one of the associations 
who were parties plaintiff in this litigation made an application to 
the Federal court for an order requiring that all parties to the litiga- 
tion make a status report to the court on what the progress of efforts 
to compromise the litigation were. 
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Do you recall that matter coming to your attention, Mr. Morison? 

Mr. Morison. It is kind of vague, I. must admit. I do remember 
something about it. I do remember that something of that nature 
occurred. I did not remember that it was a matter that was in court. 
I thought it was something addressed to counsel. 

Mr. Fiscusacu. It was in the court, and I am going to place before 
you a letter of September 7, 1949, which Mr. McKenna sent to Mr. 
Carter in which reference is made in the first paragraph to a sugges- 
tion attributed to you. 

Mr. Morison. The memorandum is not attached, is it ? 

Mr. Fiscusacn. No, sir. 

Mr. Morison. That was taken out ? 

Mr. Fiscusacn. Yes. 

Mr. Morison. I guess if it says so, I must have had something to 
do with it. I do not recall it. Do you want me to comment on it? 

Mr. Fiscupacu. Not if you do not recall it. 

Mr. Morison. I do not recall it. As I say, my recollection was, 
until you showed me this, that this was something that counsel for 
the banks had served upon the Government counsel and counsel for 
the bank. ad 

Mr. Fiscupacu. I think it is fair to state for your information the 
evidente here generally indicates that this Wilmington Federal had 
made an application to Judge Hall, the purport and purpose of which 
was to require all parties to the litigation to make a report as to the 
status of their efforts to compromise the litigation. And that in- 
cluded the Government, too. And the Government was called upon to 
file a report. 

It appears that the Government took the position that there were 
no settlement negotiations pending in response to that rather extra- 


ordinary inquiry. And I take it that you must have been consulted in 
connection with it? 

Mr. Morison. I must have. 

Mr. Fiscupacn. I would also like to call attention to a memorandum 
which apperes to be in the file of Mr. Carter or the United States 


attorney for the southern district of California which is dated Sep- 
tember 8, 1949, and is a memorandum made by Arline Martin, an 
assistant in Mr. Carter’s office at the time—she is still an assistant in 
Mr. Tolin’s office—and the memorandum says: 

Talked with H. Graham Morison. He said O. K. to stips to extension of time 
to November 15 to file objection to Ammann’s accounting. Said will advise us 
if Home Loan Bank Board files notice of administrative hearing to forfeit 
charter of Long Beach Association so we can make a statement to the court. 

Does that memorandum recall to your mind a conversation with 
Arline Martin? 

Mr. Morison. Yes; I remember that conversation. I never made 
any statement about the forfeiture. I do not know how she got that 
inmind. As a matter of fact on that point, Peyton Ford asked me 
about it. I believe you must have asked him something about it. 

Mr. Fiscupacu. I have asked everybody about it. 

Mr. Morison. And he asked me about it. That is the reason I hap- 
pen to know about it. 

I have talked with everybody connected in my office. There never 
was a discussion in the entire time that I had anything to do with this 
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case with reference to forfeiture of charter. It has been so long since 
I even looked at the basic act and the administrative regulations that 
I do not know what is involved in forfeiture. And I am sure if that 
had been a matter that I considered I would have pulled the books 
down and made some sort of a memorandum about it. 

I do recall the conversation with Miss Martin because I felt an 

obligation to Judge Hall. 
The Board had determined that it was, in view of this insurance 
situation and in view of the fact that they had never gone into the 
basic administrative determination after the appeal to the Supreme 
Court and they knew nothing of what had intervened, vis-a-vis the 
management, on charges of mismanagement, and so forth, as to 
whether or not the condition of the bank was sound—they made that 
determination and asked us if it was appropriate and as their lawyers 
we advised them that it was. They took the position that since the 
Government did insure these deposits, and since they would be obli- 
gated to underwrite them and since the insurance premium had not 
been paid to the Corporation, that they had a direct obligation, just 
as the Federal Reserve, to find out the facts and make a record. 

I said, “Before you take any action on that, F want to notify the 
United States attorney’s office, because I not only want them to be 
fully advised, since they are on the ground—they should not be sur- 
prised by this move because of the pendency of the matter before Judge 
Hall, but it may be in their discretion a matter which Judge Hall 
should be advised of and not be surprised.” 

I called her to tell her to that effect. In that connection there was 
something about the extension of time on stipulation. And my mem- 
ory on that is not too accurate, but I do remember something about 
an extension of time, but at no time was there ever any mention, either 
in conversations in my office and with my staff or with the Board, 
with reference to forfeiture. I do not know how she could have gotten 
that impression. I have asked several people about that. 

Somebody at the Board had suggested that possibly the reason that 
she got forfeiture was something that she must have picked up after 
the fact when she made the memo which was that when the adminis- 
trative notice went out it was tentatively agreed that the head of the 
Insurance Corporation should be appointed as conservator becauge of 
that interest of the Insurance Corporation, and that that was the same 
provision somewhere in the administrative regulations, by which, if 
there were improper reserves, or whatever it 1s, forfeiture should be 
made and liquidation effected. That is the only way I can reason it 
out. Certainly it never came from us and never was within our 
contemplation. 

Mr. Fiscupacn. I suppose it was called to your attention prior to 
the issuance of order No. 2015 by the Board on September 9, that the 
Board did contemplate appointing the Insurance Corporation as re- 
ceiver, and that the purpose of appointing the Insurance Corporation 
as receiver would be to liquidate? 

Mr. Morison, No; I only learned that after, I guess, a week ago 
when Peyton Ford asked me about this. He said, “What about this; 
do you recall it?” That.is the first time I knew anything about it. 

Mr. Fiscupacn. Mr. Morison, did you meet with Mr. Divers at any 
time in connection with this order No. 2015 about which you had this 
telephone conversation with Arline Martin on the 8th of September! 
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Mr. Morison. I do not think so. I do not recall, I do not believe 
I know Mr. Divers, do I? 

Mr. MacGutinzas. I do not know. 

Mr. Mortson. Mr. LaRoque is the only fellow I remember—Mc- 
Kenna and Heisler. 

Mr. Fiscusacn. Did Mr. LaRoque tell you that the Board had never 
had an opportunity to go into the matter of the so-called charges with 
Long Beach Federal ¢ 

Mr. Morison. As I testified just awhile ago, I am not sure whether 
it was Mr. LaRoque that called me or whether it was Mr. Heisler—my 
recollection is they asked us, that they felt ity as to go forward on 
this. There had been a time lag intervening between the release of 
che conservator and the basic charges, the facts had never been ascer- 
tained and they wanted to know; they had determined that they should 
go forward for these reasons. The only thing they asked us to con- 
sider was whether or not in view of the litigation it would be appro- 
priate for them to do so. We told them we saw no objection to their 
doing so. 

Mr. Fiscusacu. There was considerable concern brought home to 
you on the part of Mr. Husband, of the Insurance Corporation, over 
the nonpayment of these premiums for insurance; is that right? 

Mr. Morison. Not to me, no, sir. In the conversation, whoever I 
had it with at the Board, whether it was Heisler or LaRoque, he ex- 
pressed that in connection with this report to us and our opinion. 

Mr. Fiscusacn. Mr. Morison, did anybody connected with the 
Board, whether it was Mr. LaRoque or Mr. Heisler or anyone else, 
ever submit to the Department while you were the head of the Claims 
Division the question of whether they should bring suit to collect 
these premiums ? 

Mr. Mortson. Not that I know of, sir; no, sir. 

Mr. Fiscusacu. In your discussions with relgtion to the action 
contemplated by the Board, did you suggest that they could bring a 
lawsuit to recover these premiums? 

Mr. Morison. No. I would assume that, trying to think back, 
trying to do a lot of reconstruction, I would assume what their atti- 
rude would be, one, the demand should be made, and as I understood 
had been made; second, that acquitting themselves under their ob- 
ligation under the law, the regulations adopted, that a determination 
should be made as to the financial soundness, and so forth, of the 
institution, because certain standards, as I understand it, are re- 
quired to be maintained as a prerequisite to the guarantee. So I sup- 
pose that they felt that it would be a little bit of a cart before the horse, 
that the more sensible way to do it would be to find out the basic 
tacts, 

Mr. Fiscupacu. Did they tell you that they had? 

Mr. Mortson. I am reasoning in reverse. These are not conversa- 
tions. I am just rationalizing from what little I do know about that 
aspect of the case. 

Mr. Fiscupacu. Did you know the first week of September 1949— 
I think the evidence here is that it was on the 2d of September 1949— 
the Home Loan Bank Board had received a full examination report 
of the status of Long Beach Federal ? 

Mr. Morison. No, sir; I do not know that. 
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Mr. Fiscusacu. I wonder whether it was disclosed to you that 
the Insurance Corporation and the Board proposed to appoint this 
Insurance Corporation as receiver of Long Beach Federal, notwith- 
standing the insurance premiums they claimed had been paid into 
Judge Hall's court on applications duly made and after resistance to 
those applications had been made on the part of the Government?! 

Mr. Morison. No, sir; as I indicated before I do not know as I say, 
I just knew about the insurance aspect of it recently, but I do re- 
member in connection with it their request as to our advice on the ad- 
ministrative determination; the question came up as to whether or 
not the payment into registry of the court in a situation in which the 
Government had taken the position that Judge Hall lacked complete 
jurisdiction, whether or not that was a satisfactory payment under 
their rules and regulations in the organic act. We expressed serious 
doubt that it was. And I think their attitude was one of complete 
conformity, taking into account the deposit aspect to both of these types 
of banks and regular banks, that in an abundance of caution this 
should be pursued. We agreed to that. 

Mr. Fiscupacu. Was your attention ever called to the position taken 
by the Insurance Corporation, which under the provisions of law 
creating it was said by the Congress to be a sue or be sued corporation, 
that notwithstanding, the Insurance Corporation was not subject to 
suit in California ? 

Mr. Morison. No, sir. Iam not familiar with that. I assume what 
you mean, it is the same situation that the books are full of cases as to 
the suability of a wholly owned Federal corporation. I have in mine 
a famous case. 

Mr. Fiscunacu. The RFC case? 

Mr. Morison. The case involving the United States Army engineers 
at Pittsburgh where they had sued Secretary Stimson in Pittsburgh, 
because that is wheye they had done the work and the Supreme Court 
rejected it and said the jurisdiction is in the District of Columbia 
where the Secretary of War resides. 

The same thing was true, I believe, in connection with another 
Federally owned corporation. I have forgotten which one it was. 
That was under Commerce. 

Those cases are a little dim to me, but I know that the law on that is 
pretty firm on proper jurisdiction. It is a question of jurisdiction, 
in other words. 

Mr. Fiscusacn. The point in the National Housing Act in those 
provisions which created the Insurance Corporation are that the In- 
surance Corporation can sue and be sued in any court, State or Federal, 
and it was that type of corporation that in this case took the position 
that it was not subject to suit in California. Was that ever called 
to your attention ? 

Mr. Morison. No; as a matter of information, was that sustained by 
the courts ¢ 

Mr. Fiscuspacu. That was not sustained by Judge Hall. 

Mr. MacGutneas. It was never passed on in this case. 

Mr. Fiscupacu. Has it not been passed on? 

Mr. MacGutneas. Not to my knowledge. 

Mr. Morison. I do not know, but I know that has been a problem 
of Federal corporations in many, many situations. I suppose it could 
be appropriate for the act to provide for suit as in the case of private 
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insurance companies. I suppose, on the other hand, there may be good 
and sufficient reasons for saying, “No.” The proper defense of suits of 
this kind, with personnel available, and so forth, requires these suits 
to be prosecuted in the District of Columbia. That is a matter of 
congressional consideration, it seems to me. 
r. Horirrevp. I believe on that subject the FDIC Act provides 
specifically that agents shall be appointed for service in any State and 
ederal court. owever, it is true that the basic insurance act is silent 
on the appointment of agents, but it seems to the Chair that in study- 
ing the basic act where it provides that this shall be a sue or be sued 
corporation in any State or Federal court, that there is a responsibility 
on the part of the Board to implement that one basic factor in the 
Federal Savings and Loan Insurance Corporation Act or else it be- 
comes meaningless. It is a meaningless provision unless it is imple- 
mented by the appointment of agents. 

Mr. Mortson. I would not have any opinion on that. 

Mr. Fiscupacn. In all events, I take it that phase of the matter 
resided largely in your subordinates? 

Mr. Mortson. Yes, sir. 

“y Fiscupacnu. And you were not consulted in connection with 
that ? 

Mr. Morison. No, sir; I was not. 

Mr. Fiscusacu. One other thing, Mr. Morison, in relation to order 
No. 2015, was your attention drawn to the fact that if the action 
which the Board proposed to take in that order No. 2015 was taken 
and the Insurance Corporation was appointed as receiver to liquidate 
the Long Beach Federal, that there would be implicit in such a con- 
dition a series of events that would be offensive to the American con- 
a of jurisprudence? 

r. Mortson. I do not believe I can answer that. 

Mr. Fiscusacu. That matter was never considered by you ? 

Mr. Mortson. No, sir. 

Mr. Fiscusacu. Was it ever considered—was it ever even discussed 
with you? 

Mr. Morison. No, sir. It was not discussed, Mr. Fischbach. 
Whether it was discussed or not—if what you are saying is involved, 
that is the kind of thing as a lawyer I would probably have to study. 
I do not draw that inference from it. I mean, this is a lawyer’s argu- 
ment in position. You would not want your Government attorneys 
defending the Federal Government and the Treasury not to be compe- 
tent and fight just as hard as outside lawyers. 

Mr. Fiscupacn. Certainly not. 

Mr. Morison. And the considerations of the Government, of course, 
having been on both sides, are a lot different; there is public interest, 
and so forth. If you are suggesting that our approval as a legal mat- 
ter of the institution of the administrative proceeditigs was contrary 
to some basic concept, I must be frank to confess I do not understand it. 

Mr. Fiscupacn. I am inquiring really whether you gave considera- 
tion to this set of facts that were implicit in order No. 2015, if the 
action contemplated by that order were taken and the insurance com- 
pany were, as the Board proposed, appointed as receiver of Long 
Beach Federal, would it not have immediately become the duty of 
the Insurance Corporation in the discharge of its function as receiver 
to evaluate and determine whether this entire litigation should go 
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forward; would it not also have devolved upon the Insurance Cor- 
poration, which was a defendant in the lawsuit, to evaluate the validity 
of the claim made against the Insurance Corporation? Could you 
not see immediately that there were conflicts ? 

Mr. Morison. I do not see any conflict in that. I have had just 
such situations in ordinary State receiverships. I have had receivers 
appointed who repudiated contracts of the Corporation in the interest 
of preserving the estate. 

Mr. Fiscupacn. Have you ever had a situation where a receiver 
appointed would have the job of liquidating a lawsuit against himself? 

r. Morison. I have even had the position where a receiver has 
gone in and confessed error in a case dismissed in the interests of the 
estate. The same court in which he is receiver has, of course, jurisdic- 
tion for the approval of his orders. And in this case I assume that 
in any administrative proceeding the act, as I recall, provides as it 
did in the first instance, it is subject to review in the Federal courts, 
I mean the conservator and his actions are always subject to review. 

Mr. Fiscupacu. We were under the impression from the evidence 
given here that the action taken by the Board under order No. 2015, 
the proposed appointment of the Insurance Corporation, was not an 
action that world be reviewed under the Administrative Procedure 
Act. 

Mr. Mortson. Whether it is reviewed under the Administrative 
Procedure Act or not, certainly you have access to the courts. The 
first conservator went up from Judge Hall's court to the Supreme 
Court. If you are suggesting that this leaves people remediless, I 
just do not see it. And again, as I say, this is all new dope for me. 
J am just arguing as a lawyer. 

Mr. Fiscnzacu. I can see that the matter was never even called to 
your attention and never even considered by you. 

Mr. Mortson. I never conceived any inherent wrong or anything in 
it. I think this matter is like horse racing. That is what makes it 
go. People disagree. The business of lawyers is advocacy and dis- 
agreement. 

Mr. Fiscreacn. You understood that the Board really wanted to 
hear these charges ¢ 

Mr. Morison. Yes. My understanding was that they felt that they 
had been derelict, that they had made a mistake in never having gone 
forward and completed the administrative hearing, that the obliga- 
tion was upon them. They started the thing, and they thought they 
had settled the case, and they did not. And the basic facts and charges 
out of which all of this controversy arose had never been determined 
administratively, and the law imposes a duty upon them to do so, 
plus the fact that they had this insurance problem. 

Mr. Fiscusacnu. I take it that somewhere along the line you must 
have become aware of the complete willingness of the Board to trade 
these charges off as part of the compromise of the litigation ? 

Mr. Mortson. No, sir; I do not know anything about that. I have 
had nothing to do with compromise negotiation. 

Mr. Fiscupacu. Did you ever become aware of the fact that the 
charges the Board had in mind were, in effect, being used for the 
—- of horse trading or would be used for the purpose of horse 
trading in resolving this litigation ? 
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Mr. Morison. No, sir; I do not. I did hear them report that Mr. 
Ford after he got back reported some horse trading from the other 
side, and if the Long Beach Association would be given a $10 million 
loan by the Bank Board at a rate of interest lower than that cus- 
tomarily charged, that they would settle this and certain other things. 
I assume it might be so, but I mean somebody is better competent to 
answer that than I am. 

Mr. Fiscupacn. I think you have given us all you probably can 
in the light of the fact that you relied upon others in your division to 
actually handle the day-to-day operation of the case. 

I think that is all. 

Mr. Howirretp. Thank you very much. 


FURTHER TESTIMONY OF JOHN WYMAN, CHIEF SUPERVISOR, 
HOME LOAN BANK BOARD 


Mr. Fiscusacu. You were requested to ascertain whether Coast 
Federal and Western Federal had made loans of the character that you 
criticized in connection with the operations of Long Beach Federal. 
Did you get that information ? 

Mr. Wyman. Yes; I believe I have that information. 

Mr. Fiscnpacn. Did you find that they had made such loans? 

Mr. Wyman. We could find nothing in the examination reports 
that indicated that either the Coast Federal or the Western Federal 
was making loans to finance the construction of houses that were being 
sold on contract where the rate of interest on the contract is higher 
than the association’s loans, or where the properties were being sold on 
contract that did not permit prepayment by the purchaser of the 
properties. On the contrary, there is indication that the purchasers 
of these properties on contract, where that was the method being used, 
were encouraged to pay their contracts down as promptly as they could 
to the point where they could clear out that contract equity, so to speak, 
and refinance the balance on the usual mortgage plan. 

Both associations have made, as I said, I believe, some loans, perhaps 
considerable loans. Coast Federal, I think, particularly had made 
considerable loans to finance construction of properties that were sold 
on contract, but nothing to indicate that anyone was prohibited from 
paying off at will. 

Mr. Fiscusacu. Did you limit your investigation to the examina- 
tion reports ¢ 

Mr. Wyman. No, I did not. I also checked through our San Fran- 
cisco office on that and I have a letter here from Mr. Ruble, and if I 
might I will read it into the record. 

Mr. Hourrretp. That is R-u-b-l-e? 

Mr. Wyman. Mr. Ruble, president of the Home Loan Bank of San 
Francisco. I believe he checked with Mr. Noon, and he checked with 
some of the operators there. I think the letter will be self-explana- 
tory, if I may read it. 

Mr. I"rscusacu. I think it would be just as well if you would furnish 
the letter to us, and we will save time. 

Mr. Wyman. I have the original and a copy that he sent me. 

Mr. Fiscupacu. We will save the time that it will take to read it. 
We will have it marked. 
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Mr. Wyman. Mr. Ruble says in the conclusion of his letter that he 
is certain that there are no contracts being entered into covering the 
sale of these properties where the prepayment privilege is denied. 

Mr. Hoxtrtetp. There are none at this time, he means, or does his 
letter cover a period of history going back for 5 or 6 years? 

Mr. Wyman. That I do not know, Mr. Congressman. I could not 
say. Iam assuming that it is the current period that he is talking 
about. However, our review of these examination reports of those 
institutions went all the way back to 1942. The original request, I 
believe, was that we go back to 1947. And then your office called and 
asked that we go back to 1942, which we did. So our review went 
back for 9 years, 9 or 10 years. 

Mr. Houirrevp. I know there were such practices along that line, 
because my files disclosed that the United Witmer Building Corp., 
a Nevada corporation operating in southern California, did follow 
that practice, and there was litigation over that. The firm of the 
former Governor, Mr. Olson, was employed to litigate on behalf of 
the contract purchasers. I do not know at this time, and I do not 
believe there was ever introduced the name of the building and loan 
corporation which handled those contracts. 

Mr. Wyman. I made that specific inquiry of Mr. Ruble and he 
talked with Mr. Noon about it, and it so happened that following 
the receipt of my request he attended a business conference at Stan- 
ford University. And he says in the letter there that he made discreet 
inquiry of quite a number of the managers who were present there. 

Mr. Fiscusacn. It is perfectly evident from this communication 
that you have tendered bie, Mr. Wyman, that there has been no 
investigation of the matter at all; all that was made as is disclosed 
by this letter is the merest touching of the subject; there has been 
no investigation such as was requested. 

I would like to call the attention of the chairman to a part of this 
communicateon— : | 
Our examinations do not show that this practiee is at all prevalent even in 
the Los Angeles area. Of course, it would be very possible that an association 
might not even be cognizant of the practice if they made the loan to the con- 
tractor, the contractor then sold on contract, collected the payments and then 
he, the contractor, made the payments directly to the association on the loan. 
I think both Coast Federal and Western Federal have financed construction 
where some properties have later been sold by the contractor under this system 
as have probably not more than four or five other associations in the area, 
but I am quite sure that none of these associations had any interest in the 
properties of the contracts, and I am equally certain that in all cases there 
was no provision in such contract that would prohibit the buyer paying as fast 
as he was able to do so. 

Mr. Chairman, this letter that was tendered by the witness is not 
an examination. It is not an investigation. It is merely Mr. Ruble’s 
opinion. 

I think we ought to get some facts. 

Mr. Hotrrietp. The Chair would like to see a copy of the letter. 

Mr. Wyman. I would like to say this, Mr. Chairman, that I offered 
to read the letter into the record and I had certainly no reason not 
to do so, because it occurred to me that certainly an honest effort has 
been made to obtain the information that the subcommittee desired. 

Mr. Fiscupacu. Is there anything at all 

Mr. Wyman. Without going into the individual institutions and 
making an examination for that particular information. 
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Mr. Fiscupacu. Is there any reason why you cannot go into the 
Coast Federal to make an examination to find out if that is so? 

Mr. Wyman. I am not going into that unless the Home Loan Bank 
Board instructs me to do so, to make an examination on that. 

Mr. Fiscupacu. Perhaps we will have to talk to Mr. Divers about 
that. 

Mr. Wyman. You will have to talk to the Home Loan Bank Board. 

Mr. Houirtevp. I think the records of the savings and loan associa- 
tions would not show that particular point that the subcommittee is 
interested in. 

Mr. Wyman. It could be. 

Mr. Howreretp. It would be necessary to go to the builders who 
financed with the savings and loan associations. It is entirely pos- 
sible, in my opinion, that your examiner's records would never go 
that far, because the obligation of the borrower, the first borrower 
who happens to be the builder, is to the building and loan association 
and the person to whom he sells on contract has an obligation to the 
builder; therefore, the transaction between the builder and the ulti- 
mate purchaser if it was sold on contract would not appear in the 
records of the savings and loan association. 

Mr. Wyman. That could be, of course, very well. In the case of 
the Coast Federal our examination reports, or some of them, anyhow, 
indicate in that instance they endeavored to have understandings with 
the contractors whom they financed that they would extend to the 
purchasers of their homes the same terms and conditions as they were 
obtaining from the association. 

But I want to say very frankly, if I may, I resent very definitely 
the comment that has been made by counsel here that no attempt was 
made to get the information, because we did attempt to get the infor- 
mation. We made an honest effort to get the information. We spent 
a great deal of time on getting it. And regardless of what counsel 
says it is not consistent with the facts. 

Mr. Houirtevp. I notice in Mr. Ruble’s letter to you, in the last para- 
graph regarding specifically the United Witmer Corp. inquiry, he 
states that, among other things— 


I was unable to uncover any information as to where Witmer financed his opera- 
tions. Of course, I felt under the necessity of rather cautious inquiry. 


Why did he feel under the necessity of rather cautious inquiry? 

Mr. Wyman. That I do not know, Mr. Chairman; that I do not 
know . 

Mr. Houiriretp. And this Witmer case was a case filed in the courts. 
All he would have had to do would have been to have called up the 
clerk of the court, it would seem to me, and have obtained the perti- 
nent data on that. In fact, I think I can get the information myself 
tonight from Mr. Olson who was the lawyer for the complaining 
party. All of that matter was spread on the Congressional Record 
at the time that the amendment was passed to the act to prevent such 
practices in the future. 

So, reading hastily that portion of the letter, at least it seems to me 
that Mr. Ruble has not made a very aggressive inquiry into this 
subject. 

Mr. Wyman. Well, I believe he states in the concluding sentence 
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Mr. Howirtetp. He says— 


If this is considered an item that is important and you want me to do so, I 
can either go down to Los Angeles or I can have one of our people there check 
back as to the whole history of these operations and get the story. I have not 
anti will not go to that length unless you think it is important enough to be 
clarified as, of course, in my inquiries I have not wanted to stir up any speculation 
as to why I was interested in this matter or the contract sales, 

That is a very peculiar statement on his part. Did you make it 
clear to him that a congressional committee wanted this information ’ 

Mr. Wyman. Yes; I advised him. 

Mr. Houirrerp. You did? 

Mr. Wyman. Yes; that your subcommittee wanted it. 

Mr. Hoxtrrrecp. He considered it of such minor importance that 
he did not either go to Los Angeles or send one of his people down 
there or even call up Mr. Noon and ask him to make an investigation. 
I wonder if he called up Mr. Noon. 

Mr. Wyman. I believe he talked to Mr. Noon. I believe he refers 
to that in his letter there, and that Mr. Noon had no information on 
the matter except to the limited extent that he describes there. He 
did talk to Mr. Noon about it, I believe. 

Mr. Fiscrpacu. Have you no better investigative facilities at your 
disposal than those which are reflected by Mr. Ruble’s letter? 

Mr. Wrman. We are pretty much obliged, Mr. Fischbach, to rely 
on our supervisory agents who are officers of the Federal home loan 
banks in the various regions. 

Mr. Fiscupacn. Why did Mr. Ruble get the impression that this 
was a matter of such delicacy that he had to proceed about it with 
great caution ? 

Mr. Wyman. I think what he was referring to there—I must sur- 
mise on that point a bit, but I am confident, rather confident, that 
what he had in mind was that he did not want to go into the associa- 
tions, making what would amount to personal inquiries within the 
institutions themselves. 

Mr. Fiscunacn. Mr. Ruble made reference to the fact that Coast 
Federal and others had made loans on the basis indicated in that 
communication. 

Mr. Wyman. I think Mr. Ruble makes a statement in that letter 
he is quite certain that none of these associations have sold loans on 
the basis that precludes or prevents the prepayment of the contracts. 
I believe that statement is in the letter, as I recall it. 

Mr. Fiscupacn. He says— 

I think both Coast Federal and Western Federal have financed construction 
where some properties have later been sold by the contractor under this system 
as have probably not more than four or five other associations in the area, but 
I am quite sure that none of these associations had any interest in the properties 
of the contracts, and I am equaily certain in all cases there was no provision in 
such contracts that would prohibit the buyer paying as fast as he was able 
to do so? 

Mr. Wyman. That is right. 

Mr. Fiscusacu. What construction do you place upon this state- 
ment that both Coast Federal and Western Federal have financed 
construction where some of the properties were later sold by the con- 
tractor under this system ? 

Mr. Wymay. I interpret it literally to mean just what it says. I 
have already testified that our review of the examination reports 
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showed that they had financed construction where properties have 
been sold on contract, but there is nothing to indicate that those con- 
tracts were at a higher rate of interest or that the purchasers were 
prevented in any way from prepaying their contracts or paying them 
down to where they had established an equity of 20 to 25 percent and 
then getting them on to a mortgage basis. 

Mr. Fiscupacn. Did you ask Mr. Ruble for the facts or for his 
impressions ? 

Mr. Wyman. No; I asked him for facts. 

Mr. Fiscnnacu. What sort of a letter did you write him? 

Mr. Wyman. I did not write him. I talked to him over the 
telephone. 

Mr. Fiscrmacn. Were you satisfied with this answer ? 

Mr. Wyman. It seemed to me that that was responsive to the in- 
formation that was called for and was requested. That was my reac- 
tion to it. 

Mr. Fiscupacu. Were you not aware that we were not interested 
in Mr. Ruble’s opinion, that we wanted the facts? 

Mr. Wyman. I believe the record will show that the comment by the 
Chair was to the effect that the examiner or the bank should have 
the information and certainly that is where we would normally go 
under any circumstances to obtain information of that character, re- 
lying upon their close acquaintanceship with the operations of institu- 
tions in the area, their knowledge of their practices, and we would rely 
upon re information they would give us in response to a matter of 
that kind. 

Mr. Fiscusacn. From Home Loan Bank Board Exhibit No. 25 of 
these proceedings, it is noted that a detailed audit of certain aspects 
of Long Beach Federal were sought and that amongst other things 
a schedule of loans was sought showing identities, dates, amounts, 
prices, all the terms and conditions and everything pertinent to the 
transaction. That was a very special examination; was it not? 

Mr. Wyman. No, sir; it was a regular examination of extended 
scope, 

Mr. Fiscupacu. Did you ever have a regular examination with an 
extended scope of Coast Federal ¢ 

Mr. Wyman. I think there has been. I am confident there has 
been in times past. I cannot remember the dates, of course, of these 
things. 

Mr. Fiscusacn. In the course of that examination were schedules 
constructed and information recorded in the examination report which 
would show the terms upon which multiple financing was undertaken 
by Coast Federal and which would show the terms upon which the 
successive purchasers of the homes that were built with that financing 
were or were not allowed to pay off their mortgages? . 

Mr. Wyman. I do not believe so, because we did not have these 
circumstances present that were indicated to be present in this par- 
ticular institution in the case of Long Beach. 

Mr. Fiscupacu. You did not know what you were going to find in 
Long Beach until you got in there, is that not true? 

Mr. Wyman. Yes; that is true. 

Mr. Fiscupacu. When you made an extended investigation of the 
affairs of Coast Federal, did you not find that they were financing 
contractors ? 
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Mr. Wyman. The regular examination reports of the Coast Federal 
that have been made over the past several years have shown that they 
have made loans to finance contractors. 

Mr. Fiscunacu. Did your regular or extended examinations of 
Coast Federal go to the extent of ascertaining the terms upon which 
the people who bought those homes could or could not prepay their 
mortgages as they did in the case of the Long Beach Federal? 

Mr. Wyman. I do not believe I got the question. Will you read it? 

(The question was read by the reporter.) 

Mr. Wrman. I do not recall that we have had any examination of 
the Coast Federal where we asked that that particular aspect of the 
business be gone into. 

Mr. Fiscusacu. Is there anything about that aspect of the business 
that is more delicate in the case of the Coast Federal than it is in the 
case of the Long Beach Federal ? 

Mr. Wyman. No matter of delicacy involved that I know anything 
about. 

Mr. Fiscnpacu. That is what I would assume. So why your hesi- 
tancy to have that kind of an examination; why would it be necessary, 
as you indicated, to get the permission of the Home Loan Bank Board 
to conduct that kind of an examination ? 

Mr. Wyman. We do not go into these associations to make examina- 
tions except at certain specified intervals or approximate intervals of 
12 to 15 months unless there is some evidence of some unusual or urgent 
situation or practice or condition that would seem to warrant or neces- 
sitate it. 

Mr. Fiscusacnu. Nobody would be hurt by making that kind of an 
investigation, would they; I say, nobody would be hurt by making 
that kind of an examination, is that not true? 

Mr. Wyman. That might be true, but we do not follow the practice 
of going into these associations at intervals other than the usual or 
approximately usual intervals unless, as I say, there is some urgent 
or special situation that seems to warrant or necessitate our going in 
and making a special examination. 

Mr. Fiscusacn. Is that an incident of a special examination or is it 
a matter that is appropriate for a regular examination ? 

Mr. Wyman. There is no particular objection that I can see, cer- 
tainly, in making the comment, in looking in on a matter of that kind. 
The general lending operations and that particular phase of lending 
operations, there is certainly no objection to it. 

Mr. Fiscupacn. How come you never asked for that in the case of 
Coast Federal ? 

Mr. Wyman. We did not seem to have, so far as I recall—we have 
not had the circumstances present that in my judgment justified or 
necessitated the special request of that character. 

Mr. Fiscusacu. Do you not ask for that information generally 
whenever you examine a Federal, regardless of whether it is the Coast, 
the Long Beach, the Western, or some association in Kalamazoo ? 

Mr. Wyman. The examining division has a manual of instructions 
to their examiners covering the scope of examination and the proce- 
dures to be followed, and I am not so familiar with that. I do not 
believe, although I do not know—I could not answer the question if 
you ask me whether that covers that particular phase of the matter 
or not. 
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Mr. Fiscusacn. You arechief supervisor, we understand. 

Mr. Wyman. The examining division is a separate Division of the 
Home Loan Bank Board. 

Mr. Fiscupacu. We understand that. We understand that you are 
the chief supervisor. As chief supervisor are you not very much con- 
cerned with whether an association in its practices is giving to the 
public the advantages that Congress intended should be given # 

Mr. Wyman. Yes, I am concerned with it, yes. 

Mr. Fiscupacn. Have you not ever made it a point to see to it that 

there be scrutiny of all Federal associations on this question of the 
secondary owner or the ultimate owner of a piece of property built 
with moneys that came from the Federal association having the privi- 
lege of prepaying his mortgage? It seems to me, Mr. Wyman, that 
when sy were last here you premised your whole position on that con- 
cept, did you not? 
Mr. Wyman. To the best of my knowledge, as I testified then and as 
I again testified for the third time, I believe I have no knowledge that 
any association, any Federal association, is financing contractors to 
build houses that are in turn being sold without the privilege or per- 
mission of the contract purchaser to prepay his contract. 

Mr. Fiscupacu. Are you talking about 1951 ? 

Mr. Wyman. Yes, sir. 

Mr. Fiscupacu. Well, how about in 1943 and 1942 when certain 
legislation was in effect and certain types of loans were available to 
contractors ¢ 

Mr. Wyman. The only instance that has come to my attention was 
in the case of the Wrigley Heights Corp. loans by che Long Beach 
Federal. That is the only case that has come to my attention. 

Mr. Fiscupacnu. Is that not the only case in which you asked for a 
specific examination on that subject ? 

Mr. Wyman. As I recall it, the examination report did not bring 
that matter to our attention. As I recall it, that matter came to our 
attention in the form of a letter from Mr. Slane to Congressman Doyle, 
a copy of which came on to us from the Department of Justice. 

Mr. Fiscupacu. When that came to your attention, did you not 
think it would be a good idea to check and see whether it was a gen- 
eral practice or were you just satisfied to let it rest there ? 

Mr. Wyman. We have had nothing in the examination reports to 
indicate that that practice was being engaged in, namely, that the 
purchasers of these houses were not being permitted to prepay their 
obligations. We have had nothing to indicate that. 

On the contrary, these examination reports have indicated that pur- 
chasers did have the right to do that, that they were being encouraged 
to do so. And frankly, under circumstances of that kind where you 
have affirmative indications that these privileges are being extended 
by these institutions, I certainly am reluctant to start making addi- 
tional examinations or extending the scope of examination when there 
is nothing to indicate there is any need for it. 

Mr. Fiscusacn. Mr. Wyman, was not your attention drawn to the 
fact that the chairman of this very subcommittee introduced legisla- 
tion because the practice was so widespread that it was felt that the 
Congress should take action on it and that the Congress did take 
action on it? 
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I mean the legislation was enacted to assure that the purchaser of a 
property from a contractor would have the right to prepay. his con- 
tract. Would have the right to have the same terms extended to him 
on insured loans that were extended to the contractor where the Gov- 
ernment insured the loans—were you not aware of the widespread 
practice that prompted the Chairman of this subcommittee to intro- 
duce legislation to that effect sometime ago? 

Mr. Wyman. I am familiar with that. 

Mr. Fiscupacu. How do you reconcile that with your statement 
that this is the only time you have ever seen any evidence of anything 
like that by a Federal association ¢ 

Mr. Wyman. I am under oath here to testify to the truth. That is 
how I justify it. | 

Mr. Fiscuracn. On the one hand you say you are aware of the wide- 
spread practice that existed some years ago? 

Mr. Wyman. I did not say any such thing. 

Mr. Fiscupacn. I understood you to so say. I beg your pardon. 

Mr. Wyman. I did not make any such statement at any time dur- 
ing my testimony before this subcommittee. 

Mr. Fiscupacn. Were you aware of the widespread practice which 
prompted the chairman of this subcommittee to introduce legislation 
designed to reverse that practice? 

Mr. Wyman. I would like to inquire just exactly and specifically 
what practice you refer to. . 

Mr. Fiscusacn. Where a differential in interest was being paid by 
the purchasers of homes that were built by contractors who were 
financed by a Federal association and who were extended more favor- 
able terms than they extended to the purchasers of the homes they 
built. Were you aware of any such practice? 

Mr. Wyman. I still have not got that question nailed down. You 
say more favorable terms. I do not know what you mean. 

Mr. Houirtecp. Mr. Wyman, the purpose of the legislation was to 
see that the purchaser of a home, the eventual purchaser, the final 
purchaser, not the builder, should have the same advantageous terms 
that the original borrower had under the FHA and veterans legisla- 
tion. This was passed in the House, I believe in 1949 and did not 
pass in the Senate. And then it was passed in 1950 in both the House 
and the Senate and became part of the National Housing Act. And I 
was prompted to sponsor that because of this United Witmer case 
which was brought to my attention by these attorneys in Los Angeles 
where quite a number of veterans had bought these homes on contracts 
of sale with 6 percent interest rate, I believe, in place of 414 percent 
interest rate as provided by Government guarantee financing. 

The question is, having had that matter brought to your attention, 
was it something new to vou that had not been brought to your atten- 
tion before ? 

Mr. Wyman. The first you mean, the legislation ? 

Mr. Ho.trrerp. Yes. 

Mr. Wyman. I had general knowledge of the legislation. 

Mr. Houirtevp. Did you have any knowledge—— 

Mr. Wyman. Very general knowledge. 

Mr. Ho.trretp. Did you have any knowledge of the practice that 
caused me to sponsor the legislation 
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Mr. Wyman. The only specific case in which I had knowledge of 
that was in the loans to Wrigley Heights Corp. 

Mr. Houirreip. That was not called to your attention as a result of 
your examiners’ report ? 

Mr. Wyman. I believe that is correct, Mr. Chairman. 

Mr. Hotir1e.tp. But it was called to your attention by a letter from 
a Mr. Harold Slane? 

Mr. Wrman. That is right. 

mr Ho.irietp. To Congressman Doyle which was transmitted to 
you? 
~ Mr. Wyman. That is right. 

Mr. Hotirievp. And on the strength of that letter then you did go 
ahead and have a special or extended type of investigation to ascertain 
if it was the truth ? 

Mr. Wyman. That letter of itself did not, as I recall it now, lead to 
any extension of the scope of the examination of the Long Beach Fed- 
eral. That letter came to us, as I recall, in the late fall or some time in 
the fall of 1946, at which time the examination of the Long Beach 
Federal was either completed or certainly well advanced toward com- 
nletion. 

Mr. Howirtevp. Did you make any investigation to find out if the 
letter contained a truthful allegation ? 

Mr. Wyman. Some of our representatives out there talked to Mr. 
’ Slane. 

Mr. Houtrretp. You came to the conclusion that it was a truthful 
allegation ? 

Mr. Wyman. Yes. 

Mr. Houirrevp. And upon coming to that conclusion you made it 
part of your charges which you filed with the subcommittee ? 

Mr. Wyman. Yes; that is correct. 

Mr. Honirrevp. You did not, however, check with other building 
and loan associations to find out if they too were practicing the same 
procedure ? 

Mr. Wyman. I will put it this way: that we reviewed the exami- 
nation report. We did review all of them until some 2 years ago when, 
in an effort to economize, we worked out with our supervisory agents 
and our own office a spot-checking procedure whereby we checked a 
certain percentage of them, but up to that time we did review all of 
them. We did not find, to the best of my knowledge—we had not 
found any indications of a practice of that sort. 

Mr. Houtrievp. You did not find any indication of a practice of that 
sort in the Long Beach examination ? 

Mr. Wyman. That is right. 

Mr. Hoxirtevp. It came from outside? 

Mr. Wyman. That is correct, as I recall it. 

Mr. Houirietp. But you thought enough of it to ask your people to 
check on it and to include it in your charges against the Long Beach 
management, but you did not think enough of it to investigate to see 
if other savings and loans associations in Southern California were 
practicing at that time, the same procedure? 

Mr. Wyman. I do not recall that we did make any specific requests 
of that sort. 

Mr. Ho.irteip. Then, of course, the subcommittee is constrained 
to take note of the fact that it was not a matter of general concern with 
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you but it was a matter of specific concern only because the Long Beach 
Association had engaged in that practice. Do you think the subcom- 
mittee is taking an unfair position when it makes that conclusion ? 

Mr. Wyman. Yes; I do not believe that quite fairly states it. 

Mr. Ho.trtevp. Will you please state what you think a fair conelu- 
sion would be on the evidence that has been presented. 

Mr. Wyman. In the first place, this has been a matter of concern, 
because I recall very distinctly discussing it with the chairman of our 
board some 2 years ago on at least two occasions. 

Mr. Houtrretp. Was it a matter of general concern ? 

Mr. Wyman. At that time I recall also discussing the matter with 
the first assistant commissioner of the FHA to ascertain what their 
policies are with respect to that sort of transaction, and I learned from 
him, Mr. Green, that the Federal Housing Administration will not 
insure or commit itself to insure loans where they know, where they 
have knowledge, that the property is to be sold on terms and condi- 
tions that do not permit the purchaser of the property to pay off his 
obligation. And, as a matter of fact, their contract forms, their 
mortgage forms or deed of trust forms in California and over the 
country, for that matter, which must be used if the loan is to be eligible 
for insurance or at least the forms must be approved by them, as I 
understand it, are required to include a provision which expressly 
permits the borrower to prepay his loan. 

Mr. Hottrretp. And to also extend the same rate of interest as the 
original borrower to the subsequent purchaser ? 

Mr. Wyman. No. 

Mr. Hottrretp. There are two things that the subcommittee is 
interested in here. One is the pyramiding of interest by selling on 
a contract of sale at, say 614 percent where the original loan was 
414 percent. And the other is the accelerated amortization principle 
which is denied in some of these contracts. So there are two points. 
It seems to me they are equally important because one involves the 
payment of a higher rate of interest, the making of interest on interest, 
and the other one, of course, by denying accelerated amortization pre- | 
payment would have the same effect, because it would cause the pay- 
ment of interest over a longer period and, therefore, an additional 
amount of interest would be paid over a longer period than if it was 
paid before the schedule called for it to be paid. 

Mr. Wyman. My understanding is that they will not insure if they 
know that a contract purchaser, the purchaser of the house, will not 
have the right to prepay his loan at will. 

As to the differential of interest rate, that I do not know about. 

Mr. Fiscusacnu. In 1946 when you got Mr. Slant’s letter, why did 
you not make an inquiry to ascertain whether this was an isolated 
practice or a general practice in the area? 

Mr. Wyman. I will say this—I will have to say this based upon 
my knowledge of the examination reports and the experience in re- 
viewing and having reviewed in my department, general supervisory 
experience; I am perfectly confident that there is no such general 
practice of the denial of the right of the purchaser of the properties 
to pay off his contract obligation within certain very reasonable limi- 
tations. For example, in our own charter for Federal associations 
we do permit a small prepayment charge. It cannot go beyond a cer- 
tain figure, you know. 
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Mr. Hourrrerp. We are familiar with that. 

Mr. Wyman. It must be reasonable. 

Mr. Fiscupacn. You are confident that practice did not exist until 
you got Mr. Slane’s letter, is that right ? 

Mr. Wyman. I beg your pardon? 

Mr. Fiscusacn. You were confident that practice did not exist 
until you got Mr. Slane’s letter, is that not true # 

Mr. Wyman. I had no knowledge of it until that time and I have 
seen nothing since that in our review of examination reports and in 
our supervisory work to indicate that that is a general practice or 
that other institutions are practicing it. 

Mr. Fiscuspacu. When your confidence was shaken by Mr. Slane’s 
letter and you were alerted to a situation, why did you not, as chief 
supervisor, make an inquiry to ascertain whether it was a general 
practice 

Mr. Wyman. We were having examination reports that were made 
of other associations from time to time and there are affirmative indi- 
cations in those reports for the most part as to that question whether 
or not these properties are being sold on contract without prepay- 
ment privileges.. In the first place, the great portion of that type 
of financing is of a short-term nature. The association makes the 
loan to finance the construction of 100 houses and that job is com- 
pleted in comparatively a few months’ time, perhaps not more than 
a year certainly. The houses are sold, the loans paid off, and the 
contractor is gone and they disappear completely from the associa- 
tion’s books. And certainly there is nothing there to indicate that 
the borrower who obtained the funds from the Federal association 
to finance the construction of those properties is getting long-term 
financing privileges which are not being extended to other people, 
because in the first place for the most part he is not getting long-term 
financing privileges. 

Mr. Fiscupacn. Did you not say a few minutes ago that the exami- 
nation reports de not ordinarily reveal this information ? 

Mr. Wyman. Well, they would reveal the extent generally to which 
the associations are doing that type of financing, I mean financing 
contractors, multiple financing or operative builders. 

Mr. Fiscupacu. So when you got Mr. Slane’s letter in 1946 and 
you knew that various associations were financing contractors, why 
did you not make an investigation at that time to ascertain whether 
this was an isolated practice at Long Beach or whether it was a gen- 
eral practice in southern California ? 

Mr. Wray. It did not occur to me at that time that it was neces- 
sary. 

Mr. Fiscusacu. You were satisfied to let it rest with Long Beach; 
is that not right? 

Mr. Wyman. I would not say that. I would not say that with the 
information we had and our general understanding of the operations 
of the institutions, it did not appear to be a situation that would 
justify or warrant or necessitate any instructions to go into the various 
institutions to make a special study of that particular phase of 
operation. 

Mr. Fiscupacn. You indicated, Mr. Wyman, that the practice was 
perfectly legal, but, nevertheless, that you were interested in the prin- 
ciple, and the principle you have stated was that people were being 
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denied the protection that the Federal charter was supposed to give 
them. And when you had Mr. Slane’s letter in 1946 we had evidence 
before you, or at least: an allegation before you that such was the case 
in connection with the financing of contractors by Long Beach Fed- 
eral, why, if you were eautad in the principle, did you not imme- 
diately send out word to all of your examiners in the field that they 
make a report to you and ascertain whether or not that principle was 
being safeguarded or was being violated by Federal savings and 
loan associations generally ? 

! Mr. Wyman. Because I did not think there was any necessity to 

0 SO. 

Mr. Houirietp. Mr. Wyman, do I understand that these summaries 
on the face of this have been prepared by your staff ¢ 

Mr. Wyman. I believe so, yes; those are about Coast Federal and 
Western Federal—yes, that is correct. 

Mr. Houirtevp. I want to point out certain conclusions in your own 
summaries here. Speaking first of the Coast Federal Savings and 
Loan in your conclusions: 

The association did make a substantial volume of loans some of which were 
FHA insured to finance the builders. . 

2 Builders as a general practice (as reported around 1942) at the time of 
sale either (a) deeded the property to the purchaser who assumed the existing 
loan or obtained financing otherwise with the builder, when necessary taking 
back a second lien or (6) sold the property on contract with delivery of title to 
follow when the purchaser had an equity of 20 to 25 percent in the property. 

It is in that part (6) section of paragraph No. 2 that this practice 
obtained. 

3..As to the matter of secondary financing, the association stated that it 
endeavored to prevail on builders to make their interest rates the same as the 
association’s and to extend the term in years as long as possible so that the 
total monthly payments would be reasonable. 

It only says that they endeavored to prevail. They did not enforce 
upon the builders that provision. 

There is no doubt in my mind that all of the building and loan asso- 
ciations did endeavor to prevail and did prevail in many instances, 
so that neither the Long Beach Association nor the Coast Federal nor 
the Western Federal or any other association practiced to a great 
extent this procedure which we all criticize. But it is also the inten- 
tion of the subcommittee to find if all or any of the associations 
handled all of their business that way. 

It is the intention of the subcommittee, now that this matter has 
been brought up and a charge made against an association, to find out 
if other associations practiced it and to what extent they practiced 
it and what you did heat it in their case, or if the Long Beach Asso- 
ciation was singled out because of a letter, not because of anything 
that occurred in the reports, but was singled out because of the letter 
for a special treatment, and once that special treatment having been 
given them, you at the same time ignored all of the other associations 
that may have done the same thing. 

Now we go to proposition No. 4 here, where you say: 

There is no information in the reports which indicates that (a) the interest 
rate on contracts was higher than that on the association’s loan to finance the 
builder, (0) the contract did not permit prepayment at will by the contract pur- 
chaser, or (c) the deeds were not given when the purchaser could arrange for 
financing otherwise. 
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I submit that that is undoubtedly a true statement, but it is true 
in regard to the Long Beach Association the same as it is to the West- 
ern Federal and the Coast Federal and all of the other associations. 
The reports do not give that information. And you have testified 
that your report on the Long Beach Association did not give that in- 
formation, but that you got it out of the letter from Mr. Slane later on. 

Mr. Wrman. That is to the best of my recollection. 

Mr. Ho.irtetp. The fact that you did not get letters calling your 
attention to other instances of like procedure A na not mean that they 
do not exist, nor if you find it a reprehensible practice, does it relieve 
you from the responsibility of finding out who else was guilty and 
condemning them in harsh terms as you did the Long Beach Savings 
and Loan Association. 

If I have not stated that conclusion or that summary fairly, I wish 
at this time you would point out where I have been unfair in my 
statement. 

Mr. Wyman. If I had any knowledge of any other association doing 
the thing that was done in that case I can assure you that I would 
feel just as definitely opposed to it as I was in this case. 

Mr. Fiscusacu. Do you wait for people to write you letters? 

Mr. Wyman. I can assure you it was because of the practice in- 
volved there. To repeat, I would be equally concerned regardless of 
what association it was if I had knowledge of that sort of thing 
being done. 

Mr. Fiscusacu. Do you wait for people to write you letters about 
things ¢ 

Mr. Wyman. I beg your pardon? 

Mr. Fiscusacu. Do you wait for people to write you letters about 
such things ? 

Mr. Wyman. No; of course not. 

Mr. Fiscupacu. Having received a letter, why did you not go ahead 
and make a general survey ¢ 

Mr. Wyman. If we made a general survey of all of the savings and 
loan associations in the country every time we got a letter from some- 
body complaining about some one thing in some institution, why, 
we aioe would be.a madhouse going around in circles and spend- 
ing all of our time being busy doing nothing. 

Mr. Fiscupacn. Is that the reason why you did not make a gen- 
eral investigation to find out if other Federal savings and loan asso- 
ciations in the area of Long Beach Federal were engaged in this 
practice ? 

Mr. Wyman. We had no information to indicate the other associa- 
tions were doing that. We had had no complaints, as I recall, and 
no indication of any sort either within examination reports or out- 
side of examination reports or otherwise to indicate that anything 
of that character was being done. I recognize the possibility of it. 
of course. ' 

Mr. Fiscunacn. If you recognized the possibility of it and you 
were alerted to the fact that it was going on in Long Beach Federal, 
why did you not seek to ascertain whether it was going on in any other 
Federal in the area? 

Mr. Wyman. We like to have something besides mere imagination 
or guesswork, if I may put it that way, before we go in to make an 
examination of a financial institution. 
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Mr. Fiscuzacu. You had it. 

Mr. Wyman. We like to be careful about that. We like to be con- 
servative about that and to have something that we feel is substan- 
tial before we move in to examine a savings and loan association. 

Mr. Hottrietp. Mr. Wyman, I have before me Public Law 475 of 
the Eighty-first Congress, approved April 20, 1950, which has this 
section which we are talking about. Section 508, which was my 
amendment, was first introduced in 1949 and finally passed in 1950. 
1 will read section 508. 

It is the intent of Congress that no sale of a dwelling on which a mortgage 
is insured under the National Housing Act, as amended, shall be financed, while 
such mortgage is so insured, at an interest rate higher than that prescribed by 
the Federal Housing Commissioner. It is further the intent of Congress that 
no such sale shall be made, while such mortgage is so insured, on terms less 
favorable to the purchaser as to amortization, retirement, foreclosure, or for- 
feiture than those contained in such mortgage. 

That legislation was passed on April 20,1950. Since that time have 
you included in your examination regulations any regulation which 
would ask your examiners to ascertain if that provision is being com- 
plied with? 

Mr. Wyman. I believe if the examiners found or discovered in the 
course of any examination 

Mr. Hortrrerp. Of ‘course, that is not the question. I would like 
you to be responsive. 

Have you, in view of the fact that Congress has now declared its 
intent, and a period of time has passed, almost 18 months, have you 
taken note of it in your rules and regulations which the examiners 
use to see that this practice is not a widespread practice over the United 
States or even a small practice ? 

Mr. “meagonye Mr. Chairman, I would have to check the examiners’ 
manual. 

Mr. Hotrrterp. All right. Will you furnish the subcommittee a 
copy of the most up-to-date examiners’ manual which you have? 

Mr. Wyman. Yes; I will be glad to do that. I would have to do 
that in order to answer that question because—— 

Mr. Hotrrtetp. Would that come under your responsibility ¢ 

Mr. Wyman. It would come under the Examining Division. It 
would come under the chief examiner’s office of the Board. 

Mr. Houtrrevp. But as a chief supervisor you would have no obliga- 
tion to see that that intent of Congress was carried out ? 

Mr. Wyman. Yes; I would expect that the examination reports 
would advise us if the examiner found that the association was making 
loans that did not comply. 

Mr. HotiFrevp. I am sure you would, but would your examining 
reports as of now give you the information that your examiner had 
checked to find, had made an attempt to find—that is the point. We 
know from past experience that the reports do not show this partic- 
ular point. 

Mr. Wyman. I do not think they would go to that. 

Mr. Hottrtetp. There was no reason for showing it, in my opinion, 
up until April 20, up until Congress showed its intent clearly. 

Mr. Wyman. I do not think they would do it that way, Mr. Chair- 
man, because as to those matters the examination reports do not in- 
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clude, as I understand it, comments as to matters where the law and 
regulations and all applicable provisions are being complied with. 
It is only when they find failure to comply that they make specific 
reference to it. I would have to check on that examiners’ manual. I 
will be glad to do that. 

Mr. Howtrrevp. There is a legal obligation now, both from the 
standpoint of the examining and the standpoint of supervision, to see 
that this principle which you are concerned with and I am concerned 
with, is carried out, is it not? The situation is different since April 
20, 1950, since the law specifically provides for it. 

Mr. Wyman. I am not too certain about where that responsibility 
would rest, whether it would be upon our Board or upon the Federal 
Housing Administration and the Veterans’ Administration. I am not 
too sure about that. 

Mr. Houirrevp. You felt the responsibility keenly enough to formu- 
late criticism before the law was even passed. You felt that strongly 
before the law was passed as a matter of general principle. It would 
seem that you would feel it even more strongly now that Congress 
has given its intent to the National Housing Act. 

Mr. Wyman. Certainly, it would be none the less. 

Mr. Houirrevp. I would think it would be more. 

Mr. Fiscupacu. What have you done since that was enacted into 
law to see to it that the intent of Congress is being carried out? 

Mr. Wyman. It is a responsibility again of our examining division 
to ascertain the facts with respect to the operations of these institu- 
tions and to report those facts where they find particularly that any 
applicable regulation or statute as to which we have jurisdiction is 
not being complied with. 

Mr. Fiscupacu. What have you done about it? 

Mr. Wyman. Where we find a report, when it is reported to us, 
that a law or regulation as to which we have jurisdiction is not being 
complied with, we endeavor to have it corrected. 

Mr. Fiscupacw. What have you, Mr. Wyman, in your capacity as 
chief supervisor, done to insure that the intent of Congress as ex- 
pressed in that law is carried out? 

Mr. Wyman. Again, I am not sure where the responsibility les. 

Mr. Fiscusacu. Have you done anything about it? 

Mr. Wyman. I do not recall any specific, express action on my 
part with respect to that particular matter. 

Mr. Fiscnspacu. Now, before the noon recess I gave you an affidavit 
of Mr. Turner which, I believe, was sworn to January 6, 1951; is that 
correct ? 

Mr. Wyman. Yes, I believe that is right. That is correct. 

Mr. Fiscupacu. Is that correct, Mr. Wyman? 

Mr. Wyman. Yes. 

Mr. Fiscrpacu. Do you recall your discussion of the Jackson 
Turner loans? 

Mr. Wyman. Yes, I do. 

Mr. Fiscupacu. Was your criticism of the Jackson Turner loans 
given to the subcommittee in due light of the facts that are reflected 
in the affidavit of Mr. Turner? iia 

Mr. Wysan. This affidavit would not affect my criticism of the 
Jackson Turner loans at all. This affidavit pertains to transactions 
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and matters that developed, that took place after the conservator 
was appointed. What criticism there is, is based on what happened 
prior to that. It would not in any sense or manner or measure 
modify my criticism as to the Turner loans. 

Mr. Fiscnsacu. Did you ascertain from Mr. Ammann whether in 
fact, as alleged in that affidavit, there was an opportunity extended 
to Mr. Ammann as conservator of Long Beach F a that the Jack- 
son Turner loans be paid off in full? 

Mr. Wyman. I have not talked about that particular aspect of this 
matter with Mr. Ammann. Mr. Ammann is available. He can speak 
for himself. 

Mr. Fiscupacn. Did you discuss it with him? 

Mr. Wyman. I discussed it very briefly, but not in detail. 

Mr. Fiscunacn. Did Mr. Ammann admit or deny it? 

Mr. Wyman. In fact, I never saw this affidavit until you handed it 
to me today. 

Mr. Fiscusacn. Did Mr. Ammann admit or deny that opportunity 
to receive payment in full of the Jackson Turner loans had been 
extended him by Jackson Turner? 

Mr. Wyman. I do not know what Mr. Ammann admits or denies on 
that point. I have no idea. 

Mr. Fiscnpacn. Mr. Ammann, have you read the affidavit? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscypacnu. And is it true, as Mr. Turner states there that he 
offered to pay those loans in full? 

Mr. AMMANN. No, sir. 

Mr. Fiscrpacnu. It is false? 

Mr. Ammann. Yes, sir. 

Mr. Fiscupacu. I would like to have the aflidavit of Jackson 


Turner, sworn to January 6, 1951, in the State of California, the 
County of Los Angeles, marked as “Ammann Exhibit No. 15.” 

Mr. Hourrretp. It may be received and so marked. 

(The affidavit of Jackson Turner was marked “Ammann Exhibit 


No. 15,” and follows :) 
AMMANN ExuisirT No. 15 


STaTE OF CALIFORNIA, 
County of Los Angeles, 8s: 

Jackson Turner being first duly sworn deposes and says: 

That he is a licensed building contractor. That he has built and sold numer- 
ous houses in addition to contracting with owners for the construction of various 
types of buildings, including homes. 

That at the time of the seizure of the Long Beach Federal Savings and Loan 
Association on May 20, 1946, affiant as owner, had under construction approxi- 
mately 45 houses in addition to the construction of numerous houses under 
contracts directly with the owners. 

That the Long Beach Federal had made loans on the properties under con- 
struction as such association had done on many occasions before. 

That during the war period commencing about 1942 through 1946 at various 
times materials had been most difficult to obtain and the labor market was 
unstable. These conditions made uncertain the length of time required to build 
a house. That the contracts with the individual owners herein referred to did 
not contain a mandatory completion date. That as a contractor, affiant would 
not have taken the contract with a mandatory completion date because of the 
uncertain labor market and uncertain availability of materials, both of which 
factors were uncontrollable by affiant. 

That affiant pledged to the Long Beach Federal approximately $144,703.53 
assets as an additional guaranty in addition to the normal security for said 
loans to assure the performance of affiant’s obligations, both as to the properties 
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which affiant was building as owner and as to the properties which affiant was 
building under contract direct with the owners. 

That Mr, A. V. Ammann as conservator for the Long Beach Federal Savings 
and Loan Association, in June, advised affiant to stop all construction and that 
no further progress payments would be made until an estimate of the money 
necessary to complete was made by them, which was done. Mr. Ammann also 
notified material men and subcontractors not to extend any further credit to 
affant on said houses, but to deal directly with Mr. A. V. Ammann at Long 
Beach Federal. 

That had the progress payments not been stopped by Mr. A. V. Ammann and 
affiant’s credit stopped by Mr. A. V. Ammann, it is your. affiant’s opinion that 
he could have completed all of said houses without the necessity of increasing 
his loans, The payments from sales of completed houses could have been applied 
to complete all of said houses under the blanket guaranty pledge agreement 
which affiant had previously executed with Long Beach Federal on ——. 

The losses which the Long Beach Federal may suffer on these loans, and all 
of the losses of profits and investment which your affiant has and will suffer 
from this transaction and on these loans are directly and entirely attributable 
to the actions of Mr. A. V. Ammann and his agents and employees and all of 
such losses could have been avoided. 

That affiant thereupon requested the Farmers and Merchants Bank to loan 
affiant sufficient funds to pay in full the unpaid amounts payable to the Long 
Beach Federal and take as security therefor the individual properties then under 
construction. The Farmers and Merchants Bank thereupon made its appraisals 
and advised affiant that it would completely refinance such construction loans 
and requested that the Long Beach Federal’s demand with the proper docu- 
ments be sent to an escrow for such purpose, That affiant advised Mr. Ammann 
of these facts and requested the Long Beach Federal demand and documents be 
sent to an escrow for the purpose of paying in full the Long Beach Federal loans. 
That Mr. Ammann told affiant he would not accept full payment. Ammann fur- 
ther stated that he could not give an acceptable release. Affiant under the 
advice of his counsel requested Ammann to cooperate in procuring an order of 
court for the proper reconveyance of such properties. That Ammann refused to 
cooperate to get a court approval and stated that he would oppose such action 
by affiant. Ammann stated that by the time affiant could procure a district 
court order and defend it through the various appeals the properties then 
in various stages of construction would so deteriorate that affiant would take 
a loss. 

That after considerable negotiation with said Ammann, affiant agreed to sign 
additional notes and pledge additional security for loans amounting to $60,000 
upon the condition that Ammann would permit the release of construction funds, 
This was the amount stated by Ammann to be necessary to complete all of the 
incomplete construction in addition to the funds then held in the various ac- 
counts. 

That had the association fulfilled its obligations in good faith, affiant would 
have needed only a small portion of the additional funds to complete all con- 
struction. That instead of the association assisting and making releases at 
the proper times, such association would refuse and delay proper payments, 
causing affiant to destroy his credit and causing subcontractors to abandon 
their contracts, thereby causing increases in cost, losses of material, and ineffi- 
cient operations. That affiant suffered a heart attack as a result of such treat- 
ment and was incapacitated and not physically able to cope with the treatment 
given by Ammann. That personnel under the supervision of Ammann gave di- 
rection to personnel and subcontractors on the various jobs contrary to the in- 
structions of your affiant while affiant was bedfast and unable to defend his 
property and the expenditure of funds for which affiant had signed notes. 

That A. V. Ammann refused to make any pregress payments or pay any of 
the bills from the unused part of the construction loan until an additional col- 
lateral pledge and agreement was made and executed on June 22, 1946. 

That said collateral pledge and agreement signed by A. V. Ammann and your 
affiant established collateral values (difference between the unpaid balances on 
the sale price or appraised value and the unpaid balances on the orginal assigned 
trust deeds or your affiant’s equity in said collateral) amounting to approximate- 
ly $137,230.73, which together with savings share accounts in Long Beach Fed- 
eral amounting to $7,472.80, made a total collateral value of $144,703.53 available 
under the previously executed blanket pledge agreement of Jackson Turner 
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(“J. T.”) in addition to the unused construction loan funds amounting to the 
sum of approximately $64,569.67. 

Mr. A. V. Ammann claims that your affiant signed additional notes totaling 
$160,000 in an endeavor to complete such projects. 

That affiant’s home has been sold under judgment; that there are unsatisfied 
judgnients and claims against affiant as a result of the treatment received at the 
hands of Ammann and his subordinates. 

That affiant does not believe he justly owes said notes, excepting a small 
portion thereof, and should not be held for the payment of the full amount 
thereof. 

JACKSON TURNER. 


Subscribed and sworn to before me this 6th day of January, 1951. 
[SEAL] Leon FRazER, 
Notary Public in and for said County and State. 
Mr. Hortrrevp. The subcommittee will stand adjourned until 10 
o’clock in the morning. 
(Whereupon, at 5:40 p. m., the subcommittee adjourned, to recon- 
vene on Friday, August 3, 1951, at 10 a. m.) 
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FRIDAY, AUGUST 3, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON EXPEwpITURES IN THE 
Executive DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Banx Boarp, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10 a. m., in 
room 1302, New House Office Building, Hon. Chet Holifield (chair- 
man of the subcommittee) presiding. 

Present: Representative Holifield. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Houirrevp. The subcommittee will be in order. 

Mr. Wyman, will you come to the stand, please ? 


FURTHER TESTIMONY OF JOHN WYMAN, CHIEF SUP£RVISOR, 
HOME LOAN BANK BOARD 


Mr. Houirretp. Mr. Wyman, in volume 11 of the transcript, dated 
July 19, 1951, beginning on page 1280 and going through for three 
or four additional pages, we had a colloquy in regard to the securing 
of information from southern California savings and loan associa- 
tions in reference to contract sales. 

In response to a statement of yours in which you said that it would 
be an inordinate undertaking to get this information from every asso- 
ciation I responded as follows: 

We do not have to have you question every institution in southern California, 
but your examiner in southern California should be able to report on that if you 
teletype him a request. I am sure that he called this matter of Long Beach 
to your attention and he must have run across others in his examination of 
southern California savings and loan associations and I think an inquiry to 
him might give you that information without too much trouble. 


You responded: 


I would be glad to make what inquiry we can on the subject. Of course, again 
emphasizing, if I may, the particular point that I was endeavoring to testify 
about, namely, the lack of the right of the home owner to prepay his obligation. 
I was concerned about that basic point. 


And then I responded to your remarks as follows: 


We understand that. And the Chair as an individual agrees with you on that 
point. The point that we are bringing out at this time is that if this objection 
was made to Long Beach Association and if it Was a prevalent course of action 
with other savings and loan associations this subcommittee would like to know 
why the Long Beach Association was singled out and why other associations 
were not also given the same treatment; why an inquiry was not made to find 
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out if other associations were proceeding in a way which you deemed to be 
unwise, That is the point that this subcommittee would like to know. 


Mr. Fischbach then interposed this remark : 


In connection with that, Mr. Wyman, I would like to suggest that you send 
for specific information from the Coast Federal and the Western Federal and 
such other associations in southern California and ascertain whether they. were 
making loans to builder's to finance the construction of houses that were being 
sold by the builders on contract, the terms of which did not provide that the 
purchasers could prepay their contracts. 


And then I said: 


Or the terms would also require a higher interest rate than the origina! 
borrower paid. 


You said: 


I would like to add this that I at the time testified on it and now also have 
no knowledge of any institution that is doing that, but we will be glad to look 
into it. 

Now, skipping some intervening testimony to page 1284, Mr. Fisch 
bach said: 

And would you also send for specific information from your Los Angeles 
examiners in that connection?— 


referring to this subject. 

Your reply was: “Yes.” 

In response to those requests from Mr. Fischbach and from myself 
you apparently made some inquiry of Mr. Fred Ruble, president of 
the Federal Home Loan Bank of San Francisco, and you have pre- 
sented to the subcommittee a letter from Mr. Ruble addressed to you, 
dated July 25,1951. I have carefully read this letter, and the Chair 
will have to inform you that the letter does not contain the informa- 
tion which the subcommittee requested. Neither do we know at this 
time if you contacted your examiners over whom you have supervi- 
sion in that area and asked them to obtain the information. The only 
evidence the subcommittee has is that you contacted Mr. Ruble; Mr. 
Ruble’s letter does not contain the information that we wanted, and 
neither does it indicate that he made a vigorous and earnest effort to 
obtain the information. 

As I stated before, I do not see from the information before me 
that you have contacted the examiners as you said you would when 
Mr. Fischbach asked you that question. 

Mr. Wyman. May I make this comment on that, Mr. Chairman? 
I do not have jurisdiction over the examiners. That, however, is a 
matter of secondary importance. 

In our procedures we always in matters where we are seeking infor- 
mation from the field with respect to the operations of these institu- 
tions, go through our supervisory agent, unless it happens to be in 
connection with an examination of an association which 1s being made 
by the examiners. Of course, that is a different thing. But we always 
deal through our supervisory agents. The understanding being al- 
ways, of course, that the supervisory agent, being in close proximity 
to the district examiner and to his own operating staff, will make 
whatever inquiry is appropriate to the circumstances through those 
channels. 

Mr. Houtrretp. May I ask you this: Do the examiners report to 
Mr. Ruble or do they report to you? 
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Mr. Wyman. The examiners in making their reports send a copy 
of that report to us, and they send two copies to the supervisory 
agent, one of which copies he transmits to the association and the other 
copy of which remains in his own files. 

Mr. Hotirietp. But from the standpoint of supervisory action that 
originates here in Washington, you are in direct control of your exam- 
iners, are you not? 

Mr. Wyman. No; the supervisory action proceeds this way: When 
the supervisory agent receives from the examiner in the district a copy 
of the examination report, he will make an analysis or study of the 
examination report and transmit that to the directors of the institu- 
tion with such supervisory comments and recommendations or instruc- 
tions as he feels are appropriate to the circumstances. 

Mr. Hourrieip. Mr. Dolan is your chief examiner in southern Cali- 
fornia, is he not? 

Mr. Wyman. He is the district examiner in southern California. 

Mr. Houtriretp. Who does he report to? 

Mr. Wyman. He reports to his chief in Washington, the chief exam- 
iner in Washington. 

Mr. Hourrtetp. Who is that? 

Mr. Wyman. Mr. Bonesteel—Mr. Vern C. Bonesteel. 

Mr. Hotirievp. Is Mr. Bonesteel amenable to supervisory action 
instituted by yourself in your official capacity ¢ 

Mr. Wyman. He is amenable to the obtaining of information that 
we ask for in connection with the supervisory work, yes. 

Mr. Ho.irretp. Then, did you go through Mr. Bonesteel and ask him 
to contact his examiners in the field ? 

Mr. Wyman. No, I did not. I called the supervisory agent. 

Mr. Houtrrevp. Will you please explain why you went to Mr. Ruble 
instead of going through the chain of command in the examining 
division to get information which Mr. Fischbach requested from the 
field examiners and which you said you would supply ¢ 

Mr. Wyman. That is a perfectly normal procedure that we follow 
and have followed hundreds and hundreds of times over the years 
when we want information of that character, unless it is something 
that involves going back into the institution or something to be devel- 
oped from the work papers of the examiner or something of that 
character. We will contact our supervisory agent and he in turn may 
contact the district examiner or his own, as I say, operating staff and 
obtain the information. It is a perfectly simple procedure, one that 
has been in effect. 

Mr. Hotirretp. It may be simple, but it has not supplied this sub- 
committee with the information which you agreed to obtain and the 
subcommittee awaits your pleasure and your comment as to what you 
intend to do toward obtaining the information. 

Mr. Wyman. I can, of course, undertake to supplement that infor- 
mation if the subcommitteee wishes. I personally and certainly did 
not react to the letter as the subcommittee did. I can assure you of 
that. It seemed to me that it gave the information that the subcom- 
mittee had sought and certainly I had no other intention in submitting 
it than to do so in the best of faith, believing 

Mr. Ho.trrevp. The letter gave us information which we have 
already read into the record aad it affirmed the fact that both the Coast 
Federal and Western Federal Savings and Loan Associations of Los 
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Angeles did make substantial loans to finance the buildings. It also 
affirmed the information which we had which indicated that these 
homes were sold on contracts, that is, many of the homes. 

Mr. Wyman. We ascertained that from our own review. 

Mr. Houirtevp. It didnot give us the information.as to whether the 
builders in selling those homes on contracts sold them on terms other 
than that provided in the original borrowers’ loans, and that was the 
point at issue and the point upon which the subcommittee wished 
to be informed, because I made it very clear in my statement that if 
such procedure did exist in other institutions in southern California 
the same as it did exist in the instance of Long Beach Federal Savings 
and Loan Association which was called to your attention by a letter 
from Mr. Slane, then we wanted to know why particular attention was 
given to one savings and loan association ad criticism was made of 
that savings and loan association, when other associations carried out 
the same procedure, if they did, and why they were not also criticized 
and reprimanded. 

Mr. Wyman. I have testified on more than one occasion, I believe, 
Mr. Chairman, that I had no knowledge of any other association 
that was doing that sort of thing that was engaging in that prac- 
tice. 

Mr. Houtrte.p. The Chair points out that apparently you made no 
effort to find out if other associations were following this undesirable 
procedure, and that point is significant, because we feel that all of 
these associations should be treated the same. 

Mr. Wyman. I believe that if the examiners came across and found 
out that the association was engaging in that practice, I believe they 
would report it. I think they would do so. 

: 3 Houtrretp. Do you intend to contact your examiners in the 
eid ¢ 

Mr. Wyman. I will be glad to see what further additional informa- 
tion I can get on it. 

So far as having examiners or contacting examiners and having 
the examiners go back into these institutions, I would not undertake 
to do that unless I am instructed to do so by the Home Loan Bank 
Board or, certainly, without talking to the Board about it and having 
the Board’s approval, because I do not believe it would be proper for 
me to do that. 

Mr. Houtrrerp. I feel that you should go through your superiors 
on a request of the subcommittee. 

Mr. Wymay. I will be glad to look into that phase of it and see 
what could be worked out along those lines. 

Mr. Houtrretp. The subcommittee will write a letter to the Chair- 
man of the Board and set forth clearly the information which we 
have tried to obtain. 

Mr. Wyman. I will be glad to talk to them about it, if you wish 
me to do so. 

Mr. Fiscrracu. If there is any difficulty about it, I would ap- 
erosepty it if you would let us know and then we could write the 
etter. ; 

Mr. Wyman. And see what additional information we can get 
on it. 

Mr. Fiscrracn. Will you let us know if there is any difficulty 
about it with the Board when you discuss it with the Board ? 
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Mr. Wyman. I beg your pardon? 

Mr. Fiscusacu. Will you let us know if, when you discuss it with 
the Board, you encounter any difficulty so that if we have a report 
from you to that effect, we will take it up with the Board ourselves. 

Mr. Wyman. I am sure that you will know about it if there is 
anything of that sort. You will, of course, be advised. 

Mr. McKenna. May I understand more clearly what is wanted 
now? Is it desired that we conduct special examinations of the 
Pacific associations or only that we go through our own files and 
interrogate our own personnel ? 

Mr. Ho uirtevp. The testimony has been given before this sub- 
committee that your examining records do not disclose any informa- 
tion which would lead you to be able to answer the request of the 
subcommittee. It will, therefore, be necessary, if you obtain this 
information, to contact a representative number of the savings and 
loan associations in southern California, two of which have been 
named, find out if their builders have been selling these houses upon 
which they have obtained loans and contracts of sale and then if the 
associations themselves have knowledge of a difference in the terms 
of sale between the builder and the ultimate buyer and the terms ob- 
tained by the builder in borrowing the money. It may be necessary 
for one of your examiners to approach these builders and ask them 
in the name of the association if they have been selling on contract 
terms different from the original loan terms and requirements. 

Until that approach is made, the Chair feels that an earnest attempt 
will not have been made to have obtained the information which the 
subcommittee desires. 

Mr. McKenna. I think I understand the question. I might point 
out again for the record that our supervisory staff has gone over all 
of the examination reports of the associations named from 1942 to 
date. 

Mr. Hortrrevp. The Chair has repeatedly pointed out that you do 
not have that type of information in your reports and, therefore, 
it is a useless and futile effort to go over reports when that type of 
information has not been required in the reports. 

Mr. McKenna. I might point out that it was our expectancy that 
had this occurred it would be reported in the examination reports. 
We are confident that if our examiners became aware of these prac- 
tices, because they are violative of the charters of the associations, 
the examiners would have included comment in the examination re- 
ports. Accordingly, we are justified in looking to our examination 
reports which are our primary sources of information for this infor- 
mation. 

Mr. Ho.rirretp. Your confidence has been misplaced, because the 
procedure has been followed by various savings and loan associations 
and your reports do not disclose it. 

Mr. McKenna. If that is the case, it would be my judgment it was 
because the examiners did not discover it in the course of the examina- 
tion of the associations, but I do not conceive it is the case, because I 
have no information. 

Mr. Fiscnsacn. Mr. Wyman, on July 19, when you appeared be- 
fore the subcommittee, in your presence Mr. Gregory of Long Beach 
Federal testified that documents which I had placed before Mr. 
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Heisler and which I had placed before you and which documents 
were received in evidence as Ammann Exhibits Nos. 10A and 108 
and which were identified as the form of deed of trust and the form 
of deed of trust note guaranteed by an agency of the Federal Gov- 
ernment under the provisions of the National Housing Act and the 
regulations of the Federal Housing Commissioner, were official forms 
which Long Beach Federal had used in making certain loans which 
were within the orbit of the criticism advanced by you before this 
subcommittee. , 

When through your examination it developed that you were unable 
to answer the question which I quote from page 1294 of the transcript 
of that day’s proceeding: 

Is it not a fact that the various guaranteeing agencies of the Federal Govern- 
ment which were authorized to guarantee loans made by Federal savings and 
loan associations throughout the country did not require prepayment in the 
forms that they issued and approved for the making of loans— 
you stated— 

I am unable to answer that question, Mr. Fischbach. 


You were asked if, when you came before the subcommittee again, 
you would examine records of the Federal Home Loan Bank Board 
and be prepared to tell us whether Mr. Gregory’s statement, made 
in your presence then and there, was true and correct. 

Do you recall that question being put to you, Mr. Wyman, and do 
you recall your statement at the time on July 19 that you were unable 
to answer the question that was put to you? 

Mr. Wyman. Mr. Gregory’s statement, the correctness of which you 
asked me about, did not pertain to the question that you had previously 
asked me, as I recall the record. 

Mr. Fiscupacu. I think you will find upon examining the tran- 
script 

Mr. Wyman. If you will read the intervening portion between 
where you ceased reading and where you started reading again, I 
believe you will find that that was not the question that you had 
asked me. 

Mr. Fiscuspacn. I show you the transcript of the proceedings of 
July 19 which occurred at page 1294, and I call your attention to this 
question and to your answer: 


Is it not a fact that the various guaranteeing agencies of the Federal Govern- 
ment which were authorized to guarantee loans made by Federal savings and 
loan associations throughout the country did not require prepayment in the 
forms that they issued and approved for the making of loans? 

Mr. WYMAN. I am unable to answer that question, Mr. Fischbach. 


And then I said, “Very well.” As shown by the transcript on page 
1295. “If you are unable to answer it, do not even attempt to do so.” 


Then Mr. Heisler was called and was asked the same question, and 
Mr. Heisler said: 


No; I could not authoritatively answer that. I mean, there is no simple 
answer. 


And Mr. Gregory was called to the stand and he was asked the 
question : 


Is it or is it not a fact that the various guaranteeing agencies of the Federal 
Government did not require the inclusion in a loan made by the Federal savings 
and loan associations of the right to prepay the amount of such loans? 
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Mr. Gregory said: 


You mean by that, Mr. Fischbach, did they require the subsequent purchaser 
under a contract to be privileged to prepay it? 

Mr. FiscHBacH. Yes. ; 

Mr. Grecory. They did not require him to be privileged to prepay it. 

We will go right down through the transcript, on pages 1296, 1297, 
at which point you were asked the question : 

Mr. Wyman, you heard the testimony just now given by Mr. Gregory? 

Mr, WyMaAn. Yes, sir. 

Mr. FiscHsacH. It would be appreciated, Mr. Wyman, if when you come be- 
fore the subcommittee again you would examine the records of the Federal Home 
Loan Bank Board and be prepared to tell us whether what Mr. Gregory here 
stated, here in your presence just now, is true and correct. 

Mr. Wyman. I know of no regulation by the Home Loan Bank 
Board which requires that the contract purchaser of a property which 
has been financed by a Federal association must be sold with the pre- 
payment privilege. In other words, I know of no regulation by the 
Home Loan Bank Board that says to a Federal association that if you 
finance the construction of a property for a builder then that property 
must be sold by that builder on terms that permit prepayment. How- 
ever, the Federal Housing Administration, as I understand from in- 
vestigation, will not commit itself to insure a loan if it knows that the 
property is to be sold by the builder on terms that do not permit the 
purchaser of the property to prepay his obligation. 

Mr. Fiscupacn. Are you referring to an administrative practice 
of the Federal Housing Administration that is in effect now or are 
you referring to a practice that was in effect in 1946, 1947, and 1948? 

Mr. Wyman. As I understand it, that same practice and policy 
was in effect in 1946 and 1947 and 1948. 

Mr. Fiscunacn. All right. Now, Mr. Wyman, let us return to the 
original question that was propounded to you on the 19th of July 
and which is again put to you this morning: Was Mr. Gregory tell- 
ing the truth when he appeared before this subcommittee on the 19th 
of July in your presence and testified in words or in substance as fol- 
lows in connection with Ammann Exhibits Nos, 10A and 10B which 
are now before you, that the official forms used and approved by the 
various guaranteeing agencies of the Federal Government which are 

art of the agency, the very agency of which the Home Loan Bank 
soard is a unit, did not require and did not have included any pro- 
vision that the purchaser of a home built with funds extended on a 
loan guaranteed by such agencies should be accorded the same terms 
that the borrower, the building contractor was afforded or accorded by 
the basic loan guaranty ? 

Mr. Wray. It tells the truth so far as it goes, but it does not tell 
the whole truth. 

Mr. Fiscusacn. Do you agree that that was so? 

Mr. Wrman. I have just made my answer to the question, that it 
tells the truth so far as it goes, so far as I know, but it does not tell 
the whole truth. 

Mr. Fiscupacu. What information did you acquire on that subject 
between the 19th of July when you said you could not answer that 
question and this very morning when you say or indicate that you can 
answer that question ? 
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Mr. Wyman. A member of our legal staff talked with a member of 
ihe legal staff of the Federal Housing Administration who, I under- 
stand, is very close to this particular aspect of the FHA operations 
and the information that he gave me confirmed what I had received 
from Mr. Green, the First Assistant Commissioner of the FHA, when 
TI talked with him personally in 1949; namely, that the Federal Hous- 
ing Administration will not commit itself to insure a loan if it knows 
that the property is to be sold by the builder on terms that do not 
permit the purchaser of that property to prepay his obligation. 

Mr. Fiscupacn. Did you not know that on July 19? 

Mr. Wyman. I knew the substance of my discussion with Mr. Green 
in 1949 about the matter, but I did not know what the present prac- 
tice was. 

Mr. Fiscupacu. I call again your attention to the fact that the 
question put to you relates to the inclusion or the absence in forms 
approved by the guaranteeing agencies of the Federal Government of 
a requirement in the contract itself, in the documents themselves, that 
the same terms as were extended the borrower, the contractor, the 
builder on an insured loan must thereafter be extended to the pur- 
chaser of the property built with the proceeds of that loan. 

Mr. Wyman. My understanding is that they will not insure the 
loan unless the same terms and conditions are extended, or if they 
have knowledge that they will not be extended, they will not insure 
the loan. 

Mr. Fiscusacn. Will you not answer 

Mr. Wyman. They are no longer concerned with it. 

Mr. Fiscusacu. Will you not answer the question with regard to 
the inclusion or the absence of the inclusion of such a requirement in 
the forms approved by the guaranteeing agencies of the Government ? 

Mr. Wyman. I do not know of any express provision in the forms 
required by FHA to be used that in turn requires the seller of a 
house to extend the same prepayment privileges as the FHA itself 
requires. They will not insure the loan if they know that said terms 
are not to be extended. 

Mr. Fiscupacn. Do you think that the matter is pretty wide open 
since that is a matter which could be controlled by the inclusion of an 
appropriate restriction in the guaranteed loan agreements? 

Mr. Wyman. That is a matter that FHA would be responsible for. 
We have no jurisdiction over FHA. 

Mr. Fiscupacw. Do you wish to be heard, Mr. Ammann ? 

Mr. Ammann. Perhaps, sir, off the record. I was under the im- 
pression, Mr. Wyman, that while you were busy with other matters 
here some one of the staff may have checked that and made a note 
of it and put it in your envelope or in your file on that. I do not 
know whether you have it or whether you have seen it. Maybe I am 
mistaken, but I thought they had and that you had something bear- 
ing on that. 

Mr. Fiscuracn. I have just been informed, Mr. Wyman, that after 
the question came up on July 19, members of the staff went into it in 
great detail and briefed you on the matter and provided you with 
certain memoranda which was included in your envelope and that you, 
evidently, had forgotten about the matter. So in fairness to you and 
in fairness to the subcommittee I would like to give you an opportunity 
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to correct the record or amplify the record and take whatever position 
you wish on the subject. 

Mr. Wyman. The only thing I have here, Mr. Fischbach, is simply 
a photostatic copy of the forms of the deeds of trust approved by the 
FHA for use in California, which I believe to be the same as the copy 
you just showed me. It is the same form number, I observe. And I 
have nothing else on that. 

Mr. Fiscupacu. From the memoranda and the forms that were 
supplied you by members of the staff of the Home Loan Bank Board 
or from information that you yourself gleaned by your own examina- 
tion, does it not appear without any qualification whatever that the 
official forms approved by the FHA do not require the extension to 
the ultimate purchaser of a home of the same terms and conditions 
either with regard to interest or prepayment privileges that are ex- 
tended the original borrower under a guaranteed loan? 

Mr. Wyman. I believe that to be true. 

Mr. Fiscupacnu. I think that clears up the matters that were left 
open in the transcript of July 19, 1951, with Mr. Wyman. 

Mr. Wyman. There were two or three other matters. 

Mr. Fiscupacn. I would be very glad to have you mention them. 

Mr. Wray. I endeavored to review that record and to take out 
from there those things as to which I was asked to testify. I think 
there is only one other, and that pertained to the amendments to our 
rules and regulations authorizing Federal associations to make loans 
on FHA plans. I believe I was asked the question whether or not I 
did not know that the commissioner, Mr. Fahey, himself did amend 
the regulations and I could not recall the dates. 

I find that the first amendment to the rules and regulations for Fed- 
eral associations on that subject became effective February 28, 1938, 
was known as subsection D of section 39 of the then rules and regula- 
tions for Federal associations, and that amendment was made by the 
Federal Home Loan Bank Board. 

There were subsequent amendments that were of a minor character. 

The Board at the time it made that amendment and at the time it 
subsequently amended the regulations was well aware of the fact that 
the Federal Housing Administration, of course, would not insure loans 
unless the prepayment privilege was granted and, therefore, was well 
aware of the fact that in amending the Federal regulations it was not 
in any way nullifying or amending the provisions of the charter for 
Federal associations which guarantees or requires that the borrower 
have the right to prepay his loan. I think it is essential that we under- 
stand that, that in so amending those regulations to authorize Federals 
to make loans upon terms and conditions acceptable to FHA, the Board 
was cognizant of the fact that FHA forms required that the borrower 
have the right to prepay his loan. That was one other item that you 
asked me to report on. 

Mr. Fiscusacnu. The last part of your statement suggests that the 
Board was cognizant of the fact that the FHA forms required the 
borrower to extend the same terms under a guaranteed loan that he 
received and to extend those same terms to the purchaser. Is that a 
true statement, Mr. Wyman ? 

Mr. Wrman. It is a little involved. I did not quite understand it. 
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Mr. Fiscupacnu. I would just like to hear the last part of your state- 
ment and I will ask the reporter to read it back to you. Would you 
read back, please, that portion of Mr. Wyman’s statement in which I 
understood him to say that in amending the regulations the Board was 
cognizant of the fact that the FHA forms required the extension of 
the same terms to the purchaser of homes, 

Mr. Wyman. I know I did not so testify or if I did, I did not intend 
to make that statement. The Board was well aware of the fact that 
the FHA forms and the FHA policy and practice required the inclu- 
sion in mortgage forms and deeds of trust that were eligible for insur- 
ance by the FHA, required the inclusion in those forms of a provision 
giving the borrower the right to prepay his loan. 

Mr. Fiscnracn. You have made the same statement again. I would 
like to have the reporter read it back to you, so that your attention can 
be pinpointed to the statement you have made and you can determine 
whether it is correct or incorrect. 

(The record was read by the reporter.) 

Mr. Wyman. That is a correct statement of it. 

Mr. Fiscusacn. The Board was cognizant of the fact that the FHA 
forms required that the borrower have the right to prepay ? 

Mr. Wyman. We will just say FHA. It was manifested in the 
form itself, of course. 

Mr. Fiscusacnu. The borrower in the loans we are talking about is 
the contractor who builds many homes. 

Mr. Wyman. May I hear that again? 

Mr. Fiscusacn. The borrower in the loans we are talking about is 
the contractor who builds many homes. The FHA, you said, required 
that the borrower have the right to prepay; is that not true? 

Mr. Wyman. That is correct. 

Mr. Fiscusacn. But the FHA did not require and neither did the 
Federal Home Loan Bank Board require that the same terms that were 
extended to the borrower should be extended to the purchaser of the 
home that was built with those guaranteed mortgage loans? 

Mr. Wyman. That is correct, to the best of my knowledge and be- 
lief, so far as it goes, but it does not tell the whole story. The FHA 
would not commit itself to insure a loan if it knew that those same 
prepayment privileges were not to be extended by the seller of that 
property to the purchaser of the property. 

Mr. Fiscupacu. Why not, Mr. Wyman, in light of the fact that 
many contract borrowers, many builders of homes having received 
the benefits of funds under guaranteed loans at interest let us say 
of 414 percent, promptly turned around and sold those homes at 
interest of say 6 percent and, apparently, nothing was done about it 
until Congress enacted the law that was sponsored by Mr. Holifield ? 

Mr. Wyman. That I cannot answer, Mr. Fischbach, as to why 
nothing was done about it. 

Mr. Fiscuracn. Certainly that law would never have been spon- 
sored, as its history indicates, unless there had been a widespread prac- 
tice of that kind, and, apparently, neither the Home Loan Bank 
Board nor the Home Loan Bank Administration, nor the FHA did 
anything at all about the matter. 

Mr. Wyman. I would, if I may, add this comment, that when Fed- 
eral associations were first authorized by section 5-C, I believe it was, 
of the Home Owners Loan Act of 1933 and shortly thereafter the 
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charter was first drawn and as subsequent forms of charters were de- 
veloped, these association were authorized, first of all, to lend up to 
75 percent of the value of the property and later up to 80 percent and, 
ultimately, when the Federal Housing Administration was created 
and began to function the percentages in some instances were raised 
to an even higher figure, the whole concept and contention of that 
being that the necessity for secondary financing would be largely 
removed from the entire picture of home financing and that, there- 
fore, the type of the thing with which we have been concerned or 
which we have been discussing would not develop and become an 
important factor. That is, I think, an important part of the philos- 
ophy and of the purposes and of the program that is involved in the 
over-all context of these various and sundry statutes and agencies. 

I merely mention that, if I may, by way of explanatory comments 
on the whole over-all subject. 

Mr. Fiscusacnu. I appreciate that. Mr. Wyman, Mrs. Morrison 
has called my attention to the fact that at page 1289 of the transcript 
of the proceedings of July 19 of the subcommittee you were requested 
to study authorization No. 58 and to inform the subcommittee if au- 
thority was granted Mr. Ammann to reduce the interest on loans 
referred to in that authorization without the basic terms being modi- 
fied so as to permit the home owners to prepay the principal amount 
of their loans at any time. 

You were also requested to study authorization No. 48 in relation 
to the loans extended to the J. M. Lenney Building Co. and to see if 
that was not true in that instance, too. 

Do you have your data in connection with that ? 

Mr. Wyman. Yes, I had that down in some notes here that I did 
not notice a minute ago. 

I did review loan authorization No. 58, taking these one at a 
uume—— 

Mr. Fiscupacn. All right. 

Mr. Wyman. Dated August 7, 1947, and pertaining to Jones Bros. 
loans. It was an authorization to reduce the interest rate from 414 
to 4 percent on 53 FHA loans which had a balance of $163,792, ac- 
cording to the authorization. It also was an authorization to reduce 
the interest rates from 614 to 4 percent on 117 so-called standard or 
conventional loans which had a balance of $160,095. 

And I find upon reading it, or, could not find upon reading the 
authorization, which was approved August 11, 1947, that there was any 
condition imposed as tc reduction of interest rate on the contracts or 
deeds that were in effeci as to those particular properties. I believe 
that covers authorization No. 58. 

Mr. Fiscusacu. The same is true also, is it not, with respect to 
authorization No. 48 ¢ 

Mr. Wyman. Authorization No. 48 was dated April 16, 1947, and 
pertained to loans to J. M. Lenney Building Co. and Morris A. Som- 
ners. That authorization was for a reduction of interest rate on 165 
FHA loans with a balance of $820,477 from 414 to 4 percent. That 
authorization was approved April 17, 1947. And I could not find in 
the authorization any condition imposed as to reduction of interest 
rate on the contracts or deeds that had been entered into in connection 
with those properties. 
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Mr. Fiscnsacn. So in the case of authorizations No. 48 and No. 58 
and the loans referred to in both of those authorizations, you found 
that notwithstanding the interest was reduced and notwithstanding 
the basic loan extended more favorable terms to the borrower than 
had been extended by the builders to the purchasers of the homes, the 
interest rate was reduced with the approval of the Governor, by Mr. 
Ammann, the conservator, and that the violation of the intendment, 
the purpose or the spirit as well as the express language of the charter 
of Long Beach Federal was perpetuated by Mr. Ammann ? 

Mr. Wyman. I found the facts to which I have just testified as to 
authorizations No. 48 and No. 58; as to the circumstances and any 
other or collateral conditions that may have been present in con- 
nection with that, I am not able to testify. Mr. Ammann would be. 

Mr. Fiscuspacn. Mr. Wyman, as chief supervisor, wouldn’t you 
agree that if there was a violation of the purpose, the spirit, the letter 
of the Long Beach Federal charter in making those loans in the first 
place, although in making such loans in the first place we understand 
there was no violation of the law or any regulation, that the violation, 
if there was one, was extended, perpetuated by the action taken at Mr. 
Ammann’s request, and the approval thereof at Mr. Ammann’s re- 
quest as shown in authorizations Nos. 48 and 58? 

Mr. Wyman. I would say this, based upon my information on the 
subject : That Mr. Ammann apparently was faced with the problem of 
operations there, the basic facts of which were in existence before his 
appointment, and that he was forced to deal with them in such manner 
as in his best judgment would serve the interests of the association. 

In connection with those particular loans involved in the matter, as 
I understand it, was that of reconveyance, concerning which I am not 
in position to testify in detail; but there may have been circumstances 
present that would have substantially altered the attitude or action 
that would have been taken initially by him had he been putting those 
loans on the association’s books for the first time. 

As I say, I am not prepared to testify about that; Mr. Ammann is 
because he was the conservator and he has personal knowledge of 
what those facts were. 

Mr. Fiscupacu. My question, Mr. Wyman, was directed to the 
principle of the violation of the spirit, the letter, or the intendment 
of the charter and the perpetuation of that violation at Mr. Ammann’s 
request and the perpetuation thereof by the grant of the authority 
that he requested in authorizations Nos, 48 and 58. 

Mr. Wyman. No; I don’t find in that any violation of the spirit or 
intendment of the charter when as conservator for the association 
he was faced with the necessity of an action which in his best judg- 
ment was in the interests of the shareholders of the association, to 
preserve to a maximum degree the earning assets of the association 
and the income of the association for the benefit. of the shareholders, 
of course, ultimately. 

Mr. Fiscunacn. Wasn’t Mr. Ammann under as much of a duty 
as conservator of Long Beach Federal to carry out the charter pro- 
visions of that association and to protect the public interest and to 
protect the borrowers, the home owners, as was the previous manage- 
ment of Long Beach Federal, or was he under a lesser degree in that 
respect ? 
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Mr. Wyman. I think he was under obligation to abide by the charter 
and regulations, and I don’t know of any situation in which he vio- 
lated the charter or regulations. 

He didn’t originate or initiate those loans. He found them there 
when he took possession of the association. 

Mr. Fiscusacn. Wouldn’t you say perpetuation of the violation 
would come under your concern as chic? supervisor of the whole 
system ? 

Mr. Wyman. Will you please read that back? 

(The pending question was read by the reporter. ) 

Mr. Wyman. I don’t know of any violation involved in that matter. 
I have not at any time testified that that was a violation of the charter 
or the regulations. 

Mr. Fiscupacn. You don’t think then that the extension of more 
favorable terms to a contractor in the form of a reduction of the basic 
interest on a loan under circumstances where it was already a matter 
of official record that that contractor had not extended even the same 
terms to the borrowers, to the home owners, presents a violation; is 
that correct ? 

Mr. Wyman. I don’t know of any provision of the charter or regula- 
tions that that violates. 

Mr. Fiscupacnu. It doesn’t even violate the spirit of the charter, does 
it? So that if you have a situation in which a contractor has obtained 
money from the Federal at 4 percent or 414, has built homes, and has 
sold those homes to people who are living in their homes and wanted 
those homes as residences, and who have sold those homes so built on 
contracts which didn’t require prepayment or didn’t permit prepay- 
ment by the home owner, and on contracts which required that the 
home owner should pay 614 or 7 percent interest, you think it is per- 
fectly all right for an intervening conservator on the application of 
such a contractor to reduce the rate of interest from 414 percent to a 
lesser rate; is that right ? 

Mr. Wyman. That is a pretty involved and hypothetical question. 
Answering your question, if I may, in terms of what I understood to 
be the facts in this situation and confining it to that, it may be that the 
conservator was fully justified in taking the action that he took. 

Mr. Fiscrmacu. In authorization No. 48 it appears that J. M. 
Lenney had received loans which called for an interest payment of 
4% percent. He built houses and sold those houses. 

In selling those houses I understand he didn’t extend to the buyers 
either the privilege of prepayment or the same rate of interest. He 
nevertheless came in to see Mr. Ammann and presented to Mr. Ammann 
a request that the interest rate on those loans be reduced from 4% 
to 4 percent. Mr. Ammann sought approval of that transaction, ob- 
tained approval of that transaction, and did not require that the owners 
of the homes that had been built by the J. M. Lenney Building Co. 
and by Mr. Sommers receive the benefit of the privilege of prepayment 
or of the privilege of reducing the interest from the rate they were 
paying to the rate that was sought—namely, 4 percent—and as chief 
supervisor, you say that such a transaction by Mr. Ammann did not 
violate either the letter or the spirit or the intendment of the charter of 
Long Beach Federal. 
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_ Mr. Wrman. I believe I said that Mr. Ammann may have been 
justified under all of the circumstances that were present in that 
situation. 

_ Mr. Fiscupacn. You said that, Mr. Wyman, on a number of occa- 
sions, but again I call attention to the fact that the question is directed 
to the violation or the absence of the violation of the spirit, the mean- 
— the intendment of the Long Beach Federal charter. 

r. Wyman. It could be that circumstances were present of such 
character that would in a way relegate any intendment or spirit, 
forgetting the letter because there is no letter requirement, that might 
have relegated that to a secondary position under the particular facts 
and necessities with which he was faced at that time. 

Mr. Fiscusacu. All right, Mr. Wyman. That is all at this point. 

Mr. McKenna. May I make an inquiry, which may be based upon 
my complete lack of understanding of what happened? Is Mr. 
Wyman’s last statement already a part of the record ? 

Mr. Fiscupacu. When you refer to Mr. Wyman’s last statement—— 

Mr. McKenna. The one we sent over to the subcommittee last Tues- 
day, I believe. 

Mr. Fiscusacu. I would think so; yes. If it isn’t, as soon as I con- 
clude my examination of Mr. Zarrilli, it certainly will be at that point, 
but I approach the answer to your question in the light of your under- 
standing, and it is my understanding, that Mr. Wyman’s statement is 
a part of the record. 

Mr. McKenna. But we will have a definite answer after finishing 
Mr. Zarrilli’s testimony. 

Mr. Houirrerp. Off the record. 

(There was discussion off the record.) 

Mr. Fiscupacn. We have a clear understanding that the statement 
of Long Beach Federal shareholders, which was delivered to the Home 
Loan Bank Board probably 10 days ago, so that you gentlemen would 
have an opportunity to formulate your reply, is a matter of record 
before the subcommittee. 

Mr. McKenna. I think that would be a matter of record as of 
July 20. 

Mr. Fiscneacn. Following that, and in accordance with our under- 
standing, Mr. Zarrilli has prepared his reply and has been in part 
examined on that. 

Mr. McKenna. His, I understand, was made a part of the record. 

Mr. Fiscnpacn. It is a part of the record, and as far as I can see, 
Mr. Wyman’s statement, similar to Mr. Zarrilli’s, either is now a part 
of the record, or if there is any question about it, will be as soon as 
we call him back to the stand upon completion of Mr. Zarrilli’s exami- 
nation. There is no doubt about that. 

Mr. McKenna. There is doubt, I take it, as to whether it is now a 
part of the record. 

Mr. Fiscupacu. There is no doubt as to our intention in that respect. 


FURTHER TESTIMONY OF MICHAEL ZARRILLI, EXAMINER, HOME 
LOAN BANK BOARD 


Mr. Fiscusacn. Mr. Zarrilli, yesterday you were requested to 
ascertain the basis for your position that the bonds of Long Beach 
Federal of some $8,300,000, which the subcommittee understood had 
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been entrusted to the Federal Home Loan Bank of Los Angeles for 
safekeeping, were not there for safekeeping, but were in the posses- 
sion of the bank as collateral. Is that correct? 

Mr. Zarriwxwi. That is correct; yes, sir. 

Mr. Fiscusacu. Did you succeed in finding some further basis for 
this position that you took in that respect ? e 
Mr. Zarritui. After you instructed me yesterday to get further 
information, I asked the assistant chief examiner to call California 
with respect to this matter. He spoke to Mr. Ruble, the president of 
the Federal Home Loan Bank of San Francisco, and this‘ morning 
Mr. Ruble called back and telephoned the information to Mr. Walters, 

the assistant chief examiner. 

Mr. Fiscupacu. We will be glad to accept it. 

Mr. Zarritut. I have here a copy of the pledge agreement which 
Mr. Ruble read over the telephone and which was dictated to a stenog- 
rapher in the chief examiner’s office. It reads as follows: 

It is hereby agreed by the undersigned association that any and all Govern- 
ment obligations owned by the undersigned which may at any time be or have 
been deposited by you with the Federal Reserve Bank of San Francisco for 
safekeeping, shall be and they are hereby pledged and assigned to your bank 
as collateral for any and all indebtedness now or hereafter owing by this 
association to your bank. In case of default by this association, payment of 
any indebtedness or in the performance of any obligation to your bank, you are 
hereby authorized to realize on such security in the manner and to the extent 
provided in the note or notes evidencing such indebtedness and/or obligation. 

It is signed by Long Beach Federal Savings and Loan Association, 
by T. A. Gregory, president, and Ethel L. Barlow, assistant secretary, 
and is dated July 10, 1943. 

Mr. Fiscusacu. That document which you have read I would like 
to have marked as an exhibit, and we will call this Zarrilli Exhibit 
No. 1. 

(The document referred to above was marked for identification as 
“Zarrilli Exhibit No. 1,”.and follows:) 


ZARRILLI EXHIBIT No. 1 































PLEDGE AGREEMENT 






It is hereby agreed by the undersigned association that any and all Govern- 
ment obligations owned by the undersigned which may at any time be or have 
been deposited by you with the Federal Reserve Bank of San Francisco for safe- 
keeping shall be and they are hereby pledged and assigned to your bank as 
collateral for any and all indebtedness now or hereafter owing by this associ- 
ation to your bank. In case of default by this association, payment of any 
indebtedness or in the performance of any obligation to your bank, you are hereby 
authorized to realize on such security in the manner and to the extent provided 
in the note or notes evidencing such indebtedness and/or obligation. 

Lone BEACH FEDERAL SAVINGS AND LOAN. 

ASSOCIATION. 

By T. A. Grecory, President. 

ETHEL L. BAaRLow, Assistant Secretary. 















Dated July 10, 1943. 


_ Mr. Fiscunacsa. You understand, Mr. Zarrilli, that we are not hold- 
ing you accountable for this exhibit No. 1, except to the extent that 
you have testified it correctly reflects information transmitted to you 
over the telephone by Mr. Ruble, who is president of the San Fran- 
cisco bank. 

Mr. Zarritut. That is correct. 
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Mr. Fiscuracu. You understand in presenting to this subcommittee 
Zarrilli Exhibit No. 1, which is before the Chair at this moment, and 
a copy of which is in your hand, that it is a true and correct copy of 
a document signed by Mr. Gregory as president of the Long Beach 
Federal on July 10, 1943. 

Mr. Zarrivui. To the best of my knowledge and belief it is a true and 
correct copy. 

Mr. Ho.trrevp. We accept it in the record. 

Mr. Fiscupacn. When was the Federal Home Loan Bank of San 
Francisco organized ¢ 

Mr. Zarrmii. My best recollection is March 29, 1946. 

Mr. Fiscuspacn. Yet this document which is marked here as Zarrilli 
Exhibit No. 1 is dated July 10, 1945. 

Mr. Zarriiui. That is correct. 

Mr. Fiscnsacn. And the Federal Home Loan Bank of San Fran- 
cisco didn’t come into being until some 3 years later; is that it? 

Mr. Zarritui. That is correct, but it succeeded 

Mr. Fiscupacu. Now, just a minute, Mr. Zarrilli. You present 
a document and we understand your measure of responsibility in con- 
nection with it. You say that on July 10, 1943, Mr. Gregory and 
another officer of Long Beach Federal signed a pledge agreement upon 
which you relied in your report pledging to a bank which didn’t exist 
and wasn’t organized until some 3 years later; is that correct? 

Mr. Zarriwwui. Read that question to me again. 

(The pending question was read by the reporter.) 

Mr. Zarriww. This is the first time I noticed this refers to the 
F’ederal—strike that. 

Mr. Fiscupacn. Please don’t strike it. I want your testimony on 
the record. 

Mr. Zarri11. I say that on July 10, 1943, the Long Beach Federal 
Savings and Loan Association, through its officers, pledged Govern- 
ment bonds to the Federal Home Loan Bank of Los Angeles. 

Mr. Fiscupacn. Mr. Zarrilli, I suggest that you make further in- 
quiry with respect to the accuracy of the document which is marked 
as Zarrilli Exhibit No. 1. 

Mr. Zarit. I understand that they are going to send a copy along 
in the mail. 

Mr. Fiscupacu. Has it already gone forward? 

Mr. Zarritu. It was my understanding that they were putting it 
in the mail today. I expect it should be here the early part of next 
week. 

Mr. Fiscusacu. To whom was the document addressed ? 

Mr. Zarriwtr. I don’t know whether or not a transmittal letter had 
been written at the time he said it would be mailed. Mr. Ruble said 
to Mr. Walters over the telephone, said he was mailing a copy. 

Mr. Fiscupacu. When did the telephone conversation take place? 

Mr. Zarriui. Nine-thirty this morning, about. 

Mr. Fiscupacu. Nine-thirty this morning, Washington time? 

Mr. Zarritu1. That is correct. 

Mr. Fiscusacu. Mr. Chapman, is California on standard time or 
daylight time? 

Mr. Cuarman. When T left 6 weeks ago, it was on daylight time. 
Unless they have amended the law, it is still on daylight time. 

Mr. Fiscusacu. That would be 6:30 daylight time. 
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Mr. Zarrww1. That is correct. In our endeavor to promptly supply 
you with the information you requested, Mr. Ruble got up early in 
the morning and called us up. 

Mr. Fiscunacn. What time did he call you back and dictate this 
over the telephone / 

Mr. Zarrivii. About 9:30 this morning. We called him from here 
yesterday afternoon. The information wasn’t ready before we left 
last night. He got up early this morning and telephoned us. 

Mr. Fiscnpacu. Is he going to send you a photostatic copy ¢ 

Mr. Zarriw1ui. | am not sure of that, Mr. Fischbach. I wouldn't 
want to say. 

Mr. Fiscuracu. Would you be good enough, please, to convey to 
Mr. Ruble that we would like a photostatice copy ? 

Mr. Zarrinw1. I will be very glad to. 

Mr. Fiscusacnu Is it your understanding that the bonds which were 
delivered by Long Beach Federal were delivered to the Federal Home 
Loan Bank of Los Angeles or to the Federal Reserve Bank of San 
Francisco ¢ 

Mr. Zarrivui. It is my understanding that they were delivered to 
the Federal Home Loan Bank of Los Angeles. 

Mr. Fiscusacu. What is your understanding as to where the pledge 
agreement, which is really Zarrilli Exhibit No. 1, reposed¢ In con- 
nection with that, perhaps it will assist you if I say that I would like 
to ascertain whether the pledge agreement that you presented here 
reposed in the Federal Home Loan Bank of Los Angeles or the Fed- 
eral Reserve Bank of San Francisco. 

Mr. Zarriww. I believe that this pledge agreement was down at 
Los Angeles, and that is the reason they weren’t able to get the infor- 
mation to us yesterday afternoon, that they first had to contact Los 
Angeles before they got the copy of this pledge agreement. 

Mr. Fiscupacu. Calling attention to the fact that the pledge agree- 
ment appears to be in favor of the Federal Reserve Bank of San 
Francisco for safekeeping, would you say that the document was ever 
delivered to the Federal Reserve Bank of San Francisco? 

Mr. Zarriwwt. I can only speculate since I don’t know actually 
where this document was kept. 

Mr. Fiscupacu. You can do a little more than speculate. You can 
give this subcommittee the advantage of all the knowledge and infor- 
mation you have acquired over a period of 5 or 6 months while you 
were conducting an examination into Long Beach Federal in 1946, 
and I would appreciate it if you would do it. 

Mr. Zarriwwt. It is my impression that this pledge agreement would 
be in the hands of the Federal Home Loan Bank of Los Angeles. 

Mr. Fiscuzacnu. In your examination of the affairs of Long Beach 
Federal from May to October or November of 1946, did you ever 
find that the Long Beach Federal owed any money to the Federal 
Reserve Bank of San Francisco? 

Mr. Zarritit. Federal Reserve Bank of San Francisco? 

Mr. Fiscuracn. Yes. 

Mr. Zarriwx1. I don’t recall, since I don’t have the books available, 
but my best recollection is that they never owed the Federal Reserve 
Bank of San Francisco any money. 

Mr. Fiscnsacn. There is nothing in your report of examination 
between May and October of 1946 that would indicate that Long Beach 
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Federal owed any money to the Federal Reserve Bank of San Fran- 
cisco ¢ 

Mr. Zarriui. There is nothing there but such information would 
normally not be shown in an examination report. I speak of past bor- 
rowings. : 

Mr. Fiscusacn. Certainly you found in your examination between 
those dates that in May of 1946 Long Beach Federal didn’t owe any 
money to the Federal Reserve Bank of San Francisco; didn’t you? 

Mr. Zarriwui. On that date they owed no money to that institution. 

Mr. Fiscuzacea. On that date, did Long Beach Federal owe any 
money to the Federal Home Loan Bank of Los Angeles? 

Mr. Zarriu. No; it did not. 

Mr. Fiscusacu. On that date, did Long Beach Federal owe any 
money to the Federal Home Loan Bank of San Francisco? 

Mr. Zarrmu. It did not. Mr. Fischbach, I may be of some help to 

ou. 
" Mr. Fiscnpacu. I would appreciate it if you would be. 

Mr. Zarriut. I have here a copy of a receipt, which was normally 
issued by the Federal Home Loan Bank of Los Angeles, which I un- 
derstand was used since about 1945, at least. In my discussions with 
Mr. Thurston, the chief bank examiner of the Federal home loan banks, 
he supplied me with a copy of such receipt. 

This receipt is used when bonds are turned over to the Federal home 
loan bank, and 

Mr. Fiscuspacu. When bonds are turned over by whom ? 

Mr. Zarritut. By associations to the Federal home loan bank, and a 
copy of this receipt is given to the association. It reads: 

Receipt is acknowledged of the following obligations of the United States, 
which will be held by this bank as security for advances to your association in 
epg with pledge agreement executed by your association in favor of this 

ank. 

Mr. Fiscuzacu. I would appreciate it if you would supply us with 
a copy of the receipt to which you referred, so that we may have it as a 
companion exhibit to the one you have already presented. 

Mr. Zarriwxi. I will be dal to supply it to you at the same time I 
produce the other document requested. 

Mr. Fiscupacn. Could it be that you could furnish us with a photo- 
static copy of the receipt, which I take it you would assume Long Beach 
Federal had at the time that the bonds were delivered to the Federal 
IHiome Loan Bank of Los Angeles? 

Mr. Zarriwut. I will communicate with Mr. Ruble and attempt to 
get, a copy of the actual receipt which is furnished to the Long Beach 

ederal. 

Mr. Fiscnnacu. That would be better than your just furnishing us 
the usual form. 

Mr. Zarri11. I will take care of that. 

Mr. Fiscnpacn. Thank you. 

Mr. Hottrretp. The subcommittee will be adjourned until 2: 30 this 
afternoon. 

(Whereupon, at 12:05, the subcommittee recessed until 2:30 p. m. 
of the same day.) 
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AFTERNOON SESSION 


Mr. Houir1etp. The subcommittee will be in order. 
Mr. Fiscupacu. Mr. Wyman, please. You may proceed. 


FURTHER TESTIMONY OF JOHN M. WYMAN, CHIEF SUPERVISOR, 
HOME LOAN BANK BOARD 


Mr. Wyman. Mr. Gregory has submitted to this subcommittee a 
statement wherein he undertakes to explain or justify the matters 
referred to in my previous statement to the subcommittee, June 28, 
1951, which statement he characterizes as containing “groundless con- 
clusions and insinuations.” 

At the outset, I wish to emphasize to the subcommittee that both this 
statement and my statement of June 28 are based on information re- 
ceived by me as chief supervisor and thus is grounded on documentary 
evidence. Exhibit C, on file with the subcommittee—Report of Exami- 
nation of Long Beach Federal as of May 18, 1946, and October 2, 
1946—in itself, I believe, clearly refutes Mr. Gregory’s assertion that 
my statement of June 28 consists of “groundless conclusions and 
insinuations.” 

Mr. Gregory says that up to the year 1946 the association had sus- 
tained a loss of only $1,009, “out of the many millions loaned over a 
12-year period.” It is to be noted that he mentions only the losses 
recorded on the association’s books as having been sustained by the 
association from loans—made under the most favorable conditions. 
However, if there were included the expenses improperly paid by the 
association, other unwarranted expenditures and profits which the 
association did not receive but to which it was entitled, the loss to the 
association would be much more substantial than Mr. Gregory’s figure 
of $1,009. 

Also, more or less prefacing his response to my statement, Mr. 
Gregory deals with the matter of fidelity bonds. My statement of 
June 28 does not deal with that matter, but the subcommittee will 
recall that Mr. Ammann, when he appeared before the subcommittee, 
was permitted briefly to touch on it, and he is available to the subcom- 
mittee for such further information as the subcommittee may desire. 

Mr. Gregory’s statement as to the Crenshaw Villa matter does not 
tell the whole story. It is true that these houses, or some of them, 
were appraised by staff appraisers of the Home Owners’ Loan Corpo- 
ration in connection with a special examination which was made by 
the Federal Home Loan Bank Board in 1940; but, as pointed out in 
my statement of June 28, these appraisers reported that this con- 
struction was definitely substandard, and recommendations were there- 
upon made to the association that the quality of the construction be 
improved. It also appeared that the association was lending as much 
or more than the cost of producing these houses, including the sites 
upon which they were built, and that the fees received by the Lon 
Beach Federal from Willhoit and Frame, referred to in Mr. Gregory’s 
statement, in fact came from the proceeds of the association’s loans 
to them. 

The fact is that the Long Beach Federal loaned to Frame an amount 
over and above the cost of producing the completed houses, including 
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the cost of the improved building sites, not only sufficient to pay the 
association a fee equal to 5 percent of the amount loaned but also to 
pay Mr. Willhoit an amount equal to 914 percent for the stated pur- 
pose of assisting Frame, and to a man by the name of Atwood 2% 
percent for introducing Mr. Willhoit and Mr. Frame to each other. 
Mr. Gregory’s statement is therefore patently misleading. 

Referring to the reports of supervisory examination in 1941 and 
1942, and to my comments that the records of the association were so 
confused that a true understanding of its operations and mortgage- 
lending practices could not be obtained, Mr. Gregory answers only 
that there is nothing strange about collateral loans. No mention what- 
ever of “collateral loans” was made in my statement of June 28. Mr. 
Gregory’s response to my statement about the association’s records 
completely ignores the fact that, as I pointed out, he submitted a 200- 
page document in an attempt to explain various records and trans- 
actions—a document wholly without parallel or predecent in all our 
years of supervisory experience. In this connection, the then district 
examiner at Los Angeles, Mr. W. J. Bowman, reported confidentially 
to the Federal Home Loan Bank Board with respect to the examination 
of June 5, 1941, as follows: 

From the personal observations of the writer, the internal affairs of this 
association are maintained in a state of complete confusion, with many of the 
personnel being inexperienced, incompetent, and apparently unqualified for the 
work. There is no competent accounting officer employed by the association, 
and this necessitated the preparation of at least 12 pages of adjusting journal 
entries by our examiners. 

The district examiner further stated that it was not possible to 
determine whether the association’s loans were properly collateralized 
or secured in relation to the amount loaned. The examination of 
June 5, 1941, was made by Mr. George K. Dolan, the present district 
examiner. 

Mr. J. M. Cherry, who was in charge of the examination of the 
association as of January 17, 1942, and who became district examiner 
at Los Angeles succeeding Mr. Bowman, confidentially reported to the 
Federal Home Loan Bank Administration in connection with that 
examination, as follows: 

The internal control and operating detail of the association remain in a 
generally unsatisfactory condition. The records are lacking in neatness and 
efficiency, and numerous correcting entries made by personnel and by the asso- 
ciation’s auditors are noticeable. * * * The management stated that it was 
the policy of the association to employ only inexperienced personnel from busi- 
ness colleges at nominal salaries. 

It is true that we then believed the supervisory conference of 1942 
with Mr. Gregory to have been successful, for the reason that we had 
detinite assurances by Mr. Gregory that the matters of which we com- 
plained, one of which pertained to the association’s records and in- 
ternal operations, would be corrected ; but, as I have previously pointed 
out, substantial compliance with our recommendations was never had. 
In their report of examination of the Long Beach Federal as of May 
18, 1946, the Federal Home Loan Bank Administration’s examiners 
devote at least 20 pages—pages 5—A to 5-U of exhibit C on file with the 
subcommittee—expressly to items of expenditure of the association’s 
funds which, the examiners state, were not sufficiently explained to 
enable the examiners to determine the propriety of the expenditures 
or the purposes for which the funds were used. 
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I respectfully submit to the subcommittee that the statement previ- 
ously made by me, to the effect that the association’s books and records 
were in such a confused condition that it was impossible to determine 
what the operations of the institutions were, is not groundless, 

Mr. Gregory says that the complaints of war veterans about the 
treatment they were receiving from Mr. Jackson Turner were a mat- 
ter of investigation by the contractor’s license board in the State of 
California. We are not concerned with the operations of the Long 
Beach Federal in connection with these loans. Mr. Gregory’s state- 
ment does not even mention the 21 loans to veterans from which, with- 
out any warrant or authorization by such veterans, funds were trans- 
ferred and used to establish savings accounts in the name of Jackson 
Turner, as set forth on page 2-F—4 of exhibit C on file with the sub- 
committee. Mr. Gregory’s statement relative to the overdisbursement 
of the other loans to Jackson Turner—that, “considering the stockpil- 
ing of materials and the funds held by the association, the accounts 
were not overpaid” —is not in conformity with the information I have. 
I am informed that an investigation made at or about the time the 
conservator was appointed for the association revealed that Jackson 
Turner had no substantial stockpile of materials, and that Turner 
prepared and furnished the conservator a financial statement showing 
that the value of materials he, Turner, had on hand was considerably 
less than his outstanding unpaid bills with respect to this construction. 
In this connection, there follows herewith copy of a letter of June 
17, 1946, which Turner addressed to the conservator when he applied 
for additional funds: 

JUNE 17, 1946. 
Mr. A. V. AMMANN, 
Conservator, Long Beach Federal 
Savings and Loan Association, 
Long Beach, Calif. 

Dear Mr. AMMANN: In order to make it possible to complete the 75 to 80 
construction contracts which the association is currently financing through con- 
struction loans to me and others, I am requesting of you additional financing 
beyond that contemplated in the original agreements. In connection with this 
additional financing, I am willing to execute a collateral pledge and agreement 
along the lines discussed with Mr. O’Dwyer and your attorney, Carl Meininger. 

The additional funds up to an amount of $60,000 are necessary because the 
amounts remaining undisbursed in the several loans in process accounts are 
wholly inadequate to complete the buildings according to the original specifica- 
tions. This condition has arisen out of the present chaotie material market 
with its attendant shortages of many essential items. In addition I sold many 
of the properties last year, particularly to war veterans, at prices not con- 
sistent with current costs, and without having had on hand or purchased 
sufficient materials to carry out my commitments. 

Subsequently, and under the pressure of my urgent necessity, advances were 
made to me out of loans in process accounts without proper consideration of the 
relationship of completion to undisbursed funds. The situation is now very 
serious, particularly in view of the fact that reconveyances from the trustee 
cannot be obtained at this time to refinance existing contracts, and I will have 
to use all of my resources and I am willing to do so in an effort to satisfy my com- 
mitments to purchasers and to the Long Beach Federal Savings and Loan As- 
sociation. 

I am convinced that the agreement we have drawn will provide sufficient funds 
to enable me to carry the entire program through to completion. 

Very truly yours, 
JACKSON TURNER. 


I am further informed by Mr. Ammann that no offer was made to 
him by Jackson Turner or by anyone else to refinance the association’s 
loans or to pay them off. It would not have been possible for the 
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conservator successfully to have refused prepayment of these loans, 
as alleged by Mr. Gregory, for the reason that, in keeping with the 
requirement of the association’s charter, the mortgage instruments 
executed in connection with these loans expressly provided that the 
borrower could pay off his loan at any time. Despite the reconveyance 
difficulties referred to by Mr. Turner in the above-quoted letter, he was 
entirely free, as Mr. Gregory well knows, to pay the loans off through 
the court. 

As to the $133,000 said to have been advanced by the conservator, [ 
am informed by Mr. Ammann that Mr. Gregory’s allegations are not 
correct ; however, Mr. Ammann is available to the subcommittee and 
can testify specifically with respect to that matter. 

It is pertinent to note from page 2-C—4 of exhibit C on file with the 
subcommittee that involved in the construction of many of these 
houses was a product or process known as Nu-Lite, in which both Mr. 
Turner and Mr. Gregory were financially interested. Mr. Gregory 
disavows a capital investment in the Nu-Lite Co., but does not con- 
tradict my statement that the books of that company show him to be 
the owner of $8,000 of its capital stock ; he does say that he personally 
loaned funds to that company from time to time. It makes little or 
no material difference, of course, whether Mr. Gregory furnished the 
Nu-Lite Co. with capital as a stockholder or in some other manner; 
the fact is that he had a personal financial interest in the success of 
that company. This might offer some explanation of the fact that 
the proceeds of the association’s loans involving Jackson Turner were 
overdisbursed and of the further fact that some of the proceeds of 
the association’s loans to veterans where Turner was the contractor 
were used to set up savings accounts in the name of Turner, as shown 
on page 2-F-4 of exhibit C on file with the subcommittee, a part of 
which savings accounts were paid over to him. 

I respectfully submit to the subcommittee that, in the light of these 
facts, my previous statement to the subcommittee with respect to this 
matter is not groundless. 

Mr. Gregory challenges the right of the supervisory authorities to 
raise any question as to the expenditure by him of $16,900 of the 
association’s funds in Washington, without a proper accounting or 
voucher therefor, and says I know “the association did not absorb the 
cost.” Asa matter of fact, I know no such thing. It is disclosed on 
page 5-L-1 of exhibit C on file with the subcommittee that $11,750 of 
those expenses was offset in April 1946, against the amount allegedly 
due Mr. Gregory as a result of a retroactive salary increase for the 
year 1945, allegedly voted to the directors in January 1946. There- 
fore, I reiterate my previous statement to the subcommittee that either 
the monthly reports submitted by the association for January, Feb- 
ruary, and March, 1946, were false in that they did not reflect any li- 
ability for additional salary allegedly owing to Mr. Gregory, or the 
minutes of the association’s directors’ meeting held on January 16, 
1946, were false in that the retroactive salary increase was not voted at 
that time—one or the other had to be false. 

If the practice epitomized by Mr. Gregory’s statement to the effect 
that the amount of salary liability was not reflected on the associa- 
tion’s books because the salary was not drawn by him until April 
1946, should be followed to its ultimate conclusion by all Federal 
savings and loan associations, none of them would ever show an ac- 
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count payable, and monthly and annual reports made to the Home 
Loan Bank Board by such associations would not reflect the true tinan- 
cial condition of such institutions. Such a scheme is utterly ridic- 
ulous on its face and is, in my opinion, untenable. The simple fact of 
this matter is that the retroactive salary became a liability of the as- 
sociation when voted by the directors and not when it was drawn by 
Mr. Gregory because it obviously ceased to be a liability at the latter 
date. 

In this connection, it is pertinent to note on pages 6-E and 6-F of 
exhibit C on file with the subcommittee that although the minutes of 
the meetings of the association’s board of directors show that this 
retroactive salary was voted January 16, 1946, and that a part of the 
action by the directors on that date was to increase Mr. Gregory’s com- 
pensation from $8,200 to $20,000 per annum, the association continued 
to pay Mr. Gregory at the lower rate until April 1946. 

In view of the foregoing, I respectfully submit to the subcommittee 
that supervisory concern about this matter is not groundless. 

Mr. Gregory states that the 21,000 1-dollar share account trans- 
action was discussed before the Smith committee; that these accounts 
were never used for voting purposes; that the action of the directors 
with respect to these accounts has been approved by the members; and 
that “the Administration’s contentions and objections are without 
merit.” 

Mr. Gregory completely ignores the admitted purpose of these 
share accounts, as set out in my statement of June 28 to the subcommit- 
tee. The charter under which the Long Beach Federal operates ex- 
pressly gives to each shareholding member the right to cast one vote for 
each $100 of savings or fraction thereof, and to each borrowing mem- 
ber the right to cast one vote as a borrower. The letter and spirit of 
this provision are to effectuate the mutuality required by statute. The 
manufacturing of these 21,000 votes placed practical control of the 
association in the hands of five people—by wresting from the remain- 
ing thousands of members the rights intended and expressly given to 
them by the association’s charter. The bylaws under which the associa- 
tion is by regulation and charter required to operate expressly pro- 
vide that the directors of the association shall have the power to 
determine who shall and who shall not be accepted as members of the 
association; no member of the association and no group of members 
other than the directors are given this power. Therefore, the estab- 
lishment of these 21,000 votes for the admitted purpose of controlling 
actions by the members was obviously a flagrant breach of fiduciary 
relationships between the directors of the association and its members. 
No action by the members of the association can condone or approve 
such destruction of rights and mutuality. The fact that a situation 
may not yet have arisen in which the directors have seen fit to exer- 
cise this usurped control does not mitigate this breach of trust or 
alter the intent behind it, nor does any discussion of it before the 
Smith committee or any other committee remove the matter from the 
realm of supervisory duty imposed by statute. 

I respectfully submit to the subcommittee that my previous state- 
ment concerning this matter is not “groundless,” and that the adminis- 
tration’s contentions and objections as to this matter are not “without 
merit.” 
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Mr. Gregory’s statement as to the threatened removal of $100,000 
from the association is not responsive to the charge “that he intended 
to remove $100,000 from the association over the week end, place it 
outside the control of the association or its shareholders or the su 
vising authorities.” Further, the cet ij of Harold Lee, as recited 
in Mr, Gregory’s statement, has been lifted out of context and is mis- 
leading. The full colloquy between the chairman of the Smith com- 
mittee and Mr. Lee is as follows: 

Mr. CHAIRMAN. As I understand you, Mr. Lee, is this $100,000 an incident 
upon which you base your action? 

Mr. Lee. Yes; and all these other things coupled with it, the general atmos- 
phere and why we were alarmed; particularly the $16,000 withdrawal which 
had come before. 

May I add one more thing, Mr. Congressman, about that? 

The CHAIRMAN. Yes. 

Mr. Ler. That with this attempt to have all these associations—I got Con- 
gressman Jennings stirred up on that before. I don’t want to start it again. 
But to contribute these large amounts of money, if we had permitted this insti- 
tution to do that, all these institutions would have made exorbitant contribu- 
tions for this sort of thing, and it would have made our supervision ridiculous 
and supervision would have fallen down in California. 

Now I do want to make clear that we never have questioned and never would 
question the withdrawal of a fair and reasonable amount, to challenge the au- 
thority of the Federal Home Loan Bank Administration. It has been done time 
and again and can always be done, but to spend hundreds of thousands of dollars 
out of these mutual institutions out there in this thing, we thought, is going 
too far. 

Earlier in his testimony before the Smith committee, page 177 of 
the report of hearings, Mr. Lee testified as follows: 

I am talking about what was reported to us by our district examiner and Mr. 
Ammann. That is the official information in the files upon which I acted, Mr. 
Congressman, that Mr. Gregory told this examiner that the first thing Monday 
morning they were going to take that hundred thousand—that they would prob- 
ably take, didn’t say positively, probably take the $100,000 out of the funds of 
the association, and would put them in trust beyond the reach of the directors 
and beyond the reach of the Federal Home Loan Bank Administration. 

When the full context is read, it is clear that the threat to remove 
$100,000 from the association was one of the incidents which prompted 
the appointment of a conservator and that Mr. Lee was alarmed with 
the general atmosphere prevailing in the institution. 

The removal or threatened removal of assets of a Federal asso- 
ciation from the channels of business in which it is expressly author- 
ized by statute, charter, and regulations to engage, or the placement 
or thre: itened placement of such assets beyond the reach or jurisdic- 
tion of examiners and supervisors charged by statute with the duty 
of examination and supervision, is not an idle matter; it is indeed a 
proper matter for serious concern under any circumstances, and par- 
ticularly so when coupled with the manufacture of a sufficient num- 
ber of votes by the same people who are removing or threatening to 
remove the assets to effectuate practical voting control, as was being 
done by the directors of the Long Beach Federal at the time the ad- 
ministration’s examiners first learned about the $100,000 transactions. 

Therefore, I respectfully submit to the subcommittee that my state- 
ment of June 28 concerning this matter is neither “groundless” nor 
“without merit.” 

Mr. Gregory’s statement in response to my reference of June 28 to 
his interest in Moss & Co. is a compilation of misstatements and part 
truths which can mislead anyone who reads the testimony. 
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Mr. Gregory says that he never owned any interest in, and has not 
been connected with, any gambling concessions anywhere. On page 
9-A-2 of exhibit C on file with this subcommittee, there is set forth in 
part a deposition by Moss filed in one of the legal actions mentioned 
by Mr. Gregory in his statement. It will be noted that in this sworn 
deposition Mr. Moss stated that “so far as Gregory was concerned, 
he was more concerned with gambling than the oil business.” When 
Moss was asked whether Mr. Gregory had said anything with refer- 
ence to his getting gambling concessions, he responded “Yes.” It 
would therefore appear that if Mr. Gregory has had no interest in 
gambling concessions, it is solely because the Mexican venture proved 
fruitless in that respect. 

Mr. Gregory characterized my statement that he took over Moss 
& Co., lock, stock, and barrel as being untrue. Thereafter, he says: 
“There was an assignment giving authority over Moss & Co., as addi- 
tional security.” The force of that statement is to lead the subcommit- 
tee and others who may read the testimony into believing that the as- 
signment was made to the Long Beach Federal as additional security 
for its loans to Moss & Co. On the contrary, the assignment appears 
to have been to Mr. Gregory individually and reads as follows: 

In accordance with our discussions, you are hereby authorized and directed, 
in your discretion, to move Moss & Co., Ine., offices from Los Angeles to an 
office to be selected by you in Long Beach, and you are authorized and directed 
to select additional directors of the board if you deem it advisable, or select a 
new director in the event of any replacements on the present board, in order to 
give you representation on the board of directors of Moss & Co., Inc., and con- 
trol its assets to secure our obligation to you. 

The above arrangement is for the purpose of giving you effective leadership 
in working out the various transactions having to do with Pan Pacific Trading 
& Navigation Co., in which Moss & Co., Inc., are interested and also in further 
consideration of the fact that you have advanced to Moss & Co., Ine., on your 
own account from your funds not connected with other institutions the sum of 
$16,586.60 through Mr. Weinblatt to Moss & Co., Inc., on an open account pay- 
able to T. A. Gregory frony Moss & Co., Inc. 

It is my further desire that you exert every effort to direct the activities and 
coordinate the activities of Mr. Weinblatt, also interested in the Pan Pacific 
Trading & Navigation Co. transactions. It is my understanding that he will 
consult and cooperate with you in bringing to a successful conclusion matters 
relating to such transactions to liquidate the amount due you. 


Mr. Gregory says: 


There came a time when it appeared to be in the best interests of the association 
that various groups of trust deeds, which had been purchased through Mr. Moss 
or from him, and the loans which were made to Moss & Co., be consolidated. 
This was done to the advantage of the association. 

This is also a grossly misleading statement. The sworn deposition 
by Moss, previously referred to and commencing on page 2-Z-1 of 
exhibit C on file with this subcommittee, clearly shows that the consoli- 
dation, which incidentally involved an additional $2,500 advance by 
the Long Beach Federal to Moss, was for the purpose of getting the 
association’s books in order because Mr. Gregory believed that the 
arrival of the Federal examiners was imminent. The pertinent part 
of Mr. Moss’ testimony is hereinafter set forth for the convenience of 
the subcommittee : 

Page 15: 

Q. Was Mr.—— 

A. You see, Mr.——I forget your name. 

Q McLaughlin. 
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A. Mr. McLaughlin, I had been doing business with Tom Gregory and the Long 
Beach Federal Savings and Loan Association for 3 or 4 years on a very confi- 
dential basis, representing them in some instances, and in partnership with them 
in other instances, and at this date it would be impossible for me to unwind 
and take out of all those meetings specific conversations with respect to this 
Mexico venture, 

Page 30-81 (letter dated December 31, 1940, handed to witness) : 

A. Yes; I am familiar with this letter. 

Q. The signatures which appear at the bottom of that letter are your signatures 
in both instances; are they not? 

A. Yes. 

Q. Who dictated this letter? 

A. Mr. Gregory 

Q. And Mr. Gregory requested you to sign it? 

Pay He insisted upon my signing it, before he would give me the check for 
ean were discussing with Mr. Gregory in December 1940 a matter of getting 

000? 

A. Yes. 

Q. Will you give us the conversation on that? 

A. I went down to Long Beach. I wanted to go back to Mexico and I didn’t 
have any funds, and I went down to Long Beach to see Tom, and we had a long 
discussion, and he finally agreed that he would let me have $2,500 out of the 
account of Moss & Co. That $2,500 was not Tom Gregory’s money. He was 
acting in his capacity then as président of the Long Beach Federal Savings and 
Loan Association. 

Q. The Long Beach Federal Savings and Loan Asséciation had control over the 
transactions of Moss & Co.; is that your testimony? 

A. Yes; that is right. 

Q. And Moss & Co.—— 

A. I wanted Gregory to give me some funds as he had previously done— 
advanced funds for the joint venture, but he would not do it, and he finally agreed 
that he would give me a check on the aceount of Moss & Co. for $2,500 if I would 
sign these new notes and let him fill in the collateral, and if I would sign that 
letter and—I don’t know—half a dozen different things that I signed—collatera! 
agreements, and what not. I had to get back to Mexico because I had business 
there, and I had to leave that night. 

Q. And you nevertheless signed the documents because you wished to have 
released from Moss & Co. $2,500? 

A. No; that is not right, because Mr. Gregory asked me to accommodate him 
or the Long Beach Federal Savings and Loan Association by this new note, 
because he had some sort of situation which he wanted to straighten up because 
the auditors from Washington were coming there to the Long Beach Federal 
Savings and Loan Association. And I said, “What is going to be behind this new 
note?” and he said, “Haven’t we done business together for a long time, and am 
T not vour friend, and am I not going to treat you fair? Can’t you leave that 
to me?” and I said “Yes.” 

Q. Did vou have any discussion with Fetterman and Sullivan regarding the 
fact that Moss & Co. was not indebted in the amount of $197,000? 

A. No: T had no diseussion with Mrs. Sullivan and Mr. Fetterman about that. 

Q. You never had any discussion with her at all regarding the fact that there 
was a recital or a reference to a note in the amount of $197,520.02? 

Q. Now, it is your testimony that the reason you were willing to sign a note 
for an amount which didn’t exist, or which you believed your company owed, 
your reason was that you were doing it as an accommodation to Mr. Gregory? 

A. Positively. 

Q. And Mr. Gregory needed that note on aceount of auditors who were com- 
ing in. 

A. Yes. 

Page 40: 

Q. Now. was there any other reason that you executed the promissory note in 
the sum of one-hundred-and-ninety-seven-thousand-odd dollars other than the fact 
that Mr. Gregory asked you to help out his association? 

A. Sure: the reason that I signed it was because he wouldn’t give me the 
$2.500 unless I did. 

Q. You wanted the $2.500 to get to Mexico? 

A. That is right; to finish what I had there. 
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Q. Is that also true as to the letter of December 31, 1940, which you signed? 

A. Yes, sir. 

Mr. Gregory completely ignores my statement of June 28 that the 
amount of $3,849 paid out in attorneys’ fees in connection with liti- 
gation arising out of the activities of Moss & Co. were his personal 
responsibility and not the obligation of the Long Beach Federal, al- 
though disbursed out of the association’s funds and charged to asso- 
ciation expense. In explanation of the delinquencies on the Long 
Beach Federal’s loans to Moss & Co., Mr. Gregory says: 

During the early stage of some of these loans, the association extended the 
monthly payments on the loans for the purpose of the funds being used to in- 
crease the value of the security. Although the association did not disburse the 
monthly payments for the installation of improvements, the inspectors for the 
association made periodical inspections of the various properties and improve- 
ments were made pursuant to the agreement with the association. 

The untruth of this statement is evident from facts set forth in 
exhibit C on file with this subcommittee. It will be noted that on page 
2-X-~1 of exhibit C it is stated that during the year 1940, when no pay- 
ments were made to the association on account of its loans to Moss 
& Co. and during the period of the Mexican venture, only $795 of the 
receipts of Moss & Co. were expended by Moss & Co. for real-estate 
repairs and for maintenance of properties securing Long Beach Fed- 
eral’s loan, while over $12,000 of such receipts were diverted to the 
Mexican venture. Further, contrary to Mr. Gregory’s representation 
that these alleged repairs were inspected by inspectors for the asso- 
ciation, the association’s files contained no references of any kind or 
any inspection reports to indicate that collections were used for repairs 
and alterations. 

Mr. Gregory makes mention of the earnings realized by Long Beach 
Federal on the funds of its shareholders that were loaned to Moss 
& Co. The collection of interest on loans is customary in the business 
and experience of Federal savings and loan associations. 

In view of the foregoing, I respectfully submit to the subcommittee 
that my statement of June 28, that— 
when the personal interest of Mr. Gregory in Moss & Co. conflicted with the 
interest of the association with respect to these loans, the loans became delin- 
quent and the moneys which should have been paid to the association thereon 
were used to promote the deals afore-mentioned— 
is not groundless. 

Mr. Gregory’s answer to my statement of June 28 about the disposi- 
tion of the Rolston Hotel is not responsive. He makes no reference 
to the salient facts set forth in my previous statement and puts forth 
a new excuse for divesting the association of any control over this 
asset. He now claims, in effect, that, being prophetic, the directors 
visualized that some time in the future the income from the hotel 
would be greatly diminished and that they therefore thought it to.be 
in the best interests of the association to share that income with the 
lesseeyMr. George Turner ; that response appears ridiculous on its face 
for the reason that one does not counter a declining income by giving 
half of it away. Contrary to the reasons he now asserts, the resolution 
under which the hotel was leased states in part: “The income from 
the hotel shows a continuing decrease,” which statement, as I pointed 
out to the subcommittee on 5 une 28, was not in keeping with the facts 
as reported on page 3-R of exhibit C on file with the subcommittee. 
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Mr. Gregory alleges that my criticism of the manner in which they 
have leased the hotel is inconsistent with my request in 1942 that the 
association get itself out of the hotel business. When it was recom- 
mended in 1942 that the association dispose of the hotel, because it is 
not considered a proper business undertaking for a Federal savings 
and loan association, it was assumed without question that the man- 
agement of the association would not completely disregard the interests 
of the association by entering into a lease—page 3-T of exhibit C on 
file with the subeommittee—which for 20 years forecloses the associa- 
tion against all rights and privileges except to receive one-half of the 
net income, which is left solely to the mercy of the lessee—without any 
stipulated consideration, minimum or otherwise, or any other protec- 
tive provision. Clearly, there is no incompatibility between my criti- 
cisms of 1942 and today relative to the association’s disposition of this 
hotel. 

Mr. Gregory’s statement relative to the 11 organizations which were 
using the association’s address as their principal office is evasive. He 
mentions one company, the Title Service Co., and claims justification 
for its occupancy of the association’s office but makes no reference to 
the 10 other organizations named in my statement of June 28 to the 
subcommittee. 

As to the Title Service Co., Mr. Gregory says that it never paid a 
dividend and never paid a salary to any officer or director of the Long 
Beach Federal. He does not say that Title Service Co. did not make 
a profit. By reference to page 6—L of exhibit C on file with the subcom- 
mittee, it seems clear that over a period of years thousands of dollars 
of fees were paid to Title Service Co.; since practically all expenses 
of that company, including salaries of personnel, appear to have beer 
paid by the Long Beach Federal, it is inconceivable that it would have 
no profit. Contrary to Mr. Gregory’s statement that the examiners 
each year had full access to the facts concerning these companies, I 
am informed that the books of the Title Service Co. were not available 
to the Federal examiners and to this day we are not certain how the 
profits of Title Service Co. have been distributed. I understand from 
the examiners that, on the basis of the limited information to which 
they had access, there is indication that the profits of Title Service 
Co. may have been drained out of the company through the device of 
an escrow account; under such a method, the fees paid to Title Service 
Co. would not be recorded on its books as income but would be set up 
as an escrow or liability of the company, that is, moneys to be paid to 
the individual holding that account—Mr. Gregory or one of his Title 
Service Co. associates—which he would be free to withdraw at will. 

Mr. Gregory avoids any recognition of the possibility that if, as he 
alleges, this company was operated for the benefit of the Long Beach 
Federal and operated without reimbursement for the services, clerical 
or otherwise, performed by the association’s personnel or its directors, 
who are also the directors of Title Service Co., the association is 
legally entitled to receive the profits resulting from the operation of 
that company; I know of no such accounting to the Long Beach 
Federal by Title Service Co. 

Similarly, the records of the association do not reflect any re- 
muneration or reimbursement from any of the other ten companies or 
organizations named in my statement of June 28 to the subcommittee. 
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It is my understanding that the Pacific Insurance Agency, operated 
by Mr. Gregory, is a profitable enterprise and that, contrary to his 
statement that it was operated for the benefit of the Long Beach 
Federal, it was and is operated for his own personal gain and profit. 
In this particular connection, there came a time when Mr. Gregor 
arranged with one of the association’s large borrowers, Mr. J. D. 
Willhoit, that thereafter the association would no longer receive a 
collection fee of 25 cents for each collection made by the association 
in connection with each of its several hundred loans to Mr. Willhoit, 
the consideration being an agreement by Mr. Willhoit to place all of 
his insurance and escrow business with Pacific Insurance Agency 
and Title Service Co., as reported on page 2—P of exhibit C on file with 
this subcommittee. 

Similarly, the same comment relative to nonreimbursement of the 
association is applicable to other companies named in my statement 
of June 28, such as the L. N. Schilling Co., Mrs. Schilling being Mr. 
Gregory’s sister; the Cawood Supply Co., Cawood being Mr. 
Gregory’s nephew ; the Nu-Lite Co., in which Gregory admits a credi- 
tor interest; and the Pacific Guaranty Co., of which Mr. Gregory and 
his father are directors. 

In view of the foregoing, I respectfully submit to the subcommittee 
that my statement of June 28 on this subject is not groundless. 

Relative to Mrs. Roberts’ purchase of a house owned by the associa- 
tion for one Yeo, Mr. Gregory states: 


That Yeo’s sale of the house at a later date was not in anywise connected 
with the association’s sale to Mr. Yeo. 


This statement by Mr. Gregory completely ignores the fact set forth 
in my statement of June 28 that: 


When questioned on August 16, 1946, as to his interest in this transaction, 
Mr. Yeo stated frankly that he served as a straw man on the deal and that he 
had no financial interest whatever in the property. 

Mr. Gregory’s explanation is therefore refuted directly by Mr. Yeo, 
the facts of which matter may be found on page 3-G of exhibit C on 
file with the subcommittee. 

Likewise, Mr. Gregory’s explanation relative to his purchase of a 
certain house he occupied for a time also ignores facts stated in my 
statement of June 28. He states correctly that the regulations in 
force and effect at the time permitted—as they now do and always 
have—a loan to be made by a Federal savings and loan association 
to an officer of the association on the security of a home occupied by 
him, It is therefore not understandable why, in view of this permis- 
sive regulation, Mr. Gregory concealed his ownership of this property 
from the association’s records, particularly when, as shown on page 
2-A-5 of exhibit C on file with the subcommittee, the property was 
deeded to him 6 days before the bank from which it was purchased 
was paid for the property out of the proceeds of the loan made by 
the association in the name of one Mason E. Kight—unless the pur- 
bese was either (1) to hide the fact that Mr. Gregory had appraised 
iis own property at a figure sufficient to assure the 100-percent 
financing of it by the Long Beach Federal, of which he was president ; 
or (2) to hide the fact that actually he had used up his mortgage- 
borrowing rights with the association. 
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Mr. Gregory says that the appraisal of the property included a 
complete reconditioning thereof and the comp etion of additional 
rooms. The appraisal upon which the loan was granted, as set forth 
on page 2-Z—+ of exhibit C on file with the subcommittee, does not indi- 
cate that any alteration or repairs were contemplated. None of the 
proceeds of the association’s loan were withheld, in keeping with 
customary practice, to pay for any repairs or additions, the full 
amount of the loan being disbursed within 10 days of the date on 
which the transaction was set up on the association’s books. Fur- 
thermore, the files and records of the association did not contain any 
inspection reports covering any repairs, alterations, or additions to 
this property. 

Mr. Gregory endeavors to explain away his misrepresentation to 
the Federal Housing Administration that, in connection with the 
application for 792 FHA loans to C. J. Jones, Jones had $100,000 
in cash pledged with the association as a guaranty to complete con- 
struction of the houses. It will be noted that Mr. Gregory does not 
refute my statement of June 28 with respect to this matter, except in 
one instance as to which I shall hereinafter demonstrate he is not 
telling the whole truth. Mr. Gregory’s explanation is tacitly an 
admission that Jones never had on deposit and pledged with the asso- 
ciation cash in the amount of $100,000. He says, however, that “the 
association held $100,000 collateral and bond as a guaranty,” and 
implies that this was equivalent to cash. Such collateral could not 
be deemed the equivalent of cash if, as I have reason to believe, it 
consisted primarily of equities which Jones had in certain properties 
that he had sold on contract, which equities could not be realized for 
a term of years. Furthermore the records of the association reveal, 
and Mr. Gregory now admits, that the association did not advance 
or loan to C. J. Jones the sum of $100,000 on the security of such 
collateral. 

Further to illustrate the incompatibility of Mr. Gregory’s present 
explanation with his representations to the FHA on this matter, the 
subcommittee is referred to page 2-L—4 of exhibit C on file with the 
subcommittee, wherein it is shown that, in a letter of April 17, 1941, to 
the Federal Housing Administration ‘transmitting a financial state- 
ment of C. J. Jones, dated April 16, 1941, and a “Dun & Bradstreet 
report of the same date, Mr. Gregory stated in part: 

An analysis of his financial statement will demonstrate to you that he has 
placed with this Institution a $100,000 guaranty to carry to completion the pro- 
posed project * * *%, 

The financial statement which Mr. Gregory transmitted to the FHA 
included as an asset of Jones— 

Cash in Long Beach Federal Savings and Loan Association pledged as bond until 
completion of construction * * * $100,000 
The Dun & Bradstreet report transmitted by Mr. Gregory stated in 
part: 


A local building and loan association reports a savings account of $100,000. 


Factually, Jones had no such savings account in the association— 
according to statement by the examiners on page 2-L-4 of exhibit C 
on file with the subcommittee. 
__ Inthis connection, the subcommittee’s attention is again called to the 
fact that on May 10, 1941, the association held a check for $1,000 
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from C. J. Jones, which had been returned for insufficient funds; the 
association carried this check as a cash item at least from June 20, 
1940, until April 11, 1941, at which time it was set up as an account 
receivable where it remained until May 10, 1941, when it was charged 
against the Jones’ loans-in-process account, as shown on page 2-5-1 
of exhibit C on file with the subcommitee. 

Mr. Gregory states that the $100,000 check mentioned in my state- 
ment of June 28 to the subcommittee was dated 2 months later than his 
assurances to the Federal Housing Administration. This is not true. 
As pointed out in my June 28 statement, the check in question was: 
dated June 23, 1941—2 days subsequent to the date, June 21, 1941, 
on which Mr. Gregory confirmed to the FHA that, in compliance with 
the express, written FHA requirement of June 19, 1941, that “the 
borrower establish a $100,000 cash bond with the mortgagee,” the sum 
of $100,000 had been pledged with the association. Actually, there- 
fore, the check was dated only 2 days, and not 2 months, after Mr. 
Gregory’s representation to the FHA in response to its formal 
requirement. 

Mr. Gregory mentions the posting of a $85,000 cash bond by Mr. 
Jones with the Bank of America to guarantee completion of about 
550 of these properties, the financing of which was transferred to the 
Bank of America. I have reason to believe that the sum of $85,000 
so pledged by Mr. Jones with the Bank of America was composed of 
two checks in the amounts of $40,000 and $45,000, respectively, and 
that such checks were deposited with the Bank of America by Mr. 
Jones immediately subsequent to his receipt of two checks from the 
Long Beach Federal Savings and Loan Association in the amounts 
of $40,000 and $45,000, respectively, which latter checks were not 
charged against any cash bond or any other sum of cash to the credit 
of Mr. Jones in the Long Beach Federal, but as shown on pages 2-H-4 
and 2-I+4 of exhibit C on file with the subcommittee, were disbursed by 
the association to Mr. Jones out of the proceeds of the remaining 122 
construction loans and were explained on Long Beach Federal’s books 
as expenditures for “labor and material.” As will be noted from 
page 2-I+4 of exhibit C on file with the subcommittee, the examiners 
cvuld not locate these two canceled checks. 

Mr. Gregory’s attempt to explain away the inconsistencies between 
his representation to the Federal Home Loan Bank Administration, 
on the one hand, that the Jones brothers were incompetent and unre- 
liable, and, on the other hand, his assurances to the Federal Housing 
Administration of their competence and reliability, makes no mention 
of the fact pointed out in my statement of June 28 that he reported to 
the Federal Home Loan Bank Administration, in a signed statement 
in 1942, that when the Joneses had collected payments from purchasers 
of properties, such payments had not been turned over to the associa- 
tion to apply on its loans. This does not involve a question of compe- 
tency or ability to construct houses, although it might have been the 
Joneses did do better on a more palatial type of property, as witness 
4109 Country Club Drive, a Beach, which I have reason to believe 
was a gift to Mr. pag ti by the Joneses in 1941, which house, by the 
way, is shown by the public records in Long Beach to have received 
the final inspection by the engineers’ office at about the same time as 
Mr. Gregory’s letter of April 17, 1941, to the Federal Housing Admin- 
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istration seeking its commitment to insure loans covering the construc- 
tion by the Joneses of some 792 houses in San Antonio Heights. 
Mr. Gregory denies that he received the aforementioned home as a 
gift from the Joneses. I have reason to believe, however, that the 
Joneses have at all times regarded it as a gift and that they always in- 
tended it to be a gift. When Mr. Gregory states that he has not yet 
completed payment to the Jones brothers for this house, he may refer 
to the repayment of a loan of $30,000 made to him by the Jones broth- 
ers on the security of this house in June 1946. 
In view of the foregoing, I respectfully submit to the subcommittee 
that my statement of June 28 concerning this matter is not groundless, 
In his statement relative to the sale of prime loans to his close asso- 
ciates, Mr. Gregory does not refute my statement of June 28 but tacitly 
admits that that statement is true. Mr. Gregory grossly misstates the 
Federal regulation relative to the sale of loans by Federal associations. 
The regulation does not require that such loans be sold at par, as he 
alleges. The regulation does require, however, that if a Federal asso- 
ciation services loans sold by it, there shall be a charge sufficient to com- 
pensate the association for the expense incurred in servicing such loans; 
Mr. Gregory makes no reference to this matter. As I pointed out in 
my statement of June 28, the loans in question were not only sold 
at par, with no profit to the association, at a time when such prime 
loans generally were commanding a premium but, according to page 
2-S-5 of exhibit C on file with the pabichenailatios: were generally serv- 


iced by the association subsequent to sale without any charge for such 
servicing, notwithstanding the aforementioned regulation. 

In his explanation of the association’s financing of Wrigley Heights 
Corp., Mr. Gregory does not dispute any of the facts which I stated to 


the subcommittee June 28, nor does he take issue with the conclusion 
that the practice described is not in the public interest. On the con- 
trary, he tacitly admits the facts, and endeavors to justify the practice 
as being unobjectionable because it is not prohibited by express statute 
or regulation. I wish to reiterate that, in my opinion, the practice 
described in my statement of June 28 to the subcommittee is not in the 
public interest. 

In this connection, Mr. Gregory casts certain reflections on the op- 
eration of the Long Beach Federal by the conservator. Mr. Ammann 
is available and will be pleased to give the subcommittee such informa- 
tion as it may desire on that matter. 

I would like to point out to the subcommittee that Mr. Gregory’s 
interpretation of the Home Loan Bank Board’s regulation which per- 
mits Federal associations to make insured or guaranteed loans is not 
correct : The intent and effect of the regulation have not been to nullify 
the specific charter provision which requires that each borrower shall 
have the right to repay his loan at any time; when the Home Loan 
Bank Board, or its predecessors, provided by regulation that Federal 
associations may make loans upon terms and conditions acceptable to 
the Federal Housing Administration or to the Veterans’ Adminis- 
tration, it was well aware of the requirements by those agencies that 
for the loan to be eligible for insurance or guaranty the borrower 
must have the right to prepay. In addition, I am informed that the 
Federal Housing Administration will not commit itself to insure 
under circumstances of the type described in my statement of June 28 
concerning Wrigley Heights Corp. if it knows that the purchaser 
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of the property will not have the right to prepay any contract obli- 
gation into which he enters in order to acquire such property. 

On the basis of the foregoing, I respectfully submit to the subcom- 
mittee that my statement of June 28 that this practice is not in the 
public interest was made in good faith, and it is here likewise re- 
affirmed. 

In conclusion, Mr. Gregory refers to my statement of June 28 to 
the subcommittee about the Reliable Building-Loan Association. 

First of all, I want to emphasize to the subcommittee that the only 
reason I mentioned this matter in my earlier statement was to correct 
certain testimony which Mr. Gregory gave to the subcommittee in the 
course of hearings held in December 1950; this purpose is expressly 
given in my previous statement to the subcommittee. 

In the second place, my previous statement says nothing whatever 
about the over-all results of the purchase of investment certificates 
of the Reliable Building-Loan Association by the Somerset Finance 
Co. or by anyone else—or about the over-all results of any other as- 
pects of the Reliable Building-Loan Association. My statement was 
that T. A. Gregory acquired control of the Reliable Building-Loan 
Association on February 14, 1934; that between March 17 and May 7, 
1934, both dates inclusive, the Somerset Finance Co. is known to have 
»urchased through certain brokers Reliable Building-Loan certificates 
oe om a face value of $27,683.39 at a total cost of $11,120.20; that 
Mr. T. A. Gregory and his father, Mr. J. E. Gregory, owned the 
Somerset Finance Co.; that the aforesaid certificates were cashed in 
at the Reliable Building-Loan Association at 100 cents on the dollar; 
and that as a result of this and other transactions, the Division of 
Building and Loan Supervision of the State of California took pos- 
session of the Reliable December 3, 1934, and saw to it that the then 
remaining certificate holders received 100 cents on the dollar. 

Information about this matter first came to the attention of the 
Federal Home Loan Bank Administration in April 1945, and not 
in 1934 and 1935 as stated by Mr. Gregory. 

In view of the foregoing, I respectfully submit to the subcommittee 
that my statement of June 28 was not a compilation of “groundless 
conclusions and insinuations.” 

Mr. Fiscupacu. I would like to proceed to a consideration of these 
reccigaaaay of Mr. Wyman, and I would like to interrogate him about 
them. 

Mr. Wyman, from page 1 of your statement I take it yeu have no 
quarrel with the assertion made by the shareholders of Long Beach 
Federal in words or in substance that over a period of years which 
intervened from the time Long Beach Federal was organized as a 
Federal and chartered as such in, I believe, 1934, up until 1947 that 
the association had sustained no losses on all the millions of dollars 
of loans that it had made with the exception of a loss of $1,009 which 
was occasioned, I believe, in part by the fact that there was an erosion 
of property due to high seas on the coast of southern California, and 
some expenditures that were made by Long Beach Federal in an en- 
deavor to build a sea wall to protect that house from being washed 
out to sea. 

Is that correct ? 

Mr. Wyman. I think my statement speaks for itself on that point. 
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It seems to me perfectly clear, if you wish to express it in terms of 
taking no exception to that, I do not subject, however, to the statement 
as recorded herein in this supplemental statement on page 1. 

Mr. Fiscusacn. Is it your position, Mr. Wyman, that in the years 
between 1934, when Long Beach Federal was organized, and in 1946, 
when a conservator was appointed, that Long Beach Federal made or 
lost money ? 

Mr. Wyman. I would say the association operated at a profit and 
paid dividends to the shareholders and were able to accumulate re- 
serves and surplus funds. 

Mr. Fiscusacu. In that same period of time it grew from an orig- 
inal amount of $7,500 in assets to something in the neighborhood of 
$26 million. 

Mr. Wyman. Whatever the record would show on that, that would 
be the fact of it, of course. 

Mr. Fiscnsacnu. As chief supervisor of the system, could you throw 
any light on the reason why there was no action taken at any time to 
bring affirmative suit on the bond of $200,000, which I believe you 
know and I believe the evidence here reflects, Mr. Gregory had fur- 
nished as president of Long Beach Federal, if in truth and in fact the 
management practices of Long Beach Federal under his aegis were 
harmful or hurtful or otherwise detrimental to the shareholders of 
Long Beach Federal ? 

Mr. Wyman. For the most part these facts were not known to us 
until the time of the conservatorship and even subsequent to the ap- 
pointment of the conservator as a result of the examinations of May 
18, 1946, and as extended on to include the examination of October 2, 
1946, and having no knowledge of those facts, of course, to any sub- 
stantial extent, certainly it was a matter for the conservator to deal 
with inasmuch as he was in charge of the association from May 20, 
1946, until January 24, 1948, I believe, with the exception of 2 days, 
and I don’t believe that I could throw any additional light on that 
subject. 

Mr. Fiscupacu. When you received the examination report of May 
and October 1946, the Strecker report, also referred to here as exhibit 
C, did you conceive that any of the matters therein set forth were 
damaging or hurtful or contrary to the interests of the shareholders of 
Long Beach Federal ? 

Mr. Wyman. Yes; I did. 

Mr. Fiscusacu. When you did so view the contents of the May and 
October 1946 report, why didn’t you recommend that action be taken 
to recover the damage of Long Beach Federal and its shareholders and 
avail to them the proceeds of the bond of $200,000 that Mr. Gregory 
had furnished that institution ? 

Mr. Wyman. As I have testified on several occasions previously in 
these hearings, I was not in any sense in charge of the conservatorship 
of the association. 

Mr. Fiscusacn. I appreciate that, Mr. Wyman, but you were chief 
supervisor and if in your view the matters enumerated in the Strecker 
report had been damaging to the shareholders of Long Beach Federal, 
wouldn’t it have come within the orbit of your function to not only 
advise and suggest that such an action be instituted, but to affirmatively 
recommend that it be done? 
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Mr. Wyman. The conservator was in charge of the association under 
the supervision of the Governor. 

Mr. Fiscupacu. Did that relieve you—— 

Mr. Wrman. I assumed the Governor, being in charge and being 
responsible, would take what action was felt desirable and necessary 
by him with the advice of counsel and proceed in such manner as in 
his peepee was consistent with all the circumstances that were 
involved. ‘ 

Mr. Fiscuspacu. Yes; but, Mr. Wyman, did you feel that because the 
conservator was subordinate to the Governor, that you were relieved 
of any responsibility in connection with what was shown in the 
Strecker report and viewed by you in the manner in which you say you 
did view it? 

Mr. Wyman. I think that while the conservator was in the associa- 
tion and inasmuch as the regulations in effect expressly provided that 
the conservator would function and would take certain actions and 
carry out his duties under the direction of the Governor or an Assistant 
Governor, as I believe the regulations read, that it was up to the 
Governor to deal with that matter directly with the conservator as 
distinguished from what we would do in the case of an association 
where no conservator is appointed and which is operating in the ordi- 
nary sense of the term and is under supervision in the normal and 
regular way. 

That has not only been true in that case, but it has been true in other 
cases where we have had conservatorships up to this time. 

Mr. Fiscubacu. So in effect when a conservator is appointed, you 
feel you have no further responsibility. 

Mr. Wyman. While the conservator is in there, that has been true 
up to the present time, that I have had nothing to do with the oper- 
ations under the conservator or with the conservatorship, except pos- 
sibly the performance of certain ministerial acts that would not in any 
sense be discretionary, but were simply carrying out certain instruc- 
tions that I have received. 

Mr. Fiscupacu. Are you telling us in effect, Mr. Wyman, that 
when a conservator is appointed, you cease to function as chief super- 
visor with respect to that institution ? 

Mr. Wyman. That has been substantially the fact, yes, during the 
conservatorship and during all the conservatorships that we have had, 
we haven’t had many, but those several that we have had that has been 
substantially what has happened. 

Mr. Fiscupacu. That places a completely new light on the situa- 
tion and I think that will be very helpful to the subcommittee. 

When in 1946 Mr. Fahey appointed Mr. Ammann as conservator 
for Long Beach Federal and when that action was, as Mr. Lee stated 
before the Smith committee, premised in large part upon the directors 
of that institution having appropriated $100,000 for the purposes 
which the resolution disclosed, I take it you had knowledge of that 
before Mr. Fahey appointed the conservator. 

Mr. Wyman. I had knowledge of it on the 19th day of May, I be- 
lieve it was, 1946. I think the testimony before the Smith committee 
will so disclose, that I was among those present at the time the infor- 
mation was conveyed to Colonel Lee, not to Mr. Fahey at that time, 
but to Colonel Lee. 
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Mr. Fiscupacu. I take it, then, that the conservator was appointed 
before you had an opportunity to make any recommendation that the 
matter be tested by suit. 

Mr. Wyman. The conservator—the determination, as I recall it, 
that a conservator should be appointed was made on that day, I be- 
lieve, on the 19th, and I had not at that time reduced daything t0 
writing in the way of summation or recommendation that the con- 
servator be appointed. 

Mr. Fiscupacu. I take it it is also true that when that determina- 
tion was made in 1946, there were not then outstanding any super- 
visory letters or any supervisory matters in connection with Long 
Beach Federal. 

Mr. Wyman. There were supervisory matters outstanding at that 
time and had been outstanding for quite some little time. That, I 
believe, is pretty thoroughly summarized in my previous statement 
to the subcommittee, I believe on June 28 of this year. 

Mr. Fiscupacn. Were you satisfied with the status of supervisory 
matters at that time insofar as Long Beach Federal was concerned ? 

Mr. Wyman. No; I was not satisfied. 

Mr. Fiscuracn. Was the administration satisfied ? 

Mr. Wyman. I can’t speak for anybody but myself on that. 

Mr. Fiscupacu. Were there supervisory matters outstanding at 
that time in May of 1946 which were being pursued ? 

Mr. Wyman. They were not being pursued at that particular time 
because we had made recommendations to Mr. Gregory some 2 or 3 
years before that, recommendations of a broad and basic nature, which 
we hoped and felt would be of a constructive character and that 
would prove helpful to him and to the association in a basic and 
permanent fashion in correcting some of the organic and operational 
weaknesses that we felt were in the institution, looking toward the 
accomplishment of those things over a reasonable period of time. 

Mr. Fiscusacn. What was the status of those recommendations as 
of May of 1946? 

Mr. Wyman. To the best of my knowledge, based on information 
in reports that were available to me, they had not been carried out in 
any substantial sense. 

Mr. Fiscupacn. They hadn’t been complied with substantially ? 

Mr. Wyman. Not in a substantial sense; no. There might have 
been some minor changes made as a result of the recommendations we 
had made to him in the summer of 1942, I believe it was particularly, 
but I don’t believe there had been any substantial corrections made 
in those basic respects, 

Mr. Fiscupacn. I would like to offer for the record or else have the 
subcommittee take cognizance of the transcript of the proceedings 
before the Smith committee on page 223, and I would like to place 
before you, Mr. Wyman, an excerpt of the proceedings before the 
Smith committee just referred to, in which the following questions 
were asked and the following answers were given: 

Mr. FiscusacnH. Follow me on this, Mr. Ammann. On May 18, 1946, when you 
undertook to make what you termed a “regular examination,” there were no 
supervisory letters outstanding and concerning which the Long Beach had not 
taken satisfactory action; is that correct? 

Mr. AMMANN. Not exactly; no, sir. 


Mr. FiscuHBacH. Well, in what respect had they refused to comply with any 
recommendations that the bank administration had theretofore made? 
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Mr. AMMANN. Well, if we go back in the record here, they were not related to 
this, but their answers were considered satisfactory to the extent they promised 
to do certain things, and so on, but whether those things have yet been done I 
don’t want to say, sir. That is the extent to which they complied. 

Mr. Fiscusacn. Well, I hand you the folder of documents which~purport to 
contain supervisory letters based upon reports of examination, which reports 
were produced by Mr. Fahey at the request of the committee, and ask you to 
examine the recent communications that you find in there and tell this committee 
whether or not it is not a fact that the association in Long Beach had substan- 
tially complied with everything that they were legally obliged to comply with and 
had substantially complied with all of the requests that had theretofore been 
made on them. 

Mr. AMMANN. Well, there were outstanding at that time, so far as I know, no 
letters which were unanswered and which we were pursuing further at that time. 

Mr. FiscHBACH. We were a long time getting at that point, and that is all I 
wanted, Mr. Ammann, in connection with that. So you state and concede for the 
record that on May 18, when you started this examination, there were no out- 
standing supervisory recommendations which had not been substantially com- 
plied with; is that right? 

Mr. AMMANN. Or that were being pursued at that time. 

Now, in light of that testimony, Mr. Wyman is it your position 
that the presentation made by Mr. Ammann to the Smith committee 
was inaccurate ? 

Mr. Wyman. I would say that is substantially correct. 

Mr. Fiscupsacu. Is your position here today the same as that which 
was taken by Mr. Ammann or is it different ? 

Mr. Wyman. That is substantially the same as he expressed it there. 

Mr. Fiscusacu. It would appear then that on May 18, 1946, in 
contradistinction to what you said a few minutes ago, there were no 
outstanding supervisory recommendations which had not been sub- 
stantially complied with at that time; isn’t that so? 

Mr. Wyman. There were outstanding recommendations that to 
the best of our knowledge at that time had not been substantially com- 
plied with. 

Mr. Fiscrrpacnu. There were outstanding recommendations that had 
not been substantially complied with or is it that there were no rec- 
ommendations outstanding at that time that had not been substantially 
complied with ? 

Mr. Wyman. There were outstanding supervisory recommendations 
which had not been substantially complied with at that time. They 
were not being actively pursued at that moment, because as I said a 
moment ago, those were broad, basic recommendations as to funda- 
mental matters; and it was felt that the association would perhaps 
wish to have reasonable time in which to accomplish those things and 
for that reason, having the assurance of Mr. Gregory that he would 
endeavor to work the matters out or give consideration to them, they 
were not being actively pursued at that moment. 

Mr. Fiscupacn. Allright. You said that before. Now Iam going 
to call again attention to Mr. Ammann’s testimony that at that time 
there were no supervisory recommendations outstanding which had 
not been substantially complied with or that were being pursued. 

Do you take the same position or do you take a contrary position ? 

Mr. Wyman. It is my view that there were outstanding recom- 
mendations that had not been substantially complied with, Mr. 
Fischbach. 

Mr. Fiscupacu. Then you are—and I want the record to clearly 
reflect this—vou are now taking a position contrary to the position 
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that was taken by Mr. Ammann before the Smith committee on that 
same proposition. 

Mr. Wyman. I don’t see any great inconsistency there. 

Mr. Fiscusacnu. That is for the subcommittee to judge, Mr. Wyman, 
but I want the record to clearly reflect that as far as you are concerned 
you are taking a position opposed to the position that this portion of 
the transcript of the proceedings before the Smith committee reflects 
as a position of Mr. Ammann on the same point. 

Mr. Wyman. I take it that was his judgment and understanding 
of it at that time. 

Mr. McKenna. I might add there is no inconsistency there, and if 
you want the record to clearly reflect something, it should not clearly 
reflect something which Mr. Wyman has not testified to. He testified 
to what seemed to me substantially what Mr. Ammann testified to. 

Mr. Fiscuzacu. It didn’t sound like that to me. 

Mr. McKenna. Just so the record doesn’t clearly reflect something 
Mr. Ammann didn’t state. 

Mr. Fiscusacu. It is your position before this subcommittee that 
at the time in 1946 that the conservator was appointed, that there 
were outstanding supervisory recommendations which had not been 
complied with substantially ; is that correct ? 

Mr. Wyman. There were recommendations that had been made to 
the association that had not been carried out, to the best of our 
knowledge. 

Mr. Fiscusacu. I will ask you the question again. Is it your 
position before this subcommittee that in 1946 at the time Mr. Am- 
mann was appointed as conservator that there were outstanding super- 
visory recommendations which had not been substantially complied 
ae by Long Beach Federal? And please answer that “Yes” or 
a... 

Mr. Wyman. To the best of my knowledge, that is correct; that is 
my view. 

Mr. Fiscupacu. All right. Then it will be for the subcommittee 
to judge, Mr. McKenna, whether that position is contrary to the posi- 
tion taken by Mr. Ammann. 

Now I would like to elicit one other aspect of your knowledge on 
this same point. You were present before the Smith committee when 
Mr. Ammann testified, were you not? 

Mr. Wyman. I heard some of it. I don’t recall that I heard all of it, 
and I don’t recall frankly what portions of it I did hear. 

Mr. Fiscusacu. You don’t know whether you were present when 
Mr. Ammann gave the testimony that I have placed before you? 

Mr. Wyman. That I do not know. 

Mr. Fiscupacn. Now, if Mr. Ammann did give that testimony 
and if you were prveriits you made no protest to the position that Mr. 
Ammann was taking and you called no contrary fact to the attention 
of the Smith committee; isn’t that true? 

Mr. Wyman. Of course, I could have been present and perhaps 
might not have heard the testimony at the time it was given. 

Mr. Fiscusacu. I ask you to state whether if you were present when 
Mr. Ammann gave the testimony which I placed before you a moment 
ago, whether it isn’t true that you did not call any contrary fact to 
the attention of the Smith committee. 
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Mr. Wyaran. I didn’t make any statement on that subject to the 
Smith committee whatsoever. 

Mr. Fiscupacu. Very well. 

Mr. Wyman. I wasn’t asked for any statement on the subject. | 

Mr. Fiscusacu. I think the record before the Smith committee will 
reflect what you were asked and the position you took. — 

Now, Mr. Wyman, I would like to turn your attention to another 
matter. I notice on page 2 that you present to this subcommittee a con- 
fidential report of Mr. Bowman made under date of June 5, 1941. 
That is true, is it not? 

Mr. Wyman. Yes; it is there in the statement. 

Mr. Fiscusacu. Was that confidential report ever transmitted to 
Mr. Gregory ¢ 

Mr. Wyman. No; it was not. 

Mr. Fiscupacu. Why not ? : 

Mr. Wyman. Because that is a report made confidentially by the 
examiners to the supervising authority as to matters of that type for 
the information of the supervising authority, and it was not trans- 
mitted to Mr. Gregory. 

A comment of that kind is given confidentially by the examiners to 
the supervising authority and is never transmitted to the association. 
Never has been so transmitted to my knowledge. 

Mr. Fiscupvacu. Neither in form or in substance ? 

Mr. Wyman. That iscorrect. Well, the substance may be, of course, 
bound up into a supervisory recommendation that would be made 
to the directors of the institution that would be calculated to help 
them correct some deficiency or overcome some deficiency or strength- 
en their position as the circumstances might appear. 

Mr. Fiscupacu. Well, now, Mr. Wyman, if you act upon informa- 
tion of the character indicated in the confidential report that is re- 
ferred to here, don’t you think that the person about whom the report 
is made ought to have an opportunity to address himself either to you 
or to the author of such a report ? 

Mr. Wyman. Those matters were discussed with Mr. Gregory, the 
desirability if not in fact the serious need to strengthen his internal 
operations, and with respect to checks and controls and accounting 
procedures and bookkeeping, and so forth and so on, I recall talking 
to Mr. Gregory very distinctly about it at the time of the conference 
in 1942, 

Again I want to emphasize we were discussing it in what we felt 
certainly was a constructive fashion and even went so far as to sug- 
gest the employment of a high-caliber second man, who could relieve 
Mr. Gregory of the multitude of internal details as to that phase of 
the business, so that he would be free to devote himself to other aspects 
of the operation. 

Those matters, the substance of that matter was called to the at- 
tention of the management, so that if the substance of it is called to 
their attention, it seems to me certainly we have accomplished, not 
only the element of fairness, but also that we have discharged our 
duties fully in respect to such matters. : 

Mr. Fiscupacn. When that matter was called to Mr. Gregory’s 
attention in 1942, did Mr. Gregory present to you an interest in the 
subject matter of what you were discussing or did he bow his neck 
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and say he wouldn’t under any circumstances accept your constructive 
criticisms and suggestions ? 

Mr. Wyman. We felt at that time as a result of the conference 
that he had expressed sincere interest in the matter and we had assur- 
ances that the matter would have careful consideration, and we ac- 
— it as being given to us in good faith and in sincerity. 

r. Fiscrzacn. The criticism there was that—perhaps I should 
strike that out altogether. Perhaps you didn’t criticize his submitting 
a 200-page document in an attempt to explain various records and 
transactions when you said a document wholly without parallel or 
precedent, or did you intend criticism of that 200-page report? 

Mr. Wyman. What I intended to convey was that the operations 
of this association, certainly in our experience and in the experience 
of fhe examiners particularly who are charged with the responsibility 
of examining the books and records and reporting upon it, the opera- 
tion of the institution was so exceptional and so unusual and so com- 
pletely without parallel in the experience of any of those people 
who were auditing or examining the institution for us, that it was 
necessary or presumably necessary that this very lengthy document 
be written to explain these various and sundry transactions or to try 
to explain them, and that is what I meant to convey. 

Mr. Fiscupacu. Did you accept the 200-page document ? 

Mr. Wyman. I beg your pardon? 

Mr. Fiscuzacu. Did you accept the 200-page document or did you 
reject it? 

Mr. Wyman. It wasn’t a matter of acceptance or rejection of it. 
That was in no sense whatsoever involved. It was prepared by Mr. 
Gregory or his counsel or both, and so far as I know freely offered 
and submitted as an explanatory statement covering various transac- 
tions having to do with the lending operations I believe almost en- 
tirely, or largely so, anyhow. 

Mr. Fiscupacu. Did you regard it as satisfactory ? 

Mr. Wrman. It was a very difficult thing to understand. I am 
not sure that we ever understood it fully. 

Mr. Fiscusacn. Did you regard it as satisfactory or did you think 
it was unsatisfactory ? 

Mr. Wyman. Looking at it in the light of the comparatively limited 
information that we had at that time, I can say only this—that it 
very materially supplemented the information that we previously 
had received as descriptive of what the operations were; I will put it 
that way. 

Mr. Fiscuzacn. Didn’t you find it to be a true report ? 

Mr. Wyman. I beg your pardon? 

Mr. Fiscupacn. I say, didn’t you also find it to be a true report! 

Mr. Wyman. I don’t believe it was in all respects, although I am 
not in position to say ee or to testify as a matter of fact. I 
would have to go back and examine that report in minute detail. 

Mr. Fiscupacu. Mr. Wyman, after you got the report and examined 
it, did you write any more supervisory letters to Long Beach Federal 
on the matters covered in that report? 

Mr. Wyman. The supervisory letter had already been written to the 
association. 

Mr. Fiscusacu. That isn’t the question. The question is, After you 
got and examined the 200-page report, did you write any more super- 
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visory letters to Long Beach Federal with respect to the matters 
covered in that report ‘ 

Mr. Wyman. I believe wedid. I believe we wrote the letter in July, 
June, or—I don’t remember what the date was; I don’t have the date. 
We did write a letter after the receipt of that, as I recall, but I do not 
now have the date of it, Mr. Fischbach. 

Mr. Fiscupacu. Did that refer to the matters embraced in the 200- 
page report ¢ . 

Mr. Wyman. It probably did. It may not have referred specifically 
tothat supplemental report, though I would have to examine the letter. 
A letter was written by our supervisory agent at Los Angeles under 
date of June 30, 1942, which was substantially after we had received 
that examination report of January 17, 1942, and the 200-page supple- 
ment, to which I referred, and after we had studied it, a letter was 
written where the three basic recommendations to which I have referred 
in my statement were set out, and it was following that that a con- 
ference was held in Washington with Mr. Gregory, and I believe his 
counsel was present, and—— 

Mr. Fiscupacu. And after that conference and as a result—— 

Mr. Wyman. And these matters were all discussed. 

Mr. Fiscusacu. After that conference, at which all those matters 
were discussed, and as a result of that conference and the discussion, 
I take it that the matter was satisfactorily cleared up as far as you 
were concerned. 

Mr. Wyman. No; it wasn’t satisfactorily cleared up, except to this 
extent: We had assurance from Mr. Gregory that these recommenda- 
tions—there were three of them basically—would receive careful con- 
sideration, and we had the feeling, maybe it was one of hopefulness, 
certainly it was one of hopefulness, that those things would be cor- 
rected because we felt they were fundamentally in the best interests 
of the institution. 

We weren’t trying to operate the association, but we were trying 
to be of help as we felt we were in duty bound to be in our supervisory 
capacity in helping to strengthen the fundamental situation there. 

Mr. Fiscusacu. Then from July of 1942 until May of 1946 every- 
thing went along relatively without dispute or serious controversy 
between you. 

Mr. Wyman. As I recall, there were no lengthy supervisory letters 
during that period, and I don’t recall that there were any supervisory 
conferences during that period, although there may have been. I 
don’t recall that there were. 

Mr. Fiscupacu. Then I take it that your interest in Long Beach 
Federal was in part stimulated by the position that Mr. Fahey had 
taken in connection with the approval of Mr. Berry, or rather the fail- 
ure to approve Mr. Berry as president of the Federal Home Loan 
Bank of Los Angeles. 

Mr. Wyman. No; my interest in that matter was not stimulated 
by that fact at all. 

Mr. Fiscupacu. What was it that stimulated your interest ? 

_ Mr. Wyman. It was a matter, of course, in which I had a rightful 
interest as chief supervisor because the president of each of the Fed- 
eral home loan banks is a supervisory agent for the Home Loan Bank 
Board in the district and it is quite natural that I would have an 
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interest, although not certainly a determining or deciding or recom- 
mending interest, or anything of that kind. 

Mr. Fiscuracn. Isn’t it true that Long Beach Federal became an 
issue because of Mr. Gregory’s position on the question of the confir- 
mation - Mr. Berry as president of Federal Home Loan Bank of Los 
Angeles? 

Mr. Wrman. Will you please read back the first part? 

(The pending question was read by the reporter. ) 

Mr. Wyman. Not to my knowledge. There came to my attention 
in the late part of 1945—I believe it was in December—and the very 
early part of January 1946, some rather severe complaints from some 
of the veterans in Los Angeles or Long Beach with respect to certain 
loans, or more particularly with respect to houses that were being con- 
structed for them by Jackson Turner, which veterans were financing 
their properties or construction with loans from the Long Beach Fed- 
eral Savings and Loan Association. 

Mr. Fiscueacu. It was the letter of Mr. Slane to which you made 
reference before, I take it. 

Mr. Wyman. No. 

Mr. Fiscupacnu. Was that something else ? 

Mr. Wyman. That is something entirely different. It had no con- 
nection with Wrigley Heights or Mr. Slane’s letter at all. 

Mr. FiscuBacz. This is a matter separate and apart from the Slane 
etter ‘ 

Mr. Wyman. Entirely separate and apart. 

Mr. Fiscupacu. Go ahead. 

Mr. Wyman. We had taken over supervision ourselves, at Mr. 
Fahey’s request and direction, in the early part of 1945; and a repre- 
sentative of my office was in Los Angeles and had been stationed there 
and was stationed there for quite some months, and I requested him 
upon receipt of complaints from these veteran borrowers to look into 
the matter as best he could. And he did so, according to the reports 
I received from him, and it appeared that it perhaps was a rather 
serious matter; at least it had the implications of something rather 
serious. I talked with Mr. Fahey about the matter, as I recall it, 
on or about the 1st of March 1946. 

Also I talked with him about the fact that we had not had an exam- 
ination of the association since the previous July, I think it was. 

Mr. Fiscupacu. That was nothing unusual, as I understand it. 

Mr. Wyman. No. And also I talked with him about certain other 
aspects of the operation of the association. 

Mr. Fiscupacu. Such as what? 

Mr. Wyman. I beg your pardon? 

Mr. Fiscupacu. Such as what? 

Mr. Wray. For instance, the arrangement that the association 
had entered into with Mr. Willhoit whereby the association was to 
receive $40,000 under certain terms and conditions from the profits 
realized out of the contract equities represented by those properties 
that Mr. Willhoit had bought from E. N. Frame, and the fact. that 
the last examination report previous to that time, the one in 1945, had 
disclosed that some three hundred eighty or ninety thousand dollars— 
I am obliged to give you approximate figures here because I don’t 
have the details—— 

Mr. Fiscuracn. That is all right. 





CS Se ae Se ae ote te 


INVESTIGATION OF HOME LOAN BANK BOARD 1777 


Mr. Wyman. Of the collections or proceeds from the collections of 
those loans had been paid out to Mr. Willhoit; whereas, the associa- 
tion apparently had not received any portion of the $40,000 to which 
we understood it would be entitled as a result of that arrangement. 

I also discussed with him the fact that we had not received any 
copy of an audit of the association for the year 1945, which the asso- 
ciation was required to file by the regulation. 

I believe I also discussed with him reference made in the last pre- 
vious audit that we had received, the one made in 1944 perhaps by 
La Frentz, where they had referred to their inability to verify certain 
collateral loans and had recommended to the board of directors of 
the association that those loans be verified and rather took the posi- 
tion, as I recall it, that that should be done in order to ascertain ex- 
actly what security there was underlying these loans. 

Those things were discussed, and I recommended to Mr. Fahey at 
that time that we have an examination and, I believe, audit, but at 
least an examination of the association as promptly as it could be ar- 
ranged, in order to ascertain what the condition and the operations 
of the association were at that time. 

Mr. Fiscusacu. Mr. Wyman, why did you have to discuss that with 
Mr. Fahey, whether it was an audit or examination ? 

Mr. Wyman. I beg your pardon? 

Mr. Fiscupacu. Why did you have to discuss that with Mr. Fahey ? 
If what you wanted to do was have an examination, couldn’t you as 
chief supervisor request an examination to be made? 

Mr. Wyman. I don’t recall the circumstances that were present at 
that time. 

Mr. Fiscupacn. As chief supervisor, if you wanted an examination 
made, why couldn’t you just go ahead and ask for one? 

Mr. Wyman. I may have discussed it with the Governor and he 
might have discussed it with Mr. Fahey. I don’t recall the details at 
that time. I usually tried to keep the avian advised of these mat- 
ters, particularly where there was an examination somewhat ahead of 
the usually scheduled time, which would in that case have been, I be- 
lieve, about July. 

So I suggested about the 1st of March that we have an examination 
made, and where I did do that sort of thing, setting the examination 
ahead somewhat, I customarily would talk to my superior about that, 
and in that particular instance it happened to be Colonel Lee. 

I may have talked to him about that. I probably did, and he prob- 
ably discussed it with Mr. Fahey, and Mr. Fahey probably wanted 
to diseuss the matter. That is the best I can recollect. 

- a Fiscueacu. I understood you to say you discussed it with Mr. 
ahey. 

Mr. Wyman. I did; I did. 

Mr. Fiscupacu. Do you operate the same way today, Mr. Wyman? 
If you wanted to have an examination, let, us say, of Long Beach 
Federal today and there were no litigation between Long Beach Fed- 
eral and the Board, would you discuss that with the Board or would 
you just go ahead and say, “I think an examination is necessary and 
therefore I will send a memorandum through that there be an exam- 
ination” ? 

Mr. Wyman. It would depend on the circumstances. 
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Mr. Fiscusacn. All right. Now in light of the fact that it has in 
some measure a relation to circumstances, when you discussed this 
matter in 1946 with Mr. Fahey, did he tell you, “Mr. Gregory of that 
association has been in to see me in connection with Mr. Berry”? Or 
did you know about that? 

Mr. Wyman. I don’t recall, Mr. Fischbach, that I knew anything 
about that at the time I discussed this matter with Mr. Fahey. 

Mr. Fiscusacn. Weren’t you told about it by Mr. Fahey? 

Mr. Wyman. That I do not recall. I don’t recall Mr. Fahey ever 
told me Mr. Berry had been in and talked with him or that Mr. Gregor 
or anybody else for that matter—I can’t recall that he did. I don’t 
believe he did. That is the best of my knowledge and recollection of it. 

Mr. Fiscupacnu. Is the same true of Mr. Lee? 

Mr. Wyman. I beg your pardon? 

Mr. Fiscupacu. Is the same true of your contact with Mr. Lee? 

Mr. Wyman. I don’t recall that Mr. Lee—I don’t believe he ever 
told me anything to that effect. 

Mr. Fiscusacu. But you knew about that matter independently ? 

Mr. Wyman. Yes. 

Mr. Fiscusacn. [ take it you knew Mr. Gregory was head of a 
committee to bring about the approval of Mr. Berry as president of 
the Los Angeles bank. 

Mr. Wyman. Yes; I knew that. 

Mr. Fiscupacn. You knew Mr. Fahey had successively for a period 
of months declined to approve Mr. Berry? 

Mr. Wyman. I knew that had happened. I knew the action he 
had taken, of course. 

Mr. Fiscupacn. You knew of Mr. Gregory’s activities in connec- 
tion with that matter, too, I take it. 

Mr. Wrmav. I can’t say that I knew anything particularly as to 
the extent of Mr. Gregory’s activities. I had understood that Mr. 
Gregory was a member of a committee that was interested in that 
matter, and I knew that, of course; but so far as knowing the extent 
of Mr. Gregory’s activites, I don’t know that I would undertake to 
extend my imagination that far. 

Mr. Fiscnsacn. Mr. Wyman, at the same time that question of 
Mr. Berry’s approval by Mr. Fahey was up for consideration over 
a period of months, there was also submitted to Mr. Fahey the ques- 
tion of approving Mr. Noon as secretary of that bank; isn’t that true? 

Mr. Wyman. It may have been true, Mr. Fischbach. As I have 
testified previously before the subcommittee, I have not now and have 
not had at any time anything whatsoever to do with the operations 
of the Federal home loan banks. 

Mr. Fiscupacn. I appreciate that, but you are chief supervisor. 

Mr. Wyman. As a matter of general information, I possibly knew 
that, although I am not sure that I knew it at the time. 

Mr. Fiscupacn. I would like to find out from you, Mr. Wyman, 
whether the same Mr. Noon whom Mr. Fahey refused to approve 
as secretary of the bank is today the vice pewaary of the Federal 
Home Loan Bank of San Francisco and in charge of the Los Angeles 
branch. . 

Mr. Wyman. Yes; he is. 

Mr. Fiscusacn. He is the same person who, although Mr. Fahey 
declined to approve him for a job as secretary, is now discharging 
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and for some years past has been discharging the function of being 
the supervisory representative of the Board for the entire district of 
the Federal Home Loan Bank of San Francisco. 

Mr. Wyman. If you want to bring it down to that definite an article, 
the supervisory agent for the San Francisco district is, of course, Mr. 
Ruble. The general regulations of the Home Loan Bank Board— 
and I can’t give you the official citation of it 

Mr. Fiscupacu. I won’t ask you to. 

Mr. Wrman. Provide that the president of each Federal home loan 
bank shall be the agent of the Board for these various named matters, 
and it provides that, however, with the approval of the Board, 1 
believe it reads, that some officer or employee of the bank other than 
or in addition to the president of the bank may also be an agent for 
those same purposes. 

Mr. Fiscupacu. Is Mr. Noon in charge of the Los Angeles and 
southern California area ? 

Mr. Wyman. Mr. Noon is an agent of the Board, a supervisory 
agent we call him for the sake of practical business operating lan- 
guage, and he handles the supervisory matters for the area that was 
served by the former Federal Home Loan Bank of Los Angeles. 

However, that is always subject to the fact that Mr. Ruble as presi- 
dent of that bank is the supervisory agent for the entire area, and he 
may and in fact has on some occasions held in abeyance supervisory 
conferences, and I believe some other supervisory actions until he could 
counsel with Mr. Ruble as the supervisory agent, if I may express it in 
emphasizing the word “the” in there. 

Mr. Fiscusnacn. I understand. 

Mr. Wyman. I hope that explains it clearly. 

Mr. Fiscusacn. It does, and I appreciate it. Now we turn to the 
complaints of the war veterans that you have adverted to. They were 
eg against Jackson Turner, I take it. 

r. Wyman. The complaint, as I recall it—and it has been some 
little time, in fact, since I read the original incoming correspondence 
that we had from these veterans—was basically against the treatment, 
as they put it, that they were receiving from Turner or by him, but 
coupled with that was also strong implications, if not indeed the out- 
right allegation, that the Long Beach Federal, being the lender on 
those properties, was somehow quite responsible and, in fact, in some 
of the correspondence I believe it was even charged that the Lon 
Beach Federal had paid out the proceeds, or some of the proceeds, o 
those loans to those veterans in advance or ahead of the express pro- 
visions of the contract which the veterans had as to the various stages 
at which the disbursements should be made. 

Mr. Fiscupacu. Mr. Wyman, I take it this took place somewhere 
around—well, you had better supply the year. When did you get this 
complaint ? 

r. Wyman. As I recall, it was in December 1945 or January 1946, 
or both. Ithink there was more than one complaint received. 

Mr. Fiscusacnu. If my recollection serves me, we were still at war 
at that time; isn’t that right? 

Mr. Wyman. I think that—hostilities had certainly ceased. As I 
recall it, the surrender of Japan took place sometime in August of 
1945, or about that time. 
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Mr. Fiscunacu. Were we in the period that Mr. Bowles referred to 
as a period of great economic readjustment ? 

Mr. Wyman. Will you please read that back? 

(The pending question was read by the reporter.) 

Mr. Weir, I think that would be true, certainly. 

Mr. Fiscusacu. We were in the period in which it was said, with a 
great deal of emphasis by many leaders of the day, that required a 
great deal of readjustment and conversion from wartime to a peacetime 
economy ; isn’t that right? 

Mr. Wyman. Yes; I take it there is no question about that. 

Mr. Fiscupacu. Isn’t it true that one of the characteristics of those 
times was not only great economic confusion—but let’s see if this 
strikes a responsive chord in your mind. It was said of those days 
that the pipelines of civilian production had to be filled because the 
flow of materials necessary for the maintenance of the civilian economy 
was sporadic, the demands were so huge that the limited reconversion 
which had been achieved presented a great inflationary menace and, 
therefore, it was necessary for many extraordinary wartime legislative 
measures to be perpetuated at least for a time; is that the period / 

Mr. Wyman. That is a pretty long statement, Mr. Fischbach. 

Mr. Fiscupacn. I am trying to recall some of the concomitants of 
those days. 

Mr. Wyman. I wouldn’t want to undertake to break that down in 
terms of its economic philosophy and practice. 

Mr. Fiscupacu. Let’s break it down to the question of construc- 
tion loans and what the problems were of a financial institution that 
was endeavoring to finance a builder who was building a lot of houses. 

Let’s break it down to that, Mr. Wyman, and let’s examine the 
facts as they existed at the time you received this complaint. Did 
Jackson Turner have any better facilities for the acquisition of 
building materials that would be necessary for the smooth flow of 
building operations than any other contractor ? 

Mr. Wyman. That I don’t know. 

Mr. Fiscupacu. Did contractors generally have difficulty in get- 
ting building materials in those days? 

Mr. Wyman. It is my understanding that there were problems of 
that character at that time. 

Mr. Fiscupacu. Under those circumstances where a Federal had 
undertaken through appropriate commitments to finance the con- 
struction of a development, would the Federal under those circum- 
stances be necessarily relegated to the disbursement of funds per unit 
of construction where the contract called for the building of man 
houses in a new development, or would the Federal be permitted, 
notwithstanding that was the contemplation of the transaction that 
individual houses would be built, to pour out money to the con- 
tractor for the purpose of acquiring materials, regardless of whether 
they were to be used in house No. 1 or house No. 156 ? 

Mr. Wyman. I find it a little bit difficult in this supervisory work, 
and I find it ps pre | difficult here, to undertake to answer hypotheti- 
cal questions of that character. 

Mr. Fiscupacu. That is not a hypothetical question. 

Mr. Wyman. We are dealing with a specific set of facts in this 
case, and the fact is and the fact was, as reported to me, that this asso- 
ciation disbursed the proceeds of loans to these veterans ahead of the 
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progress of the construction of those houses, which were the prop- 
erty of those veterans, and that the association charged interest in 
some cases on the full amount of those loans from the date they were 
made, certainly from the time the first disbursement was made, and 
sometimes that may have run as long as 10 and 12 months, when they 
didn’t have any prospect of a house, and that furthermore this asso- 
ciation took some of the proceeds of some of these loans and set them 
over into share accounts for Jackson Turner without any authoriza- 
tion by the people who had the sole rights to the proceeds of those 
loans, namely, the borrowers, and that some of those share accounts 
were later paid out to Jackson Turner, and that while that was being 
done the president of this institution had a financial interest either 
as a stockholder or creditor—I don’t know which, and it makes little 
difference to me—in a process that was going to the construction of 
certain other houses that Mr. Turner was building and which the 
association was financing. 

That is the substance of the facts of this case, and I am not specu- 
lating about what something would be if something else prevailed 
somewhere else at some other time. 

Mr. Fiscupacu. You are speculating on the accuracy of everything 
your reports stated, aren’t you ! 

Mr. Wyman. I don’t think so. 

Mr. Fiscupacu. You don’t think so? 

Mr. Wyman. No, sir; I don’t think I am speculating. 

Mr. Fiscupacu. Do you know those things to be true or were you 
relying on reports? 

Mr. Wyman. I am relying on information I have which I believe 
to be reliable. : 

Mr. Fiscupacu. So to that extent you are speculating, aren’t you? 
If it should be established somewhere along the line that you were 
completely erroneous or the facts that were reported to you were 
completely erroneous, you certainly would have taken a long shot on 
speculation, wouldn’t you? 

Mr. Wyman. I don’t think I am speculating. 

Mr. Fiscuzacu. Of course you don’t think so. 

Mr. Wyman. That is the information that I have, and that is the 
information that I am relying upon, and I have made my statement 
and that is still my statement. I reaffirm it, and before I modify 
it in any way there will have to be some facts laid down to disprove 
that, because if we can’t rely upon responsible, capable examiners, 
who go into these institutions and age examinations and audits 
and report to us the facts upon which to supervise in the public 
interest and to assure compliance with rules and regulations and to 
assure that the principles of trusteeship are not completely thrown 
out the window, then the whole business of supervising financial 
institutions in this country will break down, both State and Federal, 
because that is the way it is run. 

Mr. Fiscupacu. You have made your statement, and I am going 
to examine you about it, and I would appreciate your cooperating 
with me so that we can examine your whole position. 

Now you rely upon statements made to you by examiners, you ac- 
cept them as gospel; isn’t that right? 

Mr. Wyman. Will you please read that back? 

(The pending question was read by the reporter.) 
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Mr. Wyman. Yes, I rely on statements made to us by examiners. 

Mr. Fiscnpacnu. You accept them as gospel, don’t you? 

Mr. Wrman. I accept them unless they are disproved by reliable 
and equally reliable facts and information. 

Mr. Fiscusacu. The statements you rely on which are made to 
you by examiners are made by persons who are in the employ of the 

ome Loan Bank Administration and the Home Loan Bank Board; 
isn’t that right ? 

Mr. Wyman. That is correct. 

Mr. Fiscusacu. Their statements—by the way, are they sworn 
when they are employed to faithfully report the facts of matters as 
they are uncovered in their examinations? 

Mr. Wyman. That I couldn’t answer, Mr. Fischbach. You would 
have to make inquiry of the examiners in the Examining Division. 

Mr. Fiscuracu. As chief supervisor, who relies on these state- 
ments as gospel until they are disproved, not only by evidence, but 
by substantial evidence, I am asking you whether the authors of 
these statements are sworn when they are admitted to the office of 
examiner to report faithfully and fully the facts of examinations that 
they make. You can tell us that, Mr. Zarrilli, you are an examiner, 
and Mr. Wyman is only the chief supervisor. 

Were you sworn when you were admitted to the office of examiner? 

Mr. Zarrmut. At the time I was admitted as examiner 14 years 
ago we signed several statements. 

Mr. Fiscunacu. To uphold the Constitution, and so forth, right? 

Mr. Zarrixt. I believe, but I don’t recall exactly what those state- 
ments contained at this time. I do know in connection with the 
matters you are discussing at the moment that an examiner is required 
on submitting a report to sign a certificate which is attached to the 
report and made a part of the report. 

r. Fiscupacnu. Is that certificate sworn to? 

Mr. Zarriuut. I don’t know its legal effect. You would probably 
have to speak to the lawyers about that. 

Mr. Fiscupacnu. Is the certificate sworn to, Mr. McKenna? 

Mr. McKenna. No; it is a certificate and I think it carries crim- 
inal penalties to the examiner if it is incorrect, by statute, that is my 
recollection of it. 

Mr. Fiscupacn. You may be right. I would like to be informed 
on it. 

Mr. McKenna. That is my recollection. 

Mr. Hotirretp. Do you have a copy of the certificate there? 

Mr. Zarriiut. There is a copy in exhibit C. 

Mr. Horirtetp. Would you read it, please? 

Mr. Zarrtuut. I read from exhibit C: 


CERTIFICATE OF EXAMINER IN CHARGE 


As a result of the examination and audit of this association, I hereby certify 
that subject to comments contained herein, the statement of condition, statement 
of operations submitted herewith in my opinion correctly sets forth the financial 
position of this association as at the close of business May 18, 1946, and the 
results of operations for the period January 1, 1945, to May 18, 1946. 


The certificate is dated May 14, 1946, and “Respectfully submitted, 
R. J. Strecker, examiner.” 

Mr. Houtrrevp. All right. Are there any criminal penalties that 
apply to an examiner making a false statement that you know of? 
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Mr. Zarritxt. I believe there are. I believe that I read a criminal 
statute wherein it was stated that it is a crime to submit any untrue 
statements knowingly to the Home Loan Bank Board. 

Mr. Horirretp. By the examiner ? 

Mr. Zarriiui. By the examiner; yes. 

Mr. Fiscuspacn. When you rely on these statements that are sub- 
mitted to you and you draw your conclusions from them, Mr. Wyman, 
in the case of the complaints of the veterans with regard to the Jack- 
son Turner transaction, did you have before you a statement from any 
examiner to the effect that there was no prospect of the veterans get- 
ting their homes completed ? : 

Mr. Wyman. The information that I had at the time I first dis- 
cussed this with Mr. Fahey had come to me from certain of the vet- 
erans in the area there whose homes were involved in this situation. 

Mr. Fiscupacn. Yes; you said that before. I would like to pin- 
point you as to various parts of your statement. As I understood 
your statement, you say that the facts before you indicated there was 
little or no prospect of the veterans getting their homes completed 
and there was this condition with the loans overdisbursed; so I am 
asking you now, when you had this report on the complaints of the 
veterans in connection with the Jackson Turner transaction, what evi- 
dence did you have before you which indicated that there was little 
or no prospect of the veterans’ homes being completed ? 

Mr. Wyman. I had their statements and I also had our representa- 
tive, who was in Los Angeles. He went down and talked with the 
loan guaranty oflicer or some responsible official of the veterans office 
there and gained the information from him that there were substantial 
difficulties involved and substantial delays involved in getting along 
with the construction of these homes and ultimately delivering the 
houses to the veterans. 

Mr. Fiscuzacn. Of course there were delays. Weren’t there delays 
in the construction of all multiple-construction operations in those 
days? 

Mr. Wyman. There may have been. 

Mr. Fiscupacu. So there was nothing singular about that delay, 
was there? I mean, it was a delay like any other delay. 

Mr. Wrman. If it was a fact as later developed to be the case, ac- 
cording to what our examiners reported to us in this examination 
report, that the proceeds of those loans to those veterans were being 
disbursed in advance of the progress of their construction, then that 
was a matter of considerable importance. 

Mr. Fiscupacn. All right. Were the houses ever completed and 
delivered to the veterans? 

Mr. Wyman. I believe they ultimately were. 

Mr. Fiscuzacu. In that case it would seem that the fear that the 
veterans had little or no prospect of the houses being completed was 
a groundless fear. Isn’t that right? 

Mr. Wyman. I wouldn’t say it was groundless. It wasn’t ground- 
less, as a matter of fact. 

Mr. Fiscunacn. It never came to pass that there was a single 
veteran 

Mr. Wyman. On the basis of this examination report, their fears 
were obviously not groundless because if, as I understand to be the 
fact, those veterans had contracts that called for the disbursement 
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of the proceeds of their loans in accordance with a certain schedule 
of construction progress, and if those funds were disbursed in advance 
of that agreement and instruction, then those veterans had a perfect 
right to complain and we had a perfect right to be seriously concerned 
from the supervisory standpoint; we were concerned, and I think 
that we would have been derelict in our duty if we had not been con- 
cerned about it. 

Mr. Fiscusacnu. I have no quarrel with that at all, Mr. Wyman, and 
I want you to know that I have no quarrel with it. 

The only thing I am questioning in connection with the statement 
you made was the ass>rtion that without any warrant or authoriza- 
tion funds were transferred and used to establish savings accounts in 
the name of Jackson Turner. 

~ do you know that was done without any warrant or authoriza- 
tion 

Mr. Wyman. That, I believe, is contained in the report of examina- 
tion referred to as exhibit C. 

Mr. Fiscuzacnu. Mr. Gregory, were any funds transferred with- 
out any warrant or authorization in the manner stated by Mr. Wyman 
and used to establish savings accounts in the name of Jackson Turner 
without warrant or authorization ? 

Mr. Grecory. Not without warrant or authorization. 

Mr. Fiscuzacn. What warrant or authorization did Long Beach 
Federal have to do the act that is attributed to you without warrant 
or authorization ? 

Mr. Grecory. A contract between the home owners, the people for 
whom the houses were being built, and the contractor, plus an assign- 
ment directing the association to pay the funds to the contractor. 

Mr. Fiscunacnu. Were those authorizations written authorizations? 

Mr. Grecory. There was an escrow instruction as one authoriza- 
tion, which provided that the association could use its discretion in 
the event any question arose as to when payment should be made, 
which is a rather broad blanket authorization; and so far as I can 
remember, in each other instance there was an additional authoriza- 
tion from the home owners authorizing the association to pay the 
contractor. There were savings accounts set up. 

Mr. Fiscupacn. Let me ask you this: These authorizations that 
you speak of—were they in writing? 

Mr. Grecory. Yes, sir. 

Mr. Fiscnpacn. Were they shown in and included among the rec- 
ords of the association ? 

Mr. Grecory. When they were seized, that is true. 

Mr. Fiscuracn. Were they there in the files of the association at 
the time the examiners came in? 

Mr. Grecory. That is right, they were. 

Mr. Fiscnuracn. Is it your position, Mr. Gregory, that if Mr. 
Wyman ever received the report that such savings accounts were made 
without any warrant or authorization, that to such an extent the 
report made to Mr. Wyman was false ? 

Mr. Grecory. Yes, sir; that is my position. 

Mr. Fiscupacn. Is there any qualification about that in your 
position ? 
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Mr. Gregory. Only to this extent: I don’t think the authoriza- 
tions said pay the money to the contractor and place in a savings 
account. The authorization said pay the money to the contractor. 
We required the contractor, the association required the contractor, 
to put the money in a savings account as an additional guaranty that 
he would complete the various contracts. 

Mr. FiscupacH. Mr. Wyman, you have heard Mr. Gregory’s state- 
ment. I want to inquire of you whether you have in your possession 
any report by any examiner which says, as you say here, that 21 loans 
to veterans or the funds of those loans were transferred without any 
warrant or authorization by such veterans, and if so, I want you to 
produce that statement right here and now and I want to have the 
peas who made such a statement to you before the subcommittee. 

r. Wyman. I believe it was in exhibit C, as I recall it. 

Mr. Fiscupacu. If it is in exhibit C, Mr. Zarrilli, I want you to re- 
fer to the statement that is the report on that point. 

Mr. Zarriwur. What was the point? 

Mr. Fiscusacu. Here is the point. In Mr. Wyman’s statement it 
is asserted that 21 loans to veterans or the funds therefrom were trans- 
ferred without any warrant or authorization by the veterans and Mr. 
Gregory has here, in the presence of Mr. Wyman and in the presence 
of yourself, said that there was documentary written authorization 
for precisely what is alleged there wasn’t. 

Mr. Zarri.u1. I don’t see where the transfer of loans’ proceeds to a 
share account creates additional collateral. 

Mr. Fiscusacu. That isn’t for you to judge, Mr. Zarrilli. I am 
asking you to show Mr. Wyman, if it is in exhibit C, as Mr. Wyman 
indicated, that these transfers were made without warrant or authori- 
zation, and I think, Mr. Wyman, you will now appreciate why I asked 
you earlier what kind of reports you acted upon and what the respon- 
sibility of people who made such reports was. 

Mr. Zarruxt. I have a copy of the construction agreement between 
Jackson Turner and the borrowers here. 1 would like Mr. Gregory 
to point out to me the section of the agreement upon which he relies 
for his statement. 

Mr. Fiscupacu. On the contrary, Mr. Zarrilli, I want you to point 
out the evidence that you submitted to Mr. Wyman that these funds 
of the veterans were transferred and set up in savings accounts in 
Jackson Turner’s name without warrant or authorization of the vet- 
erans. 

Mr. Zarritut. As far as I know, we could find no authority from 
the veterans. That is the reason I am asking Mr. Gregory, if he will, 
to point out to me where in the agreement ; 

Mr. Fiscupacu. Just a minute, Mr. Zarrilli. I want to ask Mr. 
Wyman a question. 

Did you make this statement, that the funds were transferred and 
used to establish savings accounts without any warrant or authoriza- 
tion by the veterans because Mr. Zarrilli couldn’t find the written 
authorization or any authorization? Is that the basis upon which 
you make that statement? 

Mr. Wyman. It is my understanding that the examination report 
states these funds were paid out without authorization or warrant by 
the veterans. 
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Mr. Fiscrpacn. That is an affirmative statement upon which you 
relied, and I want to see such an affirmative statement upon which 
you relied, because we have before us the testimony of Mr. Grego 
under oath that there was written and there existed documentary evi- 
dence at the time that the seizure took place showing written warrant 
and written authority for the very thing you say didn’t exist, and there 
has got to be a time in this proceeding when these conflicts are going 
to be resolved. This pin-points it right down to something that you 
say you had every reason to be concerned about and with which posi- 
tion I agreed completely. 

Mr. Zarriwui. We say in exhibit C, Mr. Fischbach, and I read: 

This transfer of loan funds is not provided for in the escrow agreement be- 
tween the association and the borrower. The association loan-settlement state- 
ments do not indicate transfer of the funds to the pledged share accounts. These 
amounts are included in a total described as “holding for construction.” 

In other words, the loan-settlement statement in connection with 
those loans doesn’t mention anything about transfers to share accounts 
from the proceeds of the loans. 

Mr. Fiscusacn. What has that got to do with whether the savings 
accounts in Jackson Turner’s name were created out of the veterans’ 
funds without their warrant or authority ? 

Mr. Zarriwu1. We looked and we could not find in the files of the 
association authority for such transfers, to the best of my recollection. 

Mr. Fiscusacnu. When you were in Long Beach Federal, were files 
of the association taken out of Long Beach Federal ? 

Mr. Zarritu. Not to the best of my knowledge, no; they were not. 

Mr. Fiscnpacu. Were receipts ever given to Mr. Ammann for files 
that were taken out of the Long Beach Federal ? 

Mr. Zarritut. We didn’t take any files out. We worked in the asso- 
ciation. 

Mr. Fiscunacn. Mr. Ammann, while you were conservator, while 
this examination was going on from May to November or October of 
1946, were files of the association ever taken out of the association / 

Mr. Ammann. Not to my knowledge. I took out information that 
the United States attorney wanted and brought back except what the 
United States attorney’s office retained, that is all. 

Mr. Fiscupacu. Were files of the association, loan files, ever taken 
out of the association ? 

Mr. AMMANN. Not to my knowledge and recollection. 

Mr. Fiscuracu. Was Mr. Kriz in Long Beach at that time? 

Mr. Ammann. He was there, I don’t remember what time. 

Mr. Fiscupacu. What was he doing there? 

Mr. Ammann. He was working with the legal department. 

Mr. Fiscupacu. What was he doing? 

Mr. Ammann. I think he was checking some records and maybe 
interviewing people. He wasn’t working under me, so I am not posi- 
tive what he was doing. With respect to the files, 1 know when the 
Title Service Co. moved out of the office, they took files containing 
papers belonging to the association. 

Mr. Fiscupacu. Let’s talk about files of the Long Beach Federal 
taken out of Long Beach Federal while you were in charge as con- 
servator. 

Mr. AmMANN. I removed no files. 
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Mr. Fiscupacn. Did others of the Board or of the Administra- 
tion, whether lawyers or assistants or investigators, take files physi- 
cally out of Long Beach Federal and up to an office on American 
Avenue in Long Beach? 

Mr. AMMANN. Not to my knowledge. 

Mr. Fiscrpacn. Are you sure of that now, Mr. Ammann? 

Mr. Ammann. I have no recollection of any such thing. 

Mr. Fiscunacn. Isn’t it a fact, Mr. Ammann, that receipts for files 
that were physically taken out of Long Beach and moved up to the 
office on American Avenue were made out from day to day and checked 
off from time to time as those files came back ? 

Mr. Ammann. I don’t know what you are talking about. 

Mr. Fiscnsacn. You don’t know anything at all about that? 

Mr. Ammann. I don’t know what you are talking about. 

Mr. Fiscuzacu. All right. 

Now, Mr. Zarrilli, did your report in connection with the creation 
of these savings accounts with funds of the veterans in the name of 
Jackson Turner rest upon the information which was made available 
to you through the files of the Long Beach Federal ? 

Mr. Zarriixt. It did. 

Mr. Fiscusacn. Upon what information, Mr. Wyman, did you 
make the assertion that funds derived from 21 loans to veterans were 
transferred and used to establish savings accounts in the name of 
Jackson Turner without any warrant or authorization by the 
veterans ? 

Mr. Wyman. It was made on the basis of the statement that has 
been read by Mr. Zarrilli from the examination report that they could 
find nothing in the escrow instructions or in the files that would sup- 
port that transaction. 

Mr. Fiscnsacn. That isn’t what you said. I call attention to the 
fact that you did not say that there was no evidence in the files of 
the association which would indicate that these funds were used to 
establish savings accounts and transferred to savings accounts in the 
name of Jackson Turner. 

You put it the other way. You said that the act was done without 
warrant or authorization, didn’t you? 

Mr. Wyman. That is the substance; that is the meaning I drew 
from the examiners’ statement, and I would like to emphasize this 
point, as I have done in this statement, and I undertook to emphasize 
it to the subcommittee : 

That the statement that I have made and the conclusions that I 
draw are based upon information that comes to me as chief supervisor ; 
that should be clear. 

Mr. Fiscnpacn. No such statement came to you as supervisor, which 
is equivalent to the statement you make here; isn’t that true? 

Mr. Wyman. That may be a matter of opinion, Mr. Fischbach. I 
find there in the examination report a statement which Mr. Zarrilli has 
just read to the effect that the escrow instructions and loan settlement 
statements and other documents they were able to find did not show or 
contain any provision that would support the transfer of these funds 
to savings accounts or that would support the payment out of the pro- 
ceeds of these loans ahead of the schedule of construction, and it is 
on that basis that this statement is made. 


79631—52——114 
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Mr. Fiscusacn. Mr. Gregory, do you have with you any photo- 
graphic copy of the documents which you relied upon in handling this 
transaction 

Mr. Gregory. I haven’t all of them, Mr. Fischbach. There is an- 
other document I haven’t found yet that we relied upon. There is 
some written documentary evidence of which we have photostats, how- 
ever, to sustain my position. 

Mr. Fiscuzacn. Will you point to those documents ? 

Mr. Cuarman, I could take these, because Mr. Gregory hasn’t seen 
these for a number of years. These are photostats of the conserva- 
tor’s own recommendations and the documents he put in them about 
the time he took the institution over. Page 00202 and page 00211, 
photostatie copy, which I obtained of the conservator’s authorization 
and reports. I would like to direct your attention 

Mr. Fiscupacu. Read it. 

Mr. CuapMan. This is dated June 6, 1946, and the heading is “Con- 
struction Loan Procedure, Jackson Turner Loans,” and it is to Mr. 
A. V. Ammann, Conservator, from, I think the signature on this is 
Mr. Bourland, F. B. Bourland. Iam reading from the last paragraph 
on page 00202: 

I find that the general procedure as to construction loans provides adequate 
legal protection of the association in its disbursement of the funds through two 
instruments. One is the escrow instruction which is signed by the borrower, of 
which the copy attached hereto is taken from the file of one of the cases listed 
in our schedule, to wit: 40-158, Albert and Mary Martin. This instrument is 
typical of those found in other files and apparently grants ample authority to the 
beneficiary of the trust deed to disburse funds in accordance with the program 
and disbursement set up therein. You will note there has been interlined in 
this printed form in this particular case the following: “You are authorized to 
disburse funds to Jackson Turner Co. upon Long Beach Federal Savings and 
Loan Association inspection.” This would apparently give the association entire 
right to disburse so long as the disbursement was consistent with the previously 
stipulated program, 

Then it goes on to describe the second instrument, which is not 
attached here. Then reading from the instrument to which they re- 
ferred——— 

Mr. Fiscuracu. Did you ever see that instrument, Mr. Zarrilli? 

Mr. Zarriww1. I don’t know what he has read so far that applies to 
transferring loan proceeds to share accounts. There is nothing in 
there that indicates—that is in reference to what he had read, nothing 
there that indicates that the association has the authority to transfer 
loan proceeds to share accounts, unless he has some more to read. 

Mr. Fiscupacn. The question I am asking you at this point is 
whether when you made your report you had the instrument before 
you from which Mr. Chapman just read. 

Mr. Zarriiwt. I would like to see it before I answer that question. 

Mr. Cuapman,. This is headed “Copy,” dated August 25, 1945, 
Long Beach Federal Savings and Loan Association, escrow holders. 
It is a rather long printed form. I will read pertinent portions: 

You are authorized to use the aforesaid deed of trust and note when you hold 


for the benefit of the undersigned the sum of $6,000 which said sum I do hereby 
irrevocably assign and authorize to be used in the following manner, to wit. 


And they go into questions of title insurance, and so forth: 


The remainder of said bonds are to be used for the purpose of paying for 
labor and materials furnished upon the premises herein described in accordance 
with the plans and specifications and application and loan filed in connection 
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herewith. Said disbursements are to be made by the undersigned subject to and 
dependent upon the approval of each item by the beneficiary of said deed of 
trust, it being specifically understood, however, that the said beneficiary may 
disburse said funds or any portion thereof and/or settle any of the disputes 
in connection therewith without the consent or authorization of any of the other 
parties, and that said association may exercise the options set forth in the ap- 
plication for the loan, anything herein to the contrary notwithstanding. In the 
absence of any contractor— 


that is very particularly important— 


In the absence of any contractor it is intended that the disbursements are to 
be made for labor and materials furnished in amounts not to exceed: one-fifth 
when subfloors are down and studding up; one-fifth when outside walls and roof 
are completed; one-fifth when plastered; one-fifth when completed; one-fifth 
when evidence satisfactory to said beneficiary is furnished that all bills are 
paid and lien rights are terminated. 

Up in the top the first payment of $800 is to pay for the lot. 
Through escrow 17624—-R. ‘Then typed: 

You are authorized to disburse funds to Jackson Turner Co. upon Long Beach 
Federal Savings and Loan Association inspections. 

Now, there is more to the printed form, but that is the essence and 
heart and substance of it. 

Mr. Fiscusacu. I would appreciate it if you would place those two 
documents before Mr. Zarrilli, and I would like to ask him whether 
he had those documents before him at the time he made the report. 

Mr. Zarrmut. You appreciate, Mr. Fischbach, that it was physically 
impossible for any one man to do this whole examination. This par- 
ticular portion of the examination was performed by one of the other 
examiners on the job. I didn’t work on this particular phase. It, 
therefore, is quite impossible for me to tell you whether or not I saw 
them, since I didn’t work on this phase of the examination. 

Mr. Fiscupacu. I will ask you, Mr. Ammann, were documents of 
the character that were just now read by Mr. Chapman and placed 
before Mr. Zarrilli made available to the persons who were working 
with Mr. Zarrilli on the preparation of the May and October 1946 
report ? 

Mr. Ammann, All of the files in the association were available to 
the examiners whenever they wanted them. And further in that con- 
nection, sir, this agreement means, if it has any meaning at all, that 
these funds are to build a house. The money is to be paid to the con- 
tractor as he builds the house. It says to be paid upon inspections. 
It means that the money will be paid out as the owner of the house 
gets what the money pays for. 

If you pay the money out faster and there isn’t enough money left 
in the loan to finish the house, then he doesn’t get what he bargained 
for. 

Mr. Fiscupacu. What meaning do you attribute to the reservations 
in the document which Mr. Chapman read that are applicable in the 
case where there is no contractor, and what meaning do you attribute 
to that document in light of the fact that there was a contractor, to wit, 
Jackson Turner ? 

Mr. Ammann. The association is making a loan to build a house. 
If it doesn’t get the house, the borrower doesn’t get what he bargained 
for, and the association doesn’t get the security. That is the intent and 
concept of the loan. These clauses are put in by lending institutions 
to protect them in case they pay the money out and the fellow doesn’t 
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happen to agree to it or he gets into an embroilment of some sort, this 
protects the institution. 

The purpose of this loan was solely to build houses. It was for no 
other purpose. 

Mr. Fiscnsacu. Let’s stop arguing the proposition and get to the 
facts. What meaning do you attribute to the typewritten statement 
on this typical document that I understand from Mr. Chapman’s testi- 
‘mony you transmitted : 

You are authorized to disburse funds to Jackson Turner Co. upon Long Beach 
Federal Savings and Loan Association inspections. 

Mr. Ammann. It means by that, if it has any meaning in mort- 
gage lending, and it is the customary meaning, that when the asso- 
ciation inspects the progress of the work and it finds that the dis- 
bursement of money related to that progress is justified, then it will 
make an inspection report to that effect, or an authorization to that 
effect, and the amount of money indicated as being so authorized 
would be disbursed. 

Mr. Fiscupacu. Would Long Beach Federal be authorized under 
that language to disburse funds to Jackson Turner; yes or no? 

Mr. Ammann. For construction, yes; if the construction was there. 

Mr. Fiscupacu. Would Long Beach Federal be authorized, when it 
disbursed funds to Jackson Turner, to insist that Jackson Turner 
leave with Long Beach Federal in a separate savings account in Long 
Beach Federal a portion of those funds so that Long Beach Federal 
would be guaranteed and have additional collateral to insure the com- 
pletion and the construction of those homes? 

Mr. Ammann. I can’t—— 

Mr. Fiscnspacn. Would it or would it not? 

Mr. Ammann. I can’t answer that question because it is based on a 
false premise. 

Mr. Fiscupacu. We are going to examine that question and your 
statement. Mr. Reporter, will you read that question back? 

(Pending question read by the reporter.) 

Mr. Fiscupacu. You say that question is based on a false premise. 
In what way is the premise on which that question is based false? 
Answer that one. 

Mr. AmMmANN. The question, as I understand it, assumes that the 
transfer of the borrower’s money from a loan in process account to 
a savings account in somebody else’s name provides additional secu- 
rity above what was there before the transfer was made. 

Mr. Fiscupacn. The question doesn’t assume anything. Now I am 
going to ask you to answer the question. 

Mr. Ammann. I can’t answer it “yes” or “no.” I can’t give you 
an honest answer and say either “yes” or “no.” 

Mr. Fiscusacn. All right; I will try to put it to you in a different 
question. 

Under the language of that typical instrument which you have be- 
fore you, would Long Beach Federal be authorized to disburse funds 
to Jackson Turner Co.? Yes or no? 


Mr. Ammann. Upon condition, yes. . 
Mr. Fiscupacn. Would Long Beach Federal, when it disbursed 


funds to Jackson Turner, have the right to negotiate with Jackson 
Turner an arrangement whereby Jackson Turner would leave with 
Long Beach Federal part of those funds? 
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Mr. Ammann. The association would have no authority to negotiate 
with him in respect to these funds, which would involve the release 
of any of these funds, unless the inspection of the property showed 
disbursement of the funds was not in advance of the construction 
of the property. If it doesn’t mean that, the thing has no meaning 
from the construction point of view. 

Mr. Fiscusacu. In your opinion. 

Mr. Ammann. In the opinion of my counsel, when I was looking at 
these things at the time. 

Mr. Fiscuracu. Is this statement that you have made here, Mr. 
Wyman, an opinion which you base upon facts transmitted to you by 
your examiners or is it an opinion which you have based upon opinions 
of counsel ? 

Mr. Wyman. This statement of mine is based upon the comment 
and information furnished to me in the report of examination of 
October 18. 

Mr. Fiscusracn. Is there anything in the examination report of 
October, 18 and May of 1946 which says that without any warrant or 
authorization funds were transferred and used to establish savings 
accounts in the name of Jackson Turner? 

Mr. Wyman. I believe that that is covered in the examination 
report. 

fr. AMMANN. May I say—— 

Mr. Fiscupacu. We have a question pending. As soon as we have 
an answer you can make your observation. 

Mr. Wrman. Reading from page 2-F-4 of exhibit C: 

In connection with the loans to veterans whose properties are presently being 
constructed by Jackson Turner, additional collateral in the form of savings 
accounts was pledged by Jackson Turner in 21 instances. These share accounts 
were originated in each case by a journal charge to the loans in process account. 
This transfer of loan funds is not provided for in the escrow agreement between 
the association and the borrower. 

Mr. Fiscusacu. That is the statement on which you relied in mak- 
ing your statement ? 

Mr. Wyman. Yes; that is correct. 

Mr. Fiscusacn. Was it provided for in any other document than 
the escrow agreement? « 

Mr. Wyman. That 1 don’t know, Mr. Fischbach. I relied on the 
statement by the examiner in the examiner’s report that that is what 
“~T ened. 

r. ZARRILLI. To the best of my knowledge, as a result of exam- 
ination of the files in connection with the Jackson Turner loans, which 
examination was performed by examiners under my supervision, 
there was no evidence authorizing the association to transfer such 
funds to share accounts. 

Mr. Fiscusacu. How about you, Mr. Ammann; did you take a 
position that Long Beach Federal could not transfer any of these 
funds to savings accounts for the purpose of guaranteeing the comple- 
tion of the buildings? 

Mr. Ammann. I took the position that they could transfer the 
funds, take the funds out of the proceeds of this loan solely for the 
purpose of building the veterans’ houses. This was to be a GI-guar- 
anteed loan. It was for a specific purpose. 
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Mr. Fiscusacn. In that light I show you a paper signed by you, 
or which appears to be signed by you, under date of October 30, 1946 
Is that your signature ¢ 

Mr. Ammann. I believe it is. 

Mr. Fiscusacu. Did you make this statement above your signa- 
ture: 

The association required the contractor to pledge share accounts as shown 
in the attachment, which accounts were set up with funds charged against 
the respective loans in process accounts. The pledge agreements signed by the 
contractor merely state that the share accounts are pledged as security to the 
respective loans and contained no stated or implied provision for ultimate 
release or termination of the pledge. 

Did you make that statement ? 

Mr. AMMANN. Not with respect to these loans; no, sir. 

Mr. Fiscusacn. In respect to what loans did you make that state- 
ment ? 

Mr. AmMANN. There were one or two borrowers, not with GI loans, 
but professional builders—I forget their names now—there was a 
firm of two men, as 1 recall, who had some share accounts in the asso- 
ciation that had been so indicated before I came there, the construc- 
tion had been completed or was so far along that—I believe it was all 
done—and the loans had been in existence and the existing construc- 
tion had been in existence for some time, and they came in and said 
that they felt they were entitled to the release of those accounts be- 
cause the purposes under which they had made the pledge had been 
fulfilled and they wanted release of the pledge. 

If that is the one that I recall, I refused to do it at first—we looked 
back through the records to see what there was to support it—I found 
that which I did not find in connection with the OF loans. I sent 
them to Mr. Gregory to see if we could get some statement from him 
as to their intent in that matter. I don’t remember whether he got 
the letter or said he didn’t get the letter, but we talked to Mr. Gregory 
and Mr. Gregory said that was the intent of the thing, he saw no ob- 
jection to turning it loose. 

lf that is the one, I recall I asked for authority to release it. 

Mr. Fiscuznacn. Mr. Ammann, let me pause at this point to ask you 
whether you understand that the testimony you have just given is 
given under the sanctity of the oath heretofore administered in this 
proceeding. 

Mr. Ammann. If you are asking me about a loan I don’t know the 
identity of, that happened in connection with a loan 

Mr. Fiscupacn. I am now asking you whether the testimony you 
just gave you understand to be given under the sanctity of the oath 
that was heretofore administered to you. 

Mr. Ammann. Yes, I do. I have no purpose here but to tell you 
the truth as I know it. 

Mr. Fiscupeacn. In the light of what you have just said, will you 
explain the caption, “Loans to veterans,” which appears on the paper 
from which I read the statement. 

Mr. Ammann. That is a different one entirely. 

Mr. Fiscugwacu. This is a different one? 

Mr. Ammann. I will tell you what the facts are on that, as I recall 
them. 
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Mr. Fiscusacu. Mr, Ammann, | read to you from this document 
certain statements which you said were not made at all in connection 
with loans to veterans, I show to you the caption on the face page 
of authorization No. 39 and call attention to the fact that the state- 
ments Which I read to you from this document are underneath the 
caption “Loans to veterans.” 

In the light of that I ask you whether the testimony you gave just a 
moment ago was correct. 

Mr. Ammann. If there was a pledge signed there by Mr. Turner 
to the effect you say, my statement with respect to veterans’ loans was 
in error to that extent. 

Mr. Fiscupacu. We are going to go further. [Redding :] 

Mr. Turner, in directing the release of these pledges upon the completion of 
the properties, represents that at the time that the pledges were made there was 
a definite understanding with the management of the association that the pledges 
were solely for the purpose of guaranteeing the completion of the construction 
contract, and that the accounts would be released from the pledge in all in- 
stances where, upon completion, the value of the property was found to be not 
less than that estimated in the appraisals made at the time the loans were 
originated. 

Did you make that statement above your signature on October 30, 
1946? 

Mr. Ammann. I made that as a statement that Mr. Turner told me. 

Mr. Fiscripacn. Did you make that statement above your signature ? 

Mr. AMMANN. Whatever is in there that I signed is above my signa- 
ture; yes. 

Mr. Fiscupacu. Didn’t you also make this statement: 

Since the same form of pledge agreement was used in other similar instances, 
in which the contractor states there was the same oral understanding and 
agreement, there is strong indication that it was the intent to release these 
pledges upon final completion of the properties provided the value of the security 
was at least equal to the value anticipated when construction was first begun. 

Didn’t you make that statement, Mr. Ammann ? 

Mr. Ammann. I made that statement, but it does not modify the 
fact with respect to the use of the proceeds of the loans. 

Mr. Fiscusacu. We will judge that, Mr. Ammann. 

In light of the fact that you made this statement, do you attribute 
any further meaning to the language in the typical instrument re- 
ferred to before, “You are authorized to disburse funds to Jackson 
Turner Co. upon Long Beach Federal Savings and Loan Association 
inspection” ¢ 

Mr. Ammann. I did not. 

Mr. Fiscupacu. Did you make the statement that “The present fair 
market value of these properties’—and these are still the veterans’ 
properties referred to in your communication of October 30, captioned 
“Loans to veterans, shares pledged by Jackson Turner as additicnal 
security,” of which “a number of properties have already been com- 
pleted and some have been sold at prices in excess of that valuation. 
These loans were made at the time when the maximum guaranty was 
only $2,000; guaranty does not become effective until after construc- 
tion is completed, but the loans are being so qualified, as the properties 
are finished.” 

Did you make the statement ? 

Mr. Ammann. May I explain my answer? 
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Mr. Fiscugacn. Did you make the statement ? 

Mr. Ammann. If I signed that, I made the statement. 

Mr. Fiscupacu. Did you sign it? 

Mr. Ammann. Yes. I said before that anything that was above my 
signature there is above my signature. In respect to that, Mr. Fisch- 
bach—— 

Mr. Fiscupacu. Just a minute. 

Mr. Ammann. You are drawing this entirely out of its context. 

Mr. Fiscuzacu. Didn’t you also make the statement in your com- 
munication of October 30, 1946: 

In view of all the circumstances, I consider it in the interest of the association 
to release these share pledges as the properties to which they apply are finally 
completed, the funds in the share accounts so released to be held by us for 
disbursement solely for the benefit of the construction provided for under the 
agreement of June 22, 1946, and August 22, 1946, with Jackson Turner, and ac- 
cordingly, I request authority to so release these pledges and to so employ the 
funds. 

Did you make that statement ? 

Mr. Ammann. I did. 

Mr. Fiscupacu. What is the story back of this? 

Mr. Ammann. In respect to all these veterans’ loans which appear 
to have in them a balance undisbursed of less than cost to finish the 
houses, my instructions to my staff were that no more funds would be 
disbursed out of those loans until construction caught up, so the balance 
would be sufficient. In the arrangements which I made with Mr. 
Turner, under other agreements and notes, all of which were in the 
association’s files when I left there, we made an additional loan and 
advances to Mr. Turner to finish those houses. We had to furnish 
other money than the proceeds of those loans in order to be certain 
that I was not using veterans’ money for a wrong purpose. I let the 
share account stand. When the houses were done, the association had 
furnished to the veteran the house he was entitled to, had paid the 
bills, and then we took the share accounts which were entirely free, to 
replace the money we had loaned Turner to carry on the remainder of 
the operation. 

That was all it amounted to. 

Mr. Fiscupacu. It seems to me that it amounted to a lot more than 
that. In connection with my observation, I will call attention to a 
communication that apparently was sent to you by Jackson Turner 
under date of October 17, 1946, and which you forwarded to Mr. Newell 
as part of your application for authorization No. 39. It appears to be 
received at the office of the chief supervisor, Mr. Wyman, on November 
12, 1946, in which the following statement is made: 


Lone BeEAcH FEDERAL 


(Attention A. V. Ammann.) 


GENTLEMEN: As additional coilateral to the following list of loans, you hold 
share accounts purchased by me identified by numbers set opposite the loan 
number * * 


Then follows the schedule of loans and share account numbers. 


It was my understanding and agreement with Long Beach Federal Savings 
and Loan Association when these pledges were made, that when the several 
properties were satisfactorily completed and, if at that time there was no de- 
fault in the loans and, if the value of the properties at that time was not less 
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than shown by appraisal at the time the loans were made, these share accounts 
would be repurchased by you and the funds released to me. 

I am, therefore, handing you herewith repurchase requests covering these 
accounts which I would like to have you honor when and as the properties are 
ge in and the conditions to which I have referred to above are found by you 
to 0 . 

It is my further request that, as these funds are released, you will deposit them 
in my construction funds account for use according to the terms of my collateral 
pledge and agreement with the Long Beach Federal Savings and Loan Associa- 
tion, dated August 21, 1946. 

In light of that communication, Mr. Ammann, don’t you see a lot 
more to this situation than you stated ? 

Mr. Ammann. No, sir. It is the same thing. Those loan numbers 
show the source of the money. The money came out of those loans. 
Those were veterans’ loans. Mr. Turner having finished the houses, 
or we having furnished money to build those houses up to the point 
where the remainder in association control, out of these veterans’ am 
was enough to finish the houses, then we would use that money either 
to replace the money that the association had furnished or finish the 
house for the purpose it was intended. All he is asking is for the 
funds to be so released. It was still kept in the control of the associa- 
tion and the association put more money into those veterans’ houses 
than the amounts of the veterans’ loans, or at least the veterans’ loans 
were not enough to finish the houses. The money was either used for 
that purpose or some other before I came. The money left was not 
enough. 

Mr. Fiscupacnu. Let’s see what happened before you came and after 
you were on the scene. 

Before you got there Long Beach Federal had certain documenta- 
tion of this transaction not only with Jackson Turner, but with the 
veterans themselves; isn’t that true ? 

Mr. AMMANN. It is my understanding that it is, if I understand 
your question right. Iam not sure that I do. 

Mr. Fiscusacu. I am just taking it one step at a time. I am not 
going to ask you to commit yourself to anything that is at all in dis- 
pute. I said before and I will ask you again whether it isn’t a fact 
that before you got there Long Beach Federal had certain documenta- 
tion in connection with these loans, not only with Jackson Turner, but 
with the veterans themselves; isn’t that true ? 

Mr. AmMMANN. They had made these loans, yes. 

Mr. Fiscupacn. You won't agree that they made them on docu- 
mentation, will you? 

Mr. Ammann. I wasn’t sure whether there was a legal phraseology 
I didn’t understand. The association made the loan and they had 
notes and deeds of trust, and so on. 

Mr. Fiscupacu. In the process of that piece of business, Long 
Beach Federal advanced money to Jackson Turner? 

Mr. AMMaANN. Yes. 

Mr. Fiscunacu. In the process of advancing moneys to Jackson 
Turner, Long Beach Federal withheld certain of those moneys and 
opened up share accounts in the name of Jackson Turner? We are 
agreed on that, are we not? 

Mr. Ammann. They took money out of the veterans’ loans and 
put it in Jackson Turner’s name. 

Mr. Fiscupacu. Certainly. Let’s agree on that. 
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i AmMMANN. Call it by its name and I will understand it, | 
think. 

Mr. Fiscusacn. The purpose of opening those share accounts, as 
you set it out in an application for an authorization to Mr. Newell, 
was that there was a Cefinite understanding with the management 
that the pledges were solely for the purpose of guaranteeing thie 
completion of the construction contracts; isn’t that true ? 

Mr. AmMAnn. I believe I stated tliat to be Mr. Turner’s represen- 
tation to me. 

Mr. Fiscnupacu. Moreover, in support of that, you had a letter 
from Jackson Turner which stated it flatly. 

Mr. AmManvy. As his understanding, yes. 

Mr. Fiscunacn. You believed that to be the fact, didn’t you? 

Mr. Ammann. I knew that the money had come out of the share 
accounts. 

Mr. Fiscupacu. You believed it to be the fact, didn’t you? Didn't 
you believe it to be true as Jackson Turner said in his letter of Octo- 
ber 17, 1946, that it was the understanding and agreement with the 
management of Long Beach Federal that these moneys in the share 
accounts were to be used as a guaranty of completion of the houses! 

Mr. Ammann. That is a true statement of what he told me. 

Mr. Fiscupacn. Didn’t you believe it? That is what I am asking 
you, Mr. Ammann. 

Mr. Ammann. I believed his statement to me, yes. I believed he 
was telling me what his arrangement was. 

Mr. Fiscupacn. You believed that was a true statement, didn’t 
you? 

" Mr. Ammann. I did not believe that it furnished any guaranty. 
I believed that that was done. 

Mr. Fiscupacu. If you did not believe it furnished a guaranty, 
why didn’t you point that out in transmitting the matter to Mr. 
Newell ? 

Mr. Ammann. It was of no more concern. The houses were at the 
point where the share accounts were not needed. 

Mr. Fiscuracnu. If that was true, why didn’t you ask for authori- 
zation to retain those funds? 

Mr. Ammann. I wasn’t asking for authority to retain them. 

Mr. Fiscupacn. You asked for authority to release the funds and 
to so employ the funds, namely, to be held by you for disbursement 
solely for the benefit of the construction provided for in agreements 
of June 22 and August 22, 1946. 

Mr. Ammann. There were two reasons for that. One was the au- 
thority to release the pledge and the other was that I was going to 
use that money in the furtherance of the completion of the Jackson 
Turner construction. 

Mr. Fiscupacn. Do you stand there now, Mr. Ammann, and tell 
this subcommittee that when you reported to Mr. Newell there was a 
definite understanding with the management of the association that 
the pledges were solely for the purpose of guaranteeing completion 
of the construction contract, that you were reporting what you had 
reason to believe was a false statement by Mr. Turner, and that you 
did not call the attention of Mr. Newell to that belief on your part / 
Is that what you are doing? 

Mr. Ammann. Whether or not it is true was irrelevant. 
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Mr. Fiscuzacnu. That is for the subcommittee to judge. 

Mr. Ammann, I will ask you again: Did you believe, when you trans- 
mitted this statement, that these share accounts were created pursu- 
ant to a definite understanding with the management, that the pledges 
were solely for the purpose of guaranteeing the completion of te con- 
struction contract, or did you believe that to be a false statement ? 

Mr. Ammann. I do not recall whether there was a definite pledge 
on these or not. 

Mr. Fiscupacu. Answer the question, Mr. Ammann. 

Mr. Ammann. I cannot remember this far back whether there was 
a definite pledge agreement. If there was one in the association, then 
there was one. If you know, Mr. Fischbach, as a matter of fact that 
there was a signed pledge agreement, made by Mr. Turner, pledging 
these share accounts, then I am willing to say they were pledged. 

Mr. Fiscupacn. Mr. Ammann, you have always impressed me as 
being a reasonably intelligent person, and I do not want you to com- 
mit yourself to anything except the truth. I observe and have called 
to your attention on a number of occasions in authorization No. 39 
that you transmitted certain information with relation to a definite 
understanding with the management as to what the purposes of this 
pledge were and what the purpose of the share accounts was. I call 
your attention to the fact that in transmitting that you not only relied 
on Mr. Turner’s statement to you, but you had a letter from Mr. Tur- 
ner in which you had written evidence of what his statement to you 
was. 

I called attention to the fact that in transmitting that information 
to Mr. Newell, you did not alert him to the possibility that that 
was a false statement on Mr. Turner’s part as to what arrrangements 
were made with the management of Long Beach Federal. In light 
of the fact that you are a person of some responsibility and in light 
of the fact that you transmitted this without alerting Mr. Newell 
to the possibility that this was a false statement, I simply ask 
you whether it isn’t a fact that on October 30, 1946, you believed this 
to be true, and I haven’t been able to get an answer from you—yes 
or no. 

Mr. Houtrtevp. I think, Mr. Ammann, you should be responsive to 
the counsel’s question on that. 

Mr. Ammann. I think I havethe answer here. I would like to make 
it clear that the Jackson Turner operation was a long and involved 
affair, 

Mr. Fiscupacnu. We appreciate that. Our efforts to get a simple 
yes or no answer out of you is a long and complicated affair, and it 
is taking up the time of the subcommittee and cluttering up the record 
unnecessarily. 

Mr. Ammann. I find this statement here. 

Mr. Fiscupacn. You have it before you. 

Mr. AMMANN (reading) : 

The pledge agreement signed by the contractor merely states the share accounts 
are pledged as security with respective loans and contain no stated or implied 
provision for ultimate release or termination of the pledge. 

To me, that means there was a pledge. 

Mr. Fiscusacu. There was a pledge; and Turner came along and 
told you the pledge was for the purpose of guaranteeing the comple- 
tion of the contract ? 
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Mr. AmMANN. That was what he told me. 

Mr. Fiscurzacn. In light of the fact that you could not find anything 
to the contrary, you took his word for it, didn’t you ? 

Mr. Ammann. I think so. 

Mr. Fiscusacu. You believed that to be the fact? 

Mr. Ammann. Yes. 

Mr. Fiscupacn. Now let’s move on to the next point. Was there 
anything wrong in Long Beach Federal’s reserving part of these 
moneys in the name of Jackson Turner as a guaranty of may aa by 
Jackson Turner of the very houses that the moneys were loaned to 
build? 

Mr. Ammann. I think it was wrong to take out of those loans any 
money except to build those houses. 

Mr. Fiscupacn. Mr. Ammann, if the purpose of taking out of those 
loans funds which in part were used to guarantee completion of the 
houses was wrong, will you please indicate to me in what respect it was 
wrong ¢ 

Mr AmMANN. In the first place, it was the veterans’ money. If 
the association did not want to pay out the veterans’ money because 
it wasn’t in order to pay it, they could leave it in the veterans’ ac- 
counts until the time came. Why didn’t they put it in the veterans’ 
accounts? There was no additional value. It only took it away from 
the control of the veterans. 

Mr. Fiscuspacu. What was wrong with that, where the veteran had 
authorized it ? 

Mr. Ammann. The veteran had authorized the use of his money to 
build a house. 

Mr. Fiscusnacu. Long Beach Federal took a part of this money 
and set it up in an account to guarantee the purchase. 

Mr. Ammann. They set it up in an account, but guaranteed noth- 
ing. There was no more guaranty than if he had left it in the loan. 

Mr. Fiscusacu. It didn’t matter a bit what had been guaranteed 
to you, but, as far as Jackson Turner himself was concerned, he ac- 
knowledged that the purpose of creating this was to guarantee the 
completion of the homes. 

Mr. Ammann. That was the stated purpose. 

Mr. Fiscusacu. Jackson Turner never took a different position, did 
he? 

Mr. Ammann. No; he didn’t. 

Mr. Fiscupacu. Why should you? 

Mr. AMMANN. Because it is a fiction, I mean, so far as what it 
accomplished. It isn’t a fiction that they did this, but the purpose 
they are talking about was a nonexistent purpose, because the money 
could have been left in the veterans’ names where it belonged. It 
could have been paid out at the proper time if they wanted to wait 
until the house was completed before they took it out—they could 
have done that. They didn’t have to put it somewhere else. 

Mr. Fiscusacu. This so-called fiction not only survived your man- 
agement, but survived several months after your management, to the 
— where you advantaged yourself—I am not criticizing you for 

aving done so—by transferring those funds after you got Coal New- 
ell’s authorization, for releasing them from Jackson Turner’s account 
into two other accounts pursuant to two other agreements you made 
with Jackson Turner. Is that the kind of thing you call a fiction ? 
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Mr. AMMANN. The facts in respect to that are these. 

Mr. Fiscueracu. Is that the sort of thing you call a fiction ? 

Mr. Ammann. What I did was not a fiction. I can explain to you 
why. I treated those share accounts and the balance in those veterans’ 
loans as though they were the veterans’ money—all of it—and until 
the construction of the house got up to the point where that money 
would finish the house, I didn’t use it. In the meantime I used other 
money, not the veterans’ money. Then I used the veterans’ money 
and thes share accounts which were still the veterans’ money, in my 
opinion, after the veteran got all he was entitled to, was used by us, 
we used his money, to replace the money that we had used and we 
financed the other veterans’ houses in that manner. There was no 
fiction. 

Mr. Fiscupacn. You relied on the truth of what Mr. Turner repre- 
sented the facts to be. 

Mr. Ammann. At the outset of my dealings with him, I did. When 
I found he was unreliable, I no longer did. 

Mr. Fiscupacu. You relied on the truth of what Mr. Turner said 
to you on October 30, 1946. 

Mr. AmMMANN. I apparently had the share accounts. I had the facts 
as to where they had come from. Apparently the existence of the 
pledge agreements was also known to me. 

Mr. Fiscupacn. And apparently you had all the evidence that he 
was telling you the truth and you found he was telling you the truth, 
didn’t you ? 

Mr. AMMANN. The main purpose of getting his statement was to get 
his authority in addition to any other I needed to be sure there would 
be no repercussions on my taking those funds out of those share ac- 
counts. 

Mr. Fiscueacn. When you got to examining the facts, you found the 
facts were as he told them to you? 

Mr. Ammann. I think I can make a simple statement. I found the 
facts to be that the money was taken out of the veterans’ loans, seit 
up in share accounts in Turner’s name, and I believe that Turner signed 
a definite agreement pledging those share accounts back to the associa- 
tion with no provision in the pledge arrangement for a new release 
back to him in writing of that money. 

Mr. Fiscupacu. You found, on his statement, that the purpose of 
that pledge agreement was to guarantee the completion of the loans? 

Mr. AMMANN. That was the stated purpose. 

Mr. Houten. May I, at this time, inquire, if in the letter on paze 
5 of Mr. Wyman’s statement, this pledge that you speak of occurs in the 
first paragraph where it says: 

In connection with this additional financing, I am willing to execute a col- 
lateral pledge and agreement along the lines discussed with Mr. O’Dwyer and 
your attorney, Carl Meininger. 

Are we referring to the same pledge ? 

Mr. Fiscupacu. That isa different pledge. 

Mr. Ammann. No. After I came into the association and Mr. 
Turner came to me, we had our first discussion and we entered into 
an agreement where Mr. Turner in respect to making additional loans 
beyond the amounts of these veterans’ loans and beyond the amounts of 
these original loans, in order to carry out the purposes of the com- 
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pletion of that construction, in connection with that new agreement— ii 
wasn’t in existence before I came—Mr. Turner made this letter here. 
That was in connection with the new agreement I made. This letter 
was not in existence at the time the veterans’ loans were made. 

Does that answer your question ? 

Mr. Houirtevp. I think it does. I wondered why the letter was 
not dated. That was what probably confused me on that point. 

Mr. Ammann. That may have been an oversight in typing. 

Mr. Fiscuzacu. Mr. Ammann, you found that Jackson Turner 
told you the truth about the basis underlying the creation of these 
share accounts, did you not? 

Mr. Ammann. I want to answer that question fully responsively, 
Mr. Fischbach. I don’t want to say what the purpose was. That was 
the stated purpose. The thing to me was a fiction, and I do not want 
to subscribe to any other view on it. 

Mr. Fiscusacu. Did you ever, Mr. Ammann, find out that Turner's 
statement to you in connection with the purpose of the creation of the 
share account, which in your view was a fiction, was false? 

Mr. Ammann. No. 

Mr. Fiscupacn. That same Mr. Turner charged you with having 
done various things in connection with the construction of these vari- 
ous homes, as you yourself observed, in the affidavit of January 6, 
1951, which was delivered to you physically. That is the same indi- 
vidual, and he is referring, is he not, to these same buildings? 

Mr. AMMANN. Yes; he is. 

Mr. Fiscasacn. Now you find after having had time to examine 
that affidavit 

Mr. Ammann. I can let you have this. 

(The affidavit of Mr. Jackson Turner, Ammann Exhibit No. 15 (see 
p. 1732) was handed to Mr. Fischbach by Mr. Ammann.) 

Mr. AmMMANN. You asked me about the date of the letter, Mr. Chair- 
man? 

Mr. Ho ttriexp. I found the date on the previous page. 

Mr. Fiscusacn. I would like to ask you a question, Mr. Wyman. 
In view of the testimony that we have had here in the last half hour, 
do you now believe that there is more to the background of the state- 
ment which you relied upon in making the statement that these funds 
were transferred to establish savings accounts in the name of Jackson 
Turner without any warrant or authorization at all? 

Mr. Wyman. I wouldn’t draw any conclusion whatever on that 
matter, Mr. Fischbach, until we have had an opportunity to examine 
those documents, study them carefully, discuss them with our attor- 
neys, to see what the legal interpretation of that matter is. 

I have not as yet gotten any satisfaction in my own mind. Maybe 
that is because of the confusion of the discussion as to the matter of 
title to any of the proceeds of these loans to veterans, which was the 
property of the veterans, being given to Jackson Turner or to any- 
body else—— 








Mr. Fiscupacu. I might say. 

Mr. Wyman. Or used for any purpose whatsoever, except to com- 
plete those houses which Jackson Turner had contracted to build for 
those veterans. Until I can see and be satisfied from a careful study 
of the documentary facts, I would not modify my statements on this 
one single letter. 
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Mr. Fiscusacu. I might point out to you, Mr. Wyman, that it now 
appears without dispute that a part of these funds were set aside in 
accounts in the name of Jackson Turner for that very purpose. So 
Mr. Turner himself declared and so Mr. Ammann reported to his 
superior,Mr. Newell. This was done for the very purpose of guaran- 
teeing the completion of these homes. 

Mr. Wyman. Who said that? 

Mr. Fiscusacn. I beg your pardon ? 

Mr. Wyman. Who said that? 

Mr. Fiscuzpacu. I am trying to point out that it now appears 
without dispute that a portion of these funds, which originated from 
the loan authorizations, were transferred to these savings accounts in 
the name of Jackson Turner about which you spoke in your state- 
ment, and that the purpose of creating those saving accounts was to 
guarantee completion of the very buildings. It clearly appears that 
this is so. Mr. Turner made that statement to Mr. Ammann. He 
verified it in a written communication. Mr. Ammann passed that 
on to Mr. Newell and authority to release the funds and deal with 
them in a manner shown in authorization No. 39 was granted. 

Mr. Wyman. The fact that Mr. Turner stated it in the letter 
wouldn’t make it so. The whole thing, as far as I am concerned, looks 
ridiculous on its face. Why anyone would take the proceeds of loans 
to these veterans or give title to them or any portion of them to some- 
one else and then have them pledged back to complete those houses 
is ridiculous on its face—utterly so. 

Mr. Fiscrpacu. That may so appear to you. 

Mr. Wyman. It certainly does. 

Mr. AMMANN. The point here, as I get it, is not that these transfers 
were made. The question is, Were they authorized by the veterans? 
I have seen nothing which shows me that the veterans knew it 
happened. 

> Fiscupacu. You have heard Mr. Gregory’s statements to that 
effect. 

Mr. Ammann. Yes; I did. 

Mr. Fiscusacn. Mr. Wyman, you heard Mr. Gregory’s statement to 
that. effect ? 

Mr. Wyman. Yes; I did. 

Mr. Fiscnnacn. I would say you gentlemen could hold him to the 
validity of that statement. 

Let’s turn to Mr. Turner’s statement. I would like to ask you 
whether it is true during the war period, commencing about January 
1942 through 1946, there were considerable difficulties in obtaining 
material and that the labor market was unstable and that such con- 
ditions made it uncertain as to the length of time required to build 
a house. Is that a true statement ? 

Mr. AMMANN. As a general statement, unrelated to all the causes 
for the problem here, yes. 

Mr. Fiscnpacn. As a general statement, unrelated to the problem 
here? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacn. But you do not give any validity to the fact that 
those conditions affected the building of these houses ? 

Mr. AMMANN. To some extent, but not to the extent that these 


loans were involved. 
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Mr. Fiscuracn. They affected the building of these houses that 
Mr. Turner had under construction. 

Mr. AMMANN. To some extent. 

Mr. Fiscnpacu. Is it true that Jackson Turner pledged to Long 
Beach Federal about $144,703.53 in assets as an additional guaranty, 
in addition to the normal securities of the loans, to insure performance 
of the obligation, both as to the properties he was building as owner 
and as to the properties he was building under contract direct with 
the owners ? 

Mr. AMMaANN. I do not know whether the amount he states is 
correct. I know this much: There were some papers belonging to 
Mr. Turner, representing paper equities, which I believe were pledged 
to the association. If all the equities he had and owned were pledged 
with the association, then it would seem strange that when Title Serv- 
ice Co. moved out of the association it took along with it, with- 
out the knowledge of myself, without Mr. Turner’s knowledge, and 
without the knowledge of the other parties involved, these titles to 
their offices to service. Thereafter, 1 had no further access to the 
status of those. As I worked those out I was able to control Mr. Turn- 
er’s interest in those in an indirect way but, when we came to settle 
a transaction, I had to send Turner or his stepson to find out what 
the figures were, or to the other folks to find out. If those papers 
were assigned to the association and that was everything Turner 
had, I think that would have stayed with the association rather than 
be carted off somewhere else. 

Mr. Fiscupacu. That is reasonable, but don’t you think you con- 
tributed to such confusion as did exist by your consistent refusal to 
furnish to the officers and directors of Long Beach Federal a receipt 
for the assets you were taking over as conservator ? 

Mr. Ammann. That had no bearing on it. 

Mr. Fiscupacn. None at all in your view? Not even a receipt for 
cash ? 

Mr. Ammann. I did not personally go around and take possession 
of anything. When the examiners came in they took control of every- 
thing they needed for audit purposes. In cooperation with the em- 
ployees of the institution they went through that and counted that. 
When they got through, when the conservatorship was installed, they 
made an inventory of afl that. Until that was done there could be 
no receipt. We would have been weeks and weeks making a receipt, 
as they did after January 24. It took months to complete that sort of 
affair. That had no relation to this at all. 

I would like to make this suggestion with respect to the subject of 
Jackson Turner. Mr. Turner makes a number of statements in here 
which I want to answer. In order to get it in context—it is a confus- 
ing thing when you pick up a part here and a part there—I would 
suggest that it might be helpful not to read the whole history of this, 
but to give you a brief chronological outline of the situation as | 
found it when I first came and it developed—not in all the detail— 
show you what was involved and how we worked with each other. As 
I go down I will come to his statements in his affidavit, and if I do not 
complete them all, when I get through I will come back to them and 
eover them. 
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That would be better than a hit-and-miss questioning and answer- 
ing on it which would be so confusing that by the time you got through 
you wouldn’t know which was first and which was last. 

Mr. Fiscusacu. I would rather follow the procedure of finding 
out what you say is true in Jackson Turner’s statement and what 
you say is false. 

Therefore, I inquired whether it is true that he pledged with Long 
Beach Federal about $144,703.53 in assets as an additional guaranty 
in addition to the normal securities of the loans, to insure performance 
of his obligations, both as to the properties he was building as owner 
and as to the properties he was building under contract direct with 
the owners. 

Mr. AMMANN. He doesn’t say when he did that. 

Mr. Fiscupacn. I know that. 

You cannot say whether that is true or false ? 

Mr. Ammann. I cannot say whether the amount is false. He doesn’t 
say when it happened. 

Mr. Fiscupacn. I appreciate that. I didn’t draw the affidavit. It 
was presented to me. 

Mr. Ammann. If he means that he made pledges up to this figure 
on paper while the conservator was there, it is probably correct. If 
he means before, I doubt it. 

Mr. Fiscupacw. You mean they were phony pledges? 

Mr. AMMANN. I mean equities. 

Mr. Fiscupacu. They were real equities ? 

Mr. AmMANN. They were not real in that they were not realized 
at the time. He owned a piece of property on which there was a 
mortgage or he might have sold another piece of property subject 
to a mortgage. He had equities there. They would add up to this 
figure. I do not know if he means that during the conservatorship 
he made pledges of collateral amounting to that figure. If he does, 
that could be correct. 

Mr. Fiscupacnu. Such equities as you refer to as paper equities, to 
the extent that you accepted them, were equities you accepted, isn’t 
that right? 

Mr. Ammann. I tied down everything I could find, whether it had 
a value or not. 

Mr. Fiscupacu. There is no criticism of you for having done so. 
Is it true that, as Mr. Jackson Turner said, you advised him to stop 
all construction and that no further progress payments would be made ? 

Mr. Ammann. That is half true. J did not tell him to stop con- 
struction. I did tell him, when he came in and told me he had no 
money to meet his payroll, that he was in a bad fix, which was the 
first time I talked to Mr. Turner or ran into the complexities of this; 
I told him my understanding was that the balances in the loans were 
insufficient to complete the houses, that I would not spend more money 
on incomplete houses until I had an idea where we would come out. 
He and I agreed that he would go home and make up a financial state- 
ment. I would send out my appraisers to inspect these houses and 
look at what he said he had in inventory in the way of stockpile. We 
would do all that as quickly as we could and see whether there was in 
this thing a possibility of a salvage. 

79631—52-——115 
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That was done very quickly. This affidavit says he came in to see 
me in June. On June 17 we made our first agreement. Prior to that 
time we had come to an understanding to which Turner fully agreed, 
to the effect that the amount of money we were figuring was enough, 
relying on his financial statement, and so on, and even before that 
agreement was made I made additional advancements to him under 
oral authority in anticipation of the completion of the first authoriza- 
tion on that, but I could not pay money to him out of overdisbursed 
loans until I saw where the money was coming from to make up the 
difference. 

Mr. Fiscuspacnh. When you were appointed as conservator in May 
1946 were the Jackson Turner houses in process of construction ? 

Mr. AMMANN. There was desultory construction. 

Mr. Fiscupacu. Were there any operations? 

Mr. Ammann. It was scattered. The appraiser found—those who 
were there when I came—and they so informed me, that there was occa- 
sional work on this house and that house. The veterans confirmed that 
tome. On the houses of Jackson Turner, the so-called Nu-Lite houses, 
there was some work being done. There was a small crew. It didn’t 
amount toa lot. It wasn’t moving fast. His problem was that they 
did not have material and did not have money to pay for the material. 
The job was not being pushed ahead at full speed. 

Mr. Fiscnsacn. After you were appointed conservator did the work 
on the Jackson Turner construction cease altogether ? 

Mr. Ammann. Not to my knowledge. The situation, as I recall it, 
was this: I want to nail this down. I did not order him to stop any 
work but as soon as he told me what his plight was, that he had no 
money, that the construction job would break down, that there would 
be liens for labor and material if it did break down, we consulted to- 
gether, along with Mr. Meininger, the attorney out there at the time, 
and my assistants, and we sat way into the night that night to figure 
out what the possibilities were and how we should proceed. Consider- 
ing the alternatives, we found we could not foreclose because the trustee 
would not act for us. We could not get a substitute trustee because 
the deed of trust provided that the trustee could not be substituted 
without the consent of the trustee. He has to agree to it. 

Mr. Turner had no money. The funds would have to come from 
another place. We had to figure out and see if we could make addi- 
tional advances and see if he could put up additional security. 

Either the first or second time he came in, he told me that some of 
the equities he had might be salable. I said if he could do that, the 
net. proceeds above the association loans could be used for the purpose 
of this construction. He told me that he couldn’t dispose of his 
equities for the reason that he could not get a reconveyance deed. He 
never offered to pay off the loans. He never made a tender of the 
money. He didn’t have it to pay. He didn’t have to ask me if he 
wanted to go into court. I didn’t tell him he could not go into court 
and pay it off, as other interveners did. His attorney did it for 
other people. 

Mr. Ftscupacn. That had been done at that time? 

Mr. Ammann. I believe it had. When I came in there, the first 
day I was there, a large borrower who had something like: $800,000 
in loans, offered to leave them with the association if they would meet 
the 4-percent rate which was offered somewhere else. He wanted to 
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pay off the loans. He complained at the delay of getting the papers 
completed. I got the papers completed and delivered them to the Title 
Service Co., thinking they would execute the reconveyance deed. They 
kept them there. I could get no answer from them. Ultimately those 
went into court. 

My recollection is that they went into court through this intervention 
action prior to the time we were talking to Turner. 

I am not sure what the related time was on that, but at no time did 
Mr. Turner offer to pay off his loans and have that refused by me. 
I would have been tickled to death to have his money. 

Mr. Fiscupacu. You say you did not tell him to stop construction ? 

Mr. Ammann. No, sir. 

Mr. Fiscupacn. You admit that there would be no progress made 
until an estimate was made to see how much was needed to complete 
the project ¢ 

Mr. Ammann. I told him I would give him no more money until 
I knew where we stood. 

Mr. Fiscusacn. You did that with knowledge that, unless he had 
money, the construction would have to stop ? 

Mr. Ammann. So far as I was aware, it did not stop. He told me 
if he could meet his payroll he could proceed. He said if we were 
ready by a certain time he could meet his payroll and proceed. We 
advanced money prior to the date of the authorization for that purpose, 
to meet his payroll and keep his gang together and meet what had 
to be met to keep the thing from going into a tail spin. 

Mr. Fiscupacu. Did the construction stop ¢ 

Mr. Ammann. Not to my knowledge, no more than was stopped 
before I got there. 

Mr. Fiscueacu. Did you tell the materialmen and subcontractors 
not to extend any further credit to Jackson Turner ? 

Mr. Ammann. I did not. 

Mr. Fiscusacu. Did you tell the materialmen and subcontractors 
to deal directly with you? 

Mr. Ammann. I did not. The facts in respect to that are these: 
Mr. Turner was unable to push this construction along for a time 
prior to my arrival there for the reason that he could not get material 
because he could not pay for it—not because they could not be had. 
He was indebted to those people. I asked him for a statement in 
connection with the first authorization and the bills actually amounted 
to two or three times the figure that he gave me. When he went to 
one of these places to get material they would not deliver it. 

I talked to his stepson about how we should work the thing. I called 
some of these places and asked them why they wouldn’t deliver it. 
They said that he already owed them too much or that his credit with 
them was not good. They asked me to stand good for it. So I had 
to enter into an agreement with them to guarantee the purchase so 
they would deliver it, just the reverse of what he says here. 

Mr. Fiscupacn, In making arrangements to guarantee the delivery 
of materials to Jackson Turner, did you deal directly with the ma- 
terialmen and the subcontractors ? 

Mr. AMMaAnn. Only to this extent: Some time after the first agree- 
ment was made, we found that Mr. Turner was not abiding by his 
agreements. We agreed, when the first agreement was made, that 
this construction project would be divided into three parts, veterans, 
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other borrowers, and Jackson Turner’s own houses. We would con- 
centrate on the veterans and get them taken care of first. We would 
have to use the association’s additional money to do that. When we 
got down to Turner’s loans we would take the houses nearest comple- 
tion and finish those and sell them, so we could get whatever gain 
there was and plow it back, so we would have a revolving fund, thereby 
oye to the minimum what we would have to advance. He agreed 
to that. 

Two or three days later we found that on the lots which had had 
nothing on them at the time of our agreement, there were concrete 
slabs and rough plumbing set in. 

So I had to stop that. 

Then we found his bills were three times what he had said they 
were. That made it apparent that the amount we had set forth 
would not be sufficient. 

Mr. Fiscusacu. Did you find that out in June? 

Mr. Ammann. I do not know what date we found that out. I do 
not know on what date we found what thing. We found out we could 
not depend upon his representations. 

Mr. Fiscusacu. Did you find that out after the first authoriza- 
tion ? 

Mr. Ammann. Yes. 

Mr. Fiscusacu. Why did you make the second agreement, then? 

Mr. Ammann. We had too much in by that time. We had no 
choice but to deal with Jackson Turner. So we put him under the 
closest controls we could to make him nothing more than a superin- 
tendent of the job. 

Mr. Fiscupacn. Jackson Turner says you did not have to deal 
with him at all because he claims that Farmers and Merchants Bank 
at Long Beach made appraisals and offered to completely refinance 
the construction loans and that he asked you to release the project 
and that you refused to do so. 

Mr. Ammann. No such offer was ever made to me. The only offer 
that was made in respect to anything that Jackson Turner had with 
respect. to his collateral in those loans was that he said he could go 
somewhere else and finance some of this paper that he had with 
us or sell it, so he could get his equity. He could not do that be- 
cause he could not get a reconveyance deed, because Title Service Co. 
would not issue the reconveyance deed. I had no control over that. 
That would not be my refusal. 

Further than that, with respect to the refusal to do that, his houses 
were completed, and that is a very involved kind of story, which 
I am saying by the statement that the houses were finally completed. 
These houses finally got to the point where they were salable on the 
market, where the demand exceeded the supply, at the time we fi- 
nanced those projects. We did not send him out somewhere else 
to do it; we knew he could not do it. If we had wanted to break 
his back we could have done it. We were trying to work it out. 
We discussed that with him, that he would be lucky to come out 
a with the Board. We wanted to come out without losing any- 
thing. 

Mr. Turner did not stay on the job. I had to find someone else 
to do the work that he agreed to do. In this arrangement we were 
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paying him a salary to supervise the job and he went over and aban- 


doned the job. 

With respect to the supply houses, we found he was getting ma- 
terial that was not being delivered to the job. We found he was 
pbuilding the Nu-Lite houses on which we did not have a loan. It 
looked to us as if there was leakage somewhere so we marked some 
of that stuff and we found the marked stuff at some of the Nu-Lite 


houses. 

We kept it at the supply house until it was time to deliver it. I 
told the supply houses whenever they delivered anything on a voucher 
which we would issue, that voucher would be signed by Jackson 
Turner or his stepson and us—not us alone—and they could then 
deliver that material and that we would guarantee the payment. 
That was the way we got the material. First we had to get the 
sup vere to agree to deliver and, secondly, we had to see that it got 
to the job. 

Mr. Piscusics:, There are more questions which I would like to 
ask you about this, but it is rather late in the day. I know you 
want to make a statement in connection with the matter. I think 
it would probably be appropriate under the circumstances to sus- 
pend at this point and resume at a time when you will have a full 
opportunity to make a full statement in connection with the matter. 

I would like to offer at this time as an exhibit a memorandum of 
Mr. Fahey with regard to his contact with Mr. Snyder, dated March 
19, 1946. Let it be marked as Home Loan Bank Board Exhibit 
No. 26. 

Mr. Houirtevp. It will be received. 

(The document referred to above was marked “Home Loan Bank 
Board Exhibit No. 26” and follows :) 


Home Loan BANK Boakp ExutIsit No. 26 


Marcu 19, 1946. 
Confidential. 

This morning I called Miss Kelly, secretary to John W. Snyder, Director of 
War Mobilization and Reconversion, at the White House. I said I did not know 
whether Mr. Snyder was expecting me to see him today in response to the 
message which she telephoned on Thursday, March 14, relative to our Los Angeles 
and Portland banks. I was therefore calling so that I might plan to be available 
whenever he wished to see me. I explained that so far as I was concerned there 
was no hurry about the matter except that we had to make plans concerning the 
coast situation as soon as possible inasmuch as it was necessary to send some- 
one out there and we were attempting to arrange for the end of this month. 

She said that Mr. Snyder had his advisory committee meeting on today and 
he was engaged with the committee already and it was very likely he would be 
tied up until after 5 o’clock today. She added that she had the impression that 
his suggestion was that nothing be done until after Tuesday and that may have 
meant tomorrow (Wednesday, March 20). 

She said that the forenoon meeting with the advisory committee would ad- 
journ about 12 o’clock and she would speak to Mr. Snyder then relative to word 
from him on a possible meeting tomorrow which would enable me to fix my 
engagements. 

When I returned from the meeting with the representatives of the Research 
Institute of America at the Mayflower, which was also attended by Mr. Wyatt 
and Mr. Foley. At about 3:15 I was informed that Mr. Snyder had called and 
wished me to call back. I called him promptly when he said immediately that 
there was no occasion for any delay in the matter and I could “go straight ahead” 
with the plan I discussed with him. I asked if he had in mind writing me a 
letter on the subject and he said that he felt that was unnecessary; that I could 
go ahead on his assurance that it was all right. I said this would be most help- 
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ful because we could now go ahead with our plans as we were rather disturbed 
about various conditions which had come to our attention out there and felt 
that it was dangerous to delay. I asked him if he had had an opportunity to 
check the matter with the President and he said he had and that the President 
was completely behind us. I had just received an anonymous communication 
in the mail concerning California which I read to him over the telephone as an 
example of the kind of thing that was going on. Mr. Snyder was very definite in 
his attitude that we should act. — 


(The anonymous communication referred to follows :) 

If you confirm our apparently reliable information by maliciously sending 
witchhunters to California before November, causing unjustified political em- 
barrassments, a press campaign for congressional ouster proceedings and com- 
plete investigation of your entire administration will be promptly started. 

Mr. Hortrretp. The subcommittee will stand adjourned until Mon- 
day morning at 10 o’clock in this room. 

(Whereupon, at 5:20 p. m., the subcommittee recessed, to recon- 
vene at 10 a. m. Monday, August 6, 1951.) 
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MONDAY, AUGUST 6, 1951 


Hovset or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DeparTMENTs, SPECIAL SURCOMMITTEE, 
INVEsTIGATING THE Homer Loan Bank Boarp, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:10 a. m., in 
room 1302, New House Office Building, Hon. Chet Holifield (chair- 
man of the subcommittee) presiding. 

Present: Representative Holifield. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Houtrretp. The subcommittee will be in order. 

Mr. Fiscupacn. Mr. Zarrilli has some documents in his possession 
which were requested by the subcommittee ; namely, photostatic copies 
of the papers underlying the holding by the Federal Home Loan Bank 
of Los Angeles, and later by the San Francisco bank, of the bonds of 
the Long Beach Federal. 

I would like to call upon Mr. Zarrilli to produce the documents 
und identify them for the record and offer them as exhibits. 

You have produced, have you not, Mr. Zarrilli, photostatic copies 
of the documents that were requested at the last session of this subeom- 
mittee ? 


FURTHER TESTIMONY OF MICHAEL ZARRILLI, EXAMINER, HOME 
LOAN BANK BOARD 


Mr. Zarrut. I have, Mr. Fischbach. 

Mr. Fiscupacu. I would appreciate it if you would deliver them 
to the subcommittee. 

The witness produces a photostatic copy of a document entitled 

“Pledge Agreement,” dated at Long Beach, July 10, 1943, received by 
the Federal Home Loan Bank of Los Angeles, July 12, 1943. 

The witness also produces communications from Mr. Noon, as secre- 
tary-treasurer of the Federal Home Loan Bank of Los Angeles, dated 
May 27, 1943, addressed to Long Beach Federal, which acknowledges 
the rec eipt of various Government bonds. 

There is a similar communication from the same party on the same 
subject similarly dated. 

There is a similar communication dated December 4, 1944, in re- 
lation to the same subject matter. 

There is a similar communication dated January 9, 1945; another 
dated November 27, 1945; and another dated January 21, 1946. 
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I would like these documents marked as Zarrilli Exhibits Nos. 2A, 
2B, 2C, 2D, 2E, 2F, and 2G in the order in which they are identified 
for the record. 

Mr. Houtrrep. They will be received and marked accordingly. 

(The documents referred to were marked and follow :) 


ZARRILLI Exuisit No. 2A 
PLEDGE AGREEMENT 


It is hereby agreed by the undersigned association that any and all Govern- 
ment obligations owned by the undersigned which may at any time be or have 
been deposited by you with the Federal Reserve Bank of San Francisco for 
safekeeping, shall be and they are hereby pledged and assigned to your bank 
as collateral for any and all indebtedness now or hereafter owing by this asso- 
ciation to your bank. 

In case of a default by this association in the payment of any indebtedness or 
in the performance of any obligation to your bank, you are hereby authorized to 
realize on such security in the manner and to the extent provided in the note or 
notes evidencing such indebtedness and/or obligation. 

LoNe BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
By T. A. Grecory, President. 
By ETHEL D. Zar.ow, Assistant Secretary. 


Dated at Long Beach, July 10, 1943. 


ZARRILLI Exursir No. 2B 


FEDERAL HOME LOAN BANK oF Los ANGELES, 
Los Angeles Calif., May 27, 1948. 
Lone BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
Long Beach, Calif. 
GENTLEMEN: On April 26, 1943, the following bonds belonging to you were de- 
posited with the Los Angeles branch of the Federal Reserve Bank of San Fran- 
cisco, subject to the order of this bank: 




















The following 
ges . : and subse- 
Description Rate Maturity quent coupons Par value 
attached 
Percent 
Treasury bonds of 1948, Nos. 47316-47320____......--- 134 | June 15,1948 | June 15, 1943 $50, 000 
Treasury bonds of 1964-69, No. 9K__.._._-____-____-- 246 | June 15,1969 | June 15, 1943 10, 000 
Treasury bonds of 1967-72, Nos. 47659K-47663C____.__ 216 | Sept. 15,1972 | Sept. 15, 1943 50, 000 
Treasury bonds of 1948, Nos. 47306-47315__...-.__-__- 1% | June 15,1948 | June 15,1943 100, 000 
Treasury bonds of 1967-72, No. 7072B__.._-..___...-- 246 | Sept. 15,1972 | Sept. 15, 1943 100, 000 
NE G56 Gan nice cpplcatians ae ease ndegaubinas been chee | eerie PA EELSEE IG oF} F 310, 000 
i 





Said receipt recites that “The Federal Reserve Bank of San Francisco accords 
to securities left with it for safekeeping the same care and attention that it 
gives to its own property, but beyond that assumes no responsibility.” This bank 
assumes no greater responsibility. 

Coupons from these bonds will be clipped as they mature, and we will send you 
eur check for the proceeds. 

Very truly yours, 


F. C. Noon, Secretary-Treasurer. 





ve 
yr 
ik 
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ZARRILLI ExuHisit No. 2C 


FEDERAL HOME LOAN BANK OF LOS ANGELES, 
Los Angeles, Calif., May 27, 1943. 
Lone BeacH Feperan SAvINcs AND LOAN ASSOCIATION, 
Long Beach, Calif. 
GENTLEMEN: On May 5, 1943, the following bonds belonging to you were de- 
posited with the Los Angeles branch of the Federal Reserve Bank of San 
Francisco, subject to the order of this bank: 




















The yoortelaing 
Description Rate Maturity Bo cma Par value 
attached 
U. 8. Treasury bonds of 1964-69, Nos. 18-J, 19-K, | Percent 
Co iicieniin cis repos nde ancaweahakecwenn cw ekime 246 | June 15,1969 | June 15, 1943 $40, 000 
Treasury bonds of 1950-52, Nos. 2385-E, 2386-F, 2387- 
Bh, Sa een 0 oh i sh ko hd 2 Sept. 15,1952 | Sept. 15, 1943 500, 000 
Eaton be oatkt cco ask aten coke d phakees ol badadeddadanhntebadsimnnecuwin 540, 000 





Said receipt recites that ‘“‘The Federal Reserve Bank of San Francisco accords 
to securities left with it for safekeeping the same care and attention that it 
gives to its own property, but beyond that assumes no responsibility.” This 
bank assumes no greater responsibility. 

Coupons from these bonds will be clipped as they mature, and we will send 
you our check for the proceeds. 


Very truly yours, 
F. C. Noon, Secretary-Treasurer. 





ZARRILLI ExuHisit No. 2D 


FrepERAL HoMe LoaN BANK or LOS ANGELES, 
Los Angeles, Calif., December 4, 1944. 
Lone BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
Long Beach, Calif.: 

Receipt is acknowledged of the following obligations of the United States, which 
will be held by this bank as security for advances to your association in accord- 
ance with the pledge agreement executed by your association in favor of this 
bank; 





Following and 
subsequent 
coupons 
attached 


Description Denominations Maturity Par value 





244-percent Treasury bonds of | 10 at a Nos. 195/199, | Sept. 15,1959 | Mar. 15,1945 | $1,000,000 
1956-59 dated Feb. 1, 1944. 1129-113 














24-percent Treasury bonds of | 4 at $100.00, Nos. 40034, | Mar. 15,1970 |____- SRR 400, 000 
1965-70 dated Feb. 1, 1944. 50610-506 

24-percent Treasury bonds of | 8 at $10,000, Nos. 915-018, | June 15,1969 | Dec. 15, 1944 80, 000 
1964-69 dated Apr. 15, 1943. 926-929. 

Fe ee eh a ibe duce enbinie chee acewss = 1, 480, 000 





FreperRAL Home LOAN BANK oF Los ANGELES, 
By F. C. Noon, Secretary-Treasurer. 





ZARRILLI EXHIBIT No. 2E 


FEDERAL HoME LOAN BANK oF Los ANGELES, 
Los Angeles, Calif., January 9, 1945 
Lone Beacu FeperAL SAVINGS AND LOAN ASSOCIATION, 
Long Beach 2, Calif.: 
Receipt is acknowledged of the following obligations of the United States, 
which will be held by this bank as security for advances to your association in 


eh 
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accordance with the pledge agreement executed by your association in favor 
of this bank: 





Following and 
subsequent 
coupons 
attached 


Description Denominations Maturity Par value 





2-percent Treasury bonds of | 12 at 100,000, Nos. 47693- | Dec. 15,1954 | June 15,1945 | $1, 200, 000 
1952-54 (dated Dec. 1, 1944). 47699, *369, 47701-47704, 














FEDERAL HOME LOAN BANK oF LOS ANGELES, 
By F. C. Noon, Secretary-Treasurer. 


ZARRILLI Exuisit No. 2F 


FEepERAL HOME LOAN BANK oF LOS ANGELES, 
Los Angeles, Calif., November 27, 1945. 
Lone Beacu FEeperAL SAVINGS AND LOAN ASSOCIATION, 
Long Beach, Calif.: 

Receipt is acknowledged of the following obligations of the United States, 
which will be held by this bank as security for advances to your association in 
accordance with the pledge agreement executed by your association in favor of 
this bank: 





Following and 
subsequent 
coupons 
attached 


Description Denominations Maturity Par value 








2}4-percent Treasury bonds of | 31 at $100,000, Nos. 2592-2622_] June 15,1962 | Dec. 15,1945 | $3, 100, 000 
1959-62 (dated June 1, 1945). 

















FrepERAL HoME LOAN BANK OF Los ANGELES, 
By F.C. Noon, Secretary-Treasurer. 


ZARRILLI Exuisit No. 2G 


FEDERAL Home LOAN BANK oF LOS ANGELES, 
Los Angeles, Calif., January 21, 1946. 
Lone BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
Long Beach 2, Calif.: 

Receipt is acknowledged of the following obligations of the United States, 
which will be held by this bank as security for advances to your association in 
accordance with the pledge agreement executed by your association in favor of 
this bank: 





Following and 
subsequent 
coupons 
attached 


Description Denominations Maturity Par value 





2 percent Treasury bonds of | 10 at $100,000, Nos. 6957-6966_| Dec. 15,1954 | June 15,1956 | $1,000, 000 
1952-54 dated Dec. 1, 1944). 


2% percent Treasury bonds of | 2 at $5,000, Nos. 11633-11634.| June 15, 1962 |...-. clin 10, 000 
1959-62 dated June 1, 1945). 
RRS AA ee SOT * 9 at $10 000, Nos. 12205-12213, |._._. | SRR ERAS Rena 90, 000 
BERS E RY ARTES 9 10 at $100,000, Nos. 1349-1353_|____- SERED, USE SEE oS ae 1, 000, 000 
2074-2078. 
"Webes osise 5. tata dS, Sis eg Se i ae ee i noe 2, 100, 000 

















FEepERAL HoME LOAN BANK oF Los ANGELES, 
By F. C. Noon, Secretary-Treasurer. 
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Mr. Fiscusacu. Thank you, Mr, Zarrilli. 

Mr. Ammann, on the last occasion of your appearance before this 
subcommittee we had you under examination in connection with the 
allegations of Mr. Turner’s affidavit. I would like to continue with the 
examination on that score. 

You had requested, if I recall correctly, an opportunity to make a 
comment in connection with the matter, and I believe I suggested that 
when we completed an examination of the affidavit and ascertained 
thereby those items thereof with which you were in dispute, and those 
items thereof with which you were not in dispute, we would proceed 
to hear your statement. 

I would like to first direct your attention to Mr. Turner’s assertion 
that you will find on the first page of the affidavit to the effect that he 
had collateralized the various loans that he made from the Long 
Beach Federal, which were in process at the time that you became 
conservator of Long Beach Federal, with some $144,700-some-odd 
in collateral. 

When you did become conservator, did you find that Long Beach 
Federal was in possession of the collateral mentioned by Mr. ‘Turner? 


FURTHER TESTIMONY OF A. V. AMMANN, ASSISTANT CHIEF 
SUPERVISOR, HOME LOAN BANK BOARD 


Mr. Ammann. I believe there was some collateral there. I don’t 
believe it totaled this figure ; that is not my recollection. 

In respect to that, after I came he pledged various collateral which 
I couldn’t find had been previously pledged. There was some that was 
in the association being serviced on May 18 or maybe May 20, which 
was then taken away, in which he had an interest, a financial interest, 
and then I‘know further that when he gave us his financial statement 
in connection with the series of agreements that we made with him, 
his financial statement undertook to set out all of his assets including 
his equities in these various deeds of trust and sales contracts, and so 
on, Whether or not pledged, and in all the properties that he had and 
set up all of his liabilities. 

Mr. Fiscunacn. We know, Mr. Ammann—— 

Mr. AMMANN. What I am trying to get at, Mr. Fischbach, is this: 
This showed a net worth belgian fas equities, of something less than 
$70,000. I have the figure—I have the statement here which he gave 
me—and so that leads me to believe very seriously that what he had 
actually as equities to pledge is considerably less than $144,000. I 
don’t have the record of the association here and can’t say exactly 
what the figure was. 

Mr. Fiscusacn. I would take it, Mr. Ammann, that when, in June 
und in August of 1946, you made supplemental agreements with Mr. 
Turner, and obtained from him a financial statement, that the finan- 
cial statement was as of a date later than May 18, when you were 
appointed conservator; is that right? | 

Mr. Ammann. The first one was in June. 

Mr. Fiscuzacn. Do you remember when the Jackson Turner loans 
were committed by Long Beach Federal? 
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Mr. Ammann. I believe it was in 1945. 

Mr. Fiscupacu. Obviously, whatever obligations Mr. Turner might 
have acquired between 1945 and 1946 when you made the borrower, 
Mr. Turner, furnish you with a financial statement, would naturally 
have been reflected in the financial statement. But the question [ 
would like to ascertain from you is this: When you became conserva- 
tor, is it a fact that the Jackson Turner loans were collateralized by 
Mr. Turner / 

Mr. Ammann. I believe there were some papers there. Whether 
they were—— 

Mr. Fiscusacu. All right. 

Mr. AMMaNN (continuing). They were pledged and how much 
they came to, I am not positive at the moment. In respect to this 
figure and variation in date, Mr. Fischbach, I think it is pertinent to 
point out this: That, assuming for the moment—I don’t know as a 
fact—that he had $144,000 pledged at the start and, as he went along, 
and the association paid out loan funds in advance of construction, 
und this collateral was permitted to decline, then the value of the 
collateral actually would be no more than what was there at the 
time it became necessary to rely on it, beyond the prime eligible 
security and, therefore, no matter what he may have given them at 
one day, if it was withdrawn or paid out or whatever it was, it was 
no longer there to be effective. 

Mr. Fiscusacn. Do you mean to say or suggest by that statement 
that the collateral of Mr. Turner had been applied by Long Beach 
Federal before you became conservator ? 

Mr. Ammann. I would say that I don’t believe there was any 
$144,000 of equities held by the association under pledge on May 20. 

Mr. Fiscupacu. On May 20, when you were appointed conservator, 
and you were confronted with the situation in connectioh with the 
Jackson Turner contruction loans, why didn’t you make resort to 
what collateral Long Beach Federal had? 

Mr. AmMANN. First of all, the association’s loans are made on se- 
curity of the real estate. Some of this collateral would be question- 
able as to being eligible as to security. It might be taken as additional 
security, like you might take a cow or a horse or an automobile, but 
not to make the loan eligible. 

Mr. Fiscusacu. I know, but you were dissatisfied with Jackson 
Turner’s construction; you were not only dissatisfied, but we heard 
evidence, if not from you directly, from your supervisor, Mr. Wyman, 
that you gentlemen in Washington had had complaints from vet- 
erans, and you were dissatisfied with Mr. Turner’s performance, and 
you were fearful that Mr. Turner would never complete these homes. 

Under the circumstances with which you were confronted, and tak- 
ing all of those factors into consideration, why didn’t you draw the 
line right then and there and say to Mr. Turner, in effect, “You’re 
through; we are going to apply all the collateral that we have and let 
some other contractor proceed with the completion of these houses, 
and we will bill you for the balance, if any”? 

Mr. Ammann. That was not feasible. 

Mr. Fiscupacu. Why not? 

Mr. Ammann. Because there were a number of reasons. One of 
them was, in order to get Mr. Turner out of the construction and on 
his houses, we would have had to foreclose. 
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Mr. Fiscupacu, What was wrong with that? 

Mr. Ammann. We could not foreclose. 

Mr. Fiscusacu. Why not? 

Mr. AmMMANN. Because the trustee would have to act, and the 
trustee would not act at the request of the conservator. Further 

Mr. Fiscupacu. Just a moment, let us examine that position, if you 
will. 

When you say the trustee would not foreclose, you are referring to 
Title Service ¢ 

Mr. Ammann. That is right. 

Mr. Fiscupacu. Did you ask that Title Service foreclose? 

Mr. Ammann. Not on these. I asked them to act on other matters 
prior to this, and they refused to do anything. They didn’t even 
return the papers that they had that I asked for that belonged to the 
association. 

Mr. Fiscuspacn. We are talking about May 20, 1946, Mr. Ammann. 
On May 20, 1946, why didn’t you establish the policy of eliminating 
Jackson Turner from this situation since he had been so unsatisfac- 
tory, and since you were fearful the homes would never be constructed, 
and in connection with determining why you didn’t, I ask you whether 
you called on Title Service Co. to foreclose. 

Mr. Ammann. On May 20, I was doing nothing about Jackson 
Turner because I was too busy with other matters. Further 

Mr. Fiscuzacu. When did you start in on Jackson Turner? 

Mr. AMMANN. I asked for the assignment of an experienced real 
estate loan man and appraiser, and as soon as he arrived, he under- 
took—that was late in May or at the 1st of June, I forget which—as 
soon as he arrived, one of his first tasks was to get into the Jackson 
Turner operation and find out what the facts were. 

I could not make a decision on May 20 or any other date without 
first having some idea of what all the components of the package were. 

As soon as I found that out, I was also finding out what the attitude 
of Title Service was in respect to other matters, whether they would 
refuse to act or even acknowledge my letters. 

Mr. Fiscusacnu. Didn’t you know before you went in as conservator 
of Long Beach Federal what the components of this package were 
insofar as Jackson Turner was concerned ? 

Mr. AmMMANN. Only indications. I did not know how much the 
loans were overdisbursed in the sense of how much it would take to 
finish the houses. That would take a physical inspection of the prop- 
erties. I did not know how much funds or assets Mr. Turner might 
have that he would employ on the job. I didn’t know whether there 
were available any materials that might have been paid for. I didn’t 
know how much the bills were that were unpaid that would have con- 
stituted lien rights against the property. 

Mr. Fiscuracn. But you did know on May 20, 1946, that Jackson 
Turner was a failure—when I say “Jackson Turner was a failure,” I 
mean by that that the Jackson Turner project was a failure. 

You did know, too, did you not, that there was very little possibility 
that these veterans’ homes or the homes that had been purchased by 
nonveterans under contract or the homes that Jackson Turner was 
building on his own account and for his own profit would probably 
never be completed, did you not? 
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Mr. Ammann. I didn’t know that as a fact for these reasons: I 
could see how much money there was available in given loans and 
aap account on veterans’ loans, for et a but I could not tell 

ow much more it took to build a house without going and looking 
at the house. I had to have an expert go out and do that for me. 

I didn’t know how much bills were unpaid that were not reflected 

on the association’s books that might have represented material and 
labor already in the house. 
_ Mr. Fiscusacu. When you got your appraiser and he made his 
inspections, and the appraiser made his report to you based on those 
inspections, you knew all about these terrible details insofar as the 
Jackson Turner operation was concerned, did you not? 

Mr. Ammann. That took on into early June before we had all that 
brought together. 

Mr. Fiscunacu. But there came a time, whether it was late in May 
or early in June, that you were in full possession of all of the facts 
in relation to Jackson an ay 

Mr. Ammann. No, not all the facts for the reason that the repre- 
sentations Mr. Turner made on which I relied were later found to be 
wrong. 

Mr. Fiscupacn. You knew at least that the loans had been over- 
disbursed ? 

Mr. Ammann. Oh, yes; I knew that. 

Mr. Fiscupacn. You knew, did you not, that Mr. Turner had not 
stockpiled materials ? 

Mr. AMMANN. He had a very small stockpile of materials. We were 
later able to find, down in August when we found out where he said he 
was keeping some of it, we went to look at it, and the bulk of it was 
over at the Nu-Lite plant. It was not under my control by the asso- 
ciation, and we didn’t even know for sure that related to our properties 
but we included that in our estimates of value. That was months after 
May. 

Mr. Fiscunacn. Mr. Ammann, I don’t want to belabor this propo- 
sition, but I was under the impression that it was your testimony that 
right off the bat, when you became conservator, you were confronted 
by Mr. Turner with the assertion that he did not have the money neces- 
sary to pay his help. 

Mr. AMMANN. tt was not on May 20. It was either late in May 
or early in June when Mr. Turner came to see me, according to his 
affidavit—I would say that it was in June that he came in; that is 
what he says. 

Mr. Fiscupacn. When you were confronted with the assertion by 
Mr. Turner that he didn’t have money for his labor, that he didn’t have 
money for his material, why didn’t you cut Mr. Turner out of the deal 
right then and there and make resort to the collateral, and give this 
job out to some other contractor ? 

Mr. AmMann. There were a number of reasons: One of them I 
have already named, we could not foreclose Mr. Turner. 

Mr. Fiscupacn. Why couldn’t you foreclose? Weren’t the courts _ 
open to you? 

Mr. AMMANN. We would still be in court if we tried to get through 
court and get the trustee to act; we would still be in court with the 
trustee, I take it. 
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Mr. Fiscupacu. Just a minute, Mr. Ammann. Did you ask for per- 
mission to foreclose ? 

Mr. Ammann. I didn’t have to ask permission to foreclose. 

Mr. Fiscunacu. Don’t give me that kind of an answer, if you please. 

Mr. Ammann. I didn’t ask anybody for permission to foreclose ; no. 

Mr. Fiscusacu. Did you reach the conclusion that you did not have 
the authority to foreclose ? 

Mr. Ammann. No. I reached the conclusion that it would be fruit- 
less to try to foreclose. 

Mr. Fiscusacu. In reaching that conclusion, did you consult with 
counsel ¢ 

Mr. Ammann. I did. 

Mr. Fiscusacu. Whom did you consult with? 

Mr. Ammann, I believe Mr. Meininger was there at the time. He 
was the attorney, I believe, who drew our first agreement with Mr. 
Turner, and he must have been the one there. 

There was an attorney there prior to Mr. Meininger; it might have 
been him. I don’t know which of the two. 

Mr. Fiscupacu. Were you advised under the laws. of California 
you could not foreclose ¢ 

Mr. Ammann. I was advised under the trust deed, since the trustee 
would not act at my request and because of the peculiar provision in 
that trust deed, that you could not substitute a trustee without the con- 
sent of the trustee; that it would be fruitless to try to go to court to get 
a foreclosure. 

Further, the title company was taking the position that on its title 
policies, with which you are familiar—that the conveyance of that 
property after I had foreclosed, even if I could, would be foreclosed, 
and would have made the operation fruitless; and, further that houses 
that Mr. Turner was building under the association’s loans were being 
built of a material over which Mr. Turner and those associated with 
him had control. I could not substitute for that anywhere else. I 
had to deal with them in order to get it. That was another reason; no 
one else knew anything about that material. 

Mr. Fiscupacn. I take it, when you went in as conservator, you 
were aware of the authority that the regulations give to a conservator 
to disaffirm a contract ? 

Mr. AMMANN. Well, the association—these loans that the associa- 
tion had with veterans and with Mr. Turner, were enforceable con- 
tracts by both parties to the contract. That was my understanding 
from our attorneys. That is, when you made a loan, the association 
is bound to go on through with it in keeping the terms of its loan. It 
was not a matter here of—the first thing that confronted me was 
not that Mr. Turner had violated his contract, but it was the 
fact that the association’s officers had violated the interests of the asso- 
ciation by paying the money out when they shouldn’t have paid it out. 

The association was not with very clean hands when it started to 
attack somebody else in that situation. 

Now, another reason why I couldn’t sensibly go ahead and force 
out Mr. Turner was that in the circumstances it would have cost a lot 
more had it been possible to find a qualified contractor who would 
come in. If you have had any experience trying to bring a con- 
tractor in to finish a job that another contractor has broken down 
on, you will know that you pay through the nose to get the job done. 
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Mr. Fiscnwacn. You could have held Mr. Turner responsible for 
that extra cost, could you not? 

Mr. Ammann. I could not have held him responsible beyond his 
assets, and I tied down all of his assets, so how could I have gotten 
hold of more? There was not any more to get hold of that I could 
find. 

Mr. Fiscuzacu. You paid out a lot of Long Beach assets in con- 
nection with your attempt to remedy the situation, did you not? 

Mr. Ammann. I did. 

Mr. Fiscunacu. Did you remedy the situation ? 

Mr. Ammann. The situation, I don’t know how it finally turned 
out. I have not been there for quite a while, and I don’t know what 
the final results were. . 

I know this: That had Mr. Turner’s representations at first been 
reliable, it would have been possible to work the thing out for a good 
deal less than it ultimately cost. 

Mr. Fiscusacu. Did you find Mr. Turner’s representations were 
unreliable ? 

Mr. Ammann. I did. 

Mr. Fiscusacu. Is that why you made. him superintendent of the 
job? 

Mr. Ammann. Mr. Turner was put under his first agreement before 
we had any idea that we could not rely on what he told us, and the 
information that he gave us. 

Mr. Fiscusacu. Did you fire him after you found out that his state- 
ments were not reliable ? 

Mr. AMMANN. It was not feasible, as I have said before, to push Mr. 
Turner clear out of that operation. What we did after we found that 
he was not reliable, we installed controls over him as fully and as effec- 
tively as we could under the circumstances, and then further, when 
Mr. Turner did not carry on as he had agreed to d6, and disappeared 
from the job, we made arrangements with his stepson and went on 
with him. We found his stepson reliable. I don’t know of any time 
that he told me or did anything that was not true, and we went on with 
him. 

Mr. Fiscuracn. You premised your whole position on the fact that 
Long Beach Federal had overdisbursed the Jackson Turner loans. 

Mr. Ammann. Yes. 

Mr. Fiscuracu. Yet you did not avail yourself of the collateral at 
any time, did you? 

Mr. AmMaAnn. Avuziling ourselves of the collateral is only a man- 
ner of speaking for this reason: That, for example, the association 
had a loan on a piece of property to Turner, a completed house built, 
say a year before, which Turner had sold on a contract, which con- 
tract, let us say, was pledged with the association, for the illustration. 
Now, the only way—if the association took the contract from Turner, 
all it would get would be the collections out of the contract. We were 
getting the collections out of the contract that we caused him to 
pledge, and caused him to put up under this agreement, so we had 
everything that we could have gotten anyway. Now, taking the col- 
lateral would not have produced money. It would have produced 
merely the right to collect some money, and we already had that right 
and were collecting the money as it came in. 
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Mr. Fiscnupacu. Could you have sold Mr. Turner’s collateral and 
recaptured the amount by which the loans were overextended, if they 
were overextended ? 

Mr. Ammann. We would have had to have sold the loan that we 
had on the property, and that would have involved a reconveyance 
matter. 

Mr. Fiscupacu. No. Why couldn’t you have sold the collateral 
that Mr. Turner had put up with the Long Beach Federal : 

Mr. Ammann. We told Mr. Turner and, as a matter of fact, in our 
first agreement it was provided, that he could go sell the collateral ; 
it was his collateral. mean it belonged—the property was his— 
under a pledge. We would let him sell it and take the net on the 
sale up to the amount of the face thereof, and we agreed on the re- 
lease price of it. He could have gone and done that, and in contra- 
diction of his representation, our agreement provides specifically that 
he could go do that. 

Mr. Fiscuzacu. Prior to that agreement, did Turner offer to pay 
these loans off ? 

Mr. Ammann. No, sir. 

Mr. Fiscusacn. Did he ever at any time tell you that he had made 
arrangements with the Farmers and Merchants Bank? 

Mr. AMMANN. No, sir. The only statement that he made to me in 
respect to having any chance of getting any money in anywhere was 
not on these loans but was in respect to other paper that he owned on 
completed properties, the so-called collateral, that kind of paper. He 
had endeavored to see what he could do about that, but he found that 
he could not make delivery without a reconveyance deed. 

He knew that I could not get a reconveyance for him, a reconvey- 
ance deed for him, because the trustee would not honor my request. 

He came and told me that and, as a matter of fact, the letter that 
he wrote applying for the first advance, it says that right in the letter. 
He says himself because he could not get reconveyance deeds. 

He did not offer to pay these loans that were under construction 
and, as a matter of fact, in the construction financing business, it is 
unheard of for an institution to come in with its money, to bail out 
an operation which on its face has broken down and won’t pay its way. 

Mr. Fiscnpacn. Did you ever hear the name Farmers and Mer- 
chants Bank in relation to this matter prior to the affidavit of Mr. 
Turner sworn to January 6, 1951? 

Mr. Ammann. I don’t know that Mr. Turner told me where he had 
gone to try to sell his collateral or to get money on it to replace the 
pledge that he or—to get the money that he took to finish the job. I 
don’t know that he told me where he went. He told me he had gone 
to several places. I don’t know whether he named them or not. 

Mr. Fiscnpacu. Did you at any time call the Farmers and Mer- 
chants Bank to find out if they were willing to bail the Long Beach 
Federal out and take over this job? 

Mr. Ammann. I knew that the bank, the Farmers and Merchants 
Bank, would not take security which the association had, without a 
reconveyance deed; neither they nor any other banks would do that, 
I knew that. 

Mr. Fiscusacnu. I did not ask you that, Mr. Ammann. You have 
said that before. All I did was to ask you a simple question about 
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whether you called the Farmers and Merchants Bank to ask them 
whether they were willing to bail Long Beach Federal out. Now, 
did you or didn’t you ? 

Mr. Ammann. I don’t believe I ever did. 

Mr. Fiscunacn. Did you ever tell Mr. Turner in words or in sub- 
stance you did not want to be paid off but you wanted these houses to 
be finished ¢ 

Mr. Ammann. No, sir. The thing I wanted was the association’s 
money back, the quickest way, and if that would have gotten it, | 
would certainly have taken it. 

Mr. Fiscusacu. When you left Long Beach Federal, did Jackson 
Turner finish all these houses or were they still in a state of incom- 
pletion ? 

Mr. Ammann. A good many of them had been finished. A number 
of them were still not finished. Mr. Turner, so far as 1 knew, was 
not active in their construction. His stepson was doing that. 

Mr. Fiscupacu. Was his stepson in Mr. Turner’s employ ? 

Mr. AmMMANN. He was at the time I came there. After Mr. Turner 
came and talked with me to tell me that he was unable to go on because 
he had no money, we arranged in our first agreement that Mr. Turner 
would be in charge of the construction. We would work together in 
determining the order of the construction, and so on, and we paid him 
an amount each month—agreed to pay him an amount each month, 
that would be, in effect, a salary to him. 

Then, when Mr. Turner disappeared, and we had to get someone in 
his organization to carry on because we still needed the materials we 
could not get anywhere else except through this concern that he and 
his associates had, we brought his stepson in, and we paid him a weekly 
or monthly salary, so I don’t know that his stepson was working for 
him on salary at the time. He may have been up to the time that 
Turner disappeared. 

He told me Mr. Turner could not pay him any more money, and he 
could not work on this job without any compensation, so we worked 
out an arrangement on that. 

Mr. Fiscupacu. On Friday, Mr. Ammann, I asked you if you knew 
anything at all about a place on American Avenue occupied by Mr. 
Kriz. Have you learned anything about it over the week end? 

Mr. Ammann. No. 

Mr. Fiscuzacu. You still do not know anything about it? 

Mr. Ammann. No. I know that at one time, for a brief time, I be- 
lieve Judge Dougherty had an apartment or a room somewhere down 
on American Avenue. I don’t remember that. Mr. Kriz ever did. 

Mr. Fiscupacn. Do you know whether Mr. Meininger did any work 
up there? 

Mr. Ammann. Not to my knowledge. 

Mr. Fiscusacn. Do you know anything at all about Mr. Kriz doing 
any work up there? ‘ 

Mr. Ammann. No, I am not sure that I knew Mr. Kriz was staying 
there. If you had asked me, I would have said that he was staying 
at a hotel. 

Mr. Fiscurnacu. What was Mr. Kriz doing? 

Mr. AMMann. He was employed by the Board under the direction 
of attorneys for the legal department. 
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Mr. Fiscupacu. Were any of his charges included in the expenses 
of the conservatorship? Or let me put it the other way around: 
Did the expenses of the conservatorship include any charges for Mr. 
Kriz’s work? 

Mr. Ammann. I don’t know what the Bank Board’s books show, 
but I am rather firm in my belief that nothing that I paid covered Mr. 
Kriz’s expenses. 

Mr. Fiscupnacn. Have you had occasion to look recently at the de- 
tail that the Comptroller’s Office used to formulate the charge of the 
Long Beach conservatorship ? 

Mr. Ammann. I have not analyzed their records in respect to what 
they show was unpaid, but the bills that I received, and the informa- 
tion which I have in respect to the amounts that I paid are to the 
effect, as I understand all of it, that the amounts I paid were solely 
for the examination and inventory, the examiners, the employees 
of the Board who worked either in the examination or, Mr. Fischbach, 
as assistants to the conservator. I believe those are the only kinds 
of items that I paid. 

Mr. Fiscnzacn. Off the record. 

(There was discussion off the record.) 

Mr. Fiscnzacn. Is it your position this morning that you still did 
not know and do not know what I referred to when I asked you on 
friday whether the files of the association were taken out of the asso- 
ciation and went up to this place in the 1000 block on American 
Avenue in Long Beach ? 

Mr. Ammann. I am not sure that I know what you mean, unless 
vou mean the apartment which Mr. Dougherty occupied for a time. 
I was up there a few times. I brought him information which he 
asked for. I left none of it. I don’t remember that I ever took any 
loan files up there. I may have taken information that the examiners 
had compiled up to him. I may have taken copies of my authoriza- 
tions or material related to those. I don’t recall that he ever had any 
interest in any loan files in the association. 

I know that on an occasion on evenings when he was there working, 
I had to have legal advice on matters affecting the operation of the 
oS and I would go up there and talk with him and get his 
advice. 

P ng Fiscupacn. Was this place fixed up as a residence or as an 
office ? 

Mr. AmMANN. It was just an apartment; just a place where he came 
at night to sleep. 

Mr. Fiscupacu. Was there a desk there and a typewriter ? 

Mr. Ammann. I don’t remember ever seeing any such equipment. 

Mr. Fiscupacn. Was there any filing cabinet there? 

Mr. Ammann. I believe not. I never saw one, as I can remember. 
It was solely his apartment. He was working up there in the United 
States attorney’s office in cooperation with them, so far as I knew, and 
he used this apartment as a place to sleep. 

Mr. Fiscupacn. Did you ever hear of a person by the name of Beer, 
a lady by the name of Beer? 

Mr. Ammann. There was a lady by the name of Beer who was em- 
ployed for a time, I believe, either by the Los Angeles branch of the 
San Francisco Bank, or working for the Board as a stenographer for 
our representative, who was out there, who was handling supervision. 
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Mr. Fiscnsacu. Did she work in Long Beach? 

Mr. Ammann. I understood she lived out there. 

Mr. Fiscnsacn. Where in proximity to this place on American Ave- 
nue did Mrs. Beer live? 

Mr. AmMANN. I don’t know. I have never been in her residence; 
I don’t know where she lived. 

Mr. Fiscusacu. Mr. Zarrilli, did you ever go up to a place in the 
1000 block on American Avenue in Long Beach ? 

Mr. Zarritui. Never heard of it before until just a few minutes ago. 

Mr. McKenna. I might be able to help you on that, Mr. Fischbach. 

Mr. Fiscuzacu. Tell us about it if you can. 

Mr. McKenna. I moved into the apartment after the conservator 
left, and when Mr. Dougherty left and moved East, I moved in there, 
and I think that apartment was rented by Mrs. Beer who had married 
and moved to Los Angeles in the meantime. 

tony Fiscupacu. That is not the same apartment that I am talking 
about. 

Mr. McKenna. That is the only one that I know of. 

Mr. Fiscupacu. When you brought information up there on the oc- 
casions that you did go there, Mr. Ammann, did you bring any docu- 
ments with you ? 

Mr. Ammann. I don’t recall that I did. I might have brought au- 
thorizations I was preparing or I might have brought agreements I 
was about to enter into, matters of that sort. 

I brought along whatever papers related to that. I took them back 
with me when I went. I just took them along for advice. 

Whether the material which got to the United States attorney’s office 
was taken to Mr. Dougherty there and left with him or whether it was 
taken by their request into, directly into, the United States attorney’s 
office, I don’t remember. 

Mr. Fiscuzacn. How do you account for the fact, Mr. Ammann, 
that when you left as conservator, and a detailed receipt for the files 
that you were turning over to the officers of Long Beach Federal was 
prepared, that amongst the papers that you turned over were photo- 
static copies of checks instead of original checks of Long Beach 
Federal ? 

Mr. Ammann. I don’t know what you mean. I would have to see 
them in order to, perhaps, refresh my memory. I believe there were— 
there may have been in connection with the matters that were kept by 
the United States attorney’s office, the original checks; if they were, 
we may have made photostats to keep. I don’t remember about that. 
There were some checks which were never found when we came there. 
I don’t know whether those were represented by photostats instead of 
originals or not. 

Mr. Fiscuracu. Would that also account for the fact that in the 
receipt which was prepared after you left Long Beach Federal, the 
receipt shows as missing a whole series of checks of Long Beach 
Federal ? 

Mr. Ammann. I don’t have any recollection of the details in re- 
spect to what you are talking about. I don’t know whether it is so 
or whether it isn’t. I would have to see it in order to refresh my 
memory about it. 

I do know that there were checks of the association which neither 
the examiners nor I could ever find. 
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Mr. Fiscnsacu. How about the assertion of Mr. Turner in his 
affidavit to the effect that you instructed materialmen not to furnish 
him any material? Is that assertion correct or incorrect? 

Mr. Ammann. I think it is incorrect in that context. I would like 
to put it in its true context, if I may. 

Mr. Fiscupacu. I would appreciate it if you would. 

Mr. Ammann. When we first made our agreement with Mr. Turner, 
I was not aware of the fact as to his credit standing with supply 
houses. 

I made no contact with them at all until he told me he was not 
able to get materials. 

We checked into the matter and found he could not get materials 
because he owed them money. They were not satisfied with his 
credit. 

We found that material, much material, which he had said he could 
not get, could be gotten if the people who had it knew they were going 
to be paid for it. 

Then when we found, after the first agreement, that Mr. Turner was 
diverting material other places, that he was buying material and tak- 
ing it places other than to the houses, which we thought it should 
go into, and he was otherwise not carrying out his agreement, we 
then came to a later—on our later agreements there were requirements 
that in order to get material we would guarantee to the supply house 
that it would be obtained, but that he would have to come to our office 
or have his stepson come to the office, tell us what he needed, our own 
man would agree with him; we would sign jointly a voucher, and that 
was a guaranty two ways, to the material house that they would be 
paid, and to us that the material was being bought in accordance with 
the requirements that it got out on the job. 

I did not tell the material houses not to sell him anything. When 
it later came down to the discovery of the fact that material was not 
getting to where it belonged, I told them that I would not pay for it 
unless I had agreed to its purchase. 

Mr. Fiscupacn. So, at least from that point on you took over direct 
dealings with the materialmen ? 

Mr. Ammann. Not direct; it was joint. The material house did not 
deliver on my order; they delivered on the joint order of Turner or 
his stepson, and us. 

Mr. Fiscunacu. At that point, why didn’t you undertake to realize 
on Mr. Turner’s collateral, cut him out of the picture altogether, and 
have the buildings finished by someone else? 

Mr. Ammann. For the same reasons I have given. 

Mr. Fiscupacn. You were still under the impression that you could 
not foreclose ? 

Mr. Ammann. I was under the impression that efforts to foreclose 
would be fruitless. I was further convinced that I could not get 
anybody else to come in and take over the job at a lesser figure. 

I was further convinced that I could not get Nu-Lite slabs anywhere 
except at Nu-Lite. 

Mr. Fiscupacn. These Nu-Lite slabs were a type of concrete blocks, 
were they not? 

Mr. Ammann. They were—the wall panels were made into panels 
3 or 4 feet wide and wall height. They had to be made with a special 
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form. The form, I believe, cost several hundred dollars—that was the 
representation made to me. 

The processing of this material was done by them under a process 
that apparently no one else knew about, could not handle it. You had 
to have a plant with a process, a proper process, to do it. 

Mr. Fiscunacu. You had testified, 1 believe, or else Mr. Wyman 
testified, that at that time it was believed that Mr. Gregory was a part 
ner in Nu-Lite. 

Mr. AMMann. I am informed that the books of Nu-Lite show that 
he is a stockholder. 

Mr. Fiscupacu. I take it that you realized the fact that Mr. Greg- 
ory’s connection with Nu-Lite persisted all through this Jackson 
Turner episode ? 

Mr. Ammann. I did not know as a fact at that time and, as a 
matter of fact, Mr. Turner told me, and I had him nail it down by 
giving me a written statement, that no officer of the association had 
any interest in his building operations at all. He gave me a written 
statement to that effect. 

The original of that was left in the association’s office, along with 
the originals of all these agreements and the notes which Mr. Turner 
signed, and so on. 

Mr. Fiscupacu. Did you believe that statement to be true or false’ 

Mr. Ammann. I did not know whether it was true or not. I doubted 
it, but I had no proof. 

Mr. Fiscupacu. Did you investigate it? 

Mr. Ammann. I could not get out myself to investigate. I under- 
stand that—— 

Mr. Fiscusacu. I appreciate that. 

Mr. AMMANN (continuing). Some of the folks, whether it was 
the men working with the examiners or whether it was the investiga- 
tors with the legal department, endeavored to find out. I can recite 
two or three reasons why I had the feeling that I did in respect to that. 

Mr. Fiscupacn. I would like very much to know what your inves- 
tigators reported to you when you did have them investigate it, and 
IT can pperecers the fact that you personally did not have time to 
go out there and investigate. 

Mr. Ammann. While I was out there I never saw anything which 
positively established that Mr. Gregory had a financial interest in 
Nu-Lite. I had constructive facts which strongly indicated it. For 
instance, the very fact that these loans, as an exception to all the 
other lending that I came across in the institution, these loans were 
overdisbursed. The sound construction loan procedure was violated 
in respect to these, whereas I could not find it violated in respect to 
others. That raised a question, why this exception ? 

Further on, the night that we signed our first agreement with Mr. 
Turner, he said, “I would like to talk it over with my attorney.” His 
attorney was there. I said, “Well, we will withdraw and let you 
discuss the matter.” 

He said, “No; I would rather go outside.” 

I said, “We are perfectly willing to withdraw, you stay here, and 
we will go outside.” 

He said, “No; we will go and sit in the car.” 

Instead of going to the car, they started to walk; so Mr. Bramley and 
Mr. O’Dwyer followed him. They went into Mr. Gregory’s office, 
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and they were in the office for 15 or 20 minutes, and he came back 
and said, “Yes; we will sign it.” 

Those incidents, those facts, planted a very strong question in 
my mind. : 

Mr. Fiscusacn. Had they walked into a cigar store would you 
have had the i impression that the proprietor of that cigar store had a 
financial interest in the matter ? 

Mr. Ammann. If he had been the president of the association and 
if he had overdisbursed these loans, and they wenf around to talk 
to him about it, I would say he must have some interest in this matter. 

Mr. Fiscupacu. Mr. Ammann, are you naturally a suspicious per- 
son ¢ 

Mr. Ammann. No, I am not, but I would say that the circumstances 
in this are such that a fellow has to be blind if he does not get some 
questions in his mind when he sees what he runs across. 

Mr. Fiscupacn. Having these questions, it would seem to me that 
you would have made very strenuous efforts to button the thing down. 

Mr. Ammann. There was no place to go for proof that I knew of 
except to Turner and Gregory. 

Mr. Fiscusacn. Turner’s books were available to you, were they 
not? 

Mr. AMMANN. No. Turner told me that his books were all fouled 
up. I talked to his stepson. I said, “How much bills do you owe? 
Where do you stand with respect to liabilities?” I was told the books 
don’t show. Now then, Turner’s books and Nu-Lite’s books 

Mr. Fiscupacn. Do you mean to say that you extended over $100,- 
000—I think it was around $160,000—to Turner without ever having 
his books audited ? 

Mr, AMMANN. This money did not go into his books. I controlled 
this money, and it went in with the job. 

Mr. Fiscnpacn. You say that you were confronted with a posi- 
tion in which the loans were overdisbursed ? 

Mr. Ammann. That is right. 

Mr. Fiscusacu. Didn’t you go ahead immediately and demand an 
audit of the contractor’s books and records? 

Mr. Ammann. He had no books susceptible of audit. He and his 
stepson both convinced me of that, and his bookkeeper. I talked to 
them about the situation, and further, I was in a situation here—I 
was not making loans to Turner, giving him the money to go out and 
do what he wanted todo. I was engaged in a salvage operation where 
Turner was the man out in the field. I did not give him money. 

When he came in with a payroll, we paid the amount of the payroll, 
and we had men out checking the fact that the men were on the job, 
and when we bought material, we bought it from a material house, and 
the material house gave me the i invoice, and we paid the invoice. We 
inspected the material out on the job. 

I did not give money to Turner to go off and spend as he pleased on 
these jobs. 

Mr. Fiscusacn. Do you mean to say though that you never at any 
time had an audit made of Jackson Turner’s books? 

Mr. Ammann. I did not. 

Mr. Fiscunacu. When he gave you a financial statement, didn’t you 
audit his books to see whether that was correct ? 
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Mr. Ammann. He did not make that altogether from his books, 
He told me, and his stepson, too, they scratched their heads as to what 
they owed here, and what the bills were there. He had no record 
that he could go to, and the association had none from which to 
reconstruct. 

Mr. Fiscupacu. What was the value of that financial statement ? 

Mr. AMMaNN. It was supposed to show what he had and what he 
owed. That was supposed to be the value of it. 

Mr. Fiscupach. Had you never checked to see whether it was a 
correct financial statement ? 

Mr. Ammann. There was no way I could check to see if it was a 
financial statement. For example, in respect to his liabilities, he said 
that he owed supply houses a certain amount of money. Now, I didn’t 
know whether there were other supply houses that he owed money. 
He told me that he had no record in his office which would be helpful 
in that respect. 

The association itself, when it had paid out the money under its 
loans, had not kept the bills, the invoices, which had been paid. There 
was no detail to show how that money had been applied, so there was 
no place to go and, as we went along, we sent out, every time we got 
a bill from a material house—we sent them a lien waiver, and made 
them waive all lien rights prior, and by that we were able ultimately 
to smoke out the great bulk of the bills that he did not represent to 
us as owing. 

If he did. not owe, and his books would not show where he was, how 
could I get it except by the means that I employed? 

Mr. Fiscupacu. How do you know what his books would not show 
unless you demanded access to his books as a condition to giving him 
more money ? 

Mr. Ammann. I relied at first on his statements and on the state- 
ments of his bookkeeper and the son-in-law, and I found his son-in- 
law a pretty reliable person—his stepson, I mean, not his son-in-law— 
his stepson. 

Mr. Fiscuracu. How did you ever cast yourself in the position of 
relying on anything that Jackson Turner told you when you had this 
report in advance of being appointed as conservator, that there was 
great danger that the veterans’ houses would never be completed ? 
How come you approached Jackson Turner with an attitude of re- 
liance instead of with an attitude of grave suspicion ? 

Mr: Ammann. When the money was paid out improperly by the 
association that would not be Jackson Turner’s fault. I did not know 
when I first started with him that he would not tell me the truth. 

Mr. Fiscusacnu. Did you think that Jackson Turner would have 
had any measure of responsibility if he had received 90 percent of the 
funds committed and had not used them in the construction of vet- 
erans’ houses ? 

Mr. Ammann. If I wanted to suppose, I could suppose that perhaps 
the money might have gone over to build Nu-Lite slabs in which later 
the officers of the association were found to have a financial interest. 
I was not supposing; I was trying to find the facts. 

Mr. Fiscuracnu. I thought a moment ago you said that you never 
were satisfied that the officers of the association had a financial in- 
terest in 
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Mr. AmMaAnn. No, I said during the time I was in the association I 
had not seen anything which established the fact beyond my strong 
suspicion. 

Mr. Fiscusacu. Later on did you find out that they did have a 
financial interest ¢ 

Mr. AMMANN. Later on I was informed, yes. 

Mr. Fiscupacn. Were you satisfied with that information ? 

Mr. AMMANN. Yes. 

Mr. Fiscuzacn. Mr. Gregory, did you ever have a financial interest 
in Nu-Lite? 

Mr. Grecory. As far as any ownership of the company, no. I loaned 
Mr. Turner some funds from time to time to assist him personally. 

Mr. Fiscusacu. Is that the financial interest you are referring 
to, Mr. Ammann ? ) 

Mr. Ammann. Whether the information I have that he is shown 
to be a stockholder or whether the statement that he makes that he 
had an interest in it by advancing them funds still would show to me 
that he had a financial interest in the success of the operation and in 
the houses in which that material was used—if that was so, it is im- 
material to me which way it was. 

Mr. Fiscupacu. In that sense, [ take it, you had a financial interest 
in Nu-Lite. 

Mr. Ammann. No, sir. 

a, Fiscupacu. Didn’t Nu-Lite benefit from advances that you 
made 

Mr. AMMANN. I never gave any money to Nu-Lite, to my knowledge. 

Mr. Fiscusacu. I thought you advanced moneys to Jackson Turner 
so that. he could make slabs, Nu-Lite slabs? 

Mr. AMMANN. No. When the material was fabricated for delivery, 
we had to pay for the material the same as we would anybody else 
selling material. It is my recollection—I am not positive about it 
at the moment—that we included on Jackson Turner’s payroll the 
time of the men who worked on casting the slabs, so we would have 
paid just for the material and just for the labor of the men who 
fabricated the slavs. I am not certain of that now, it is so long ago, 
and I don’t remember that detail. 

Mr. Fiscupacu. While you were conservator, Mr. Ammann, did 
you have occasion to consult with Mr. Wyman ? 

Mr. Ammann. I may have talked to him at times. I don’t know 
whether I consulted with him. I am not sure that I understand what 
you mean by that. 

Mr. Fiscupacu. He was chief supervisor, that is what I mean. 

Mr. AMMANN. He was chief supervisor. He was not my superior 
while I was conservator. I took no instructions from him. 

Mr. Fiscunacu. Did he at any time try to give you any ? 

Mr. AMMANN. No, sir. 

Mr. Fiscupacn. And you at no time sought any from him? 

Mr. Ammann. I never sought any instructions from him. I may 
have, like I did with attorneys or with the governor or the assistant 
governor, in matters which I felt they were informed about, I would 
merely present some facts to them and say, “What is your judgment ?” 
Purely as a matter of testing my own judgment. I didn’t know 
whether I ever talked to Mr. Wyman about something like that. I 
have no recollection that I did. 
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Mr. Fiscupacu. Your records were audited while you were con- 
servator, were they not? 

Mr. Ammann. There was an examination made and an audit in 
connection with the close-out examination. 

Mr. Fiscusacu. Did you ever have any exceptions with Mr. Wyman 
in connection with the examination that was made? 

_ Mr. Ammann. No, I don’t know that that would be his responsibil- 
ity. 

Mr. Fiscusacn. Have you had occasion to consider the statements 
that you made in your various requests for authorization in con- 
nection with the Jackson Turner affair in the preparation for your 
testimony here ¢ 

Mr. Ammann. I have reread those authorizations quickly. I have 
not had time to go into detail, but I have read those. 

Mr. Fiscuzacu. Is your testimony here as you have given it consist- 
ent with the statements that you made in the requests for authoriza- 
tions ¢ 

Mr. Ammann. I believe so. 

Mr. Fiscuspacn. Did you have any statement that you wanted to 
make in connection with the Jackson Turner matter ? 

Mr. Ammann. I don’t think I am quite through with Mr. Turner’s 
affidavit. 

He says in the first full paragraph on page 2 in effect that. I stopped 
progress payments on the property, and that had I not done so he 
could have completed all those homes without increasing his loan. 

That is not a true statement. The construction was not stopped. 
As these authorizations you referred to, and the attachments to them 
will show, Mr. Bourland, upon making his first field inspection of his 
properties, came in and reported that a very important essential of 
working out with the minimum loss in these properties would be a con- 
tinuance of construction without halt, so there would be no breakdown, 
no pile-up of liens or lien rights or loss of anv momentum, such as there 
may have been on the job. So that when Mr. Turner told me that he had 
a payroll to meet prior to the first agreement we made—we made a quick 
brief agreement after I consulted with Mr. Newell to see that he would 
authorize it, and we advanced funds to him there so that his payroll 
would be met, and so that other costs which had to be met at that time 
to keep the job going could be met. His credit was not stopped. As 
a matter of fact, I made no contract with any of these material supply 
houses until after I found that he was not getting material that was 
available because he was not paying for it, and they would not deal 
with him because he had exhausted his credit with them. 

So, as a matter of fact, I underwrote his credit in order to keep the 
thing from breaking down. 

Mr. Fiscnueacu. In spite of your having underwritten his credit, 
didn’t he experience difficulty in getting materials? 

Mr. AmMANN. There were some materials which were critical. We 
found some things which he said he could not get that we could get. 
We had to go to different places, and we paid the going market price, 
the same as we would have paid at the price he was trying to get it if 
thev had had it. 

There were some things that we could not get, but could get some- 
thing else just as good, so we used that. 
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There were a few items, not enough to hold up the major construc- 
tion, which we had to wait for, which we had to order, perhaps, and 
get; but we found by shopping around—for example, he said they 
could not get large-size sinks, and they put in little sinks. You could 
not even get a dinner platter into them to wash in the kitchen. You 
could not get anything else. So he had to fabricate them on the job, 
and was fabricating them at a terrific cost. 

We went out—sent out men and found that we could get metal 
cabinets at a lesser cost than he was putting them in for. We started 
to get them, and after a few, the place said, “We don’t have any more,” 
and we went to other places, and we got them, so there were a few 
things we had to shop around for, but the bulk you didn’t have to. The 
main problem was that you had to pay for it when you buy it. 

Mr. Fiscunacn. By the way, Mr. Ammann, were you ever aware of 
the fact that the veterans’ complaints against Jackson Turner were 
the subject of a hearing before State authorities in connection with 
the State’s inquiry into whether Jackson Turner should or should not 
continue as a licensed contractor ? 

Mr. Ammann. Yes, I had heard of that, but the matters of —— 

Mr. Fiscupacu. What did you hear? 

Mr. AmMMANN. The interests were different from the matters 1 was 
interested in. My understanding of the hearing was that they had 
complained he was not complying with his contract with them. That 
was the essence of it. 

Now, his contract had no completion date on it. Some of these 
houses had been under loans which were over a year old and were not 
finished. The veteran was delinquent on his loan according to his 
contract, and he was expected to meet the interest and principal 
charges while he was not living in the house, and that brought about 
dissatisfaction. 

You understand that the investigation made by the State author- 
ity—I don’t remember the name of it—was to the effect or their find- 
ing was to the effect, that he had not violated his contract with them; 
that he had no binding date as to when he would be through, and they 
knew that there was difficulty in getting some materials, and their 
conclusion, as reported to me, was that they found that he had not 
violated any legal requirement that he was bound to. But that was 
very different from the situation in the institution. 

I was not concerned here with whether Mr. Turner—solely with 
the question of whether he had complied with some technical require- 
ment under State law. I was concerned with the fact that this institu- 
tion was financing a 100 percent of the cost of houses for veterans, and 
that they had paid that money out not for construction on those 
houses but for other purposes, apparently, and surely in advance of 
construction, because there was not enough money left in the loans. 
to complete the houses. 

Mr. Fiscunacn. When you were concerned about that, didn’t your 
notice come within the provisions of the contract between those 
borrowers and the association which authorized the association to 
pay out all moneys to Jackson Turner ? 

Mr. Ammann. Upon inspection and in relation to construction of 
the houses, yes. 

Mr. Fiscusacu. In the light of that, why didn’t you mention that 
when you made a résumé of the transaction and sent it up to the 
Governor ? 
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Mr. AMMANN. I attached to the authorization a copy of the agree- 
ment. You havea copy of it there, I think, taken from that very file. 

Mr. Fiscusacu. But in the body of your report you failed to men- 
tion that there was authority on the part of the association to disburse 
those funds to Jackson Turner. 

Mr. AMMANN. I have never conceded there was authority to pay the 
money out as it was paid out. 

Mr. Fiscusacn. Did you not claim that the only way the associa- 
tion was authorized to pay out the money was in series of five pay- 
ments of 20 percent each ? 

Mr. AMMANN. I don’t know whether I claimed it had to be five pay- 
ments or whether it needed to be seven. I do not care how many 
payments it was as long as it was not in advance of construction, as 
long as the money remaining was enough to finish the house, pay 
all the bills. 

Mr. Fiscupacu. Couldn’t you, in fact, make the claim when you 
wrote the matter up and sought authorization to advance further 
funds, that the association’s authority was limited to paying out 20 
percent when a certain stage of completion had been reached, another 
20 percent when a further stage of completion had been reached? 

Mr. Ammann. I don’t remember whether I stated it in those words 
or not, but the substance of the whole thing is simply this: That the 
money should not be paid out faster than the actual labor and ma- 
terial were incorporated in the structure or in such amounts that the 
remainder left would not finish the house and pay all the bills. 

I am not concerned, and was not then, whether it was four pay- 
ments or three. They had a schedule which they generally followed 
on other loans, and that was, I think, five payments, and I may have 
alluded to that, but the substance of the matter is not whether it is five 
or whether it is seven. It is whether there is soundness in the 
operation. 

Mr. Fiscuracn. Did you join with Mr. Wyman in criticizing 
Long Beach Federal for taking a portion of those moneys and in- 
sisting that they be used to open a share account and be retained by 
the Long Beach Federal as a guaranty of completion ¢ 

Mr. Asmmann. I don’t know whether I did or not, but if I didn’t I 
do now. 

Mr. Fiscusacn. By the way, Mr. Ammann, do you recall the 
21,000 $1-share accounts? 

Mr. Ammann. Yes, sir. 

Mr. Fiscurnacn. While you were conservator, did you keep those 
accounts on the books of Long Beach Federal ? 

Mr. Ammann. I think we let them stand just as they were when I 
came; I don’t think we made any change. 

Mr. Fiscupacu. Why didn’t you close them out? 

Mr. Ammann. I don’t remember what was done about the books 
on it. The identities of them, the details were, when I left—— 

Mr. Fiscueacn. I know, but the question is why didn’t you close 
them out ? 

Mr. AMMANN. They were matters involved in the attempted hear- 
ing which would be heard, and I let those matters stand just as they 
were. 

The association had the money in its possession; whether the ac- 
counts were set up or whether they were not, would not make any 
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difference in respect to that. I do not know that I considered that 
angle of the thing at the time, but I do know this, that it would have 
taken thousands of ledger cards to set up a dollar on each one of them, 
and pass books and so on, a cost much more than the accounts were 
worth, so far as the value to the institution was concerned, if I wanted 
to look at them as actually being share accounts. 

Mr. Fiscunacn. The great criticism was, wasn’t it, of the fact that 
the opening of these accounts represented a threat to the mutuality 
of ownership? 

Mr. AmMMaANN. It did; yes, sir. 

Mr. Fiscusacu. Why didn’t you close them out ? 

Mr. AMMANN. They could not be used while I was conservator. 

Mr. Fiscupacu. Why couldn’t they ? 

Mr. Ammann. There were no meetings of the shareholders while I 
was conservator at which they could be used. 

Mr. Fiscunacu. Why weren't there meetings, Mr. Ammann ? 

Mr. Ammann. I did not call any and no one else called any. 

Mr. Fiscupacn. Why didn’t you? 

Mr. Ammann. I saw no occasion for it. 

Mr. Fiscusacn. Didn’t you think the shareholders had a right to 
have a report from you as to what you are doing with the association 
in which they had a right of ownership ? 

Mr. Ammann. I was responsible to the Home Loan Bank Board 
as conservator. 

Mr. Fiscupacn. But not to the shareholders? 

Mr. Ammann. I was in there in the interests of the shareholders, 

es; but 
. Mr. Fiscunacn. Were you not responsible to the shareholders ? 

Mr. Ammann. In the ultimate sense, I suppose so. 

Mr. Fiscupacu. Why didn’t you hold some meetings then ? 

Mr. Ammann. What would be the accomplishment at meetings? 
There would be nothing to do. 

Mr. Fiscusacu. Did it occur to you that if the management of Long 
Beach Federal was as lousy as you say, that possibly the shareholders 
could have been persuaded to elect new directors and officers ? 

Mr. Ammann. The Home Loan Bank Board, under the responsi- 
bility of the Commissioner—the Commissioner under the responsi- 
bility he had, appointed a conservator in the interests of the share- 
holders and the public. 

A hearing was supposed to have been held on those charges, at 
which time the administration would make a determination of what it 
would do. 

When the administration determined what it would do, there might 
then become advisable or necessary a shareholders’ meeting, at which 
time it would be called. 

Prior to that time the members could not decide the merits upon 
which the Government acted. 

Mr. Fiscusacn. Mr..Ammann, in the 20 months you were there, 
you did nothing to vitiate the 21,000 $1-share accounts ? 

Mr. Ammann. My recollection is that I let them stand just in the 
incomplete state they were when I came in there. 

Mr. Fiscupacu. Why ? 

Mr. Ammann. First of all, I did not consider them valid. Sec- 
ondly, I did not think that it made any difference. 
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Mr. Fiscuspacu. You did not consider them valid, is that right ? 

Mr. Ammann. I did not consider they had any value. 

Mr. Fiscupacn. Did you think that they could be voted ? 

Mr. Ammann. I do not know whether I ever decided that question 
in my mind or not. If the time had come for a vote, I would have 
gone into the matter with the counsel, I suppose, and found out. But 
1 was so concerned with matters which were of opeaetang moment— 
you understand, I was operating the institution; I was not deciding 
whether the conservator should have been appointed, whether there 
should be litigation, whether there should be a,hearing, and so on. | 
had nothing to do with that. I was solely the operating officer of that 
institution. 

Mr. Fiscunacu. When it came to the question of foreclosing, you 
say you consulted counsel and you were advised that you could not 
foreclose. 

Mr. Ammann. That was a matter to be done through legal proc- 
ess, and so I asked the attorneys what the legal process would be, anid 
whether there were legal means by which it could be done feasibly. 

Mr. Fiscusacn. You were advised there were no legal means by 
which that could be done? 

Mr. Ammann. None that would accomplish the end which we 
sought, within a reasonable time. 

Mr. Fiscusacn. When you retired as conservator, you resumed’ 
your function as assistant chief supervisor, did you not? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacn. You knew there was an election ordered by the 
court, did you not? 

Mr. Ammann. I believe so. 

Mr. Fiscuracnu. In advance of that election, did you study the 
matter of these 21,000 $1-share accounts to determine whether they 
could be voted at the election ordered by the court ? 

Mr. Ammann. I was no longer conservator at that time. 

Mr. Fiscusacn. No, you were assistant chief supervisor, I under- 
stand, at the time. 

As assistant chief supervisor, did you study the question as to 
whether the $1-share accounts could be voted ¢ 

Mr. Ammann. I did not, Mr. Fischbach. 

Mr. Fiscupacn. Why not? 

Mr. Ammann. I had no concern with it. It was a matter the court 
was handling, I supposed. The court ordered the election. 

Mr. Fiscupacn. Did the Home Loan Bank Board ever object. to 
the court ordering an election ? 

Mr. Ammann. I do not know. 

Mr. Fiscupacn. Did you as assistant chief supervisor? 

Mr. Ammann. I did not. 

Mr. Fiscusacn. Did your boss, as chief supervisor ? 

Mr. Ammann. Not to my knowledge. 

Mr. Fiscusacu. You were not in any way goncerned with whether 
the 21,000 $1-share accounts would be voted at that election ? 

Mr. Ammann. The Home Loan Bank Board was handling the 
matter with its counsel, the Department of Justice, and the court. I 
was not in the picture. I was not consulted. 

Mr. Fiscusacn. You volunteered no position in connection with 
that for the consideration of the Board, did you? 
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Mr. Ammann. No. The Board’s files and its attorneys knew every- 
thing I knew. 

Mr. Fiscrreacn. You, as assistant chief supervisor, volunteered no 
information to the Board, and no view to the Board that the $1 share 
accounts should not be voted at that election ? 

Mr. Ammann. I don’t even know that the Board was consulted in 
respect to that election. I know nothing about that; I had nothing to 
do with it. 

Mr. Fiscusacu. More particularly, in connection with the voting 
of the $1 share accounts at that election, you sent no memorandum 
forward for the Board’s consideration ? 

Mr. Ammann. I had no knowledge about that at all. I did not 
know about the election until after it was held, as I remember it, the 
meeting; that is my recollection. 

Mr. Fiscnracn. Have you any further comment to make in con- 
nection with Mr. Turner’s assertions? 

Mr. AMMANN. In the third paragraph—I have a hard time getting 
down through this—in the third paragraph on page 2 he makes a 
statement, the substance of which is, losses which are to be suffered on 
these loans by the association and by him are due directly to actions 
by me. That is not a true statement. 

Mr. Fiscupacu. At least, that is his opinion and you differ with it. 

Mr. Ammann. He states it as a fact. 

Mr. Fiscusacn. We take it as his opinion, Mr. Ammann. 

Mr. Ammann. Not being an attorney, as I see the statement there, 
I want to deny it. 

He makes a statement in this fourth paragraph : 

The Farmers and Merchants Bank thereupon made its appraisals and advised 
affiant that it would completely refinance such construction loans and requested 
that the Long Beach Federal’s demand with the proper documents be sent to an 
escrow for such purpose. 

That would be on all loans it had. If the Farmers and Merchants 
Bank ever made such a demand, I never did see it, and would say, as 
far as my knowledge is concerned, it was never made, 

He makes a statement in the same paragraph : 

That Mr. Ammann told the affiant he would not accept full payment. 


That was an untrue statement. The very agreement which he 
made, the very first one, we stated in there specifically that on all 
this collateral we assigned it an arbitrary value which he agreed 
with, and at any time he would produce the money from whatever 
source for that amount, we would release everything that we had, give 
it to him, assign it, or ‘receipt it, either one, and give him the paper. 

As a matter of fact, as his construction went along and we could 
find someone who could buy one of the properties, we even financed 
their purchase of it in or der to get the money back into the fund, 
which is very different from what he says. 

He says at the top of page 3 that I refused to cooperate to get court 
approval and stated I would oppose such action. 

I could no more have opposed his action and stopped him than I 
did the others. I did not initiate any opposition to anyone getting a 
reconveyance deed. 

Mr. Fiscnracn. Who did? 

Mr. Ammann. That was done through the Department of Justice 
handling the matter. Maybe in my behalf they may have opposed 
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some, but I believe they were all granted and none were asked for 
that was denied. 

I have no reason to assume Turner’s would have been if he had 
applied. 

He states that—in that same paragraph—I stated that by the time 
affiant could procure a district court order and defend it through the 
various appeals, that the properties then in various stages of construc- 
tion would so deteriorate that affiant would take a loss. 

I made no such statement, and the facts in respect to that deny his 
own statement, it seems to me, for this reason: The association was 
lending a hundred percent of the cost of those houses. When the 
initial loans were made, the early disbursement was to buy the lot. 
He did not even buy the lot under those loans. If there was any 
loss from deterioration, it would not be his loss; it would be the 
association’s loss. 

And the whole premise down through these authorizations, if you 
read them, and the exhibits attached, prepared by the attorneys, the 
thing that we wanted to avoid by all odds, was anything that would 
permit those houses to stand exposed incomplete to the weather and 
vandalism, because those Nu-Lite slabs are very fragile before you 
get cement blown on both sides with a gunning process they have. 
Twenty-five percent of them broke between the time they were fabri- 
cated and the time they got to the job, we found, because they had 
diluted the mix and were not handling them properly, and so on. 

So that the very interest I was trying to cover and preserve would 
be contrary to anything that would have a tendency to promote deteri- 
oration or delay. 

Now he comes down in the next paragraph on page 3 and said this 
was the amount stated by Ammann to be necessary to complete con- 
struction. 

We went out over these jobs, the appraisers, made their estimates; 
Mr. Turner went over them, they advised with him as to the cost 
of the Nu-Lite, because we had no way of knowing what it was except 
from him or somebody who was processing the stuff, and he agreed in 
writing in a statement. 

He said, “I need the money, I think this is the amount of money 
that will do the job.” And the association had in its files, when I left 
there, a written statement by him to that effect. 

If it is not out of order for me to suggest this, if you get that in 
the record, signed by Mr. Turner, it might have some relation to 
the statement he makes in this affidavit. 

He says further, if the association fulfilled its obligations in good 
faith, he would have needed only a small portion of the fund. The 
substance and meaning of that is that the association did not fulfill 
their obligations in good faith. 

That is not a true statement. 

He further says that the association, instead of assisting and making 
releases at the proper time, refused and delayed proper payment, caus- 
ing affiant to destroy his credit and causing subcontractors to abandon 
their contracts; that is not a true statement. 

Now he mentioned the fact here that he had a heart attack which 
was a result of the treatment which I gave him. He told me that he 
did not have enough money to operate his own household, and in this 
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operation we paid him a salary so that he could live while we were 
doing the job. He calls that mistreatment. 

He says that personnel under my direction gave direction to sub- 
contractors and others, contrary to his instructions and while he was 
sick in bed. Now that is not a true statement. The facts in respect 
to that are this: 

We agreed at the outset as to what the order of construction would 
be. He agreed that was the sensible procedure. We wanted to take 
the veterans’ houses and get them done first, and when we got to his, 
we would finish the first one and get it on the market, get money for 
it and establish a revolving fund. : 

While he was out on the job, he and his men, a subcontractor came in 
and set in plumbing on a number of lots on which there had been no 
construction, and we had to pour slabs over that to save that. 

He did a number of other matters contrary to instruction. 

When we could not find him, his office did not know where he was. 
We had heard that they were putting in a Nu-Lite plant in another 
town, so we had our appraiser go down there, and he saw him at this 
new plant they were building. I suppose that is the time he says he 
was in bed. 

Then we got together with his stepson and agreed on what would 
be done. He did a number of things in respect to that construction 
which violated all good rules of construction, caused thousands of 
dollars of additional money to have to be spent. That is all set out 
in these authorizations and the attachments to them. 

You can go back and see the details of that. I will not take your 
time here, unless you want to go into it. It is fairly well set out. 

Mr. Fiscupacu. I have gone through those authorizations, and if 
the facts as reflected therein are really what did transpire, 1 can’t . 
understand why you did not bring a halt to Jackson Turner’s activities. 

Mr. Ammann. After I got into the job and we had invested the 
further amounts, after I found out that he was not reliable, that he 
wasn’t doing a competent job of building, I was already into it. I 
had to consider the amount back of us in the properties, and not 
only whether I would have started out again. Having got down in 
there as deeply as I did, if I could have foreseen that his actions were 
going to be what they were and his competence and reliability going 
to be what they were, and if I could have gone back to the start 
again, I would have made a different decision. 

I was not in that position after June 17. Getting into 1947, I was 
not where I could make a decision like that back last May. 

Mr. Fiscunacu. How is it, Mr. Ammann, that you maintained the 
kind of records you did in relation to the Jackson Turner affair? 

Mr. AMMANN. I am not sure that I get the import of your ques- 
tion, Mr. Fischbach. 

I tried to maintain as complete a record in it as I could. 

Mr. Fiscusacu. The impression that I have is this: That the 
nature of the records you maintained was such that upon an audit 
made by the accountant furnished by the Federal Bureau of Inves- 
tigation, in connection with your accounting, it was impossible to de- 
termine allocation of approximately a hundred thousand dollars of the 
$164,000 that you are presumed to have advanced to Jackson Turner. 

Mr. Ammann. What that statement means, as I understand it, I 
want to be sure I understand your question and answer it as fully as 
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I know how, that we paid out some hundred thousands dollars; we 
did not know where it went. 

The facts in respect to that are this: We set up a special book for 
these properties which Jackson Turner was building in which we set 
down the governing particulars to the loan, the amount that was un- 
‘disbursed, the estimate by the appraisers as to what it would cost 
to finish, and as time went along, those estimates had to be revised 
because of various things that occurred; and then we entered in there 
the orders which were issued for material. 

smn vouchers were noted in this, and as those were paid those were 
noted. 

In respect to some of this construction, it is different from the con- 
ventional house. For example, you order a load of Nu-Lite slabs 
or they pile a pile of them out there. 

How many of them go into this house or how much of the break- 
age should be charged against this house as distinguished from that 
house ? 

Then when you order folks to come out to shoot this gunnite on the 
houses, and they shoot it on three of them or three and a half, you 
have to pay that bill, you find out they broke down in the middle of the 
job, and took a half day’s time to get the machinery back into work- 
ing order. Which house are you going to charge it against ? 

When we got the bill, we knew it went on those houses, and we 
prorated it on those houses. We were thrown out of the construction 
for a couple of days, and while we were out—we were put out, | 
should say—and while we were out that book became lost. It took 
me a while to find it. It got out of kilter, it wasn’t kept up currently 
because we could not get hold of the book. - 

Prior to that time, until we came down to our second agreement 
with Turner, he was buying materials which were lienable against 
the properties, and we could not be sure which house it went into, 
but I had to pay the bills in order to keep the properties clear of liens. 

We know what we ordered went into those houses, but we could 
not positively say which one of them; all we could allocate we did, but 
we know it went into this group of houses. 

Therefore, when we come to the end, that would be prorated on 
those houses and that would be the prorated investment. 

Mr. Fiscusacn. Wasn’t that what you criticized Long Beach Fed- 
eral for? 

Mr. Ammann. No,sir. The bills I had paid, in respect to this, were 
left there. Every disbursement I made in respect to this was sup- 
ported by a voucher detailing what it was. The disbursements made 
prior to the time that I came there were not so disposed. There were 
no plans, specifications, estimates, bills of particulars, and so forth, in 
respect to these Nu-Lite houses. The association did not have any, 
and Turner could not find any. Turner said he had them, but they 
were all mixed up and could not be identified. 

Before May 20, the bookkeeper brought the bills down, totaled them 
up; he took the checks and bills back. 

We had inspectors on the job, so that we know where that materia! 
went and the money went into those houses, and the supporting detail 
is in the institution, but some of it cannot be stated that it went in the 
first or second house in this block. It went into all these houses in 
this block. 
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Mr. Fiscusacn. It was my understanding that part of the criticism 
made against Long Beach Federal on the Jackson Turner transaction 
was that the records did not indicate which specific house a disburse- 
ment was related to. 

Is that impression of mine correct, or incorrect 

Mr. Ammann. The fact, as I see it, is this: The association paid out 
money on loan No. 2, and nothing was done on the property securing 
loan No. 2. The money was spent somewhere else. 

Mr. Fiscupacu. Was it done in connection—although the money 
was charged to loan No. 2, was something done in connection with the 
entire project? 

Mr. AmMANN. If it were not done on loan No. 2, none of the money 
should have been paid out of loan No. 2. 

You understand, there is this distinction, I did not pay out any 
money, didn’t intend to, if there was, it was an oversight or a book- 
keeping error, to pay out any money on those loans where the funds 
left were not sufficient to complete the house. 

Then we started out here with a pot of $60,000. That was to go 
into all those houses. 

It wasn’t too material from an over-all standpoint which one of 
these it went into so long as it went into them and was sensibly spent. 

Mr. Fiscuzacu. Couldn’t that same principle apply to the Long 
Beach Federal of the entire Jackson Turner construction loan ? 

Mr. AMMANN. No; I would say not. 

Mr. Fiscupacn. Why would it apply im your favor and apply di- 
rectly contrary to the management of Long Beach Federal ? 

Mr. Ammann. The association had separate individual loans on 
separate individual lots. Now I can understand, and I think that you 
can understand how, if you were going to build six houses on six 
adjoining lots in a block, that you would have an operation going 
along, one house might be built before another, and you might not be 
able to tell every nickel separately from each house. 

Mr. Fiscuspacn. That is perfectly true. 

Mr. AmmANN. You would not be spending money from another 
“_ down the street on these six houses, and that is what they were 

omg. 

Mr. Fiscusacu, You might if you were dealing with the same 
builder and you were dealing with the development of a particular 
community. 

Mr. Ammann. No, you do not under construction procedure, do 
that, Mr. Fischbach. 

If you are building 10 houses, 5 of them in one block, and 5 in 
another, and you spend money on those 5 houses down here, you do 
not go up into 5 loans on houses not even started and get your money. 

Mr. Fiscusacn. You might do that. 

_ Mr. AMMANN. It was not a blanket mortgage operation. This was 
individual mortgage operation. 

Further I would agree with you to this extent so far as principle is 
concerned: That is, that if there was enough money left in all of those 
Nu-Lite loans to finish all of the Nu-Lite houses, since you had the 
same borrower on all of them, you probably would come out all right. 
But if there was not enough money left in all of them, the ones you 
had done work on, and the ones you had not, there was not enough 
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left to finish the houses, you were furnishing a hundred percent of the 
financing and the builder tells you he is broke, then it 1s an entirely 
different proposition. 

Of course, none of the license that that would imply, would apply 
to the houses being built for the veterans. 

There is no license there to borrow from one man’s loan to build 
another man’s house. 

Mr. Fiscusacu. Do you have any further comment in connection 
with Mr. Turner’s assertions ? 

Mr. AMMANN. His statement in the next to the last paragraph on 
page 3 of his affidavit that I refused to make any progress payments 
or pay any bills from the unused part of the construction until the 
collateral agreement was executed on June 22 is not true. 

We paid out money to Mr. Turner before the date that agreement 
was executed, as I have told you, and as my further authorization 
shows that I did, to meet the payrolls that were then pending and the 
bills that had to be met, in order to keep the job from breaking down. 

I did tell him that we would not pay out any money until we saw 
where we would come out. 

I paid out money to Turner before execution on June 22 of the 
agreement, contrary to his statement. 

The paragraph beginning on the bottom of page 3 of his affidavit 
is confusing, and I am not sure I understand it. 

So far as 1 understand this paragraph, I think that it is mislead- 
ing. This collateral that Mr. Turner pledged was not money. I could 
not buy anything with it. I could not sell it and deliver acceptable 
title because I could not get a reconveyance deed. I could not cause 
contract purchasers on that paper to pay anything more or any faster 
than they had agreed to pay, and therefore it was merely a means out 
of which ultimately, if collections came, there would be a refund. 

It wasn’t money available to be used at that time at all. Asa matter 
of fact, his net worth was represented to me as not more than half and, 
as I recall, less than half the figure he puts there as additional assets 
in effect which he had. 

He says on page 4 I claim he signed additional notes aggregating 
$160,000. 

I obtained authorizations, I think, aggregating that figure—that 
is my recollection that they totaled that. I do not know whether he 
signed notes for that full amount or not, because down toward the end 
if we had not disbursed all of the amount authorized, he might not 
have signed notes for all of them, because I did not cause him to sign 
a note at the start for $160,000. 

We would wait until we needed a replenishment of our construc- 
tion fund before I would have him sign another note, so he would not 
be owing interest on that money in advance of the time that we had 
to use it. 

Now he says on page 4 that his home is being sold and that there 
are unsatisfied judgments and claims against him because of treat- 
ment he received from me. 

That is not true as to cause. He may have lost his home. I do not 
know anything about that. But the cause of it is nothing that I did. 

I would say that the association had a loan on that property; I 
think I took a second mortgage on it to tie down the equity so he 
could not deal anywhere else. I took that as additional security. 
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If the management there, being able to do the things that I was not 
able or free to do, if they haven’t caused him to lose anything he had 
to protect the association, that is not a responsibility of mine. 

He says in the last paragraph in his affidavit, he does not believe he 
justly owes the notes excepting a small part of them. He signed those 
notes willingly, the money went into those construction projects, he 
authorized the expenditure, he or his stepson authorized the expendi- 
ture of the money that went into it, he neglected and failed to abide by 
his agreements, he misrepresented, he abandoned the job, and so it 
would seem to me this represents an attitude toward the obligations 
which he revealed after we got into the operation with him toward 
his other commitments. 

Mr. Fiscupacn. Mr. Ammann, you had occasion while you were 
conservator to give consideration to the hotel lease that had been made 
by Long Beach Federal ? 

Mr. AMMANN. Yes, sir. 

Mr. Fiscupacu. After you gave it consideration you took action 
to invalidate the lease, did you not? 

Mr. AMMANN. I wrote, as I recall now, a letter to the lessee—— 

Mr. Fiscnpacu. Repudiating it. 

Mr. AmMANN. Repudiating the lease and demanding that he turn 
the money over to the association. 

That was ignored and none of the money turned over to the associa- 
tion: 

Mr. Fiscusacn. Why didn’t you follow it up? 

Mr. Ammann. I saw that it was fruitless. I met him occasionally 
on the street and had visits with him now and then. I know this: 
That we were inspected, we had asked for a fire inspection of the 
building. I was worried about the fire risk in the building. 

So we had the fire underwriters send a man to inspect the building, 
and he recommended that we put in fire extinguishers, the cheap kind 
that you hang on the wall. 

I talked to the manager of the hotel, and I said, “Since you folks 
are keeping all the income on the hotel, I would like for you to pay 
out of that the cost of these extinguishers in that part of the building.” 

And he said, “Well, I will have to talk to Mr. Turner about that.” 

I said, “Well, you talk to him.” 

I saw him a little later and asked him, “What are you going to do?” 

He said, “Mr. Turner told me he had to talk to Mr. Gregory about 
it. 

I was convinced it would do no good to talk more about it. We 
got the extinguishers for our part of the building. 

I was convinced further it would do no good to talk to Mr. Turner 
about the lease because I felt from the lease itself, from the record in 
the institution about it, it is a fraudulent sort of affair, it is not a 
bona fide arangement at all. That would be another reason why I 
would not talk te Mr. Turner about it. 

I called the attention of our counsel, our attorneys, to all the facts 
Thad and asked whether it might be advisable to take any legal action 
about it; and they said that the Department of Justice was in charge 
of the litigation and that they would take that into consideration at 
the proper time, and so the matter stood at that point. 

ow in respect to this lLase, a couple of other things I would like 
very much to have an opportunity to say—— 
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Mr. Fiscupacn. We are glad to afford you that opportunity, Mr. 
Ammann, but I am still not clear in my mind as to your action in 
repudiating the lease. 

Let’s stop there a minute. Did you discuss that with the lawyers 
before you wrote the letter, repudiating the lease? 

Mr. AmMANN. It is my recollection that the letter I wrote was 
written with legak guidance of counsel. 

Mr. Fiscupacu. Mr. Meininger? 

Mr. Ammann. I think it was he. I am not sure whether it was he 
or one of the other attorneys. 

Mr. Fiscupacn. When you got clearance from one of the lawyers to 
write the letter repudiating the lease, you got an answer from Mr. 
Turner, didn’t you? 

Mr. AMMANN. Not that I recall. 

Mr. Fiscugsacu. Didn’t Mr. Turner take some action in direct re- 
lation to your letter advising him that the lease was repudiated ? 

Mr. Ammann. I do not recall that he did. 

Mr. Fiscupacu. Didn’t he take the matter into court ? 

Mr. Ammann. I do not remember that he did. He may have. 

Mr. Fiscurnacn. Weren’t you advised of what followed ? 

Mr. Ammann. I do not recall that I was, and I couldn’t tell you 
now what followed. 

I have no recollection of it. 

Mr. Fiscupacn. Didn’t Mr. Turner immediately go into court and 
ask for declaratory judgment to determine what his rates were under 
the lease? 

Mr. Ammann. I do not recall that I knew that. 

Mr. Fiscunacu. If Mr. Turner did that and there were any legal 
proceedings in connection with his seeking a determination of status 
of that lease, is it your testimony that you were not consulted about 
them at all? 

Mr. AmMAnn. I have no recollection about it. My only recollec- 
tion in respect to that and Mr. Turner is that he came to one of my 
assistants—and I do not think he wrote, I think he came—and talked 
to them about it, to the effect that there was an error in the lease. 

The minutes of May 8 pertaining to the lease provide in substance 
that the lessee might change the purpose of the building over to some 
other purpose, I believe at the expense of the lessor; whereas, in the 
lease they used “lessor” instead of “lessee,” and he represented that 
that was an error which they would like to correct in the lease and 
change that to give the lessee the authority, as the resolution would 
indicate he was supposed to be given the authority to do that. 

Mr. Fiscupacu. Wasn’t the very purpose of that lease to convert 
the building into an office building? 

Mr. Ammann. No. Here is the—let me put that in context. 

The resolution adopted by the directors says in substance, I think 
it implies, maybe the supervisors had asked this and so they were 
doing it. 

Another reason was that they had first thought they would convert 
it to an office building or to some other purpose, but they had since 
decided that would not be economical so they would not do that. 

They had also determined that the income on the hotel was such 
as to make it desirable for them to make a lease. 
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Those were, I believe, the three essentials, as I remember them, out 
of that resolution. 

So the resolution authorized a lease to be made, not all of the de- 
tails of the lease expressed in the resolution, but one of them as lL 
recall was that the lessee, Mr. Turner, would be given the right to 
change the building over. 

Now, then, carrying x that intent into the lease, the lease says, using 
the word “lessee,” as they say they intended to do it, that Turner would 
have the right to convert that building over to any other use at the 
association’s expense. 

Now, if it was the intent that it should not be spent, that it was not 
economical to do it for the association, then they determine it is eco- 
nomical to let somebody else do it under his own control, at the expense 
of the association. 

- urther that lease in layman’s language means this to me: For 20 

ears this association is in this position in respect to that valuable 
sca Mr. Turner collects the rent, collects the income from it, he 
pays all of his expenses as he decides they shall be, the association 
having no voice. 

If there is anything left after he pays his expenses the association 
can have half of it. 

During that 20 years the association pays the taxes on the real 
estate, he pays the taxes only on the personal property in the building. 
He is to maintain the building in repair as he sees fit to repair it at 
the association’s expense. This lease and this property up there in- 
clude the furnished hotel and the beds and linens and everything else 
that goes with the hotel. 

During that 20 years he has to replace nothing. If he does eee 
anything, what he replaces becomes his. That on its face, as related 
to the resolution and the date of the resolution, and so on, convinced 
me that the thing was a fraud and a misuse of the association’s assets, 
no question about it at all. 

You cannot find another hotel lease made by anyone who is not non 
compos mentis that reads anything like that. 

Mr. Fiscupacu. What was the provision of the lease with regard 
to the hotel, Mr. Gregory? Are those provisions as Siastibal by 
Mr. Ammann? 

Mr. Grecory. I don’t think they are, but it has been sometime since 
[ read it. I would like to compare it and then answer it. 

Mr. Ammann. There is a copy of it in exhibit C. 

Mr. Fiscupacu. We understand. 

Mr. Ammann. Anybody with experience with leasing real estate, 
I think, can understand what that lease says. You have to read it 
in the light of the resolution, which says the lessee has the authority 
where apparently in error they use the word “lessor” in one case. 

Mr. Fiscnzacu. Apparently a typographical error. 

Mr. AmMaNN. Apparently the intent was to turn over everything to 
the lessee, and they did not 

Mr. Fiscupacu. Had they not made that mistake, they would have 
given up that authority ¢ 

Mr. AMMANN. They gave everything but that by the words of the 
lease itself. 

Mr. Fiscusacu. When Mr. Turner received your letter repudiating 
the lease, did he not take the money and pay it into court and ask for 
some determination ¢ 
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Mr. Ammann. I do not know that he did. 

Mr. Fiscunacn. Mr. Chapman, can you answer that ? 

Mr. Cuarpman. I understand that Mr. Turner for a number of 
months paid the money into a trustee account at an independent bank 
and that, as the matter progressed and nothing happened, he finally 
intervened in court action, and he was brought in and interpleaded the 
money into the registry of the court and sought a determination of 
the validity of the attempt to cancel his lease and the validity of the 
lease and the terms and conditions which were to govern the lease, and 
pleadings were filed on behalf of Mr. Ammann in response to that 
intervention, attacking the jurisdiction of the court to decide the 
validity of the lease or the validity of the cancellation ; and the matter 
there rests, with deposits of the rent into court occurring every so 
often, either annually or semiannually as the rental accrued in the 
hands of the tenant. 

There are now a good many thousand dollars of rent in court paid 
in by the tenant in connection with the interpleader, and one of the 
issues yet pending before the court is the validity.of Mr. Ammann’s 
attempt to cancel the lease and the validity of the interpretation of the 
lease itself. 

Mr. McKenna. I would like to clarify my own recollection, to see 
if it is correct, and I think that it should be on the record. 

First, I think the first thing we should have here is the approximate 
date of when Mr. Ammann wrote that letter, which I do not know. 

Mr. Ammann. I do not recall now. It was in the early days of the 
conservatorship, but it might have been 30 days after May 20. 

Mr. McKenna. Probably not later than the end of June 1946? 

Mr. AMMANN. I might be able to find a copy. 

Mr. McKenna. If that is approximate, we can let it rest. My 
recollection of that action by Mr. Turner is that it was not filed until 
after the end of the conservatorship, probably about February of 1948, 
and that at that time he interpleaded, I think, some $10,000, and I 
do not know whether it was supposed to cover the entire period of 
realization on the hotel for May 20 or May 8, 1946 on, or not. 

Probably Mr. Chapman would be able to answer that. 

Mr. Cuapman. I think Mr. McKenna is substantially correct as 
to date. 

T am quite sure it was early in 1948 that the interpleader took place. 

My recollection on what was covered was half of the rental due 
under the terms of the lease rather than the entire rental—the period 
covered was from the start of the lease to the date of the first inter- 
pleader, and there have been successive interpleaders since then. I do 
not recall whether two or three, but several successive interpleaders by 
the tenant, Turner, of the rental on the hotel. 

Mr. McKenna. I think the record will speak to this; but, offhand, is 
it your recollection also that this interpleader of $10,000 by Mr. Turner 
was supposed to cover everything that was due the association under 
that lease from May 20, 1946, or whenever the lease was entered into, 
until February 1948? 

Mr. Cuapman. I think that is Mr. Turner’s version of what was due. 
If I remember right, the association itself through its officers asked for 
an accounting, which we have not yet obtained, because the court 
process hasn’t got that far. 
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I think all the matters are exactly in the blue-bound volume of the 
printed record. I think even the date of Mr. Ammann’s attempt to 
cancel is set forth in the printed record. 

Mr. Fiscupacn. Mr. Ammann, I want to ask you if, having heard 
both Mr. Chapman’s and Mr. McKenna’s comments in connection with 
this matter, whether their comments are entirely new, whether this 
subject is entirely new to you, or whether you knew about Mr. Tur- 
ner’s action in relation to it and what contentions, if any, were made 
in your behalf, if any were made in your behalf, by the lawyers 
handling the matter for the Government. 

Mr. AMMANN. I would say what they have said here confirms my 
recollection that none of that took place while I was conservator. 
Since that time, in respect to the matters affecting the association 
in the way of cases of court action or recovery for the association, and 
so on, I believe that has been handled mostly by the court and the 
Department of Justice. I don’t recall anything about that. If I 
heard about it or was consulted in 1948, I have no recollection of that. 

Mr. Fiscueacu. You haven’t been consulted about it since ? 

Mr. Ammann. I do not recall having any discussion about it. 
Would it be proper, Mr. Fischbach, in that connection for me to ask 
whether this money that they state has been deposited in court rep- 
resents the gross receipts of the hotel or just Mr. Turner’s division of 
the profits? ; 

r. Fiscupacu. It was indicated by Mr. Chapman that whatever 
was deposited by Mr. Turner was his version of what he claimed was 
due. 

Mr. AmMMANN. Half of the net, in other words. 

Mr. Fiscnnacn. I would assume so. But, apparently, there is some 
controversy about that between Mr. Turner, on the one hand, and 
the officers of the association, on the other, which has not yet been 
resolved. 

Mr. Ammann. There is one other fact in respect to that lease as to 
which I can testify personally. The manager of the hotel came into 
my office when I was in the association, in great surprise after May 
20 that there was a lease, and from May 8 on down to May 18 or May 
20 he was still bringing to the association the collections on the hotel 
as he had before the lease was made, and told me himself that he had 
no knowledge there was any such lease. 

Mr. Fiscunacu. Was there inventory taken after you were ap- 
pointed as conservator ? 

Mr. Ammann. Yes; I believe the inventory included an inventory 
of the hotel property. That is my recollection. 

Mr. Fiscunacn. Did Mr. Turner agree to that inventory ? 

Mr. AMMANN. I do not know that we asked him. I think the men 
making the inventory told the manager they would like to make an 
inventory, and with his permission they did it. They went to the man 
in charge of the hotel and got his permission to do it. 

Mr. Fiscusacu. In connection with the lease itself, was an inventory 
of the property ever made? 

Mr. AMMANN. At the time the lease was made? 

Mr. Fiscnpacu. No; shortly after you came into the picture. 

Mr. Ammann. I think the inventory as of May 20—the so-called 
conservatorship inventory made by the examiners assigned to that 
task—I believe that also included an inventory of the things in the 
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hotel. That is my recollection. I would have to look at it now to be 
positive, but I believe that it does. I do not know if there was any 
previous inventory; I never saw any previous inventory. 

There is one other thing in connection with that lease which I would 
like affirmatively to contradict. The impression given in the directors’ 
minutes and which I gained, too, from some of your questioning of 
Mr. Wyman might be your impression: that this lease was made pur- 
suant to a request or recommendation by the supervisory authority. 

Mr. Gregory told us—and I believe that 200-page document which 
has been referred to may have something in there about it—that it 
would not be sensible to lease the hotel; that the association would 
escape none of its legal liabilities by doing it, would not be a wise 
thing to do; and, therefore, when they got around to disposing of that 
asset, they would have to do it in some other way. That was the sub- 
stance of it. 

Nobody in the chief supervisor’s office, or anybody with the Board, 
to my knowledge, ever told the association’s directors that they should 
surrender all right, title, and interest and control over that asset for 
virtually nothing. 

Mr. Fiscupacnu. What did the supervisor’s office say to Long Beach 
in connection with that ? 

Mr. AMMANN. I do not remember the words, but the substance of 
it was that the acquisition and operation of a hotel was not in the 
proper province of a Federal association. 

They had had it for some time; they should be doing something to 
dispose of that asset. 

Mr. Gregory told us that they had acquired that in the intent of 
making it into an office building, with quarters for the association 
and perhaps rental office space. It was not feasible to do it; the war 
was on or coming on; materials were scarce; it would take time to 
work that out. We saw the reasonableness of that and did not insist 
that it be done instanter at all, and were waiting for the conditions 
in time to come when material would be available and he would have 
the freedom to go ahead and carry out the intent they represented 
to us. 

When we found that they had made this lease, that was an obvious 
denial of any intent to get rid of the hotel, except in the way that 
they did, and tie the association to this kind of a lease for a period 
of 20 years, which, in my judgment, if 1 had to pass on it for anyone 
investing his money, certainly would not put his money into that 
property under that kind of lease; so the association is tied to that 
thing now for 20 years. That is not what we recommended. 

Mr. Fiscupacn. Is it your position that no part of that transaction 
contemplated the conversion of the premises into an office building ‘ 

Mr. Ammann. The lease says—taking the word “lessee” as it is in 
the minutes and putting it into the lease, the resolution says that it 
isn’t sensible because it would cost too much to change over into an 
office building or some other purpose, but in the lease they say to 
Turner, “Under your own choice, the way you want to do it, you can 
change over into those purposes and we will pay for it.” That is what 
it means to me. 

Mr. Fiscupacnu. Is there anything further that you want to say 
about the subject ? 
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Mr. AMMANN. I might say in respect to the Jackson Turner opera- 
tions that if before anybody reaches a conclusion as to just what the 
situation in there was, the title obstruction, what we had to contend 
with, and so on, if you would read the authorizations pertaining to 
that, of which you have copies, and the attachments and exhibits that 
are made a part of those, you will get a much better understanding 
than you can by rather disconnected treatment of it by jumping from 
one aspect to another through Mr. 'Turner’s affidavit. 

I would not even suggest imposing on you to do that here unless 
you want to do it. I might make this comment, if you please. 

* T have a high respect for the purposes of this subcommittee and for 
the subcommittee itself. I have no purpose myself here but to be re- 
sponsive fully and cooperative, to give you all the truth as I know it, 
the facts as I remember them, or as I can dig them up. I have no in- 
tent to conceal a thing. However, beginning with the first of this 
record on down to now, I have the very strong feeling and conviction 
which I believe is substantiated by the record and what has taken place, 
that the facts in respect to things to which I have been a party have 
been distorted, drawn entirely out of context, and that the operation 
of the conservator and matters which he did, which, if there is any- 
thing wrong with it, nobody has been able to find anything more so 
far than errors of judgment under honest endeavor to carry out a 
high purpose, but behind those charges, detailed down to 214 here, and 


414 there, and things of that sort, to hide behind and cloud-or to put 
behind those and hide and cloud the charges against the management 
of this institution, which have to do with violations of trusteeship, and 
so we spend all our time putting the conservator on the defense as 
though subcommittee counsel were prosecutor for Gregory & Co., 
getting over into details of the operation under the conservatorship, 


which, so far as I can see, have no bearing upon whether or not there 
should have been the conservatorship in the first place. 

I am very strong in that conviction, and I feel in that respect I 
have not been given fair treatment, not by the subcommittee, but I 
mean by the counsel, and beginning back from the very first when Mr. 
Gregory came in here with his first statement, he mentions charges 
which had never been placed yet before this subcommittee, he makes 
statements which have the substance and meaning, and the only 
impression I can see you can get from them is that the conservator 
has failed to account for millions of dollars entrusted to him, as though 
he has them hidden and cached away somewhere. 

Nobody questioned him as to the veracity of that. His statement 
was accepted as whole cloth. 

In the statement I make it is different. I am asked, did I conceal 
it from somebody? Am I telling the truth, and soon. And I resent 
that very much. 

Mr. Fiscusacn. Before you leave, Mr. Ammann, I would like to 
know and I would like our record to reflect whether you have placed 
before the subcommittee for its consideration all of the facts as you 
know them ? 

Mr. AMMANN. I have presented all of the facts in answer to your 
questions I was able to or permitted to at the time present. There 
were times when I was cut off when I wanted to say more. 

To go back through this long record and find them and bring them 
out would be an imposition on the members of the subcommittee. 
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It would be a rehash of stuff now out of context. It would be a 
fruitless job and would take me as long as it has taken the subcommit- 
tee to get to where it isnow. I think that it would be an unconscion- 
able task to undertake, and I do not think that it would accomplish 
anything at this late date. 

Mr. Hotirretp. The Chair believes that he has given you a great 
deal of time and has protected you in your right to answer these 
questions. There may have been times when counsel asked you to 
stick to a particular line of questioning and not go off to one side, but 
the Chair has not been conscious of any restriction either by counsel 
or by the Chair in your right to fully explain before you left the 
witness chair anything that you wanted to explain; and if it had been 
called to his attention, he would have given you that additional time 
or additional privilege to testify further. 

- Mr. Ammann. I appreciate that very much, and I would like you to 
know, Mr. Chairman, sincerely and honestly, I have no feeling that you 
or any other member of the subcommittee has been unfair to me or has 
mistreated me or has any other than a proper purpose to carry out 
your duty. 

Mr. Hotirte.p. I appreciate that statement. 

Mr. Ammann. What I have to say relates to the subcommittee’s 
counsel entirely. 

Mr. Hourrtetp. Of course, the subject of the investigation has been 
not in relation to the merits of the charges against Mr. Gregory, but 
in relation to the actions of the Home Loan Bank Board in not comply- 
ing with a previous committee’s recomendations to restore to the Long 
Beach Association in full, its organization and its assets, and also to 
restore the Los Angles Bank. 

By the very nature of the examination itself, it has been our purpose 
to determine why those things have not been done and why additional 
actions have been taken by the Board such as order No. 2015, which 
seemed to be contrary to the expressed intention of the Board at 
different times to carry through the recommendations of the com- 
mittee and the court. ' 

Mr. Ammann. I have taken those statements by the subcommittee at 
full faith; I believe them. But it is incomprehensible to me that that 
being the purpose, that the counsel then would, first of all, put your 
self in the position of saying that the Home Loan Bank Board should 
turn this institution back to the people from whom it was taken, and 
quit fighting about that part of it; then you say we are not concerned 
with the facts upon which the action was taken, which means that no 
matter what the facts are, that you turn the institution back. 

Mr. Hottrrevp. No. 

Mr. Ammann. That is what it means tome. That is the only way 
I can understand it. 

Mr. Hottrretp. The merits of the charges—— 

Mr. Ammann. If the charges are valid—and these are the most 
serious charges that I have seen—and I have operated associations 
before I ever came with the Board; I have been in mortgage lending 
and other kinds of business; I have been in supervision for a good 
while, and I have never seen charges more serious than these, there 
is nothing more important in the Government, itself, or in the opera- 
tion of these institutions than integrity, and when that is undermined, 
public faith is undermined as soon as they find out about it. 
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Now then if there is now not integrity in this institution as shown by 
the facts that we have here, then certainly no one would say that the 
Board or the Commissioner should sit by and let that go without taking 
some action. When you find somebody misusing assets with which 
he is entrusted, violating the faith that has been placed in him, and 
you do not separate him from those assets immediately, I say then you 
are derelict in your duty. 

And then further, Mr. Fischbach, coming away from that, you are 
not concerned with the merits of the facts as to why the conservator- 
ship was set up, but you have spent ri and hours here over what the 
conservator did on his own responsibility under the authority that he 
had in operation of the institution. ee ae 

What I did has no relationship to nor does it in any fashion justify 
what somebody else did. But you spent all this time 

Mr. Houirievp. I think the subcommittee will be able to judge in 
relation to your procedure under the conservatorship, and the things 
that you did under the conservatorship, because it has a direct bearing 
upon whether the things that Mr. Gregory did were similar to the 
procedures you practiced and for which he was condemned, and also 
the subcommittee will certainly want to take into consideration the 
whole administrative procedure in regard to the Long Beach Associa- 
tion and the corresponding treatment of other associations. 

All these things we are going to have to try to evaluate in their 
proper perspective. 

Mr. AmMANN. Of course, you understand, having been through the 
ordeal I went through under appointment out there, I did not appoint 
the conservator, I was just the foolish person who took the job and 
went out and tried to do it the best way I can do. I am unable to 
disassociate my personal ideals and ideas from this thing, having been 
through the fire as I have, and when Mr. Gregory gets up on the stand 
here and makes statements which are evasive, which give you half of 
the truth, and nobody questions him about that ; when I come in here— 
whether it is 15 cents or what it is—I am pushed around here and then 
you go ahead and throw questions at me loaded in various ways so I 
can’t answer it honestly ; 1 mean counsel has. 

Then I get the feeling that I am the defendant in this action and 
nobody else, and if they can hang anything on me, if it is only 90 
cents, that justifies anything anybody else wants to justify. That 
may not be your intent, but that is the impression I get from counsel. 
I feel he has been prosecutor for Gregory and company. 

Mr. Hotirtetp. You are entitled to your attitude and your thinking 
on that subject. The subcommittee will try to evaluate the evidence 
that has been put before it fairly. The Chair has no desire to per- 
secute you. 

Mr. Ammann. I have taken nothing that you have said or done to 
indicate that you wanted to. 

Mr. Houtrievp. The Chair has tried to give you an opportunity and 
to give others before the subcommittee an opportunity to answer any 
statement that has been made by Mr. Gregory in full detail and with- 
out any restrictions. 

Do you have any more questions / 

Mr. Fiscunacu. Yes, I have a few more questions. 

Mr. Ammann, have you, in your judgment, been responsive to the 
questions that were put to you! 
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Mr. AMMANN. I have tried to the best way I know how. Sometimes 
the questions have not been as clear to me, perhaps, as they would 
have been to someone smarter than I, and there have been times when 
I was accused of not being responsive, but there has been no intent 
to not be responsive, but instead of coming out and asking me flat- 
footedly, assuming I would try to be honest, I have the feeling that 
your questions, that you load them with this and that and the other 
so that I can’t give you an answer directly yes or no without mis- 
leading you or saying what I don’t believe to be the truth. That has 
been the difficulty in my answering your questions. 

Mr. Fiscupacn. I think, Mr. Ammann, the record will reflect the 
fact that every time you had a desire to make an observation, you 
made it regardless of whether it was germane to the subject under 
consideration or not. I think also the record will reflect that prob- 
ably you have had more of the time of the subcommittee, consumed 
more of the subcommittee’s record than any other witness, even includ- 
ing Mr. Siegel. 

Mr. Ammann. That is just the thing I mean. I didn’t ask to spend 
all the time before the subcommittee that I spent. I was brought up 
here to testify and to answer, and a good deal of what 

Mr. Fiscupacu. But every time Mr. Gregory got up and made some 
observations, whether they related to your action as conservator or 
whether they related to your participation in other matters prior to 
the appointment of the conservator, you felt called upon to make 
some comment and you were afforded an opportunity to make an ex- 
tended comment as you desired to, weren’t you? 

Mr. Ammann. The record will show last November and December, 
when the hearings closed then, that after I had made a statement or 
started to make a statement, I was questioned on it at some length, I 
stated I had not finished. I was told that I would have an opportun- 
ity to finish. 

This was never brought back. Whenever I have been brought back, 
I was brought back for some reason you wanted and not for something 
I wanted to present. 

Mr. Fiscupacn. Right on that proposition, Mr. Ammann, I am sure 
that it is neither the intention of the Chairman nor the intention of 
the counsel nor the intention of any member of the subcommittee to 
foreclose you an opportunity to make as extended a comment as you 
feel you should he in connection with the proceedings that were 
interrupted last November or December, whenever it took place. 

Mr. Hottrrevp. I was not aware that there was any point in that 
testimony that you wished to comment on, but if there is any point 
that was left unfinished, that you wished to make additional comment 
about, in regard to those hearings last fall, you may do so. 

Mr. Ammann. I have this feeling about that, Mr. Chairman: that 
a good many of these things are so confusing out of context, you jump 
from January to November and jump back to March, and before we 
get through, anybody listening or even reading the record now, even | 
reading it, I get confused as to the meaning. I was not permitted by 
counsel to give an orderly recital of the matters pertaining to what 
he had in mind. We jumped from one place to another. Ultimately 
most of the points may be covered, but in such fashion that they lose 
their connection and value. 
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To go back now to what we had before us in November and Decem- 
ber and since, a snatch here and a snatch there out of context, it would 
be almost a rebuilding of the record. 

Mr. Horzrretp. You did make a formal statement several times, 
didn’t you? 

Mr. Ammann. I made a formal statement on which there was dis- 
cussion, and I stated when I made it, I had a prepared statement 
pertaining to some of the statements made by Mr. Gregory and the 
other I would like to cover without a prepared statement. I didn’t 
get to do it. Some of those things have been covered, but there is a 
piece here and a piece there through the record in such fashion that 
even an informed person reading this case wouldn’t get the import of 
a good deal of it. 

I think it would be fruitless now to try to do it. It would take an 
unconscionable time and would be an imposition on the subcommittee 
to do it. 

Mr. Fiscusacn. I want you to know in advance of when it happens 
that Mr. Gregory will make a statement before this subcommittee and 
that statement, as I understand it, will have direct reference to many 
of the things that will concern you and you will have a further oppor- 
tunity to not only fill in the record on any position of yours that you 
feel is inadequate at the present time, and that goes to matters of 
whether they relate to November or December; it also goes to matters 
whether they relate to the proceedings of this subcommittee this year. 

I would also like you to know, Mr. Ammann, that zs counsel I 
would expect that you would want an opportunity to appear before the 
subcommittee and make such observations as you deem germane to 
the statement that Mr. Gregory will present here. 

Now there are a couple of other things I would like to ask you 
about, and I would like to preface my questions with the statement 
that I, as counsel to the subcommittee, can understand how you feel 
about the seriousness of these so-called charges. I hope you are going 
to be responsive to the questions that I put to you. 

Having had the feeling, Mr. Ammann, that these so-called charges 
were serious matters, the like of which you had never encountered 
before, either in your capacity or activities as a manager of these 
associations or in your capacity or activities as assistant chief super- 
visor, with that background and that state of mind, what, if anything, 
did you say to Mr. Adams when in January of 1948—to wit, about 
the 16th of January, at about 1:04 p. m.—when a telephone call, as I 
recall the record here, originated from Washington and you were in- 
formed that you should come back to Washington, what, if anything 
did you say to Mr. Adams about the seriousness of these charges? 

Mr. Ammann. Mr. Adams, before that phone call, was in Long 
Beach, and he came in the office of the association. He told me that 
he was very much concerned ; he wanted to bring this thing to a proper 
conclusion as promptly as he could. He asked me if I had any views 
about it. I told him I felt I had been too close to the fire down there 
to have a detached opinion, that the folks in Washington knew every- 
thing I knew, I had reported everything, the examiners had reported ; 
1 felt he would be better advised to go there to get his conclusions. 

He said nonetheless he would like to know what I thought. I then 
told him, and it took me about 45 minutes as fast as I could talk to 
tell him point by point on those main points the charges as I saw 
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them and what they meant tome. He knows what I think about them. 
The first time I met Mr. Adams I told him. I told him in order to 
give him my conclusions I would have to give him the facts that they 
were based on. I told him—— : 

Mr. Fiscusacn. Let me inquire at that point. Mind you, I am 
not insinuating that you didn’t tell Mr. Adams everything about how 
you felt about those charges. Rather, I am taking your statement to 
mean that you told Mr. Adams how you felt about this whole situa- 
tion deep down in your heart and how serious these things were. 

Mr. Ammann. I told him what the facts were in summary and 
what the meaning of those facts was to me. I didn’t tell him what I 
thought he ought to do. I just told him what the facts meant to me. 

Mr. Fiscusacu. Thereafter Mr. Adams, as you know, participated 
in the making of order No. 388. 

Mr. Ammann. I believe he did. I would like to say further to you 
in that respect, Mr. Fischbach, if I may, that you asked me a time or 
two whether I had concealed something from the Board, I believe; 
and in that respect I would like to tell you this: That at no time since 
I have come back to Washington has the Board ever come to me and 
asked me anything about this case. They have had the facts there be- 
fore them. I don’t know that they have been concealed from them ; they 
haven’t asked me for advice, they don’t have to, they are not supposed 
to, I suppose, but at no time that the folks I am responsible to on 
that Board have asked me what I know or given me an indication of 
what they wanted to know have I failed to give it to him to the fullest 
of my ability and knowledge to do it. 

Mr. Fiscuracu. We are entitled to know you were never con- 
sulted about that matter since you came back. 

Mr. Ammann. In that respect, too, there is another aspect that came 
to my mind when you asked Mr. McKenna, I believe it was, whether 
there was not a hard core of personnel, from which I got the feeling 
that someone might have the idea that there was such a hard core of 
personnel, so personally loyal to Mr. Fahey that they were blinded 
to what made good sense, justice, and fairness, and the new Board hav- 
ing inherited those people would be at a disadvantage, may be still at a 
disadvantage. 

I talked to Mr. Fahey only once or twice. I never talked to him 
about the details of this case before or after the appointment of the 
conservatorship. I have only one concept over there that I work by, 
and that is the high purpose of the job, the integrity of the business, 
that if it doesn’t stand on its feet in the way of integrity it won't 
stand at all, and my loyalty to my superiors is based upon that 
concept, and if any one of my superiors to my knowledge doesn’t have 
that concept I will quit working for the Home Loan Bank Board. 

Mr. Fiscrpacu. It is entirely within the realm of possibility that 
this subcommittee, after studying the evidence, might come to the 
conclusion that the Board was derelict in its obligation in failing to 
consult you. We are entitled to get the facts; don’t you agree with 
that ? 

Mr. Ammann. I don’t mean to suggest that. You understand the 
facts in this case were not just in my head; they are in the record over 
at the Board. The Board could have learned all this without coming 
to me, and maybe they did. They don’t have to come to me, the facts 
were all there. 
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When they went to somebody else and went over this thing, I don’t 
know; I don’t mean to be charging them with any failure to perform 
their duty. In any contact or discussion I had with them on other 
matters, [ am convinced they are impelled by the same high motives 
that I am. 

Mr. Fiscusacu. Now we will go to another phase of the matter. 
When you learned that order No. 388 had been made and you later 
learned that Mr. Gregory and his management were back in charge 
of Long Beach Feder al, that they had been elected or reelected at this 
election held under the aegis of the court, did you go forward, feeling 
as you did about these char ges and their seriousness, and seek an audi- 
ence with the chairman of the Board and demand that there be an 
administrative hearing scheduled so as to hear these charges / 

Mr. Ammann. The Board never talked to me about the issuance of 
388 or any of these other matters back there, and I never talked to 
them about it. 

Mr. Fiscusacu. I am going to have this answer read back to you 
so you can judge for yourself | how responsive it is to the question. I 
un going to ask the reporter to read the question back to you. 

(‘The previous question and answer were read by the reporter. ) 

Mr. Ammann. Isn’t the answer that the oe never talked to me 
and I never talked to the Board about it—isn’t that responsive? I 
mean it to be. 

Mr. Fiscusacu. Do you think it is, Mr. Ammann? 

Mr. Ammann. Well, the substance of the question is: Did I ever go 
talk to the Board about the matter? And my answer is the Board 
neither came to me and talked to me about it, nor did I go to them and 
talk to them about it. 

Mr. Fiscupacu. I will ask you again: Feeling as you did about the 
seriousness of these charges, after you learned that order No. 388 had 
been made, and that Gregor y and his associates had been elected or 
reelected, so that they were again in charge of Long Beach Federal, 
did you go to the Board or the Chairman of the Board and affirma- 
tively demand that there be a hearing on these charges? 

Mr. Ammann. No; I did not. 

Mr. Fiscuracu. I will go to the next phase, Mr. Ammann. You 
pointed out that you didn’t conceal anything about these charges or 
your feelings about them from anybody, whether they were associated 
with you on the Board or whether they were members of the Board. 
Isn’t that correct ? 

Mr. Ammann. Yes, sir. 

Mr. Fiscupacn. Is it fair for the subcommittee to understand from 
your position on that that the members of the Board not only had 
available to them what was a matter of record, which had been au- 
thored by you in whole or in part, but that the members of the Board 
also had available to them the oral expression of you personally as to 
how you felt about this whole situation? Is it fair for the subcom- 
mittee to come to that conclusion. 

Mr. Ammann. I believe so. May Task for that to be read? I want 
to be responsive. 

(The pending question was read by the reporter.) 

Mr. AmMMANN. I would say yes. 

Mr. Fiscuracn. All right. We will go to the next phase. 
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Did the attorneys of the Department of Justice, to your knowledge, 
have brought home to them how you felt about this whole situation 
and the seriousness of these charges? 

Mr. Ammann. Well, at the time—I am not trying to dodge it—— 

Mr. Fiscupacu. You have tried to dodge some questions, though; 
haven’t you? 

Mr. Ammann. No; I have tried to dodge merely the question the 

import of which seemed to me to be where I couldn’t answer it directly 
yes or no. 
" At the time I was up at the Department of Justice or the United 
States attorney’s office in Los Angeles, while I was conservator, talking 
with the attorneys there, on occasion I told them what some of the 
facts were, and what I thought about them. They also knew what the 
facts were. I don’t think there is any responsible member of our legal 
department who doesn’t know something about these facts and what 
my feelings about them are. 

If the Board member, any Board member, had ever asked me or told 
me he wanted to know more than he could get from the records or 
other sources, I would tell him. 

Mr. Fiscupacn. Let’s go to the next step, Mr. Ammann. Are we 
entitled to assume that, on such time as settlement negotiations were 
pending, you knew that those settlement negotiations were pending? 

Mr. Aumann. I had no knowledge of the settlement negotiations 
except, as I would be in the legal department in respect to the prepa- 
ration of any conservator’s report and accounting or some other matter, 
that the attorneys wou!d be discussing some aspect of the case, nego- 
tiations of some sort. I had no knowledge of what they were; I have 
never been a party to them. All I have learned about the details of 
negotiations I have learned before this subcommittee. 

Mr. Fiscusacn. Did you or Mr. Wyman at any time, having been 
alerted to the fact that settlement negotiations were pending, ever 
write a memorandum or go to any member of the Board and say in 
words or in substance, “If you settle this case with Long Beach Federal, 
make sure you do so on a basis which would leave the Board free to 
thereafter go out, hold an administrative hearing, and prosecute these 
charges against Gregory and the Long Beach management”? 

Mr. Ammann. I did not, for the reason that I think to have done 
so would have been presumptuous. 

Mr. Fiscusacn. There is an illustration where you say you did not 
and then you say the reason why you didn’t. Now, Mr. Ammann, 
since you said that you did not and that you did not because you 
thought it would be presumptuous, I have to inquire whether in your 
concept of your duties as assistant chief supervisor you would think 
it presumptuous to go to the Board and make such a recommendation 
at any time? 

Mr. Ammann. In respect to this case, in the circumstances that there 
were, the answer would be “Yes.” 

On other matters in other circumstances, the answer would depend 
upon the circumstances. 

Mr. Fiscupacu. All right. We will go to the next phase. 

Did you ever, outside of the proceedings before the subcommittee, 
have knowledge of the fact that it was apparently contemplated in 
settling this controversy to wash out the charges about which you felt 
as you do? 
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Mr. Ammann. No; I can’t say that I had knowledge. I had some 
hearsay, here and there, lunch with an attorney, something like that, 
that would give an indication that negotiations were going on. I 
didn’t know 

Mr. Fiscusacu. But did those indications extend to the point where 
you were alerted to the fact that it was contemplated that these charges 
about which you felt as you do were going to be washed out? 

Mr. Ammann. I would say that was my impression from order 388 
when I first saw it. 

Mr. Fiscuzacu. When you got that impression, did you ever protest 
such action affirmatively? 

Mr. Ammann. No; I did not. 

Mr. Frscuzacn. Let’s proceed to another phase. Did you refrain 
from protesting that on the ground that to do so would be presump- 
tuous ¢ 

Mr. AMMANN. Well, yes. I would like to explain my answer to 
that, if I may; that I talked with one of the Board members who came 
out to Long Beach before the order was issued. 

Mr. Fisciusacu. You are referring to your conversation with Mr. 
Adams about which you told us? 

Mr. Ammann. Yes; I am not going into that. I want to get the 
thing into its context. 

I told him that the examination report was in Washington, the 
attorneys working on the case, the chief supervisor, who had been 
here and whose office had read the report, had some acquaintance with 
that and had some knowledge of the facts upon which the first action 
was taken, and the reports which I made from time to time in the 
operation of the institution are in here as a matter of record; I had no 
reason to believe or assume that the Board didn’t have access to that or 
didn’t know about it. 

When the Board issued its order No. 388, I didn’t know what the 
facts were behind that, what understandings they might have had or 
other agreements, but the Board itself was responsible for the determi- 
nation. Iwasa subordinate out there; they knew something about it. 
I had told the one Board member with whom I had had personal 
contact. If the others wanted to know, they knew where I was and 
all they had to do was ask me. For me to come to them and say to 
them, “I understand you gentlemen are considering a weighty matter, 
and I wonder whether you have enough sense to consider all the 
aspects of it or whether I should bring in some intelligence as I have 
to help you,” I think that would be presumptuous on my part. 

They had the attorneys to advise them. They had the governor 
to start with, who knew about it. There was no secret in Washington 
about the facts. I had no reason to believe they didn’t consider them.:- 
The decision of what should have been done was way above my head. 
It would be presumptuous for me to come to the Board itself and ask 
them if they knew what they were doing. 

Mr. Fiscupacu. You have certain views about supervision you have 
expressed here, and you have also said, if I gather correctly the im- 
port of your statement, that certain action would have certain effect 
on supervision. 

In light of that, Mr. Ammann, when you learned that it was con- 
templated that these charges would be washed out, and in light of 
how you felt about them, why didn’t you let it be known that, if such 
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action were taken, it would have a serious effect upon supervision and 
that you would resign because of the effect that it would have on 
supervision ¢ 

Mr. Ammann. Perhaps I have misstated or given you a wrong im- 
pression on one aspect of this. I didn’t know when order No. 388 first 
came that any charges would be washed out. I didn’t see anything 
in there about it, and I had a question in my mind whether that would 
be the case. 

Later, however, I was given the impression, talking it over with 
folks in the legal department—I believe that is where I got the im- 
pression—that that was not the intent; that the Board was so con- 
cerned about the continuing accumulation in the court of money be- 
longing to the association, on which no earnings were being derived 
and the conservatorship had been so prolonged beyond a period a 
conservatorship should be prolonged, that they felt that the institution 
itself was going to be damaged if that continued and, therefore, they 
would replace the institution in the hands of local management with 
an election as contemplated, as I was told before it was turned back 
by the conservator, and then they would go on in respect to the facts. 
That wasn’t apparent to me in the face of the order. 

I learned that later, after I got back to Washington in January or 
February, whenever it was, and that modified my view on that. 

I don’t know whether that is the fact or not. 1 haven’t talked to 
the Board; they are not responsible to me about that. I don’t know. 

Mr. Fiscupacu. Later you learned it was intended to wash out 
these charges ¢ 

Mr. AMMANN. I am not sure. I am confused about that. What I 
have learned here has been here under questions where maybe the 
questions asked brought out aspects which you were interested in, but 
maybe didn’t bring out aspects I was interested in. So, I am not ready 
to pass judgment on that. 

Mr. Fiscunacn. You can’t say right now whether you have ever 
learned it was the intention to wipe out these charges ? 

Mr. AMMANN. From what little I have heard Board members say 
during the course of these hearings, I would say they are very 
troubled by these facts. Now, I don’t know that it is their intention 
to whitewash or wash out the facts, or whether their intention back 
there may not be their intention now. 1 don’t know. Maybe they 
found that, like I with Jackson Turner, if they had known what was 
going to happen in the next twelve months, they might have done 
something different in the first twelve months. I don’t know, and I 
haven’t asked them. | 

From what little I have overheard, I would say this Board is very 

.concerned about the seriousness of the facts in this case. : 

Mr. Fiscusacu. Mr, Ammann, again I am going to turn to a ques- 
tion I asked you before. While you were conservator, why didn’t 
you recommend that there be an election ? 

Mr. AmMANN. The conservator is supposed to be running the in- 
stitution. He doesn’t make the determination as to the disposition of 
the institution. When the Board or the Home Loan Bank Adminis- 
tratiori, whichever determines, or somebody asks for a hearing, they 
hold a hearing and make a determination of what should be done 
then, on the basis of that there would be a determination whether there 
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should be a merger or whether the institution should be merged or 
liquidated or turned back to the prior management, whatever would 
be done, those determinations would not be made by me. 

So far as my operation of the institution was concerned, as the 
responsible person in the institution, I had no need for an election. 
I could have accomplished nothing in my operation by having an 
election. 

Mr. Fiscupacu. You didn’t divorce yourself entirely from the fact 
that you were assistant chief supervisor, did you? 

Mr. Ammann. I endeavored during the operation of that institu- 
tion, as best I could, to confine myself to that operation. On various 
occasions, including the first time I ever talked to the employees of 
that institution, I told them they were concerned with the conserving 
of that institution and carrying on its affairs to the exclusion of loy- 
alty to Mr. Gregory or loyalty to me or to somebody else, and as long 
as they performed that job they didn’t need to worry about their 
jobs. I tried to keep myself out of the antagonisms on the outside 
and got into them only where I had to defend myself on account of 
the charges being made on the streets and up the alleys, and so on, 
against the operation while I was in charge of it. 

Mr. Fiscuracu. When you saw Mr. Adams before order No. 388 
was made, you told him in 45 minutes what you indicated before, 
also referred him to the office of the examiner in Los Angeles, did 
you not? 

Mr. Ammann. I don’t recall that, I don’t think I did that. 

Perhaps it would be helpful, Mr. Fischbach, to tell you what I said 
or what I think I said. 

I told Mr. Adams that when he asked my view; I told him I had 
been so near the heat of this thing down there, under the fire for this 
period of time, that I wouldn’t have a detached view and that I felt 
that the folks in Washington with the Board, who had all the informa- 
tion that I had, who had the examination report, who knew what the 
facts were when the conservatorship was established, and so on, would 
be in much better position to advise with him than I would, and that 
I felt it might be assuming for me to tell a Board member what I 
thought should be done. 

He said to me, “Well, you have some opinions, don’t you?” And I 
said, “Yes, I do.” And he said, in effect, “I would like to know what 
they are.” 

I said, “Before I can tell you what my conclusions are, I have to give 
you'some indication of what they are based on.” And so I proceeded 
to give him a summary statement of the facts in respect to the major 
aspects of the causes and the grounds, as I saw them, and then tell 
him what those facts meant to me. 

I didn’t tell him what I thought he should do about it. I told him 
what those facts meant to me in the operation of a Federal associa- 
tion. 

Mr. Fiscunacn. There is no doubt but what Mr. Adams left you 
after that conference with a full and complete understanding of just 
how you felt about the seriousness of these charges. 

Mr. Ammann. He knew what I thought the charges meant, what 
I thought the facts meant, I would say he did. I don’t know. I don’t 
know what was in his mind. I know only what was in my mind. Mr. 
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Adams had access to other information and other people. Perhaps 
he weighed that and felt there were other more compelling factors and 
reasons, I don’t know. He didn’t tell me. I haven’t asked him. 

Mr. Fiscupacu. There is no question whatever but what you told 
him exactly where you stood on the subject? 

Mr. Ammann. Yes, sir. I told him what the facts meant to me 
and that in this situation I felt that integrity was not in existence 
in that institution when the conservatorship was established. 

Mr. Fiscusacu. Perhaps you can also tell me, Mr. Ammann, why 
it is that you never wrote a memorandum in which you urged that a 
suit be started against Gregory and the surety company on his bond 
for $200,000. 

Mr. Ammann. I talked to the attorneys about that. I think I wrote 
a letter, and I believe that was with legal guidance as I composed 
it to the bonding company, telling them that there was possible loss 
under the bond. 

As to whether or not a claim should then be filed would depend 
upon the completion of the examination, the facts that might be es- 
tablished, and so on. The attorneys were very much involved in the 
litigation. Anything that involved or that related to the further 
litigation would have to be considered by them, and they knew about 
this, and I talked with them. 

I didn’t demand that they do it and write them a letter. I talked to 
them orally and said what I would have in a memorandum, and in 
dealing with your counsel when you are right there together, where 
you are seeing each other every day or so, you don’t spend half your 
time writing to them. You talk to them, get them on the phone, and 
when you are together, you tell them what you think. 

Mr. Fiscupacu. We know, Mr. Ammann, you did put the surety 
company on notice. 

Mr. Ammann. Yes, sir; and when it appeared to me that the time 
in which claim should be filed was nearing expiration, I raised with 
the attorneys the question where we might be if that period expired 
and whether we should not undertake to obtain an extension of that 
time. I don’t recall whether it was done or not, but I know what 
was done was done with advice of counsel. 

Mr. Fiscuzacu. When you got to the point where, having given no- 
tice to the surety company of possibility of a claim, and you completed 
or there had been completed a complete examination and there existed 
this Strecker report, and you were confronted with either inaction 
on the part of counsel or indifference and the net result of your urg- 
ings in connection with that subject was nothing, why didn’t you put 
yourself on record ? 

Mr. Ammann. My recollection in respect to that may not be ab- 
solutely whole, but it is this: 

When I talked to the attorneys, it was, I believe, pointed out that 
some of these facts would require some further investigation and, 
further, if there could be an administrative hearing at which the other 
side might be heard and all of the facts there adduced, a determination 
as to the basis for a claim would be more clear. 

Now I am not positive about that, that is my recollection, that the 
feeling was it would be premature at that point todo it. At least there 
were apparently good legal reasons, because they didn’t proceed at 
that point. 
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Mr. Fiscupacu. Didn’t you have confidence that these charges would 
stand the test of a lawsuit ¢ 

Mr. Amann. I had no fear of that. Some of these charges may 
not be the kind of charges which were covered by a bond. Nonetheless 
reprehensible, but not covered by bond. 

Mr. Fiscusacu. Were you so advised by counsel ? 

Mr. Ammann. I know that to be a fact in respect to many matters 
of judgment where you have to prove bad intent, fraud, et cetera, 
before you can start to recover something, where maybe it is like the 
pay-out on these Turner loans. It might look to one person like it was 
bad judgment and to another it would look like collusion. Whether 
it would be covered by bond, I don’t know. 

I was concerned primarily with the operation of the institution. 
As to the Board’s carrying out its obligations, beyond that, I wasn’t 
at that moment concerned, | was on another job. 

Of course, on matters which pertain to litigation, legal matters, I 
have no choice but to seek legal counsel Pb I felt generally if it 
sounds sensible to you, you are sensible to follow it. 

Mr. Fiscupacu. I don’t agree, Mr. Ammann, that as conservator it 
was not your duty to collect all the assets of Long Beach Federal. 

Mr. AMMANN. I didn’t say that, didn’t mean to. 

Mr. Fiscuracu. If it was your idea to collect the assets of Long 
Beach Federal and you agree that it was, why didn’t you put yourself 
on record when, in the face of your feeling about these charges, you 
met with nonaction on the part of legal counsel 

Mr. AMMaANN. I didn’t take it to be nonaction, sir. The legal aspects 
and intricacies of this thing were beyond my knowledge and training. 
I had to abide by and follow legal counsel on those matters. 

Mr. Fiscusacu. In the 20 months you were conservator you never 
brought a suit as conservator against Tom Gregory, his associates, and 
the management of Long Beach Federal or against the surety company 
on the $200,000 bond that had been furnished. 

Mr. Ammann. That is correct. 

Mr. FiscupacH. Don’t you regard that as nonaction ? 

Mr. Ammann. No; not in the context of the case, I] would say. 

Mr. Fiscupacu. You never did it later, did you ¢ 

Mr. AmMANN. No. When I was relieved as conservator, then I had 
no further responsibility, I would say, for the operation of the in- 
stitution. 

Mr. Fiscusacu. In May of 1948 you presented to the Home Loan 
Bank Board an accounting of your action as conservator of Long 
Beach Federal; did you not? 

Mr. AMMANN. I forget the date, but I presented an accounting. 

Mr. Fiscusacu. Did you give notice to Long Beach Federal of the 
fact. that you were presenting an accounting to the Board? 

Mr. Ammann. At the same time, Mr. Fischbach, I was under an 
order to file a copy of the accounting with the court, of which they had 
knowledge, and which was filed; and so those two things were done 
more or less simultaneously, I believe. 

Mr. Fiscupacu. Would it refresh your belief or call your attention 
to the possibility of an inaccuracy in your belief if I called attention 
to the fact, as I recall the record, you didn’t file any accounting before 
the court until September or October of 1948; 2 Hoare you did file 
an accounting before the Board in May of 1948? 
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Mr. Ammann. There were some different circumstances relating to 
the filing of the accounting with the court. I believe the attorneys 
were trying to reach an agreement with opposing counsel by which the 
form and detail of the accounting would be mutually acceptable so 
that it would go into court without any difficulty on that. 

There was prolonged discussion and correspondence, and so on, 
on that, I believe. 

Finally when we reached the conclusion that we had gone as far in 
that direction as we reasonably could, then I filed the accounting with 
the court. 

Mr. Fiscupacn. Let’s go back to May of 1948 with respect to the 
question I asked you before. When in May of 1948 you filed an 
accounting with the Board, did you give Long Beach Federal notice 
of the fact that you were filing an accounting with the Board? 

Mr. Ammann. No; they had no notice other than the fact that I 
was supposed to file one with the court. I didn’t give them any notice 
myself. I might say in that connection that I was complying as I 
saw it with the requirements of the regulations 

Mr. Fiscuzacn. Which didn’t require notice. 

Mr. Ammann. That is right. 

Mr. Fiscurnacnu. Mr. Ammann, did you ever thereafter ask the 
Board to hold a hearing on your accounting, particularly after you 
became aware of the fact that there were objections to your accounting ? 

Mr. Ammann. No. 

Mr. Fiscupacu. Why didn’t you? 

Mr. Ammann. Having filed the accounting with the Board and 
knowing that the accounting with the court, copy filed with the court, 
was ben re attack by other persons, I didn’t go to the Board. I as- 
sumed, perhaps without any ground other than what seemed to me 
sensible, that the Board might want to await developments in respect 
to that, and as it turned out, the FBI accountants went in and made 
some further check and perhaps the Board, knowing that was going 
on, would want to wait, I haven’t talked to them about it, I don’t 
know what their reason was, I didn’t urge them in any way, I filed 
the accounting with the Board and let it set at that point. 

Mr. Fiscuracn. Weren’t you concerned that there should be a de- 
termination, whether administratively or judicially or both, as to 
the validity of your accounting, and weren’t you also concerned with 
being discharged as conservator ? 

Mr. Ammann. Yes; I havea concern in that respect. 

Mr. Fiscupacu. Why didn’t you urge Board action on the matter? 

Mr. Ammann. I felt from discussions with counsel that everything 
was being done in respect to bringing the accounting to a decision that 
could be done. To urge the Board ahead of the full determination 
or the FBI folks going in, and so on, might be premature. I didn’t 
want to be giving an impression to the Board that I was afraid of 
this and wanted them to go ahead and approve it so the door would 
be closed on that. I have nothing to hide on it, and I am anxious to 
have it completed, I would like to see the thing wound.up. I don’t 
think it so urgent that the Board should drop matters which they 
might consider more urgent. 

Mr. Fiscunacu. As the matter now stands, you are still not dis- 
charged as to your accounting ? 

Mr. Ammann. I am not too sure of the legal aspect of that. That 
‘ may be true. 
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Mr. Fiscupacu. Aren’t you concerned about it? 

Mr. Ammann. Yes. Of course, I have felt in that connection, I 
don’t mean this as any reflection on anybody, but I have felt that I 
would have been better advised, or those to whom I am responsible 
might have been better advised, had there been assigned to me through- 
out this time a conservator’s counsel as distinguished from the Board 
or Government counsel. 

I am not able to afford one myself, none has been assigned in that. 
respect, and therefore the conservator is a sort of bystander in this 
thing. He gets in where he can to hear what goes on or as to what 
the legal aspects and meanings of certain things are. 

You understand what I mean in that respect. I don’t mean the 
legal department is not available to me in respect to matters having 
to do with this, but they have been pretty busy with the Board’s and 
Government’s aspects of it as distinguished from mine as the indi- 
vidual conservator. 

Mr. Fiscupacn. You have come to the realization, I take it, that 
when a conservator is appointed, it would be an advisable thing for 
him to have independent counsel. 

Mr. AMMANN. He is assigned independent counsel during the con- 
servatorship itself, to advise him on matters pertaining to the opera- 
tion of the institution. There has never been a conservatorship under 
attack like this one was, involving various other kinds of legal aspects 
and entanglements and, therefore, it might not have been foreseen, 
but there was assigned to me a competent local legal counsel with 
whom I conferred on matters pertaining to the operation itself. 

When I could talk with the Board’s attorneys, who are more con- 
versant with the regulations, I brought them both together and dis- 
cussed it with them; but during the time since the termination of the 
conservatorship, during all this period of time, I have been under 
attack of one kind or another, and the Board’s counsel is concerned 
primarily with the Board, I would say. They should be. That is 
who hires them. The Government’s counsel is concerned with the 
Government, but the conservator himself has no counsel. 

Mr. Fiscusacnu. I think that is pretty clear from your testimony 
as to what transpired out there, and I rather got the impression, Mr. 
Ammann, that while you did have the services of Mr. Wickhem out 
there for a time, to a large degree you were subject to the advice of 
the Board’s counsel or the Administration’s counsel, particularly 
with respect to matters of policy on the determination of whether a 
suit should be brought or should not be brought. 

Mr. Ammann. I would say on those matters perhaps I have given 
the wrong impression, that after Mr. Wickhem was made local counsel, 
generally he was in on the discussions of that matter. I talked with 
him first, and he would talk to them or we would talk with them to- 
gether, and if one of our counsel was out at the association and I had 
a question, I would ask him. Perhaps I was wrong in that and should 
have gone to Wickhem himself. He was available and I used him, and 
where we had questions both of us thought maybe we should go to 
Board counsel because of their knowledge of the Board’s regulations 
or something of that sort, we may have done it. I conferred with him 
a great deal. 

Mr. Fiscupacn. Did Mr. Wickhem advise you that as conservator 
you could not foreclose on the Jackson Turner loans? 
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Mr. AmMANN. I believe he was in on some of those discussions, sir. 
I am not certain whether he was employed as counsel right at the out- 
set, whether I got my views on that from our own counsel, who were 
conferring with other local counsel out there, too, I am not certain, 
but I know local counsel were consulted in connection with that 
decision. 

Mr. Fiscusacu. Were the Board’s counsel conferring on it with 
Linnell and Smith? 

Mr. Ammann. Not to my knowledge. 

Mr. Fiscupacu. Do you still say you didn’t make available to Lin- 
nell and Smith the Strecker report until after you got clearance from 
Washington ? 

Mr. Ammann. Yes, sir. 

Mr. Fiscnsacu. Allright. You understand now that Mr. Gregory 
will be making a further statement in connection with your statement 
and in connection with Mr. Wyman’s statement, Mr. Zarrilli’s state- 
ment, and that you will have an opportunity to state your position in 
relation to the matters that are touched upon in Mr. Gregory’s 
statement. 

Mr. Ammann. I understand that to be your statement; yes. 

Mr. Fiscusacu. All right. 

Mr. Houtrrevp. Mr. Ammann, before we adjourn for the noonday 
recess, I wish to say that I glanced through the galley proofs of last 
fall’s hearings rather hurriedly. I noticed that a great deal of the 
time was given to your testimony and that upon many occasions your 
answers were very long and very extensive and they proceeded with- 
out any curtailment at all by counsel or by members of the sub- 
committee. 

I also noticed that you were invited in several places to submit addi- 
tional statements on any matters that you wished to submit, and the: 
Chair again renews the invitation which has been extended to you 
on several oceasions that if there is any further testimony which you 
wish to give on any matter which you think is not fully covered, 
you will have that opportunity before the hearings close and after 
Mr. Gregory and some others may testify, there may be things you 
will also want to answer, as the counsel just noted. 

There is one question I do want to ask you that has been on my 
mind. You had quite an experience as conservator in the Long Beach 
case and also on the troubles of accounting for your stewardship dur- 
ing that time. 

I realize it was a complicated and involved affair. The Chair won- 
ders if you have any recommendations to make to the subcommittee 
which might serve as a guide in the future for such recommendations 
as we might want to make in regard to administrative controls and 
procedures during conservatorship and also types and methods of 
accounting of a conservator for a period of conservatorship. 

Mr. AMMANN. It would seem to me, Mr. Chairman, that the prin- 
ciples upon which the operation of the conservatorship is based in the 
regulations governing that are pretty sound. Where you have a con- 
servatorship in a closed operation not going along normally, you have 
different questions. You can take your time then. You aren’t deal- 
ing day by day then, having to make quick decisions like in going 
operations. 

But in a going operation such as this one was, where you follow 
the same accounting principles as are in effect for the association, 
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which have stood a long test of time, the conservatorship is subject 
to examination by Board examiners, who are not responsible to the 
conservator at all and, as a matter of fact, I think who find more de- 
light in finding the conservator in error somewhere than they would 
even local management, that the provisions in respect to that are 
pretty adequate as they stand. 

Now the trouble about this accounting, as I get it, is that the people 
to whom the association was returned want a compilation of a volume 
of detail not in respect to the integrity of what was done under the 
conservatorship, but under charges that certain things shouldn’t be 
done, shouldn’t have reduced the interest on loan, and there are dif- 
ferentials in interest on loans, and how much does it come to? 

It isn’t a failure of accounting for the interest. It isn’t lack of 
authority to make a transaction, but because of litigation they want 
2 Rs a base to get some figure for use in the litigation, and so on down 
the line. 

Mr. Horirtevp. In making that statement, you mean that the judge 
of the Federal court, in turning down your accounting as not being 
complete and satisfactor y, that he had in mind obtaining some addi- 
tional figures upon which additional litigation could be based ? 

Mr. Ammann. My understanding was this: The opponents in the 
litigation said in effect to the court, “This accounting doesn’t give 
us this detail and this detail and this list of loans and a showing 
of the dates the interest was reduced and the amount the interest was 
before and how much interest was collected at the lower rate and 
how much would have been collected had it been at the higher rate, 
and so on,” not pertaining to whether or not the figures in the asso- 
ciation’s book were true or whether the accounting tr uly reflected those 
figures. It was a matter of more detail primarily. 

Mr. Houirieip. Did the judge agree with them that those figures 
should be supplied from the standpoint of getting a full and complete 
accounting ? 

Mr. AMMaANnN. Apparently agreed with them that some of the things 
they asked for should be supplied, and the FBI accountants went in 
for that purpose, and it took them a good many weeks. They made 
a rather long supplemental accounting, but in none of those do they 
bring out that there are any assets of the association that I have 
walked away with or that I haven’t accounted for the money or that 
Ihave anything in my possession now which belongs to the Association 
and should be in its possession. 

Mr. Hourrrevp. As far as the Chair knows, no such accusation has 
been made by anyone against you personally. 

Mr. AmMMaANnN. That was the impression I think might be drawn 
from Mr. Gregory’s statement here. But regardless of what anybody 
else says about it, there has been the Board examining division, there 
has been an examiner in there, who is also a CPA, went over them 
with a fine-tooth comb, probably the most detailed accounting I know. 

The Association itself had its accountants in there for months at 
the same time the FBI folks were in there. I have seen no charges 
of my diversion to my personal use of any assets of the institution, but, 
in answering your question, it seems to me that the manner of account- 
ing set up for Federals to follow, if they follow it, and the conservator- 
ship adheres to that insofar as it is feasible to "do it in that type of 
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operation, with the Government’s examiners coming in and examin- 
ing and auditing, that when you get through, that you have ave geung 
that is reasonably necessary to protect the interests of the people who 
have financial interest in that. 

I might make one other observation you haven’t asked me for, 
which does bear somewhat on that point. There have been some 
statements here by others before the subcommittee to the effect that it 
seems a travesty on justice that a conservator in any given set of 
circumstances should be appointed before there was a hearing. Now 
that is offensive as a premise to me because it means the same thing as 
if you found someone in your jewelry store working for you and come 
down at night and find he has the safe open, putting some of your 
watches in his pocket. 

You don’t run down and arrange for the court to meet week after 
next. You calla policeman and get him out of there instanter. 

Where people are operating an institution in violation of the rules 
which soundly apply to the protection of the interests of the owners 
of that business, and there appears to be a misuse of that, the first 
thing you have to do is what you would do in that jewelry store. You 
separate those people from the assets, just like you do when you arrest 
a man for a crime, you give him a hearing, a full hearing, and give 
him all the chance that there is. 

Mr. Houirterp. I believe that issue was settled by the Supreme 
Court, that the Home Loan Bank Board does have the right to appoint 
a conservator without a hearing. 

Mr. Ammann. I think the question was whether they should as a 
matter of fairness, not whether they could. That is a principle that 
is established on very long legal grounds, goes way back. Many 
States have that provision, have had long experience with it, and the 
national banks operate on that same basis. 

I think if that were taken away you would rob the responsible 
authority of the one thing it needs to move in there quickly. 

Mr. Houtrretp. You don’t think, before any public seizure like that 
is made, that a statement of the facts upon which, or the suspected 
facts upon which you intend to seize the institution should be made, 
let us say, to a Federal judge, not publicly, of course, but in private 
to him, and a statement of the causes for such action filed with him? 

Mr. Ammann. There are various kinds of circumstances on which 
consideration of the appointment of a conservator might have to be 
based. If it is a matter of an act that has already passed or where these 
extreme things are not involved, there may not be any need for im- 
mediate action. It might be said that, unless you folks do these things, 
we will be compelled to do this, but where you go into an institu- 
tion 

Mr. Horirtetp. And actually take it without a hearing, that is the 
point we are considering now, where you move right into a mutual 
institution, which is solvent, but in which you have reason to believe 
that certain wrong things or wrong procedures have occurred, even 
in a condition like that you would not feel that it would be a safer 
procedure for you to draw up a show-cause complaint and go before 
a judge before you take the drastic step of moving into a community 
and taking over a mutual institution. 

Mr. Ammann. I would say in answering your question on that, Mr. 
Congressman, that you have to relate what you say you would do to a 
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set of facts which would make that action reasonable. In this case the 
association had no independent board of directors. The people oper- 
ating the institution in day-to-day operation were pretty much the 
dominating factor in the board of directors and, further, the directors 
themselves were parties to these acts. 

Now if I were the manager of an association and I had a strong 
independent board of directors and an attorney down the street, a 
banker, or a grocer, or other professional or businessman in the town 
who were themselves not parties to this sort of affair, and the exam- 
iners came in or the supervisor came in and found a set of facts which 
required important action, the first thing they might do would be 
call a meeting of the board of directors and deal with them, and those 
directors, seeing their responsibility, would make necessary no other 
action because they would take it themselves. 

But in this case you had no independent board of directors. The 
board of directors and management were one, and they were parties 
to this same thing themselves. 

Mr. Fiscusacnu. Would you prefer to have a board of directors in an 
institution of this character not active in the management ? 

Mr. Ammann. My answer, Mr. Fischbach, would be “Yes,” in this 
way: That where the managing officer and his subordinate officers 
constitute a number of the board of directors; you have five directors, 
for example, the managing officer and his father and a man working 
in the association as a teller are three of the directors. Now those 
men from day to day make their judgments and decisions. 

In this association they didn’t even have an executive committee 
on which members of the board would sit to pass on the investments 
made by the association. Those decisions were made independently 
by the managing officer himself. 

Now, then, having made these decisions and carried on this action, 
they met on Friday as a board to pass on their own acts. The value 
of a board of directors in these institutions is to bring the institution 
a value which it can’t pay for. Even the big ones, where they pay a 
man a hundred dollars a meeting, you bring in substantial, pa Sia 
experienced businessmen who know something about financial prin- 
ciples. They may not know anything about savings and loan book- 
keeping and detail, but they know whether the thing makes good sense 
in a financial way, and they pass on these actions by the officers of 
the institution. 

So you will find as a general rule among savings and loan associa- 
tions, the chief executive officer is a director, but his subordinates 
aren’t, because he tells them today what they do. They come around 
next week and pass upon what he does, and he can fire them as an 
employee. It is a senseless type of confused responsibility. 

Mr. Fiscueacu. If you prefer to have directors who are not active 
in the management of the day-to-day affairs of the association, why 
don’t you make a recommendation to the board that they disqualify 
employees from serving as directors? 

Mr. AmMANN. There are instances in which, for example, there 
may be seven directors and two officers of the association on the 
board. They are not sufficient in number to control the situation, 
so far as the Board is concerned. 

I am not certain whether a fixed regulation in that sense would be a 
sound thing. Generally what you are able to accomplish in that direc- 
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tion, this is the only case I know of where it hasn’t been, as we say 
to the association, “Look, this thing doesn’t fit into sound financial 
principles and practice. Go replace two or three of these folks with 
sound, experienced businessmen.” We don’t tell them who they are. 
“You go in your community and find them.” 

Mr. Fiscusacn. It is extraordinary for you to sit there and sug- 
gest it would be better to have as a director some grocer, who has 
got his own business to attend to, and have him sit as a director of a 

ederal and give to the association a part-time snap judgment rather 
than have the services of somebody who is familiar ms the day-to-day 
operation of the affairs of the Federal and have him function as a 
director. 

Mr. AmMANN. My answer to that, Mr. Fischbach, would be you 
just take the financial statements issued by the financial institutions 
in which you have confidence and look at the list of the board of 
directors and see how many of them are bookkeepers and tellers in the 
institution. You don’t find them that way. 

I would say that a businessman down the street, who feels a sense 
of trusteeship, not responsible to himself for details in the institution, 
can come in and deal with a given set of facts, with what the associa- 
tion proposes to do, whether this expenditure, this advertising cam- 
paign, this large loan, or whatever it is, makes sound business sense. 
You can find men like that in any community. 

Mr. Ho.trtevp. I can see the wisdom of your remarks along that 
line as a general principle, Mr. Ammann, but it seems to me that some 
regulations should have been promulgated by the Board too, for 
instance, provide that in a board of directors of five, not over one or 
two should be active employees of the institution, or in a board of seven, 
not over two or three might be active employees, rather than to leave 
this particular subject, as I understand it, completely unregulated or 
the institutions unadvised. 

I know several institutions incidentally where one or two of the 
operating management are members of the board of directors. 

Mr. Ammann. There are some principles affecting financial institu- 
tions that are just accepted. You couldn’t name all of them in the law 
or put regulations in respect to every one of them on the books, because: 
it wouldn’t be feasible. 

Mr. Houtrrexp. I don’t think you want me to believe that in a matter 
as important as the qualifications of a board of directors that if such 
a principle as you have enunciated—and I am inclined to think you 
are right in it—is as important as you believe, that it could not be 
very easily made the subject of regulation. 

Mr. Ammann. It would be possible to have a regulation on it. I 
haven’t considered it from that standpoint too much, for the reason 
that at the moment I am unable to recall any other case in which, when 
we come upon the fact we are unable to say to the management, as we 
say, and convince them of the sense of it, and over a period of a year or 
so they work that out. 

This is the only case I can remember at the moment where they 
agreed to do it, we gave them all sorts of time to do it, and then we find 
they entirely departed from this concept and the directors became 
party to these things the charges are about. 

Mr. Fiscurnacu. How many of the directors of Long Beach Federal 
were employees ? 
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Mr. Ammann. The managing officer, a vice president performing 
the functions of a teller when I came to the association, the father of 
the managing officer was a director, and the two of them were also 
directors in the other association, so that—— 

Mr. Hotirtetp. The father wasn’t an operator ? 

Mr. Ammann. Not inthis. The son was a manager in this and the 
father was a director, and in the other the son was director and the 
father was manager. Those three people were in the position of 
dominance. 

There is another thing in that respect that has a bearing. Here in 
an institution of more than $20 million of capital, here were a couple 
of directors who, added together, had less than $50 investment in the 
institution and yet this is a crime when that association is taken away 
from them. They had peanuts compared to many investors for whom 
the Government was acting when they took over the institution. 

Mr. Houtrter. I don’t think you can place a requirement on a 
director to be an investor in a concern to any great extent. I can 
think of any number of directors who are directors of institutions 
without heavy financial investments. I can also see that if people 
build an institution to the size of that institution on the mutual prin- 
ciple, that they evidently have a great interest in the institution or 
_they could not have built it to that point, regardless of whether they 
had personal savings in the institution to a great extent. 

Mr. AMMANN. | mention the size of their investment in this case 
merely because it is another aspect of this particular case and the high 
feeling they had of trusteeship in this is indicated to me not by how 
much they had in it but by what they were doing. 

Mr. Houiriretp. We will adjourn at this time until 2:30. 

(Whereupon, at 1:20 p. m., the subcommittee adjourned, to recon- 
vene at 2:30 this same day.) 


AFTERNOON SESSION 


Mr. Honirretp. The subcommittee will be in order. 
Mr. Fiscupacuw. Mr. Wyman. 


FURTHER TESTIMONY OF JOHN WYMAN, CHIEF SUPERVISOR, 
HOME LOAN BANK BOARD 


Mr. Fiscusacu. Mr. Wyman, I would like to inquire again whether 
you were in any way consulted in connection with the authorizations 
that were being sought by Mr. Ammann as conservator from time to 
time. 

Mr. Wyman. No, I was not, to the best of my recollection of the 
matter. 

Mr. Fiscupacu. How do you explain that on the filed copy of the 
authorization in most instances there appears the stamp of your office 
indicating that on a given date before action was taken thereon the 
authorization applied for was received by your office? 

Mr. Wyman. You are referring, I take it, to loan authorizations? 

Mr. Fiscurpacn. Yes; loan authorizations and other authorizations 
that were being sought by Mr. Ammann while he was conservator. 

Mr. Wyman. The only authorizations that I have any recollection 
of were the loan authorizations that were given by the assistant gov- 
ernor acting for the governor of the Bank System. 
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The only reason that that stamp is on there or that in some cases 
at least my name appears as having been written on a copy was that 
Mr. Ammann sent a copy of that in to go into the files covering the 
association. It was not in any sense for any action on my part other 
than that. 

Mr. Fiscusacn. Mr. Ammann, do you have with you the file of 
authorizations? Thank you. 

Now I refer specifically to the application for authorization No. 
64A. I note that the application is dated at Long Beach on January 
5, 1948. It was received at your office according to the stamp on 
January 16, 1948. It also appears to have been approved by Mr. 
Newell on January 15, 1948. Now is it your testimony that the only 
purpose of the stamp in that instance was to indicate that it was 
officially filed in your files? 

Mr. Wyman. Yes; that is my understanding. We took no action 
on it whatsoever. 

Mr. Fiscupacn. The same would be true then of Authorization 
Request No. 64? 

Mr. Wyman. I believe it would be. I think that is true of all the 
loan authorizations. 

Mr. Fiscnpacu. Mr. Chairman, I would like to have these loan 
authorizations contained in the file that Mr. Ammann handed me made 
an exhibit here. I would like also to retain them long enough to 
photostat the contents of the file and return the file to Mr. Ammann 
at that point. 

In other words, I would like to be able to place before the subcom- 
mittee the contents of the communications that went forward from 
Mr. Ammann as conservator seeking various authorizations, the docu- 
ments that were submitted by Mr. Ammann, the approvals that were 
given him, and the entire record of this matter. 

Mr. Hortrrevp. As an exhibit and not part of the record, the printed 
record of the hearing? 

Mr. Fiscupacu. That is correct. 

Mr. Houtrtetp. Off the record, please. 

(There was discussion off the record.) 

Mr. Hoxirretp. The documents mentioned will be received as an 
exhibit and arrangements will be made to have them photostated. 

Mr. Fiscuspacu. I understand, Mr. Chairman, that these documents 
will not be reproduced in the record, is that your desire? 

Mr. Hourretp. That is correct, they will be a file exhibit not repro- 
duced in the record except such pertinent parts as may be needed to be 
placed in the record. 

(The documents above referred to containing various communica- 
tions and authorizations relating to the conservatorship were marked 
“Ammann Exhibit No. 16” and will be found in the files of the sub- 
committee. ) 

Mr. Fiscupacn. I note, Mr. Wyman, that on page 8 of your state: 
ment you refer to the 21,000 share accounts and you state that: 


The creation of the accounts was a flagrant breach of fiduciary relationship 
between the directors of the association and its members. 


Do you have that statement in mind ¢ 
Mr. Wyman. Yes. 
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Mr. Fiscupacn. You also stated that: 


No action by the members of the association can condone or approve such 
destruction of rights of mutuality. 

Do you recall such a statement? 

Mr. Wrman. Yes; I recall it. 

Mr. Fiscupacu. If the shareholders of the association are the owners 
of the association, why can they not agree that a given group of officers 
or a even group of directors may open up 100,000 $1 accounts if they 
so chose ¢ 

Mr. Wrman. The statute creating these institutions authorized the 
Board to provide for the chartering, the regulation, the examination, 
and so forth of local mutual thrift and home-financing institutions, 
I believe is the phraseology, and to issue charters therefor giving 
consideration to the best practices of similar thrift and home-financing 
institutions throughout the country. 

As I understand it, one of the elements of mutuality that was con- 
sidered by the Board as being an essential to the implementation of 
that provision of the statute was that the members of the association 
should have the right to elect the directors of the institution and 
perhaps to take certain other actions as are prescribed in the bylaws 
and in the regulations. It was expressly provided and is expressly 
provided in the charter that each member shall have certain voting 
rights as I have described on page 9 of this statement. - 

It is also recognized in the Sater and always has been that the 
members of the association or any member of the association, if he 
wished to do so, could of his own free will and volition give somebody 
else a proxy or a power of attorney to vote for him, because it is 
expressly provided that voting may be by proxy. 

t certainly was never contemplated that the directors of the associa- 
tion who alone are expressly given the power to accept or to reject 
any membership in the association, Wome use their position in such a 
way as to usurp the rights that were expressly given and intended to 
these members of the association by the charter, and in so doing com- 
pletely nullify that element, that basic element of mutuality which 
the Board intended and did set forth in the charter to implement that 
provision of the statute. 

Mr. Fiscupacu. Was it contemplated either by the statute or by the 
regulations and the practices of the Board that a director and an 
oficer of a Federal could have any money in the Federal himself ? 

Mr. Wyman. Certainly it was contemplated that a director and an 
officer could have money in the association. 

Mr. Fiscupacu. Was it also contemplated that if he did have 
money in the association, that he could vote as a shareholder? 

Mr. Wyman. He was given the same voting rights as any other 
member of the association would have. As a matter of fact, to 
answer your question in its entirety, the charter provides and has 
provided that the directors shall be elected from the membership of 
the association. Each director must either be a shareholder or a 
borrower. 

_Mr. Fiscupacu. Under those circumstances was there any viola- 
tion of any rule or regulation or any provision of the statute involved 
in the creation of a share account for a dollar? 

Mr. Wyman. It is an outright violation of every concept of trus- 
teeship and of fiduciary relationships. There isn’t a Federal savings 
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and loan association in the United States except this one that has 
ever indulged in any such. practice, It is well recognized that the 
members of the association have the rights and should have the rights, 
and that they should be preserved as they are set forth in the charter. 

Mr. Fiscupacu. Let us see the point at which the violation comes 
in, in your view. You say it is perfectly all right for a director or 
for an officer of a Federal to open an account in that institution, is 
that right? 

Mr. Wyman. Yes. 

Mr. Fiscusacu. Is there anything in the law or in the regulations 
which say that an officer or a director shall refrain from opening 
more than one account? 

Mr. Wyman. No; there isn’t anything in there and there isn’t any- 
thing in my statement that remotely touches upon that subject. 

Mr. Fiscusacn. When an officer or director opens more than one 
account, is he violating his fiduciary obligation ? 

Mr. Wyman. If those share accounts, if the accounts are opened 
in a bona fide way and for bona fide purposes and not to usurp the 
control and the voting powers of the shareholders at large, there is 
a prohibition against it and no objection to it if it is done in a bona 
fide way. 

Mr. Fiscupacu. Did Gregory put a phony dollar bill in for each 
of these 21,000 share accounts, or did he use real money ? 

Mr. Wyman. I assume that he used real money. I have nothing to 
indicate the contrary. 

Mr. Fiscupacu. If you are correct in your assumption that he used 
real money in opening these dollar-share accounts, wherein did he 
violate any rule or regulation or any provision of the statute govern- 
ing Federal saving and loan associations ? 

Mr. Wyman. He did not to my knowledge violate any express 
provision of the statute or any express provision of the regulation. 

My statement was and is that these share accounts were opened and 
admittedly opened for the purpose of establishing practical voting 
control in this institution, and they were not in any sense bona fide 
accounts. They were intended to take away from the members of the 
association the right of a free exercise of the control as to certain 
matters that were expressly granted to them by the charter. 

Mr. Fiscueacu. Is there anything in the regulations or the law 
which would forbid the other shareholders of Long Beach Federal 
once that information was placed before them, from approving not 
only what Gregory did but the very purpose that he proclaimed the 
creation of these accounts was intended to serve? 

Mr. Wyman. The shareholders can’t approve a breach of fiduciary 
trust. 

Mr. Fiscnpacn. Wherein was there a breach of fiduciary trust? 

Mr. Wyman. For the simple reason that these directors being ex- 
pressly vested with the sole right to determine who might or who 
might not be accepted as a member of the association and thereby 
acquire or be given a right to vote in matters coming before the mem- 
bers, took advantage of their position to create for themselves under 
various names or combinations of names or as trustees for one or more 
persons 21,000 votes, which as a practical proposition, would control 
the actions that would come before the members of the association 
at any meeting that might be held. : 
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Mr, Frscusacn. If this matter was placed before the shareholders 
of Long Beach Federal, you say that the shareholders of Long Beach 
Federal could not even ratify what was done? 

Mr. Wyman. My statement is that the shareholders or the members 
of the association could not condone or approve a breach of fiduciary 
trust or position. 

‘Mr. Fiscunacn. You say that the opening of these accounts repre- 
sented a breach of fiduciary trust? 

Mr. Wrman. Yes, sir. 

Mr. Fiscueacu, At what point does an officer who is charged with 
the duty of determining who shall and who shall not become a mem- 
ber of a Federal reach a position where he has to call in someone 
to exercise judgment, assuming that he is the individual who wants 
to open an account ? ; ; 

Mr. Wyman. That is purely a speculative question, Mr. Fischbach. 
I am dealing here with a specific set of facts. 

Mr. Fiscnpacn. You indicated that it would have been all right for 
Gregory to open one account and it would have been all right for 
Gregory to open two accounts. At what point did it become a breach 
of duty on Gregory’s part when he had the question before himself 
of opening up more than two accounts? 

Mr. Wrman. I believe the force of what I said and certainly the 
intent of what I said was that there would be no objection to the open- 
ing up of more than one account in the name of a director, provided 
it was done in a bona fide way and provided that it is not done for the 
purpose of wresting from the remaining members of the association 
the voting rights that are expressly given to them, and that were ex- 
pressly intended in order to maintain the mutuality of these institu- 
tions as required by statute. 

Mr. Fiscunacn. Let me ask you this, Mr. Wyman. Under yonr 
concept of what the fiduciary obligations are and what the rules 
and regulations in the statute intended to effect and under your con- 
cept that in opening these accounts Mr. Gregory and his associates 
violated their fiduciary obligation, could these accounts have been 
opened if a meeting of the shareholders of Long Beach Federal had 
been called upon to pass upon the opening of these accounts in 
advance ? 

Mr. Wyman. I don’t think it would have been a proper thing. I 
think it would have been destructive of the mutuality of the institu- 
tion regardless of the time at which the shareholders were called upon 
to consider the matter or act on it. 

Mr. Fiscupacr. So that in your concept the shareholders do not 
have that right in any event, whether they were notified in advance 
or notified thereafter? 

Mr. Wyman. The shareholders do not have the right to nullify 
the basic principle of trusteeship as I understand it, namely that a 
trustee shall not do business with himself, and this was obviously a 
case of self-dealing. It was intended for no other purpose. The 
shareholders have no right by any action they can take to nullify 
or to modify that basic principle of trusteeship. 

Mr. Fiscupacu. Doesn’t a trustee under your concept do business 
with himself when as an officer and as a director of a Federal he allows 
himself to open an account with that Federal? 
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Mr. Wyman. There are two respects in which there are express 
exceptions to that in the charter and.in the regulations. One of 
them is that a director of course may own shares in the association. 
The other is that the director under the association’s charter has the - 
express right to borrow money from the association upon the security 
of his own home. 

Mr. Fiscusacn. So he is allowed to do business with himself in 
opening an account; is that correct? 

Mr. Wrman. That is correct. . 

Mr. Fiscuzpacu. Wasn’t Gregory doing business with himself when 
he opened these 21,000 accounts? 

Mr. WrMan. He was doing business with himself; yes. He was 
doing business with himself for the specific purpose of gaining vot- 
ing control in this institution. This was not a bona fide or a legiti- 
mate purpose as I understand it. 

I don’t mean legitimate in the.sense of any express prohibition in 
the charter or regulations, but I mean legitimate in the sense of bein 
consistent with the trusteeship which underlies this institution an 
should underlie all similar institutions. 

Mr. Fiscuracu. Does a conservator have the right to open an 
account in a Federal association of which he is conservator? 

Mr. Wyman. I am unable to answer that question, Mr. Fischbach. 
It is a legal question. 

Mr. Fiscupacu. You are chief supervisor, and I wondered what 
your views were in connection with a conservator’s fiduciary obli- 
gation and whether he would be doing business with himself if he 
opened an account with a Federal of which he was conservator. 

Mr. Wyman. I would not be able to answer that question. The 
question has never arisen. I don’t know whether there are legal fac- 
tors involved in it or not. I am just not sure. 

Looking at it from a layman’s standpoint, if it were a strictly bona 
fide matter, it might be all right. My inclination would be to prefer, 
however, that the conservator keep completely free from that sort 
of relationship with the institution. 

Mr. Fiscupacn. I suppose then as chief supervisor you never heard 
of any conservator opening an account in the association for which 
he was acting as conservator ? 

Mr. Wyman. I missed part of that question. 

(The reporter read back the last question. ) 

Mr. Wrman. I do not at the moment recall of any occasion when 
any conservator for any Federal savings and loan association has 
opened a savings account for himself in the association for which 
he was conservator. I do not recall such at the moment. 

Mr. Fiscusacu. If anything like that were called to your attention, 
I presume you would view it with suspicion, is that right? 

Mr. Wyman. No; I don’t say that I would view it with suspicion. 
I would want first of all to look into the legal question that might 
be involved. I am not sure that there is a legal question involved, 
but I would want to review it from that standpoint or have it reviewed 
from that standpoint before I made any decision on it. 

Mr. Fiscuracu. Did you ever hear that Mr. Ammann had opened 
an account with Long Beach Federal while he was conservator ? 

Mr. Wyman. You mean in his own name personally for himself, 
personally open an account in the Long Beach Federal 








INVESTIGATION OF HOME LOAN BANK BOARD 1871 


Mr. Fiscusacu. Yes, in his name personally and in his own wife’s 
name. i 

Mr. Wrman. I don’t recall having heard that. 

Mr. Fiscusacu. Did you ever hear that Mr. Bramley opened one 
or more accounts with Long Beach Federal ? 

Mr. Wrman. I don’t recall having heard that. In any. event, if 
either of them did open.such an account, I am quite confident that 
that was not for the purpose of gaining control of or owning control 
or usurping any control of the institution. 

Mr. Fiscxsacn. In any event if either of them did open such ac- 
counts, you would be spadtined to say it was perfectly O. K. for them 
to do so, wouldn’t you? 

Mr. Wyman. I tried to answer that question a few minutes ago. 
1 don’t know what the legal considerations might be. There may be 
no legal objection to it. 

My inclination at the moment as a layman would be to say that 
perhaps the conservator should keep free from those relationships, 
although there might be no legal objection on the assumption that 
it is a perfectly bona fide account, as undoubtedly it would be because 
there would be no control that he could usurp. 

Mr. Fiscusacu. If Mr. Ammann as conservator, while he was 
conservator, opened an account in his own capacity as an individual, 
don’t you think he would be confronted with the duty first as fiduciary 
to determine whether he should do business with himself as an 
individual ? 

Mr. Wyman. There isn’t anything in the charter or in the regula- 
tions, I do not believe there is anything in my testimony that raises 
any question about the right of an. officer or a director of a Federal 
association to have a bona fide account, possibly more than one bona 
fide account, in his own name. 

Mr. Fiscuzacu. But there is a lot in your testimony which chal- 
lenges the validity of an officer or a director of a Federal in opening 
21,000 share accounts for $1 cash, isn’t there ? 

Mr. Wyman. My statement is that it is a breach of fiduciary po- 
sition. 

Mr. Fiscusacn. You can’t tell us at what point the fiduciary ob- 
ligation is*breached ? 

Mr. Wyman. I would say it is breached certainly when it becomes 
a program for wresting from the membership of the association at 
large practical voting control as to matters that are required to come 
before the membership for action. 

Mr. Fiscupacn. Mr. Wyman, did you at any time attempt to in- 
fluence the shareholders in their views as to the Gregory management? 

Mr. Wyman. No, sir; I did not. 

Mr. Fiscuspacn. Did Mr. Fahey with your help? 

Mr. Wyman. I am not sure what Mr. Fahey did. I am not familiar 
with the details of that. I did not in any way whatsoever participate 
in that action, if there was such an action. I seem to recall that there 
was some letter or news release. I am not familiar with the details 
of it. I believe that is something that took place after the conserva- 
tor was,appointed. I did not have anything to do with that. I did 
not participate in it. 

I do not recall that I saw it until after it had become an accom- 
plished fact, and therefore I am unable to throw any further light on 
that particular matter. 
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Mr. Fiscnsacu. Mr. Wyman, I suppose your attention was drawn 
to the fact that Mr. Ammann never did cancel out these accounts, the 
21,000 $1-share accounts? 

Mr. Wyman. That. may be a fact. I am not too familiar with 
that, but I don’t believe as I understood the testimony on it, I do 
not believe that he did actually cancel those out. That is my under- 
standing of the testimony. 

Mr. Fiscnzacu. If you entertained the views you did in rela- 
tion to the creation of these accounts, and you entertained the view 
that Mr. Ammann was a fiduciary and owed to the shareholders of 
Long Beach Federal any of the obligations of a fiduciary as conserva- 
tor, wouldn’t you say that it became Mr. Ammann’s duty to cancel out 
these 21,000 $1-share accounts? 

Mr. Wyman. I am not sure that those accounts were actually issued 
and delivered. Mr. Ammann would be able to testify on that point. 
Mr. Zarrilli would probably be able to testify on it. 

My recollection on that particular point is not too clear at the 
moment, but I do not believe that they were actually issued in their 
entirety. They were in the process as I recall the facts now, of issuing 
such accounts. 

They did not have sufficient supplies, as I recall, to go through with 
the undertaking at that time because of the large number of passbooks 
and other material that was necessary, and I believe that that was the 
facts of the case. There are others here who can testify on that. 

Mr. Fiscupacu. Mr. Ammann, I wonder if you could tell us 
whether, while you were conservator, you opened one or more accounts 
in your own name? 

Mr. Ammann. I opened up one, I believe. 

Mr. Fiscunacu. Was that in your own name as an individual ? 

Mr. Ammann. My own name as an individual, my own personal 
money. 

Mr. Fiscupacu. Was that account in your favor and in the favor 
of your wife? 

Mr. Ammann. I don’t remember the exact style of it. It may 
have been my name only or my wife and I together. I am not sure. 

Mr. Fiscusacu. How about Mr. Bramley, did he open up one or 
more accounts while you were conservator ? 

Mr. Ammann. I think he opened one in his name, perhaps trustee 
for his girl or boy while he was there. Maybe one for each of them, but 
not more than one or two accounts, very small. 

Mr. Fiscnzacnu. Did you consult with anybody or did you consult 
with Mr. Wyman or anyone else at the Home Loan Bank Administra- 
tion or the Home Loan Bank Board in connection with the opening or 
closing of your account ? 

Mr. Ammann. No; I don’t think they even knew I did it. Never 
told them, never talked to them about it. 

Mr. Fiscuzacn. In not telling them, you had no desire to conceal 
that information from them ? 

Mr. Ammann. I considered it wasn’t of interest. I had the funds 
and I was far from home, had to have some place to put them. I fig- 
ured that would be a good place, and so I put them there, and when 
I left I withdrew it and took the money along with me. 

ene Fiscusacu. You had those funds with you, you say, at the 
time 
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Mr. Ammann. I was having to take care of my personal affairs from 
out there while I was there, and some matters arose involving some 
money which I had to dispose of in some fashion, put somewhere, and 
while I was there I put it in the association. 

Mr. Fiscusacu. Did you ever consult with Mr. Wyman or anyone 
else at the Home Loan Bank Administration with regard to canceling 
out the 21,000 $1-share accounts ? 

Mr. AMMANN. I don’t recall that I ever did. 

Mr. Fiscusacu. Thank you, Mr. Ammann. 

Did you consider, Mr. Wyman, that, since the opening of these 
accounts, the 21,000 $1-share accounts representing a breach of fidu- 
ciary obligation on the part of Mr. Gregory, that there was any neces- 
sity for i a such action as was calculated to insure that the accounts 
would not be voted ? 

Mr. Wyman. I think that such action was taken. ra 

Mr. Fiscusacu. After order No. 388 was made and you knew that 
there was to be an election, what if anything did you do to prevent 
Mr. Gregory and his associates from voting those 21,000 $1-share 
accounts at that election ? 

Mr. Wyman. | took no action personally. 

Mr. Fiscusacu. What action did anyone else of the Board take in 
connection with that matter ? 

Mr. Wyman. I have no knowledge as to any other action that the 
Board may have taken on that matter. 

Mr. Fiscupacu. We have from Mr. Ammann’s testimony not only 
that the accounts were opened but that he in the 20 months he was 
conservator did nothing about canceling the accounts out, and when 
he went out as conservator I know of no action, and I inquire of you 
whether there was any action taken to insure that these 21,000 $1-share 
accounts would not be voted. 

Mr. Wyman. I am not familiar with any action that was taken 
specifically as to the 21,000 $1-share accounts. 

Mr. Fiscupacu. So that as the matter stands as of today, is there 
anything to prevent those 21,000 $1-share accounts from being voted ? 

Mr. Wyman. If those share accounts are issued, if they are out- 
standing, I wouldn’t know of anything that would prevent their being 
voted at a meeting of the members. 

Mr. Fiscupacu. You say that even the members would not have 
the right to approve or protest ? 

Mr. Wyman. What I said was that the members have no authority 
to condone or to approve such a breach of fiduciary trust. 

Mr. Fiscupacnu. Even if they have knowledge of it ? 

Mr. Wyman. Yes, sir. The shareholders have no power to destroy 
the mutuality of this institution, and no group of shareholders have 
the power to destroy it, including the five directors in whose names 
these 21,000 share accounts were being issued, and no action by the 
members of the association can sanctify that undertaking. 

Mr. Fiscunacn. I do not know how many shareholders there are 
in Long Beach Federal, but I want to be sure that I understand your 
position. Let us assume that there are 15,000 shareholders. 

Is it your position that the 15,000 shareholders could not agree 
that any given officer or any given director of the association of 
which they are shareholders could open up 10,000 $1-share accounts? 
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Mr. Wyman. It is my position that no action by the members of 
the association can approve or condone the usurpation by the di- 
rectors of the association of the voting power in that institution that 
is ag in the membership of the association. 

r. Fiscupacn. So if the 15,000 shareholders of Long Beach Fed- 
eral were today to give Mr. Gregory a proxy to vote their 15,000 share 
accounts, would that be a valid or an invalid action ? 

Mr. Wyman. I take it that if the shareholder or any number of 
shareholders of the association determined to give Mr. Gregory a 
proxy, and if they did do so they would have a perfect right to do 
so, but that is not what happened in this case. - 

Mr. Fiscupacn. You say that they could give Mr. Gregory a proxy 
but they could not consent to the opening up of 50,000 share ac- 
counts ¢ 

Mr. Wyman. I said that they could not consent to nor approve 
nor condone or sanctify the usurpation of the voting power in this 
institution. That is my testimony. 

Mr. Fiscupacu. You have stated that as a principle, but I am 
endeavoring to apply that principle to what happened here, and so 
I will ask you again, is it your position that notwithstanding every 
shareholder of Long Beach Federal could, if he so desired, give 
Mr. Gregory the right by proxy to vote every account of every share- 
holder of Long Beach Federal, that the shareholder at the same 
time could not give to Mr. Gregory the right to open up either 21,000 
$1-share accounts or 100,000 $1-share accounts? 

Mr. Wyman. I am going to stick to my testimony in answer to 
your question, that I do not believe that the shareholders of the as- 
sociation by any action they could take could give to the directors, 
any one of the directors, could properly give, I should say, the right 
at will to create for the purpose of establishing for himself or among 
themselves voting control in the institution. 

I do not believe that could be done because I believe that that 
would create a situation, as it did in this case, without the action 
by the shareholders, incidentally, where you have the wresting of 
voting control and a destruction of mutuality, that is mandatory 
under the statute and carried out and carried through in the charter 
and the regulations. 

Mr. Fiscupacu. Mr. Wyman, isn’t it true that in virtually every 
Federal throughout the United States very few shareholders attend 
shareholders’ meetings? 

Mr. Wyman. That is quite a common practice I believe in their 
experience. 

Mr. Fiscupacu. Isn’t it also true that it is the uniform practice of 
Federal savings and loan associations that the given officer, or the 
designated proxies, designated by the management, invariably hold 
proxies of the shareholders to vote at shareholders’ meetings. 

Mr. Wyman. That quite frequently happens. I don’t know 
whether it is common in the sense of being more than half of them, 75 
percent of them or 25 percent of them, but it is not uncommon that 
they do have proxies that are given freely by the members of the 
association to a directior or maybe to a committee of directors to vote 
for them and to represent them at meetings. 

Mr. Fiscupacu. Isn’t it also true that in virtually all the Fed- 
eral savings and loan associations in the United States that the desig- 
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nated proxv or the designated group of proxies exercise through 
such proxies complete dominion and control of the shareholders’ meet- 


Mr. Wyman. They could of course exercise control to the extent of 
the proxies that they held, and presumably would do so and presum- 
ably do do so. 

Pean't answer that question, of course, which is of a very categorical 
nature, but it is not an unheard-of thing, of course, and a reasonably 
and fairly common thing that proxies are given and that those proxies 
are voted. 

Mr. Fiscunacu. Those proxies represent control, don’t they ? 

Mr. Wyman. And those proxies represent substantial voting power. 
It may be control or it might not be, but anyhow represent substantial 
voting power, but the people who give those proxies can at any time 
revoke those proxies. 

They can give a new power of attorney, if you will, or a new proxy, 
and the old one is canceled out, and so long as the shareholders remain 
in that position they do have the right and the power of control, where- 
as under an action of the type that we are discussing here from a prac- 
tical standpoint that power was nullified or destroyed by virtue of the 
creation of the 21,000 $1-share accounts or 21,000 votes, if you will, 
and it would not make much difference whether I as an individual 
shareholder had previously given you a proxy and decided that I 
would prefer to give it to Chairman Holifield, because it would not 
amount to anything at all. 

Mr. Fiscupacu. I can see the point you are making, but I wonder in 
view of that why, as chief supervisor, you did not take some very 
aggressive affirmative action to make sure that the 21,000 $1-share 
accounts would not be voted at the election that was had after order 
No. 388. 

Mr. Wyman. I had nothing to do with issuing order No. 388. 

Mr. Fiscusacu. I did not suggest that you did, Mr. Wyman. 

Mr. Wyrmay. I did not know anything about it until it was an 
accomplished fact. 

Mr. Fiscusacu. But you knew about the election before that was 
an accomplished fact, did you not? 

Mr. Wyman. What election was that? 

Mr. Fiscusacu. The election which followed order No. 388. 

Mr. Wyman. I am not sure that I did. I don’t recall when that 
election was held. I don’t remember the time at which that election 
was held. 

Mr. Fiscupacu. After the election was held, didn’t you know that 
there had been an election and that Gregory and his associates were 
returned to office without a dissenting vote, and incidentally without 
voting the 21,000 $1-share accounts? 

Mr. Wyman. I think I came into the knowledge of that at or about 
that time. Iam not clear in my mind. I am trying to be responsive. 
I just don’t recall the details or the dates, I mean, at which I first 
learned about it. 

I do know that I had no knowledge of order No. 388 until after it 
had been issued, and I believe indeed after the court order had fol- 
lowed shortly after the issuance of order No. 388. 

Mr. Fiscusacn. That was in January of 1948. 
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Mr. Wyman. Yes; and I recall I know that, but I do not have in 
mind, I cannot recall the dates there at which the shareholders’ meet- 
ing or the members’ meeting at which the election took place—I can- 
not recall that. 

Mr. Fiscunacn. The election after order No. 388 took place in July, 
so that in that interval between January and July, I wonder why you 
did not do anything to make sure the 21,000 $1-share accounts would 
not be voted, feeling as you did about the matter. 

Mr. Wyman. This was a matter that, as I understand it, was being 
handled, to the best of my knowledge it was being handled by the 
Board. 

Mr. Fiscupacu. I can appreciate the fact, Mr. Wyman, that possi- 
bly you were not consulted in connection with the making of order 
No. 388. I can also appreciate the fact that possibly what went on 
out at Long Beach Federal after order No. 388 was made by the Board 
was conducted at a higher level in the Board than you occupied, but I 
cannot assume that that was a fact unless you tell me so. 

Mr. Wrman. That is a fact to the best of my knowledge and 
experience. 

Mr. Fiscupacu. So that you did not even have an opportunity to 
express your views to the Board. You were not called upon to do so 
and, as Mr. Ammann testified, what went on from that point on was 
in the Board’s hands and not in yours? 

Mr. Wyman. That states it correctly, I believe. 

Mr. Fiscusacn. Good enough. Now we pass on to another sub- 
ject. After the election at which Gregory and his associates were 
returned to office, I take it there must have come a time when your 
function as chief supervisor in the matter was more or less restored 
to you so that it became a normal operation as far as you were 
concerned ? 

Mr. Wyman. No; that is not correct. As a matter of fact it never 
became a normal operation insofar as I was concerned, and it has not 
yet become a normal operation so far as I am concerned because of the 
intricate and complex involvement and litigation of one sort and 
another, and injunctions and court actions and so on; it has not of 
course come back, I should say, into the normal type of supervision to 
which we are accustomed and has not been handled in normal and 
usual ways. 

Mr. Fiscupacu. So you are still today under some restraint by the 
Board as far as Long Beach Federal is concerned ? 

Mr. Wyman. I don’t know that you quite express it that way, re- 
straint by the Board. As I understand it—and I am not too familiar 
with the litigation—— 

Mr. Fiscupacn. I understand that. 

Mr. Wyman. As I understand it we are under some restraint by the 
injunction that was issued there, and by virtue of the whole complex 
involvement in the litigation. I think that explains it, rather than 
some negation or prohibition by the Board, because that is not quite 
true. It is poanethiise that exists by virtue of the mere force of the 


complex circumstances that exist. 

Mr. Fiscupacu. Then because of the complex circumstances and 
because of the necessity on the part of the Board consulting with its 
attorneys and consulting with the Department of Justice, as far as 
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the supervisory end of the Board’s activities are concerned, this is 
not by any means a normal situation yet? 

Mr. Wyman. From the supervisory standpoint yes, that is correct. 

Mr. Houtrtevp. Off the record. 

(There was discussion off the record.) 

Mr. Hotrterp. Back on the record. 

Mr. Fiscusacn. We heard from Mr. Ammann that before order 
No. 888 was made, he had a visit out at Long Beach Federal from 
Mr. Adams in which Mr. Adams solicited Mr. Ammann’s views about 
the matter. I wonder while the matter was under consideration by 
the Board, whether Mr. Divers solicited your views in connection with 
the making of order No. 388? 

Mr. Wyman, No, I was not consulted. 

Mr. Fiscupacu. Did he ask you at all—— 

Mr. Wrman. By any member of the Board in connection with that 
matter. 

Mr. Fiscupacn. Were you asked to summarize what the charges 
against Gregory and his associates were at any time by any member 
of the Board before they made the order? 

Mr. Wyman. Order No. 388? 

Mr. Fiscupacu. Yes. 

Mr. Wyman. No, sir. 

Mr. Fiscupacu. I take it you have the same views in connection 
with the validity of these charges that were expressed by Mr. Ammann, 
namely that unless they are heard and determined, that there would 
be a very damaging and serious effect on supervision ? 

Mr. Wyman. My views have been and they are on the basis of the 
information that I have that there have been numerous and serious 
breaches of trust by the management of this association, and that 
there are so many and they are of such character that they are of 
serious supervisory concern, and they are of such character it seems 
to me as to leave no proper supervisory discretion but to endeavor 
to adjudicate those charges before a proper tribunal of some sort. 

Mr. Fiscuzacn. Mr. Wyman, was your attention ever drawn to 
any contemplated elimination of these charges ? 

Mr, Wray. No, sir; I do not recall that I have heard anything 
about the elimination of the charges, if you mean by that just simply 
wiping the slate clean and forgetting about the charges, and I under- 
stand that to be your meaning. I had not understood that to be the 
program or the case at all. 

Mr. Fiscupacn. You think, Mr. Wyman, that the charges should be 
used for horse trading over a settlement? 

Mr. Wyman. I would not use them that way. 

Mr. Fiscunacu. Don’t you think it would have a very serious effect 
on supervision if that were done? 

Mr. Wyman. I certainly do. 

Mr. Fiscupacn. Yet it has never come to your attention that the 
charges were used that way and are to be used that way ? 

Mr. Wyman. No, sir; I had no knowledge and have had no know!l- 
edge, and now have no knowledge that these charges were to be used 
in that fashion. I know that our Board has been very deeply con- 
cerned about these matters right along, that certainly to the best 
of my knowledge they have been deeply concerned, and I am sure that 
is consistent with the facts. 





1878 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Fiscunacn. Who on the Board has expressed concern to you 
about these charges? . 

Mr. Wrman. I recall specifically talking with the Chairman about 
it, or rather his talking with me; whichever way you prefer to put it— 
on two or three different occasions over a period I would say, going 
back—and certainly I know going back—into 1948, and I believe again 
in 1949. 

I recall one occasion particularly that he discussed the matter with 
me in my own office. He came in and talked with me about it and 
expressed a great deal of concern about it, and while I cannot re- 
call, of course, all of those minute details as to specific dates or occa- 
sions, I do know that on more than one occasion he has talked to 
me about it and has expressed concern about it, about the serious- 
ness of these various matters. 

Mr. Fiscupacn. I appreciate you could not recall the dates unless 
you made a record of them, Mr. Wyman. I assume that you did not 
make any record. 

Mr. Wyman. No; I did not. 

Mr. Fiscupacu. But you remember certain mileposts like everybody 
else. We will take as one milepost order No. 388 and let us take 
order No. 2015 in September 1949 as another milepost. 

Now, did Mr. Divers express concern to you betweerf the date.in 
January of 1948 when he made order No. 388 and the date in Sep- 
tember of 1949 when order No. 2015 was issued ? 

Mr. Wyman. Oh, yes, and very substantially in advance of the issu- 
ance of order No. 2015. 

Mr. Fiscunacu. And when he expressed concern to you, did he ask 
you what your opinion was about the charges against Long Beach 
Federal ? 

Mr. Wray. It is difficult of course to remember the exact colloquy, 
if that is the word, of the conversation. 

Mr. Fiscupacu. Not the exact but the substance of it. 

Mr. Wyman. But I do recall that I expressed my view to him to the 
effect that in my opinion anyhow, these matters, certainly mamy of 
them were of a serious nature, and I do not believe there is any doubt 
that Mr. Divers was aware as a result of discussion that I did feel that 
way about it. 

r. Fiscupacu. That took place well before September of 1949? 

Mr. Wrman. Yes, sir, it did, and I gathered from his remarks that 
he was also very much concerned about these several matters and the 
questions of trusteeship that were involved here in these various 
charges. 

Mr. Fiscupacu. Did Mr. Divers tell you that he had under consid- 
eration one or more proposals for the settlement of the entire 
controversy ? 

Mr. Wyman. That is a matter as to which L have virtually no knowl- 
edge. I knew that there were discussions going on, of course, from 
time to time. 

Mr. Fiscnpacnu. But you never heard that from Mr. Divers? 

Mr. Wray. I had no knowledge of any specific nature as to the 
particular or specific terms or discussions that were taking place. 

Mr. Fiscnpacn. You never heard that from Mr. Divers? 

Mr. Wyman. No, I do not recall that I did. 
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Mr. Fiscusacu. So, when he talked to you about these charges and 
expressed concern to you about these charges, he did not disclose to 
you what he had in mind in relation to it, did he? 

Mr. Wyman. I do not believe that he did, no. 

Mr. Fiscusacu. Did you at those meetings, discussions, and so forth, 
say to Mr. Divers that it is about time he had a hearing on these 
charges ? 

Mr. Wyman. No, I did not. 

Mr. FiscHpacn. Why not? 

Mr. Wyman. For the reason that the Board was endeavoring, as I 
believe the record clearly discloses, and as [ believe is generally known, 
was endeavoring to work out some solution of this whole problem. 

Mr. Fiscupacu. You mean some settlement ? 

Mr. Wyman. I do not know whether you would call it settlement 
or not, but some solution. It was not my understanding that that 
contemplated or embraced a wiping of the slate, if you please, as to 
these charges. 

It was my feeling at the time that since they apparently were rea- 
sonably well informed, or I should say, well enough informed about 
the fundamentals of these charges, that there was no particular point 
to my making a relation of that character at that time when they were 
endes 7 wang to work out some solution to the whole problem as I under- 
stood it. 

Mr. Fiscupacn. So if the solution had been worked out that would 
have been the end of the matter, as far as you were concerned ¢ 

Mr. Wyman. I am not sure that I understand just what you mean 
by that question. 

Mr. Fiscunacu. You did not want to take any action that would 
interfere with the Board’s working out a solution ? 

Mr. Wyman. I did not feel it would be proper for me to take any 
action that might interfere with the effort that the Board was mak- 
ing, and as I understand and believe did make over a period of months 
to try to work out a solution of the problem that was involved here. 

So far as I am concerned, if you wish my views on it, I do not know 
what solution could be worked out that would remove the breaches 
of trusteeship that appear to be present in this case based upon the 
facts and information we have. 

Mr. Fiscuracnu. I agree with you, Mr. Wyman. If these charges 
had merit, the solution should not have entailed any consideration at 
all to eliminate the charges. 

Mr. Wyman. I have no knowledge or information or indication that 
the Board intended to wipe these charges off the slate, but they were 
endeavoring to work out certain aspects of this matter, and I felt 
that under those circumstances it would not be proper for me to under- 
take to reinject or force, if I may use that word, these particular 
matters at that time. 

Mr. Fiscupacu. Mr. Wyman, in your travels about the country and 
in your observation of the activities of Federals, did you not observe 
that in most Federal savings and loan associations there are related 
activities carried on such as insurance agencies and escrows and things 
of that character ? 

Mr. Wyman. I know that there are some associations that have on 
their board of directors, for example, a person who is engaged or may 
be engaged in the insurance business, and in some rather limited areas 
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of the country, where the escrow method of doing business is common 
they do have escrow arrangements of one sort or another in which 
some person who is connected with the association may also be 
interested. 

Mr. Fiscusacn. Your criticism of Gregory’s activities in that direc- 
tion stems largely from the fact that such activities were carried on 
right in the offices of the Federal, itself ? 

Mr. Wyman. The criticism stems from the fact that the activities 
were carried on in the office of the Federal association and more par- 
ticularly because the association was furnishing personnel, was fur- 
nishing space in which Title Service Co. and certain other organiza- 
tions were operating without the payment of any rental, and in short, 
based on the information and facts that we have it appears that the 
Long Beach Federal was paying all or substantially all of the expenses 
of these concerns, Title Service Co., Pacific Insurance Agency, and per- 
haps some others, and was reaping none of the profits and it appeared 
to us that that was not a very healthy or salutary type of arrangement. 

Mr. Fiscuzacu. But that is the type of matter that would ordinarily 
have called for a supervisory letter, is not that right? 

Mr. Wyman. Yes. We had at one time asked and requested that 
the association separate the Title Service Co. from its offices. We have 
requested that. 

Mr. Fiscusacu. What response did you have to that request ? 

Mr. Wyman. I believe the response that we had to it was that they 
would give consideration to the matter, and I think what they did 
was to put a railing around some of the association’s employees, about 
15 of them that were sitting over in another portion of the space serv- 
ing Title Service Co. 

Mr. Fiscupacn. You did not deem that a sufficient divorcement? 

Mr. Wyman. I did not consider that that carried out the substance 
of the recommendation that had been made to them. 

Mr. Fiscusacn. So did you make a further recommendation ? 

Mr. Wyman. I do not recall that we made any further recommenda- 
tion on the subject at that time. 

oe Fiscupacu. Did you make a further request at any time there- 
after 

Mr. Wyman. I do not recall whether we did or not. 

Mr. Fiscusacu. Is there anything wrong with a Federal selling a 
loan that it has at par? 

Mr. Wyman. I suppose there isn’t anything wrong with a Federal 
association selling a loan at par provided it has gotten the best price 
for the loan that it can reasonably get, but if the association sells 
the loan at par when, as a matter of fact, it could sell it at 102 or 10414, 
then I would say that the association is not doing all that it could in 
the best interest of the shareholders. 

Mr. Fiscusacu. Is there not an advantage that inures to a Fed- 
eral when it has a loan on which it has made interest and on which 
it has made a bonus to turn around and sell that loan and reinvest the 
money and make another bonus and another run of interest ? 

Mr. Wyman. That might be a matter of speculation. Loans this 
association sold and which are referred to in my statement were ob- 
viously loans that had been paid down to where only the cream was 
left. They were carrying a high rate of interest or rather a profitable 
rate of interest, I should say. They were not delinquent. 





INVESTIGATION OF HOME LOAN BANK BOARD 1881 


They had an apparently reasonable or conservative unpaid balance 
in relation to the appraised value of the property, and they appeared 
to be in every sense of the word choice assets. 

Whether or not it would prove better to dispose of assets of that x:nd 
and reinvest the funds and perhaps get an origination fee of some sort, 
or whether it would be better to continue haid that kind of choice 
asset, might be somewhat a matter of speculation. 

Mr. Houirteip. It would be a matter of judgment for the directors, 
too; would it not? 

Mr. Wyman. That particular point would be; yes, but certainly 
there was nothing in the regulations that required this association to 
sell these loans at par, never has been. 

Mr. Fiscusacn. Was it. inferred that there was anything in the 
regulations that required that they be sold at par? 

Mr. Wyman. I believe Mr. Gregory’s statement that he filed was 
to the effect that the association was permitted by the regulations to 
sell 20 percent of the loans it originated, provided they were sold at 
par, and I forget what the remainder of the sentence is; but, anyhow, 
that is in there, and there is nothing in the regulations, and there 
never has been anything in the regulations, that requires a loan to 
be sold at par by any Federal association. 

Mr. Fiscupacu. I never thought there was any argument about 
that matter, and that is why I was wondering why you stressed that 
in your statement. é 

Mr. Wyman. He makes that statement in his prepared statement. 

Furthermore, the regulations have always required a service 
charge where loans are sold, and they are serviced by the selling asso- 
ciation, and in many of these cases where these loans were sold there 
was no service charge; they were serviced free of charge by the 
association. 

Mr. Fiscupacu. Didn’t the association receive some benefits from 
that arrangement ? 

Mr. Wyman. I do not know what benefit the association received. 
It might have been some fancied or supposed benefit ; I do not know— 
nothing tangible that I know anything about. 

Mr. Fiscusacu. I understood from Mr. Gregory that the benefit 
the association derived was that the association had available through 
this insurance company, and through the persons to whom these 
loans were sold, a ready source of funds for investment at any time. 
I take it that would be worth something. 

Mr. Wyman. How much it would be worth, of course, I am not 
able to say. I do not know of any other Federal association in the 
United States that followed any such practice as picking out a selected 
ervap of a half dozen or a couple of dozen of its own shareholders and 
members and selling them loans all the time. 

Mr. Fiscugacn. Is it a practice that you condemn ? 

Mr. Wyman. I condemn the practice of selling loans at par if and 
when the association could receive a premium for them, and for serv- 
icing them free of charge, and the regulations require that when 
servicing is retained the association shall make a charge sufficient to 
compensate the association for the costs of such services. 

Mr. Fiscusacu. Do you know for a fa: that these loans which 
were sold at par could have brought a higher price than par? 
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Mr. Wrman. I do not know whether these loans could have been 
sold above par, or not. I know that they were sold during a period 
of time when loans generally that had the characteristics that these 
loans had were bringing a premium on the market, I know that. 

Mr. Fiscusacu. Were these insured loans or uninsured loans? 

Mr. Wyman. I do not believe they were insured. 

Mr. Fiscusacu. You do not know whether Gregory got the best 
price for them or got less than the best price? All you know is that 
he got par for them. 

Mr. Wyman. My understanding is that he sold them at par. 

Mr. Fiscusacnu. There is no question about that; but the question 
is whether you know for a fact that in selling them at par he disposed 
of an asset of the association at less than its market value ? 

Mr. Wyman. I could not answer that question as a fact. 

Mr. Fiscnspacn. Mr. Wyman, did you have occasion to examine 
Mr. Ammann’s accounting when it was presented to the Board in 
May of 1948? 

Mr. Wyman. Oh, no, sir. 

Mr. Fiscuzacu. Did you examine it at any time since? 

Mr. Wrman. No, sir. 

Mr. Fiscusacn. Since the office of the Governor was abolished, did 
any responsibility devolve upon you as the chief supervisor to relate 
any of your functions to Mr. Ammann’s accounting as conservator? 

Mr. Wyman. I doubt that they did devolve upon the—his account- 
ing, as I understand it, was made to the Federal Home Loan Bank 
Administration which, of course, became the Home Loan Bank Board, 
and he was the conservator. 

Mr. Fiscusacu. I think you will find you are in error on that. His 
accounting was made to the Federal Home Loan Bank Board in May 
of 1948, and that was after the—— 

Mr. Wyman. To the Home Loan Bank Board? 

Mr. Fiscupacn. Yes. 

Mr. Wyman. Then it is a matter of dates. In other words, his ac- 
counting was made to the Home Loan Bank Board ? 

Mr. Fiscusacu. That is right. 

Mr. Wyman. And since the conservator did not function under my 
jurisdiction at any time but rather under the direct supervision of the 
Governor or the Board, my superiors, which at that time included 
the Governor, I do not believe that the responsibility for that matter 
devolved upon me by virtue of the abolishment of the Governor’s 
office. 

Mr. Fiscupacn. Mr. Wyman, if a conservator were appointed today 
for an association in North Carolina, would his management of the 
day-to-day affairs of the association come under your jurisdiction at 
all as chief supervisor ? 

Mr. Wyman. I would just have to guess at that, Mr. Fischbach, 
because we have had no conservator since the Reorganization Plan 
No. 3 became effective and the Home Loan Bank Board succeeded the 
Commissioner, and I would have to guess at that or speculate about it. 

It would not be worth a great deal in the form of testimony if I 
had to guess at it. If I were to guess at it, it would be “Yes,” that 
the Board would probably expect me to act at least as an interme- 
diary, if I may put it that way, and to function in some capacity for 
the Board in connection with such matter. 
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Mr. Fiscuzpacn. But there is no set policy that exists today in 
connection with that matter that you knew about ? 

Mr. Wyman. The only policy that exists, of course, is that, as far 
as | know, that which is expressed in the rules and regulations, which 
remain the same, I believe, as they were at the time the Home Loan 
Bank Board succeeded the Commissioner. 

Mr. Fiscusacu. Those regulations still refer to the Governor, al- 
though that office does not exist ? 

Mr. Wyman. I believe that is correct. 

Mr. Fiscusacu. I wonder if you could throw any light on that, 
Mr. McKenna? 

Is there any policy in the Board today with regard to whether or 
not a conservator would be under Mr. Wyman’s authority ? 

I am talking about the day-to-day operation of an institution. 

Mr. McKenna. I have no direct knowledge, Mr. Fischbach. I 
would guess—and this is purely a guess without checking it—that 
the functions of the Governor that are not assigned to subordinates 
would be retained by the Board itself, and that a conservator would 
report to the Board, but that would have to be determined after a 
study of the various orders which distributed the functions formerly 
exercised by the Governor. 

Mr. Fiscusacn. Mr. Wyman, I would like to inquire of you whether 
you know of any fact concerning which you have not been interrogated, 
and which would throw any additional light upon the matters that 
are under consideration before this subcommittee ? 

Mr. Wyman. Well, I have endeavored to incorporate into the state- 
ments that I have made, and into the comparatively brief testimony, 
much of the information and facts that we have concerning the 
association and its operations and under Mr. Gregory’s management. 

I would not go so far as to say there are not other items that could 
be included. The examination report known as exhibit C is, of course, 
a very voluminous document, and the subcommittee has that; and 
rather than to undertake to try to rehash and to restate all of the items 
that might be in there, I thought that in the interest of brevity before 
the subcommittee it might be entirely sufficient for me to refer to these 
more salient matters that have been covered in the statements and in 
the testimony. 

I take it that is what you had reference to-when you asked the 
question. I do not know of any other or collateral matters, I believe, 
that would be of interest. 

The thing that has me concerned in this case has been the matter 
of trusteeship or lack of it, and the breach of trusteeship, because it 
goes to the very tap root of confidence in these institutions; and, once 
that tap root is damaged or cut, you are on the way to having insti- 
tutions that probably do not merit public confidence and that would 
not be, as I understand it anyhow, in the public interest, because the 
Congress, in authorizing the creation of these institutions, intended 
and expressly stated in the act that, in order to provide a safe place 
in which people may invest their funds and to provide for the financ- 
ing of homes, the Board is authorized to set up these associations. 

There is no place, so far as I know, where the preservation in prac- 
tice of the highest ideals and concepts of trusteeship is so vital and 
so important as in these mutual institutions where small savers place 
their funds in trust to be managed by people of their own selection, 
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to be sure, but placed there with the expectation that those people 
will not use those funds to further their own personal jnterest, and 
who will not step aside from the straight line of trusteeship and faith 
of their duties in the management and in the investment of those 
funds. Those are the things that have concerned me in this case and 
have concerned me very deeply; and whatever the peculiar turns may 
have been here and there in this case, I have had no purpose and no 
object at any time in this case, any action that I have taken or any 
recommendation that I have made or any statement I have made, 
except to try to discharge what I conceive to be my duty as chief 
supervisor for the Home Loan Bank Board in preserving unmolested 
and undamaged the integrity of the institution and the trusteeship 
that is involved, and which must be preserved if these institutions are 
to do the job they are expected to do. 

Mr. Fiscupacu. I am very much in sympathy with your principle 
of the mutality of these institutions, and I cannot help but observe 
that, as you point the principle up, Mr. Wyman, it is a very important 
principle. It is a principle in which there is a great deal of signifi- 
cance, and I would like to inquire as to whether you have ever made 
any recommendation to the Board that there be adopted a regulation 
which would limit the right of the officers and dirr¢tors of a Federal 
savings and loan association in opening a given number of accounts, 

from which there might flow the incident of centralizing in the hands 
of a given management a substantial number of votes, which votes 
would not be subject to recall as are the proxies which shareholders 
generally give to the controlling group of officers and directors, 

Mr. Wyman. I have not made such a recommendation, and I would 
like to explain why I have not made such a recommendation. 

My own concept of government, for whatever it is worth is not a 
new one at all. It reaches back to the philosophy that that govern- 
ment is best that governs the least. 

Now, applying that to this particular matter in question that you 
have just raised, there has never been in more than 15 years that I have 
been in iny present position, plus approximately 2 years prior to that 
when I did the same work although with a different title, there has 
never been another Federal savings and loan association in the coun- 
try that has ever undertaken to usurp the voting rights of the mem- 
bers of the institution. 

Mr. Fiscupacn. Mr. Wyman, I do not doubt that. 

Mr. Wyman. Now, then, to answer your question, we have felt that 
surely we would not have to pass a regulation for one institution. 

Mr. Fiscusacn. I do not doubt that at all, Mr. Wyman, but a valued 
friend and client of mine frequently makes the observation that hard 
times make hard people, and in light of the fact that this was a rather 
bitter controversy in its very origination, and in light of the fact that 
apparently both Mr. Fahey and Mr. Gregory and others in California 
pursued each their own determined and irreconcilable courses from 
the very outset, don’t you think that if ever again there should happen 
to be controversy between a given Federal and the supervisory authori- 
ties you might be confronted with precisely the same condition; 
namely, where a group of officers opened a group of accounts in order 
to have a measure of votes that otherwise would not exist—— 

Mr. Wyman. Of course, anything can happen. 
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Mr. Fiscusacn. In the light of the fact that it did happen—— 

Mr. Wyman. If you want to put it that way—— 

Mr. Fiscusacu. In light of the fact that.it-did happen, don’t you 
think that is a matter which this subcommittee should give its careful 
consideration to, from the standpoint of either recommendations of 
an administrative nature to the Board, or recommendations of a legis- 
lative nature to the Congress? Should not the subcommittee consider 
that there be more clearly defined the point at which the management 
of a given Federal crosses the bar when they undertake to open 
accounts to be used ,as their own property, and from which would 
flow the property right of a vote? 

Mr. Wyman. That, of course, is a question that is more properly 
one for the subcommittee rather than for me. I have this reaction to 
it, for whatever it is worth: I have too much confidence in the 
management and directors of savings and loan associations over the 
country to believe that we would ever have very many situations of 
that kind. 

Having had only one now in some 18 years since the Federal savings 
and loan system was created, I would be prompted to conclude that 
we are not likely to have very many of them. 

Mr. Houirtexp. I do not think we can say that. You have had more 
than one instance in which you have had to go in and take over an 
institution because of mismanagement of one kind or another. 

Mr. Wyman. I did not understand, Mr. Chairman, that that was 
the question that he was asking. I thought he was referring more 
specifically to the issuance of the 21,000 shares, 

Mr. Howrrietp. If the issuance of share accounts is not a wise 
procedure and if it has been done and you think it should not be done 
again, I do not know why that should not be a matter of recommenda- 


tion for administrative regulations to prohibit it. 
Mr. Wyman. That might be. I would 
Mr. Hoxtrretp, It seems that at these PORE we have brought out 


quite a number of facts which have more or less lain dormant, and 
which certain individuals think are very important, and I am not 
saying that they are not important, but there has been nothing done 
from an administrative standpoint to see that those conditions do not 
exist again or do not come about again. 

If it is important—if it is as important as it seems to be to certain 
individuals—I cannot see why there has not been action taken by the 
Board to assess that importance of that procedure or that malpractice 
if you want to call it that, of trusteeship or fiduciary relationship— 
why action has not been taken if it is a matter of the importance 
which you seem to attach to it, and which others seem to attach to it. 

Mr. Wrman. I think that is certainly a fair and proper field for 
serious consideration. 

Mr.- Houirretp. I think you have expressed some very high prin- 
ciples before this subcommittee, Mr. Wyman, and there is one thing 
that somewhat concerns me, and that is that you have not carried 
through on some of those principles in the way of making recom- 
mendations to the Board, and if they were of the importance that you 
gare to them, it seems to me that = should have taken another step 

orward and secured the safety of those principles, at least have dis- 
charged your own personal duty, by making recommendations to the 
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Board, and then if the Board failed to act, certainly you could not be 
criticized in any way for not carrying through on your own belief in 
principles as far as you could. 

Mr. Wrmavy. I appreciate that viewpoint, of course, Mr. Chair- 
man, very much, nail I would like to make this comment on the mat- 
ter, if I may. We have had several instances and situations over the 
years where various serious problems were involved, and some of 
them did involve breaches of trusteeship, and we have endeavored, 
and I believe we have succeeded in correcting those situations. I do 
not at the moment recall to mind any that we did not correct in a 
substantial, and what we felt, at least, was a satisfactory way. 

It seems that this has been quite an exception, and is the only in- 
stance that we have ever had where we were unable to bring about 
the reasonably satisfactory correction of a situation that was funda- 
mentally wrong, as we see it, or as I see it, I will put it that way. 

So, I don’t believe it quite states the whole story to say that we 
have done nothing about it, because we have, because I know that I 
personally have been into the field on many occasions on difficult 
situations, and I have met with boards of directors, and I know that 
the presidents of our Federal home loan banks have done the same 
things—other officers of those Federal home loan banks, and they 
have worked indefatigably, I would say, where anything of that 
character was savoloetls and those situations have been cleared up. 


Mr. Hotiriexp. I have particular reference to some of the things 
contained in your charges which seem to me should have had some 
regulatory action on the part of the Board. 

For instance, the protection of the ultimate purchaser in obtaining 
the original interest and prepayment privileges is one; the limitation 


of operating employees on boards of directors is another one I think 
of. 

The setting up of unlimited share accounts by individuals is another 
one. Now, I will not have time to go down the list, but those are 
three that come immediately to my mind; and yet while they seem 
to be of importance to you and to others, they have not apparently 
been of enough importance either to cause you to make recommenda- 
tions so that those situations would be prohibited in the future by 
regulation nor has the Board seen fit to take action or to attach enoug 
importance to take action on it in an administrative way from the 
standpoint of making regulations to prevent those things occurring 
again. 

“There are other things in there that might well be called to your 
attention, but they escape my mind at this time. 

Have you had an opportunity to answer in your own way the ques- 
tions which the subcommittee has put to you and that counsel has 
addressed to you, Mr. Wyman? 

Mr. Wyman. I think I have answered 

Mr. Hotrrretp. Do you feel satisfied that we have not restricted you 
in either the time required to give an answer or qualification of an 
answer ¢ 

Mr. Wray. I think that that would be substantially correct, Mr. 
Chairman. I think that 

Mr. Hourrrerp. Is there any other information that you would like 
to bring before the subcommittee now before the hearings are over? 








INVESTIGATION OF HOME LOAN BANK BOARD 1887 


Mr. Wyman. I think that, if I may, Mr. Ammann stated the matter 
equally as well or better this morning in his testimony or statement 
than I could state it. I think there have been—— 

Mr. Houtrtevp. You have not been instructed by legal counsel to 
make any type of a representation to this subcommittee that its 
actions have been unfair, have you? 

Mr. Wyman. No. I think that the questions in many instances 
have probably been asked out of context, and it has been a little bit 
difficult at times to get a coherent story across. 

Mr. Hotirtevp. You realize, of course, it is a very complicated case. 

Mr. Wyman. I do indeed. 

Mr. Hourrrévp. And the method of obtaining these facts by ques- 
tioning is necessarily a complicated method or procedure, too, and that 
because of the fact that we have had to, many times at the witness’s 
request, take a witness out of turn or ask a witness to come back for 
questioning on certain things that have been developed from others 
testimony, that it has been impossible to take one witness and go 
completely through with him and then go back to another one, be- 
cause we, too, have had to search the records and our staff has had to 

£0 over the testimony, and our methods of questioning have naturally 
~ had to be evolved on a day-to-day basis because we are seeking cer- 
tain reasons and facts as to administrative procedures. 

Not being fully cognizant of the case as a whole, we have also had 
to feel our way in the case. I hope you feel that you have been treated 
fairly by the Chair; and if you banc any additional statement to 


make, now or before the hearings are concluded, we will again give 
you an opportunity to clear up any point which, as you look back 
over the testimony, you feel that you would like to clear up. 


Mr. Wray. Yes. 

Mr. Fiscuracnu. I would like to say, Mr. Wyman, as I said to Mr. 
Ammann, that you will probably be refe to in Mr. Gregory’s 
answer to your position when he appears and testifies before the 
subcommittee, and that you will have an opportunity at that time to 
make such comment in connection with his testimony as you think 
the situation may require. 

Mr. Wrman. I take it that is one thing included in the chairman’s 
assurance, an opportunity to make any further statement. 

Mr. Hoxrtrtetp. That is right. 

Mr. Fiscupacn. Yes. 

Mr. Houirtevp. Thank you, Mr. Wyman. 

Mr. Fiscupacn. Mr. McKenna, I would like to inquire of you about 
the statement which I believe you made, if my recollection serves me 
correctly, that the adoption of order No. 2015 by the Board was 
merely a “come in and talk it over” proposition. 

The subcommittee has heard a lot of testimony on that subject from 
various»witnesses, and if you made such a statement, I would like you 
to explain it. 


FURTHER TESTIMONY OF WILLIAM F. McKENNA, ASSISTANT 
GENERAL COUNSEL, HOME LOAN BANK BOARD 


Mr. McKenna. Well, of course, as these proceedings have gone on, 
; have _ that you have interpreted that statement differently than 
intended it. 
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What I meant by that was that the Board had no idea when it 
passed that order of what final action it was going to take in connec- 
tion with the association, 

I did not mean that the proceedings would be informal, because 
it is very obvious from the face of the order that a formal proceeding. 
formal procedure, was there established—not only obvious,. but: ex- 
press all through the order. 

Mr. Fiscupacn. Mr. McKenna, you have had a lot of contact with 
Arline Martin, and—— 

Mr. McKenna. I take it you mean I have worked with Arline Mar- 
tin a good deal? 

Mr. Fiscuracu. I take it you conferred with her from day to day 
while you were out there? 

Mr. McKenna. I would say most of the time, though probably at 
least half of the time that I was out there. Miss Martin was the 
attorney of the United States attorney’s office specifically assigned to 
this litigation, and I was assigned by the Board to assist the Depart- 
ment of Justice, so necessarily I worked with Miss Martin while she 
was so assigned. 

Mr. Fiscusacu. During the course of these hearings, as you doubt- 
less recall, consideration was given to memoranda that were contained 
in the files of the United States attorney correspondence section writ- 
ten by Miss Martin, and particularly referring to telephone conversa- 
tions that she had had with other persons on the staff of the Depart- 
ment of Justice. 

One such memorandum had to do with a telephone conversation she 
had with Mr. Morison. 

We would like your appraisal of Miss Martin’s practices, as. you 
observed them. Was she careful to record facts correctly ? 

Mr. McKenna, Of course, you put a lawyer in an impossible situa- 
tion when you ask for his opinion of another lawyer. 

Mr. Fiscupacu. I am sae you for the opinion of another lawyer 
whose day-to-day habits of work you had occasion to observe. 

Mr. McKenna. I would say, and out of full sincerity, that Miss 
Martin herself was always sincere, always trying to do the best job 
she could. I would say that Miss Martin never represented that she 
understood the issues of this case or that she understood the legal 
problems involved. That is the best I ean phrase the answer. 

Mr. Fiscupacu. In the contact that you had with her, did you ever 
have occasion to observe that her recordation of the substance of a 
conversation she had had with anybody would be accurate or inac- 
curate ? 

Mr. McKenna. I am not able to think of a single instance where 
she has recorded such a conversation and I was familiar with it. I 
would be talking out of a pure vacuum. 

Mr. FiscusacH. When you were in communication with her, while 
you were working out there in Los Angeles, did you find that Miss 
Martin adhered to the instructions that were given her? 

Mr. McKenna. Mr. Fischbach, I am not the most brilliant lawyer 
in the world myself, and so I am tolerant of other people. Mr. Siegel 
was not so tolerant, and he is a much more able lawyer than I; and 
I remember occasion after occasion when he was, I would say, to put 
it in a limited way, vigorous in his representations to Miss Martin 
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that she had not executed his instructions and did not understand 
them. 

As I say, I am much more tolerant in my appraisal of other people 
because I am not the very able lawyer, to begin with, that Mr. Siegel 
is. 

Mr. Fiscusacu. I suppose that the phrasing that would be employed 
would’ have something to do with it? 

Mr. McKenna. Speaking entirely theoretically, without any ap- 
plication to this case, I would say so; I cannot apply it to any single 
instance, though. 

Mr. Fiscusacn. Was there ever a time when you advised Miss 
Martin of a course of action that she didn’t make a correct memoran- 
dum of it? 

Mr. McKenna. I don’t remember any time when I advised Miss 
Martin—I suppose there were occasions when I advised Miss Martin 
of courses of action. I cannot apply your question to any specific 
instance one way or the other. 

Mr. Fiscusacu. Mr. McKenna, in relation to order No. 2015, you 
were not in Washington at the time; is that correct ? 

Mr. McKenna. No; I think I was in Washington at the time order 
No. 2015 was entered. I was not in Washington at the time order 
No. 388 was entered. 

Mr. Fiscupacn. What was your first knowledge of the contemplated 
issuance of order No. 2015? 

Mr. McKenna..I will try to give you the best answer I can out of 
my recollection. I recall representations that were prevalent around 
the Board that some action had to be taken, and then I recall there was 
session after session held in the Board to make some determination of 
what action should be taken. 

My recollection is that I was not present at any of them until, I 
think, the morning of the 6th of September; that is the best of my 
recollection. I am not remembering this out of nothing, but I recall 

rage Sony the orders that I got from you the other day, and I remem- 

er that I was listed as present on the morning of the 6th, and I can 
fairly clearly recall what went forward that morning, but it is my best 
recollection that I was not present at any of those sessions, and my 
entire knowledge was hearsay. 

I do remember after that session that we had instructions to draft 
an order, and I have not yet in my own mind been able to clearly 
delimit who was actually drafting that order. I do remember par- 
ticipating in it myself, but my best recollection is that I was not the 
first or prime draftsman. 

Mr. Fiscupacn. Do you recall whether the issuance of order No. 
2015 was related or was unrelated to the necessity of making some 
position known in Judge Hall’s court with respect to the Department’s 
report on the progress of settlement negotiations ? 

r. McKenna... Do I understand the question to be whether or not 
the Board took that action because the Government was going to make 
some representation in court as to settlement ? 

Mr. Fiscnzacu. No. I will try to restate the question a little sim- 

ler. Was the issuance of order No. 2015 in any way related to the 
vernment’s response to the court’s order that there be a report on 
the status of settlement negotiations ? 
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Mr. McKenna. Apart from the time relationship, whatever that 
was, tomy knowledge there was absolutely no other relationship. As 
I recall, it was about the same date, but that can be best checked from 
the records. 

Mr. Fiscusacn. What could be best checked from the records? 

Mr. McKenna. The date of order No. 2015, and the date of the 
Government’s return in court to the court’s show-cause order on 
settlement. 

Mr. Fiscusacn. But the two subjects are unrelated, and that is 
your clear testimony # 

Mr. McKenna. That is. Of course, I.could not have a full personal 
knowledge of all of that, but I feel absolutely certain there is no 
relationship of any nature whatsoever. 

Mr. Fiscusacu. Did you have any meetings with Mr. Morison 
about that time ? P 

Mr. McKenna. I recall a phone call from Mr. Morison sometime 
around about then concerning the Government’s return in court. I 
think that is the beginning and end of my consultation with Mr. 
Morison about that time. 

ee Hiecemacn. Did Newell Clapp have anything to do with that 
subject ? 

Mr. McKenna. I would have been much more likely to talk to Mr. 
Clapp because he was on a somewhat lower echelon, but way above 
mine. I don’t recall specifically—I am wrong about that. I think that 
after the Board had told us to draft this order, and that we had about 
completed the drafting of it, someone in our shop phoned Mr. Clapp 
in order to get clearance of the Justice Department on it. That is my 
best recollection of it. 

Mr. Fiscupacu. About the time that Miss Martin made a memo- 
randum of a telephone conversation with Morison on September 7 
1949, you wrote a letter to her which has bearing on the subject, and 
which I would like to place before you. I place before you a letter 
you appear to have addressed to Miss Martin on September 9, and I 
ask you to read it and see if it refreshes your recollection. 

Mr. McKenna. The first paragraph relates to some opposition 
copies which I must have sent to her. I have absolutely no recollection 
of what that referred to. 

Mr. Fiscusacn. Doesn’t that recall to your mind that it is an oppo- 
sition in relation to the: Department’s stand in connection with the 
progress report on the settlement negotiations ? 

Mr. McKenna. At this moment I don’t recall that we filed a paper 
titled “Opposition” in connection with that. 

I do recall that I did receive specific instruction from the Depart- 
ment about drafting a response to that show-cause order, and I assume 
that I sent copies to Miss Martin when I had cleared the original with 
the Department. 

We usually duplimat the copies in our shop and send the duplimatted 
copies on after we have cleared the original with the Department of 
Justice or after they furnish the original tous. — 

The second paragraph says: 

I will enclose in the envelope to the United States attorney certified copies of 
the order we discussed if it is adopted by the Board because of the date. 
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That would have to be order No. 2015, I take it. I have no recollec- 
tion whatsoever of that discussion but—— 

Mr. Fiscupacu. You can see from that letter that there was such 
a discussion. 

Mr. McKenna. Obviously, or apparently, from that I did telephone 
Miss Martin or she phoned me, and something else we must have 
discussed. Whether f did that from our shop or the Department of 
Justice, I just have no knowledge. 

Mr. Fiscusacu. All right. 

Relating that discussion as shown by the letter of September 9, 
which you wrote to Miss Martin, to the memorandum of Miss Martin 
of her telephone conversation in which she recorded the fact that the 
office out there would be notified in the event an order was adopted to 
cancel or forfeit the charter of Long Beach Federal, does the refer- 
ic in ies letter before you sharpen your recollection at all on that 
subject ! 

Mr. McKenna. I will say very definitely that I have never used 
terminology either stating or in any way signifying forfeiture of the 
charter in connection with the Long Beach organization, order No. 
2015; it never meant that to me, and it never meant that, and it does 
not mean that to me now. 

"Eccie Fiscupacu. Will you look at the third paragraph of that 
tter ¢ 

Mr. McKenna (reading) : 

Mr. Clapp says he will give you instructions subject to my phoning you in the 

event the order is not issued. If you do not hear from me it will mean the order 
han heen issued. However, feel free to phone me at my home at any time if you 
wish, 
The order you referred to would have to be order No. 2015, and I 
take it that means that Mr. Clapp was going to instruct her what to 
do if the order did not issue, but if she did not hear from me it would 
mean that the order had issued. 

Mr. Fiscusacu. I would take it from the fact that that letter was 
dated September 9 that it was dictated, transcribed, and signed by 
you before order No. 2015 was actually issued by the Board. 

Mr. McKenna. Yes; and I would add as a further fair assumption 
that the order had already been drafted about in its final form. 

Mr. Fiscupacn. Now, at what hour of the day on September 9, 1949, 
did the Board issue order No. 2015? 

Mr. McKenna. I can’t answer that because I have no recollection, 
but I think the secretary’s office might be able to give you the hour. 
I do recall something of its being mailed late in the afternoon, but I 
assume it is order No. 2015 that I am thinking of. In any event, 
the secretary’s office should have a record of the information. 

Mr. Fiscusacu. I would like to show you a memorandum dated 
September 9, 1949, which apparently Arline Martin dictated for the 
file in relation to the same matter, and I would like to have you read 
it and tell us from what you know of what transpired on September 9 
1949, whether that memorandum by Arline Martin is a true and 
correct portrayal of the facts therein recorded. 

Mr. McKenna. Of course, it is a memorandum of a telephone con- 
versation with Newell Clapp, and I have no recollection of having 
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been with Mr. Clapp. when he made the phone conversation. I don’t 
deny that I was there, but I just have no recollection one way or the 
other. 

Mr. Clapp said the Home Lvan Bank Board adopted a resolution calling for a 


hearing on charges against the Long Beach Association and setting the-hearing 
for October 25, 1949, in Washington, D. C. 


Of course, we have the resolution referred to to verify that. 


The notices of the hearing to all parties concerned will be mailed so that all 
parties should be effectively served as of Monday morning, September 12, and a 
copy of the resolution will also be mailed to us. 

On that point my recollection is that letters were mailed air mail on 
September 9, 1949. As I recall, order No. 2015 sets forth therein— 
and, of course, it would be reasonable for those copies of the resolution, 
those notices, to be in the hands of the addressees as of the opening 
of business or mail delivery on September 12. 

I would also assume that we sent copies to the United States attorney 
at Los Angeles, although I have no specific recollection of that. 

Mr. Clapp asked that I give Judge Hall a copy of the resolution unless I am 
notified to the contrary that the notices are not mailed. 

On that I can’t answer as to what Mr. Clapp instructed Miss Martin 
to do. 

Mr. Fiscusacu. That, however, would be in keeping with the letter 
you yourself wrote here on September 9; -would it not? 

Mr. McKenna. It would be in keeping with my letter to her that the 
resolution—that she would receive word about the resolution if it were 
not adopted. As to furnishing Judge Hall a copy, I don’t think my 
letter had any reference to that. 


The charges contained in the notice include those which were made prior to 
the appointment of the conservator in the above case. 


My recollection of order No. 2015 is that it.does that. 


Mr. Clapp advised me in making a statement to the court about this matter 
and also in regard to the order to show cause in re the compromise, to absolutely 
refuse to be drawn into any argument with the judge on the possibility of the 
compromise or any of the terms, but to simply state to the court that the associa- 
tion has never made the proposal of settlement that the United States invited. 

I have no knowledge of what Mr. Clapp advised on that condition. 

Mr. Fiscnsacu. That was the position that was taken by Govern- 
ment counsel when there were proceedings before Judge Hall in rela- 
tion to the Department’s report of the status of settlement negotia- 
tions; was it not? 

Mr. McKenna. My personal opinion would be “yes,” but if I am 
talking officially, I would rather refer to the documents and the tran- 
script to be certain. I don’t want to just state my view as to the 
Government’s view of the proceeding. 

Mr. Fiscusacu. Yes. 

Mr. McKenna. There is another sentence in the memorandum: 


To further state that we are advised of the resolution giving notice of.the 
hearing and that under the circumstances no compromise is possible until the 
administrative proceeding is over. 

I have no knowledge of whether Mr. Clapp so advised Miss Martin, 
although I take it the memorandum is genuine, and I have no knowl- 





INVESTIGATION OF HOME LOAN BANK BOARD 1893 


edge offhand of whether or not that is the position or was the position 
of the Government. 

Mr. Fiscupacu. Now, viewing the memorandum of September 9, 
1949, that Miss Martin put into the United States attorney’s file as a 
whole, would you say that it accurately reflects what transpired on 
that day and the instructions that she received insofar as you know 
about the subject matter? 

Mr. McKenna. I have done my best to give you a specific answer. 
Offhand I know of nothing in here that is inaccurate. 

Mr. Fiscusacn. All right. 

(Discussion off the record.) 

Mr. Ho.irrevp. The subcommittee will stand adjourned until 
Wednesday evening at 7 p. m. 

(Whereupon, at 5:15 p. m., the subcommittee adjourned, to recon- 
vene on Wednesday, August 8, 1951, at 7 p. m.) 
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WEDNESDAY, AUGUST 8, 1951 


Hovss or RepresENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INvesTIGATING THE Home Loan Banx Boarp, 
Washington, D.C, 

The subcommittee met, pursuant to adjournment, at 7:25 p. m., in 
room 1302, New House Office Building, Hon. Chet Holifield cchaiteien 
of the subcommittee) presiding. 

Present : Representatives Holifield and Miller. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Houtrretp. The subcommittee will be in order. 

Mr. Gregory, you have been sworn heretofore, haven’t you? 

Mr. Grecory. I have been sworn. 

Mr. Miter. Have you been sworn in these proceedings? 

Mr. Grecory. Yes, sir; I have been. 

Mr. Mitter. When ? 

Mr. Grecory. At the commencement of the proceedings, as I re- 
member it. 

Mr. Mruter. Is there some record of that? I do not recollect your 
being sworn while I was here. 

Mr. Hotirretp. Do you swear the testimony you are about to give to 
this subcommittee will be the truth, the whole truth, and nothing but 
the truth, so help you God? 

Mr. Grecory. I do. 


FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, LONG 
BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, LONG BEACH, 
CALIF. 


Mr. Fiscupacn. I would like to ask Mr. Gregory a few questions. 

Mr. Gregory, since this subcommittee was reconstituted in the year 
1951 you have been called upon to testify, and you have testified. I 
would like to ask you now whether, if the same questions were put to 
you, you would give the same answers, and whether the testimony that 
you have given from time to time, whether you were formerly sworn 
here or not, depending upon what the record shows, would have the 
same force and effect as if that testimony were repeated right now. 

Mr. Grecory. Certainly, Mr. Fischbach. I was under the impres- 
sion that I was sworn, and I feel that way about it. It was on that 
basis that I answered the questions. 
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Mr. Hourrtevp. It was the Chair’s impression that you were, but I 
asked that you take the oath again tonight so there would be no doubt 
as to the validity of your present testimony. 

Mr. FiscuHBacu. en and where were you born? 

Mr. Grecory. In Arkansas, 1904. 

Mr. Fiscusacu. Are you married ? 

Mr. Grecory. I am. 

Mr. Fiscusacnu. Will you tell us what your educational back- 
ground is? : 

Mr. Grecory. I went through 1 year of college, and then went into 
the building business with my father for a while. I studied law in 
a law office for a while. 

I operated some merchandise stores with my family for a while and 
started the Bellflower Building and Loan at Bellflower, Calif. That 
was later converted into the First Federal Savings and Loan Associ- 
ation of Bellflower, which still exists and which is still under the 
management of my father and myself. 

Mr. Fiscupacu. Are you an officer and director of the Bellflower ? 

Mr. Grecory. Yes, sir; I am. 

Mr. Fiscusacu. Can you tell me, Mr. Gregory, whether you have 
ever been convicted of any crime? 

Mr. Gregory. The most I have ever been convicted of is a speeding 
ticket and a parking ticket a few times. 

Mr. Fiscupacu. You have prepared a statement. I would like you 
to present it. 

Mr. Grecory. Yes; I have. I might say, Mr. Chairman, that I 
have a prepared statement here. If either of the gentlemen would 
like to question me on any point as we go along, I have no objections 
to being interrupted, and should be glad to answer whatever questions 
I am able to. 

I have two statements, Mr. Chairman. One is an answer to Mr. 
Zarrilli’s statement to this subcommittee. It is a very short one, and 
the other one is an answer to Mr. Wyman’s statement. Mr. Wyman’s 
statement is quite lengthy, and I think I should attempt to introduce 
it first. 

Mr. Houirtetp. You may proceed. 

Mr. Grecory. Let’s face the fact that exhibit C, upon which Mr. 
Wyman relies, is not an ordinary examination. He called it an exam- 
ination with an extended scope, but he avoids a candid.and frank 
statement of what its purpose was. It must be clear to the subcom- 
mittee that in making this examination “with an extended scope,” and 
in ordering the special detail which he did, Mr. Fahey hoped to find 
some justification for seizing Long Beach Federal. Mr. Erickson, his 
examiner, said he was instructed to find something if he could, if he 
couldn’t he was to write it up anyway, and from then on I would be 
on the defensive and it wouldn’t make any difference. 

Mr. Fiscupacu. When and where was that statement made? 

Mr. Gregory. Saturday afternoon of May 18 in the office of Long 
Beach Federal. 

Mr. Fiscupacu. To whom? 

Mr. Grecory. To me. 

Mr. Fiscusacn. In whose presence? 
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_Mr. Grecory. Just Mr. Erickson and I. He was the examiner in 
—— I went back to ask him the length of time they would be 
ere. 
_ Mr. Mitter. Has he testified in this hearing? 

Mr. Fiscusacn. No. 

Mr. Murer. Is he available? 

Mr. Grecory. And I said, with the extra examiners I did not think 
it would take so long for them to get the examination out and for 
them to leave. 

He said, “We are never going to leave,” and why, and this is the 
statement he made. 

Mr. Mruxzr. I think we should call Mr. Erickson. 

Mr. Houtrtevp. I think unless Mr. Erickson is called, that your 
statement would necessarily have to be accepted by the subcommittee 
as one man’s word against the other. 

Mr. Grecory. Certainly, Mr. Chairman. 

Mr. Ho.trteip. We will be glad to call Mr. Erickson, if the sub- 
committee so desires, and question him on this point. 

Mr. Grecory. That is entirely up to you gentlemen. 

You gentlemen have heard Mr. Divers tell you that he would not 
have seized Long Beach Federal or appointed a conservator for it on 
the basis of these charges, and Mr. MacGuineas, of the Department 
of Justice, told you they were to be used for “horse trading,” knock- 
ing down the amount sought by the Long Beach shareholders to re- 
habilitate our institution and ameliorate their suffering for the 
devastation caused by 20 months of Ammann’s destructive activities. 

The record is clear that Ammann’s 20 months of so-called conserva- 
tion half liquidated 12 years of consistent progress under the share- 
holders’ management. 

He reduced the deposits from approximately $23 million down to 
$13 million. 

Under my management, with the advice and guidance of the share- 
holders and their directors, the association had grown from $7,500 
to $26,000,00 in assets, with $1,300,000 surplus. 

Had Ammann continued for another few months, Long Beach 
Federal would have been “conserved” out of existence. 

In all fairness, the present Board recognized this when, in 1948, it 
returned the association to the same management which the Board 
and Mr. Wyman would have you believe is unworthy and unfit. That 
same management, I am pleased to state, has since built the associa- 
tion up to $32,000,000 savings, in the face of litigation which every- 
body admits is unprecedented. 

From the time in January 1948 that Mr. Divers and Mr. Adams 
questioned me personally in Congressman King’s office, in this very 
building, until September of 1949, they never said so much as one 
word to me that they were dissatisfied with my management, nor did 
any examiner, nor their chief supervisor, Mr. Wyman, ever write 
me one letter, even suggesting that there were any charges against 
me, whether new or old. In fact the charges they filed before this 
subcommittee were never even furnished me until 2 months after the 
Board resurrected them in attempting to seize Long Beach Federal 
for the second time. Until then, the charges had been gathering dust 
in the Board’s files for over 3 years. Why then were these charges 
resurrected? What was the reason? What was the purpose? 
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Mr. Wyman told you they involved principles of supervision about 
which he felt very deeply. Mr. Ammann told you he had summarized 
them to Mr. Adams before they voted to return the association. I 
tell you without reservation of any kind whatever, both Mr. Divers 
and Mr. Adams went over them with me before they turned the asso- 
ciation back. ‘ 

I think it is clear these charges were dusted off and trotted out onl 
because they had some strategic value, a camouflage behind whic 
the Board and the Department of Justice could hide. The joint 
operations of Mr. Siegel and Mr. Silverman were deliberately planned 
to wreck the settlement negotiations upon which the Government 
was ordered to report to the court. 

If, as Mr. MacGuineas said, they were then to be used for horse 
trading, that purpose has failed because I would not horse-trade away 
the rights of my shareholders. 

Charges designed for character assassination and bargaining pur- 
poses carry pore penalties in private enterprise and herald the 
destruction of our democracy when allowed to exist in the adminis- 
tration of our Government. 

In paragraph 2, on page 1, of Mr. Wyman’s 22-page supplemental 
statement, he has to admit the record shows that the association never 
sustained a loss on any of its loans under the association’s manage- 
ment up to the 20th of May 1946, except $1,009. 

Wyman says we have noted only the losses recorded on the asso- 
ciation’s books. There are no losses not recorded on the association’s 
books and Mr. Wyman has been unable to demonstrate to this subcom- 
mittee or to the association’s management that there have ever been 
any losses on the association’s loans not recorded upon the associa- 
tion’s books. 

He says losses to the association would be much more substantial 
if there were included expenses improperly paid by the association 
and unwarranted expenditures and profits which the association did 
not receive, but to which it was entitled. There are no expenses im- 
properly paid by the association. There are no expenditures that 
were not justified and warranted. There are no profits which the 
association did not receive and to which it was entitled. Mr. Wyman 
is unable to sustain in truth and in fact any such insinuations and 
assertions. 

As further evidence of Mr. Wyman’s inaccuracies, consider his 
statement on page 1 where he refers to a $1,009 loss only up to the year 
1946 in the association’s loans, and says “from loans made under the 
most favorable lending conditions.” These favorable lending condi- 
tions to which Mr. Wyman refers cover the 12-year period from 1934 
to 1946, a period which includes in Long Beach, the post-earthquake 
depression, one of the most severe times of stress in the real estate and 
lending market; closures, defaults, and tax sales were rampanet; a 
period when the leading hotel of our city, the 13-story Wilton, was sold 
in 1939 for delinquent city and county taxes, wiping out a $1,500,000 
bond issue because no one was willing to pay the 5-year delinquent 
taxes and save the building; a period when properties such as the 
12-story Times Building at the corner of Broadway and American sold 
for under $500,000, and the bondholders of that building sustained 
heavy losses; a period which also included Pearl Harbor and the 
black-out, when the Japanese submarines were sinking ships off the 
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Long Beach and San Pedro Harbor entrance, shelling Santa Barbara 
oil fields, when all transportation, automobiles, trains, etc., crept about 
in the darkness with all headlights blacked out; a period when all sup- 
plies, lumber, and building materials were almost unobtainable, when 
priorities and rationing and all other restrictions cramped and handi- 
capped building and financing to the extent that many contractors 
failed, and other distressed financial conditions aus The ac- 
curacy of Mr. Wyman’s statements can well be judged by his quotation 
“from loans a under the most favorable conditions.” 

Mr. Wyman also claims funds paid to defend the association— 
against the capricious vindictive and destructive acts of the defendants 

ome Loan Bank Board, et al—are unwarranted expenditures, even 
though adjudged by the United States court and agreed to by the 
Attorney General of the United States. Witness the attorneys’ fees. 

Mr. Fiscupacu. Just a moment. Were any counsel fees paid out 
at any time without the sanction and approval of the court? 

Mr. Grecory. The first $50,000 check, Mr. Fischbach, was paid to 
the counsel who interpleaded in court. 

ook Fiscupacu. It was thereafter subject to the direction of the 
court 

Mr. Grecory. It was thereafter subject to the direction of the court. 
There have been no other fees paid except upon the order of the court. 

Mr. Fiscupacu. That is a categorical statement that you make? 

Mr. Gregory. It is a positive statement. 

Mr. Miter. Go ahead. 

Mr. Grecory. In spite of the adjudication, these attorneys fees, al- 
though not assessed against Long Beach, were used by Mr. Wyman as 
justification for order No. 2015, intended to destroy the association. 

Compare this, if you will, with Mr. Divers’ affidavit and his testi- 
mony here, that the Board never has taken and never proposed to 
take, any supervisory or disciplinary action against Long Beach Fed- 
eral on account of the expense of this litigation. The sworn statements 
of the personnel of the agency you are investigating, from the lowest 
to the highest, are contradictory and elusive. The truth is just not 
in them. 

Mr. Wyman, in the fourth paragraph, again attempts to side-step — 
the fact that I had a $200,000 fidelity bond at the time the association 
was seized. If Mr. Wyman’s statements were not groundless conclu- 
sions and insinuations, it was the Home Loan Bank Administration’s 
duty to collect on that bond. They dared not present these charges to 
anyone except themselves, where they could control the proceedings, 
appoint their own hearing officer, and act as their own judges. 

Frame-Atwood transaction: At the bottom of page 1, top of page 2, 
Wyman again attacks the Crenshaw Villa loans, loans which were paid 
in full, and upon which the association received loan bonuses and high 
interest, and upon which no loss of any kind was sustained. However, 
no matter how long you examine this agency’s personnel, they will 
not admit the fact that the association made money. The most they 
state is that the association collected interest. Such an attitude clearly 
demonstrates this chief supervisor and his cohorts will go to any 
is ig to keep the truth from you gentlemen. 

Mr. Wyman knows very well that the association did not ever rely 
for anything upon the HOLC staff appraisers to which ‘he refers. 
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These Crenshaw Villa loans were appraised by an independent ap- 
proved appraiser of the Home Loan Bank at the request of the asso- 
ciation’s management, in addition to the association’s appraisers. 

The loans were by such appraisals justified as to type, construction, 
and value. The justification for these loans was further demonstrated 
by the public demand-for the purchase of the houses. The appraised 
value of the houses and the sales price were more than 33 percent 
above the association’s loan, Which demonstrates the utterly false basis 
of Mr. Wyman’s contentions concerning costs and value. 

Mr. Willhoit supervised construction costs. Even this is shown in 
exhibit C. It is a normal practice for a builder to get 10 percent of 
cost for his services. Mr. Wyman says Atwood received 21% percent 
for introducing Mr. Willhoit and Mr. Frame to each other. Although 
exhibit C shows the fact that Mr. Atwood also sold the houses as a 
broker for which the 244 percent was payment, Mr. Wyman failed to 
disclose this fact to you. 

The normal brokerage in California for real-estate brokers is 5 per- 
cent. Again Mr. Wyman’s assertions and insinuations are shown to 
be groundless, and his portrayal is a perversion of the true facts. 

Mr. Wyman criticizes as substandard the Crenshaw Villa loans, but 
he does not tell you that each house had two bedrooms, a living room, 
a kitchen, and bath, with hardwood floors, on a full-sized lot, with all 
utilities installed; that they were sold for a total price of $2,450, $50 
down and $24 per month 

Mr. Mrier. How do you do that in California ? 

Mr. Grecory. Well, that is quite a ways back, Congressman. There 
is a lot of difference in prices then and now. 

Mr. Hotirrevp. What year was that? 

Mr. Gregory. That was about 1940 and 1941. They were well under 
the market. 

Mr. Mitier. Could I buy one of those now ? 

Mr. Grecory. Not at that price, I am afraid. 

Mr. Muuer. O. K., go ahead. 

Mr. Grecory. Including interest until paid for, and that the asso- 
ciation’s total loan against each of these properties was only $1,800, a 
price and terms to make homes debt-free, on a basis people can afford 
to pay. This enterprise accomplished the high ideals for which our 
charter exists. 

Let’s forget about the fact that the loans were paid in full. Let’s 
ignore the fact that the association received substantial bonuses and 
high interest on these loans. Dismiss if you will as wholly inconse- 
quential, the fact that we had no loss of any kind in this transaction. 

I would like anybody to find any basis upon which Mr. Wyman’s 
criticisms can be justified. His position is as unreasonable as it is 
unyielding. 

You gentlemen should also consider another factual aspect of this 
matter about which neither Mr. Wyman nor his associates have seen 
fit to tell you. 

These so-called substandard homes originally sold for $2,450 new, 
as stated, and in the intervening years they have, in many instances, 
resold from $8,000 to $11,000. These houses are considered as sound 
substantial investments and are an asset to any community. I would 
like Mr. Wyman to answer that. 
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_On page 2, Mr. Wyman speaks of the confused records of the asso- 
ciation under its founding management, and that 12 pages of adjusting 
entries were required to be made by the examiners. 

Contrast this with Ammann’s two.attempts at accounting before the 
United States court at Los Angeles, the second of which had to be 
made by the FBI because Ammann, the assistant chief supervisor, 
could not render a satisfactory accounting. 

Compare not the 12, but the 100 or more pages required by the FBI 
and the 4,500 additional loan 0c ape agi pages required by the court 
in an effort to render intelligible the assistant chief supervisor’s ac- 
counting to a United States court. 

The examination which Mr. Wyman cites as containing these as- 
sertions is made by Mr. George K. Dolan, the present district 
examiner. 

In 1951, Mr. Wyman characterized Mr. Dolan as an unsatisfactory 
examiner, one in whom he did not have confidence. Yet he has re- 
mained with the Home Loan Bank Administration for 10 years and 
his report is now cited by Mr. Wyman as authority for criticism of 
the association 10 years ago. 

The statement that the association employed only inexperienced 
personnel at nominal salaries is refuted by the growth of the institu- 
tion. Can anyone believe that inexperienced personnel from business 
colleges at nominal salaries could build an institution in 12 years from 
$7,500 to $26,000,000 and with a surplus of $1,300,000? Even if it 
were true that inexperienced personnel from business colleges made 
this enviable record, they should be congratulated, not criticized. 

Obviously when any business grows, its accounting methods must, 
from time to time, be adjusted. About 1940 or 1941, the Long Beach 
Federal installed NCR bookkeeping machines to modernize and keep 
up with the growth of the association. In the transition period and 
for some months thereafter, of course, we had a trying and difficult 
time. The installation, however, was made under the supervision of 
certified public accountants and proved to be both helpful and success- 
ful. To adjust the books from one system to another caused addi- 
tional work and adjusting entries. Mr. Wyman’s quotations, without 
disclosing these facts, is a barefaced attempt to mislead you. 

Mr. Wyman previously mentioned collateral loans. I again call 
your attention to the fact that collateral loans are a common practice 
in most all banking institutions. Except in the period during which 
the NCR machines were being installed and adapted to our business, 
the collateral records have been complete and adequate. 

At the bottom of page 3, Mr. Wyman complains that the May 18, 
1946, examination devotes 20 pages to items of expenditures for which 
the examiners were unable to determine the propriety or purposes 
for which the funds were used, yet Mr. Ammann, the assistant chief 
supervisor, filed not 20, but nearly 800 pages of such items with the 
United States court, not 1 of which were sustained or substantiated 
by any supporting matter whatsoever, as a result of which the court 
disallowed this accounting. 

Can a supervisory board, agency, or personnel unable to render an 
accounting to a United States court, intelligently criticize the opera- 
tions and affairs of an association under the management which caused 
the association to grow and prosper? Any confusion in the associa- 
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tion’s books and records was caused by Ammann, Wyman’s chief as- 
sistant, and not by the association’s officers and directors. 
A substantial portion of the expenditures referred to by Mr. Wyman 


as being on pages 5-a to 5-u of exhibit C, were incurred during pe- 


riods in which there have been complete audits by the certified public 
accountants, approved by the Home Loan Bank Administration, in 
addition to examinations by the Home Loan Bank Administration. 
At the time of these audits and examinations, there was ample evi- 
dence in the files to justify each and every expenditure. 

Hence no difficulty at the time. These records were seized by 
Ammann without giving receipts therefor and many of the vouchers 
and records were not returned when Ammann was ousted from the 
association. 

To demonstrate the fallacy of Mr. Wyman’s assertions, I direct 
your attention to pages 5-0 and 5-p, wherein A. G. Maspero is listed 
as having received varying amounts, commencing in August 1940 
up to November 1941, which total $1,885. There have been four suc- 
cessive examinations by the Home Loan Bank Board without criticism 
of these expenditures. No question was raised until they seized our 
records and thought they had confiscated the documents which dem- 
onstrated the justification. 

On most of Maspero’s compensations, listed as professional serv- 
ices, the exhibit C states “unable to find explanation.” 

Mr. Wyman and the supervisor out of the Los Angeles office, know 
that Mr. Maspero is a setifeanionat MAT appraiser— 

Mr. Fiscupacu. What is that? 

Mr. Grecory. That is Masters Appraisers Institute, nationally rec- 
ognized. And is also individually approved as an appraiser for the 
Home Loan Bank Board. In addition to complete records in the 
office when Ammann seized them, Mr. Wyman and Mr. Noon in 
the Los Angeles office, know Mr. Maspero was employed by the as- 
sociation to test-appraise numerous properties on which the associa- 
tion made loans. 

In the supplemental data, dated January 17, 1942, furnished by 
Long Beach Federal to Mr. Wyman and the Federal Home Loan 
Bank Board, is the following quotation : 

The association, likewise, in order that its interests might be protected, 
and in line with suggestions made to it by the Federal Home Loan Bank 
officers, employed A. G. Maspero, an appraiser approved by the Federal 
Home Loan Bank Board, to make regular inspection of the construction as it 
progressed, 

This quotation refers to properties constructed in the Crenshaw 
Villa area by Willhoit. Mr. Maspero made both appraisals and the 
inspections on this project. 

These facts were known to Mr. Wyman and to his Los Angeles 
office personnel when they made these unfounded assertions con- 
cerning the fees paid Mr. Maspero. 

Mr. Ammann and his crew failed to return the association’s records 
which they took without the consent of the owners. This confisca- 
tion of the association’s files has resulted in an attempt to distort 
facts known by Mr. Wyman and other officials, and thereby justify 
their fraud on Long Beach Federal. 

The other expenses listed are also proper in the conduct of the 
association’s affairs. Should this subcommittee have any questions 
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concerning any of them we shall be glad to answer your questions. 
Otherwise, we will not unnecessarily burden the record as to these 
inconsequential items, some of which date as far back as 1938, and have 
been passed upon for as many as seven CPA audits and Federal Home 
Loan Bank examinations. 

On page 4 of his statement, Mr. Wyman comments that Turner 
had no material stockpiles and relies upon a letter, signed by Jackson 
Turner, addressed to Ammann as conservator, obviously typed at 
the association and dictated by Ammann. The signing of such a 
letter was a condition to obtaining an additional $60,000 of the asso- 
ciation’s funds, loaned by Ammann to Turner. This amount was later 
increased to $160,000 of additional funds of the association, loaned 
by Ammann to Turner. 

An affidavit of Jackson Turner of his tender of*payment in full 
of all loans has been filed with this subcommittee. 

A bank’s willingness to pay the association in full by refinancing 
Turner’s loans should be ample evidence of the soundness of the Turner 
project when Ammann seized the association. The inventory and 
appraisal of the properties involved justified the bank in its offer 
to pay the Turner construction loans in full. 

Mr. Houirirevp. Mr. Gregory, I think the record should show that 
that is an assertion on your part, and that the subcommittee has no 
evidence before it of any bank making such an offer. 

Mr. Grecory. You have the affidavit, Mr. Chairman, of Mr. Turner 
making the assertion. 

Mr. Houirretp. That is true. 

Mr. Grecory. And that is a sworn affidavit and I can also testify 
that I consulted with the bank at the time and they told me they 
would make the loans and refinance them for the full amount. 

Mr. Fiscupacu. Who told you there at the bank? 

Mr. Gregory. Mr. Gus Walker of the Farmers and Merchants Bank 
of Long Beach. 

Mr. Houtrte, Is he still alive? 

Mr. Grecory. Yes, he is still alive, and I am sure he will be glad 
to testify if the subcommittee so desires. 

However, Ammann refused to accept the payment unless the money 
was tendered to him at the association. In a refinancing transaction 
it is not possible to make payments under these circumstances. The 
lender, by refusing to go into escrow, can eventually preclude and 
prevent the paying off of loans when the refinancing or borrowing 
from another lender is the only method available of making such 
payments on the loans. The affidavit further disclosed that Ammann 
threatened to oppose Turner’s attempting to pay the loans off by 
payment into court, and thereby keep the matter entangled in litiga- 
tion for so long that Turner would have lost his refinancing. 

Thus, Mr. Ammann prevented the borrower Turner from paying 
his loans in full and demonstrated the fallacy of Mr. Wyman’s state- 
ment, at the bottom of page 5, that Turner could have paid the loans 
through court. Turner had more than $100,000 of his assets held by 
the association as additional collateral, substantially verified by Am- 
mann’s admission. before this subcommittee. Turner couldn’t pay his 
loans off. Over $100,000 of his other assets were seized by Ammann 
when he seized the association. Borrower Turner was thus rendered 
helpless. Mr. Ammann has testified before this subcommittee that he 
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relegated Mr. Turner to the role of superintendent. The effect of this 
action divested Turner of the owners’ rights and prerogatives. Am- 
mann assumed the responsibilities of the project. 

The $133,000 paid by Ammann allegedly to Turner, of which no 
disposition or accounting has, or can be made, is disclosed in the FBI's 
accounting on behalf of Ammann, filed in the United States court, to 
which reference has previously been made. 

On page 6, Wyman criticizes the association’s dealings with Turner 
under the Gregory management, and attempts to gloss over the 
disaster from Ammann’s dealing when he took away from Turner the 
owners’ rights and prerogatives. He speaks of overdisbursement of 
loans but mentions no amounts, yet the FBI accounting, made for 
Ammann, discloses $133,000 spent by Ammann which they state can’t 
be traced to any individual property. Ammann likewise released 
savings accounts in the name of Turner, set up from loan proceeds by 
the Gregory management as a guaranty fund. If Ammann felt there 
was anything improper with Turner’s relationship with Gregory or 
the association, why did he continuously throughout the conservator- 
ship, on successive occasions as late as the fall of 1947, continue to 
advance tens of thousands of dollars presumably to Turner? Ap- 
proval of each of these separate advances, by regulations, had to be 
made by the Federal Home Loan Bank Administration, with the 
knowledge and approval of John Wyman as supervisor. 

At the very earliest, in May, and at the latest, in October, of 1946, 
Mr. Wyman knew all about “Nu-Lite” and the supposed transaction 
between Turner and Gregory, yet three or four additional advances 
were made from the association’s funds by Ammann allegedly to 
Turner, the grand total of which is $160,000 and $133,000 of which 
the FBI states can’t be traced into any specific building financed by 
the association. 

It is obvious that criticism of Nu-Lite, Gregory, and Turner is 
put forth by Wyman in bad faith in an atfempt to cover up what 
Ammann did with $160,000 of association’s funds, advanced by him 
allegedly to Turner with full knowledge of all of these facts and $133,- 
000 of which they are yet unable to trace. 

Mr. Wyman states on page 4 that : 

Mr. Gregory’s statement does not even mention the 21 loans to veterans from 


which, without any warrant or authorization by such veterans, funds were trans- 
ferred and used to establish savings accounts in the name of Jackson Turner 
- 


- * 

Since Mr. Wyman made this statement there has been introduced 
here documentary evidence over the signature of Mr. Ammann, re- 
ferred to Mr. Wyman personally, showing the association had author- 
ity and authorization to pay Jackson Turner. Also evidence has been 
intreduced showing Turner’s funds, even after released by the vet- 
erans, were held by the association as additional collateral to guaran- 
tee completion of the veterans’ houses. Ammann himself released a 
substantial portion of Turner’s guaranty fund. Thus Mr. Wyman’s 
statements were not only roasat lent, he knew his statements to this 
subcommittee to be false. 

On pages 6 and 7, Wyman attempts again to distort the worn-out 
expenses in Washington, and year-end bonus voted by the association 
to its president. It takes offer and acceptance before there is a liabil- 
ity; thus the monthly reports and minutes correctly reflect the truth, 
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which Mr. Wyman so skillfully attempts to distort. These charges 
were before the Smith Committee in 1946, they have been before the 
courts for over five years, during which time man’s cohorts have 
evaded trial by dilatory and ve Rat tactics, These same charges 
were known to the new Board members, Divers and Adams, when 
they returned the association in 1948, and were all completely justified 
by the effort of the president of the association to prevent the disaster 
which actually overtook the association in May of 1946. A complete 
accounting therefor was made to the Smith committee. The Home 
Loan Bank Administration procured photostatic copies thereof. 
Wyman knows any criticism fata is unfounded. He continually 
reiterates in his vain attempt to divert attention away from his own 
misstatements and collusion in the fraud perpetuated upon Long 
Beach Federal by Ammann and the other defendants. 

He knows these expenses were made necessary by the president of 
the association putting in most of the fall of 1945 and the spring of 
1946 here in Washington, attempting to persuade Fahey, Wyman, 
and the Home Loan Bank Board’s predecessors, from the deliberate 
ruin of the Long Beach Association. The fact that such efforts were 
not successful until finally court proceedings, brought in 1946, cul- 
minated in the removal of the conservator in 1948, merely emphasizes 
the necessity and wisdom of spending the $14,000 in an attempt to 
prevent the necessity of spending the hundreds of thousands that the 
court oe have cost. 

Mr. Wyman’s purported concern over Gregory’s salary and expendi- 
tures could well be directed toward the $160,000 charged by Mr. 
Ammann, Mr. Wyman’s assistant, for conservatorship in Long Beach. 
He has twice been required by orders of the United States court at Los 
Angeles to disclose the details of such $160,000 in charges. How 
much was Mr. Ammann paid, at what rate of pay, for how many 
days, Mr. Wyman and the Home Loan Bank Board have consistently 
refused to disclose such items. Criticism of the detailed accounting 
furnished by Gregory to the Smith committee and to the association, 
while Ammann—Wyman’s assistant—contemptuously withholds 
from the Federal court items of accounting for the $160,000, cast 
light upon all of Mr. Wyman’s accusations, It helps to sharpl 
illuminate the complete falsity of Wyman’s charges. Mr. Wyman’s 
whole contention is based upon a false premise. No law was violated 
either technically or morally. No rights were abridged. 

Twenty-one thousand $1 share accounts: Mr. Wyman speaks of 
wresting control of the association from the remaining thousands of 
members but the thousands of members have consistently voted at 
every annual election unanimously for the restofation or for the 
reelection of the founding management, the management being criti- 
cized by Mr. Wyman because the association grew from $7,500 to $26 
million and then resisted a raid upon its assets by Wyman’s associates. 

The association’s members unanimously, at an election conducted 
under the supervision of the United States court by Special Master 
Ronald Walker (the former assistant United States attorney who was 
counsel for the Home Loan Bank Board and for Wyman in this liti- 
gation) reelected the former management without one dissenting 
vote. There is no violation of any charter provisions; no member of 
the association was deprived of any rights. Mr. Wyman’s contentions 
are a fictitious sham. 
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The issue is simple. Mr. Wyman is attempting to deprive the 
shareholders of their right to have the final say as to the management 
and operation of the Long Beach Association. The creation, within 
3 days prior to the summary seizure and attempted confiscation of 
the association, of a block of votes to protect and prevent another 
form of attack, most customary in corporate warfare aimed at the 
oe of an association, that is a proxy war, is criticized by 

yman. 

Yet he does not criticize the fact that Bramley, his own employee, 
has maintained small accounts in the association in the name of 
Bramley, as trustee for his children; that Van Horn, as secretary for 
attorneys Linnell and Smith, made a $5 deposit in the association with 
Mr. Ammann’s full knowledge and consent so that she could be one 
of that firm’s clients and thereby demand of Ammann information 
and access to the association’s books as part of a collusive lawsuit, 
filed to prevent the removal of Ammann. 

These and other similar matters are all approved by Mr. Wyman 
as proper conduct of an association’s affairs in the hands of his chief 
assistant who was named conservator. He condemns the actions of 
those who prevent him from destroying the association and condones 
the destructive action of his cohorts who help him in his disastrous 
endeavors, 

Mr. Mitirr. May I ask a question right there? 

Mr. Grecory. Certainly. 

Mr. Mitxer. What is the purpose of the establishment of 21,000 
$1 accounts? 

Mr. Greeory. In order for you to understand that, Mr. Miller, let 
me explain for just a moment the circumstances under which they 
were opened. 

A few months prior to the seizure of Long Beach Federal, the Home 
Loan Bank Board sent Mr. Mattingly, and perhaps others, to circulate 
among the investors, or borrowers, or shareholders, and they at- 
tempted to create dissension among those folks. 

That information came to us from the various people that they had 
contacted, and from what we could understand it looked as though 
they were going to attempt a proxy war. 

We thought that the proper thing to do was to create a sufficient 
number of shares so that at least we could call an election. 

The 21,000 votes were approximately 

Mr. Mriuer. There was not the remotest chance, was there, in your 
mind, that they could be successful in any proxy war, unless some of 
the members of the association felt that they wanted to subscribe to 
their theory, or were willing to execute proxies in their favor? 

Mr. Grecory. There was not the remotest chance of their winning 
a proxy war, if we had an opportunity of telling the people the facts. 
We did not know whether we would have a list of the investors avail- 
able to us. We did know that if we could call an election, and have 
the power to do.so, that then we would have the opportunity to pre- 
sent our case to the people. 

Mr. Hortrtevp. Was this after the seizure? 

Mr. Grecory. No, this was just a-couple of days ahead of the seizure. 

We started to open the accounts, I think it was a Friday, and the 
seizure occurred on the following Monday. We started to open the 
accounts on Friday because there—— 
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Mr. Miniter. You opened the accounts for the simple purpose of 
securing from each account the right to vote their stock ? 

Mr. Gregory. That is right. 

Mr. Murr. Where did you get the $21,000 with which to establish 
the accounts ? 

Mr. Gregory. I had a balance of $3,950 of my own money, and I 
had opened that many accounts jointly, with enough people jointly 
in order to get the voting right. Other people had their own funds. 

Mr. Miter. When you say “other people,” who are they? 

Mr. Greeory. Mr. Killingsworth was one of our directors, and my 
father opened some, and Mr. Bacon opened some, and it seems to me 
there was another member. 

Mr. Miter. In other words, four or five of you put up $21,000? 

Mr. Grecory. Right. 

Mr. Miter. You established 21,000 $1 accounts? 

Mr. Grecory. That is right. 

Mr. Mitier. For the pure and simple purpose of being able to con- 
trol any voting war? 

Mr. Grecory. No, no, that is not right, Mr. Miller. The 21,000 
accounts would not control a voting war where there were 200,000 
votes. 

Mr. Mixer. At least it would be a help? 

Mr. Grecory. As a matter of fact, we had never intended to, and 
I do not think we would ever rely upon the 21,000 votes in establish- 
ing ourselves or not establishing ourselves in office, but we might rely 
upon them for the purpose of calling a shareholders’ meeting, so that 
we could inform the people of what the facts were. 

You see, the regulations provide that if a conservator is appointed, 
and if those are valid, it vests the officers with the right to call a meet- 
ing, and that would leave the power of calling a meeting entirely in 
someone else’s hands. 

Mr. Miter. According to the regulations, prior to the appointment 
of a conservator, what do the regulations call for? 

Mr. Grecory. Ten percent of the voting power, if I remember cor- 
rectly, of the shareholders, or it can be called by the president and 
directors of the association. 

Mr. Mitier. Then you did not need them, did you? 

Mr. Grecory. If they deprived our directors of the right to call a 
meeting by ousting them from their official capacity as directors, yes. 

Mr. Mituer. Prior to the appointment of a conservator ? 

Mr. Grecory. Apparently, I have not made myself clear, I see. We 
did not anticipate using the votes, unless it became necessary to call a 
meeting. 

Now, if we had not been seized, obviously we could call a meeting, 
but if we had been seized, and Ammann kept circulating around with 
the investors, without our having a chance of calling a meeting as offi- 
cers, then we should have at least 10 percent of the votes in order to 
force an election, or to force the right to call a shareholders’ meeting. 

As it turned out, the shareholders themselves organized their own 
committee, without the use of the 21,000 accounts, and asked for proxies 
from the other shareholders, and they got considerably more than half 
of the proxies by requesting them through the mail to send in their 
proxies. 
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Mr. Ho.irrevp. This was a shareholders’ committee separate and 
distinct from your group of officers on the association, and from your 
21,000 accounts ? 

Mr. Grecory. Right. 

Mr. Houirrevp. Was that the shareholders’ committee that was certi- 
fied by the State of California as being the legitimate representative 
of the shareholders in the institution ? 

Mr. Grecory. That is right. 

Mr. Mriter. I am still in a fog here on this point. 

Mr. Greeory. I should like to stay on it, Mr. Miller, until I com- 
pletely get our story over to you. 

Mr. Mixier. My point being that once a conservator is appointed, 
then there is no officer or management, is there? There is a con- 
servator ¢ 

Mr. Grecory. They are at least divested of their rights. 

Mr. Mituer. So that any powers or prerogatives or rights or priv- 
ileges which you might hope to gain as a result of the 21,000 one-dol- 
Jar accounts would have to precede the appointment of any con- 
servator ? 

Mr. Grecory. No, no; prior to the appointment of the conservator 
we did not need the 21,000 accounts, ta after the appointment of 
the conservator, if that was 10 percent of the voting power of the 
company, that was sufficient to call an election of all of the share- 
holders, whether the conservator wanted to do it or not. 

Mr. Fiscunacu. Perhaps I can explain it for you, Mr. Miller. 

I believe the point that Mr. Gregory is making is this, that upon 
the appointment of a conservator instantly the officers and directors, 
under the regulations, no longer have any power. 

Mr. Mixer. That isright. So I understand. 

Mr. Fiscunacu. Therefore, upon the appointment of a conservator, 
the officers or directors could not call a shareholders’ meeting. 

Mr. Mruter. Surely. 

Mr. Fiscupacu. Mr. Gregory says in creating the 21,000 $1-share 
accounts the group who created them thereby acquired, as stock- 
holders—not as officers—but they acquired it as shareholders, and 
that was a sufficient block to call a meeting of the shareholders not- 
withstanding that a conservator might be appointed. 

Mr. Greeory. Yes. 

Mr. Houtrtetp. In other words, that is an alternative method of 
securing to the shareholders the right to call an election; regardless 
of what the managers, directors, and officers of the association wanted 
to do about it, they could force an election at any time. 

Mr. Grecory. That is correct. 

Mr. Hoxirretp. Whether the managers were in charge, or whether 
a conservator was in charge. 

Mr. Greeory. Right. 

Mr. Miter. Now, was your purpose—or rather, what was your 
intent or purpose in arranging for such a situation in the event a con- 
servator was appointed? I mean, what was your purpose in being 
able to call a shareholders’ meeting, simply to get an affirmative vote 
on the approval of the management for the record ? 

Mr. Grecory. We were not sure what the purpose would be, because 
we did not know what the contingencies would be. But we wanted 
to take the precaution as trustees for the shareholders to be able to 
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advise them as to what happened to the property that belonged to 
them, that was entrusted to us. We thought we should at least take 
the precaution of being able to officially get them together and offi- 
cially advise them what the situation was then. 

Mr. Mitter. You were the management for the shareholders, and 
you were for a long time. 

Mr. Gregory. Yes. 

Mr. Mitter. Now, what would prevent you, as an individual, or any 
part of your management, from going to the shareholders and pre- 
senting your case to them and saying, “Why don’t you people call a 
meeting ?” 

I mean, why did you have to get enough shares in order to call a 
meeting ¢ 

Mr. Grecory. We did not know what kind of an emergency it would 
be, or what the urgencies would be. It was simply a precautionary 
measure that we were taking. 

Mr. Mitter. How many shareholders were there? 

Mr. Greoory. Sixteen thousand. 

Mr. Miter. Well, 10 percent of 16,000 would be 1,600. 

Mr. Greeory. There are roughly 200,000 votes. 

Mr. HouiFievp. May I at this point explain that the regulations, 
as I understand them, provide that. anyone having $100 in the institu- 
tion, or any fraction thereof, is entitled to a vote. 

Mr. Grecory. One vote. 

Mr. Houtrtenp. For each $100. 

Mr. Gregory. Or fraction thereof. 

Mr. Hotairtetp. In other words, if a man had $501 invested, he 
would actually have six votes, is that correct ? 

Mr. Grecory. That is correct, unless he split it up into accounts 
with other people, creating a different relationship with different 
people. 

Mr. Mitter. But what I cannot get through my head is this: here 
comes Ammann from Washington to Long Beach, where certainly 
no one knows him and no one would have any reason to particularly 
believe his side of his case or be prone to favor his position in the dis- 
pute, if there is a dispute, and here you are, and the management, 
who have been controlling the interests of these people for years. 

Mr. Grecory. That is correct. 

Mr. Mitier. And apparently you have done a good job, at least 
according to your testimony. 

Now then, why is it necessary for you, as an individual, and your 
cohorts and close friends to establish 21,000 $1 accounts in order to 
pace the situation? Why aren’t there hundreds of people out in 

ng Beach who would be enraged by this thing, if it was as bad as 
you say it was, against Ammann who would be willing to call a stock- 
holders’ meeting at any time to vote a vote of confidence to you peo- 
ple, or for any other strategic purpose? . 

Mr. Grecory. As it has turned out, you are right, and that is what 
happened. They did organize themselves together. We did not 
know, however, that such would be the case. 

Mr. Mitter. You didn’t know whether they would approve you 
or not? 

Mr. Grecory. No; we did not know. However, that was not the 
point. We never had any question about them approving us. 
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Mr. Mittrr. But you did not want to take a chance on their not 
approving you? 

Mr. Grecory. That is not the point. That is not the reason for 
which we did it. We did not know what tactics the Government was 
going to take or might use in their warfare against us. We did not 
know exactly what emergency to prepare for. 

Mr. Mitier. What emergencies did you think might occur? I 
mean, you were building up a defense by getting these 21,000 one- 
dollar accounts. No one puts up $21,000 in 21,000 separate accounts, 
21,000 $1 bills that belong to you, your own money, your farmers and 
your friends, without having some specific purpose in mind. Now, 
what purpose was it? Not something vaguely that you would not 
know what contingencies would arise; because you have hundreds of 
stockholders on your side, so what are you worried about? 

Mr. Grecory. To show you that we were never worried about our 
shareholders supporting us, I will explain that up to this point we 
had never taken a proxy from one of the shareholders, and that at 
each annual election we had gone in with the full confidence that 
there would be no difficulty in the reelection of our directors. We had 
that confidence in our shareholders. 

Mr. Mitter. If you didn’t have, you would have long ago estab- 
lished the 21,000 different accounts. 

Mr. Grecory. We would have long ago taken sufficient proxies to 
protect us. 

Mr. Miter. Yes, to assure the fact that you would keep on. 

Mr. Grecory. As most institutions do. 

Mr. Ho.trretp. I was going to bring out the fact that many insti- 
tutions, when a depositor deposits in the institution, they fill out a 
proxy for the present management and ask the depositor if he will 
sign it, and in that manner they protect the management’s control. 

Mr. Mitter. What institution is that you are talking about ? 

Mr. Hottrrevp. Savings and loan associations. 

Mr. Mritter. What ones? 

Mr. Fiscuzacn. That is a regular practice. 

Mr. Mitier. What ones? 

Mr. Fiscusacu. Of many of them. We have had Mr. Wyman’s 
testimony on that. 

Mr. Grecory. I would judge that 95 percent of them in California do 
that, Mr. Miller. 

Mr. Muster. In California? 

Mr. Grecory. That is correct. I don’t know what they would do in 
other States. It has been a topic of discussion at meetings, and I 
have had a number of them tell us their problems, and they exchange 
proxy cards, and in spite of all that going on over the years, we have 
never thought that it was necessary to do that, that we would have to 
ask for a proxy from a single investor in the institution. 

Mr. Fiscupacu. When you created these 21,000 $1-share accounts, 
did you vote them? 

Mr. Grecory. No, sir; we never did vote them. 

Mr. Fiscuracn. What did you do with them? 

Mr. Grecory. As soon as the Shareholders’ Committee had or- 
ganized, and gotten their permit from the State of California to act 
as a shareholders’ committee, we gave the committee the proxies on the 
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21,000 accounts, so that they could, the majority of the shareholders 
could use, if they desired, in whatever votes there might be. _ 
As it turned out, they never voted the 21,000 accounts either, in 
“a upon which they voted. 
M 


r. Fiscupacn. But you gave them a proxy on your 21,000? 

Mr. Grecory. Certainly. They were our bosses, they were the 
people for whom we had been acting as trustees, that was the majority 
of shareholders, and we cooperated with them. 

Mr. Miturr. How many votes did they represent ? 

Mr. Greeory. The court found that they represented more than 56 

recent. 

P'Mr. Fiscusacu. Now, just a second, Mr. Gregory. Was the fact 
that you gave these proxies on the 21,000 $1 share accounts available 
to anybody ? 

Mr. Grecory. Was the fact—I don’t get your question, Mr. Fisch- 
bach. 

Mr. Ho.irtevp. It is not quite clear. Please repeat it. 

Mr. Fiscusacn. Was the fact that you gave a proxy to the share- 
holders’ committee available at any time upon an inspection of the 
records of the shareholders’ committee ¢ 

Mr. Grecory. Oh, certainly. The shareholders’ committee had the 
written proxies. 

Mr. Mitxter. That was after the litigation started. 

Mr. Grecory. Yes; that is right. They did not have their permit 
the first few days of the litigation. It took a little while to get it. 

Mr. Fiscupacu. How long after you created these accounts did you 
give that proxy to the shanohobdare’ committee ¢ 

And then—— 

Mr. Mitier. No, that is a good question. Let it stand. 

Mr. Greeory. I think it was probably 2 weeks, maybe. I think it 
was just about the time of the Smith committee hearing. 

Mr. Fiscunacn. How long after the shareholders’ committee was 
organized and licensed by the California authorities was it that you 
gave that proxy to them ? 

Mr. Greeory. I think it was almost—I have forgotten what date 
they got their license, but we gave them their proxies as soon as they 
got organized as a shareholders’ committee and functioning as a share- 
holders’ committee, and had asked the rest of the shareholders for 
their proxies, and when they asked the rest of the shareholders for 
their proxies, we gave them ours. 

Mr. Mitter. At the time you established the 21,000 $1 accounts, 
what was the proxy situation ¢ 

Mr. Grecory. There wasn’t anybody who had any proxies, unless 
vas the Government who had been circulating among our share- 
iolders. 

Mr. Mitirr. [id you know of any shareholder of whom the Gov- 
ernment solicited a proxy ? 

Mr. Grecory. They never told me that they solicited proxies. They 
told me, particularly, that Mr. Mattingly was going around to various 
investors saying, “Gregory is in trouble, he is having a difficult time, 
and in just a short time we think he will be ousted. We want to know 
Whether you will cooperate with us.” And all that type of statement. 

Mr. Mitxer. Under oath, can you name me one man who can testify, 
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if I go to California, that he was solicited by the Government for a 
roxy ? 

Mr. Grecory. There never was anybody who told me that they were 

solicited for a proxy. 

Mr. Mier. So you had no real basis upon which to think the Gov- 
ernment was actually soliciting proxies? 

Mr. Grecory. Excepting that they were circulating among the 
shareholders and stirring up confusion. 

Mr. Houtrtetp. While you had no actual knowledge of an individual 
who had been solicited for their proxies by the Government agents, 
you did have the knowledge that they were circulating among the 
shareholders, but you did not know to what extent they were 
circulating ? 

Mr. Grecory. That is right. 

Mr. Howrrmtp. Nor whether they were approaching them 
for proxies or not, and you did have the fear that they were. 

Mr. Greoory. That is right. 

Mr. Miter. But there weren’t any more of them out there than 
there were of you. There wasn’t anything to keep you from circu- 
lating around and establishing your position without establishing 
21,000 new $1 accounts. 

Mr. Grecory. We thought that was the proper thing to do in the 
last few days, because that week end coming up there was to be a 
meeting of the stockholders of the Los Angeles Bank, a special meet- 
ing had been called for the purpose of starting litigation against the 
Federal Home Loan Bank Administration, and the tension had gotten 
quite great, and their activities had been quite a bit more active, and 
we didn’t know what they were going to do, and as a precautionary 
method we thought that was about the thing to do. 

Mr. Mriuer. Do you think so now? 

Mr. Grecory. I can see where they might have taken different 
tactics, where it would have been very beneficial to the shareholders, 
and it might have been the proper thing to do. As it turned out it was 
not necessary, and it was an idle act. 

Mr. Mruter. O. K., go ahead. 

Mr. Houtrrevp. And the 21,000 shares were never used ? 

Mr. Grecory. They were never voted, either by the people who 
owned the accounts, or by the shareholders’ committee who took 
the proxies, to whom the account holders gave the proxies. 

Mr. Houirretp. I think the record should show at this point that no 
one has testified that that was an illegal act on your part, and I also 
think that the record should show, upon questioning by the Chair, 
that no action was ever taken by the examiner or the chief supervisor 
to recommend that the regulations be changed to prevent that very 
thing occurring in the future. 

Mr. Grecory. Let me say this, Mr. Chairman. ’ 

Mr. Miturr. I don’t think that I can go for that, because I think 
that was one of the bases of the charges, and the charges have never 
been heard because of an injunction. Wyman’s examination was one 
of the bases of the criticism. Gregory’s management had _ these 
21,000 $1 accounts, and that was the basis of Wyman’s criticism, and 
I don’t think that there was an administrative word or judicial de: 
termination as to the wisdom or appropriateness of the action. 
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Mr. Houiriep. The point the Chair was trying to bring out was 
that that did not prevent the Home Loan Bank Board at Washington 
from issuing a regulation, if they looked upon this as illegal, and I am 
not passing judgment on it. 

r. Miter. I don’t think our subcommittee can go that far, because 
at this point it is all in litigation. The Home Loan Bank Board is not 
going to make any recommendations to a committee to say that they 
didn’t like it, that was one of the bases of the things. 

Mr. Houirietp. The Chair still has not been understood. He believes 
that the Home Loan Bank Board has the power at this time to make 
regulations without legislation to prevent that type of thing from 
occurring. : 

Mr. Miutier. If I were the Board, I would not, with the pending 
litigation. It is one of the charges which is yet undetermined. In 
other words, there has never been a hearing yet, judicially, to go into 
the proposition of whether or not it was a proper thing for the man- 
agement to take upon themselves the 21,000 $1 accounts. That has 
not yet been determined, and I don’t think that we can decide it, and 
I don’t think the record should show that we are in favor of it. 

ri Houirtevp. I am not taking the position that we are in favor 
of it. 

Mr. Gregory. When we get to the injunction part of it in the 
administrative hearing 1 should like to discuss that with you, because 
I believe you have your own conception of what happened, and I 
want to get into that, but before we leave the 21,000 $1 accounts, it is 
our belief that it has not violated any regulations. 

Mr. Miter. I don’t doubt that. 

Mr. Grecory. So long as the same opportunity was open to anyone 
else who desired to open up accounts, there was no advantage taken 
of anyone else. 

Mr, Mitter. We are going to talk like a couple of sensible men, and 
I will agree with you that there isn’t anything in the world legally 
to prevent me from going into the Long Beach Federal and getting 
a lot of friends to make a purchase of 21,000 $1 accounts. But we are 
not talking legal technicalities. I certainly would have no interest in 
establishing 21,000 $1 accounts in Long Beach Federal Savings and 
Loan Association. 

We are talking from the moral and ethical procedure as to whether 
it might or might not be a prudent or proper procedure of manage- 
ment, vested with duties to shareholders, to insure their perpetuation 
in office by the establishment of these accounts, when in many cases 
in shareholders’ meetings you would probably have a lot of nonvoting 
accounts, a lot of proxies, and 21,000 or 2,000 or 3,000 accounts can 
change an election, you see. 

That is the way I am looking at it at the moment. I am not talking 
about the fact that anybody could not do the same taing. I am not 
saying that you violated the law in doing it. 

I know of many, many corporations whose management could be 
changed by the insidious design of a few who would take advantage 
of a legal technicality. 

How many people in Long Beach would know that they could have 
a vote for $1 with 21,000 votes for the 21,000 $1 accounts rather than 
just one vote for each hundred dollars? That is a matter that we 
don’t go into. 
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Mr. Grecory. They may not have known it then, but they have 
been educated in the last few years during this litigation. 

Mr. Mriuer. They know it now, but you knew it then. 

Mr. Grecory. That is right. We thought we knew it, and we 
thought that was for the proper protection of all the shareholders. 
There never was a threat on our part to oust the majority of the 
shareholders from what their desires were. We never thought it would 
be necessary. 

Mr. Mitier. Don’t misunderstand me. I am not trying to impute 
to you bad motives or to criticize under all the facts what you did. 
1 might have done the same thing. But I am merely saying that I 
am a little curious as to the general over-all proposition. 

Mr. Grecory. I want to take any subject there is in here on which 
you have any questions at all, or any of the other gentlemen, and stay 
on it until you get thoroughly our point of view. We think we are 
right. If you don’t believe with us, we think it is because of our in- 
ability to get the actual facts over to you. 

Mr. Mitter. I think Mr. Fischbach thinks it’s right. 

Mr. Greeory. I hope he does. 

Mr. Fiscuracn. I might say this, if I may, Mr. Miller, that this 
matter was before the Smith committee, and what is before this sub- 
committee is Mr. Wyman’s very deep-seated view which he expressed 
here, without any reservation whatever, that these accounts were 
opened for the sole purpose of wresting control of Long Beach Federal 
from its shareholders and putting it in the hands of the gentlemen 
who owned the 21,000 $1 share accounts. 

What is brought to light by Mr. Gregory’s testimony is very ger- 
mane in relation to Mr. Wyman’s contention, namely, that he says 
these 21,000 $1 share accounts were proxied to the shareholders’ com- 
mittee. 

If they were proxied to the shareholders’ committee, as Mr. Greg- 
ory states, then obviously the purpose attributed by Mr. Wyman 
to the creation of these accounts seems to fall. For in creating the 
accounts and proxying them to a shareholders’ committee, it would 
appear that the voting control created by the accounts themselves 
were not used by the fiduciaries, the officers, but that control over the 
vote was placed in the hands of the shareholders where it would be- 
long, even under Mr. Wyman’s theory. 

Mr. Mitier. Yes. But Mr. Gregory swears, does he not, in the 
pleadings, as follows, on page 3242 of volume 7, that: 

That knowing the malice, hatred, and enmity of the said Fahey for the said 
association and that he would in some manner attempt to destroy it, as he 
had destroyed the Federal Home Loan Bank of Los Angeles by false, malicious, 
and untrue statements to the shareholders and members of said association, or 
by any other methods available to him, said officers, as a precautionary meas- 
ure, undertook to create a block of votes with which they could meet a fraudu- 
lent and false proxy war which was one of the methods which they anticipated 
said defendant Fahey would undertake to use in the destruction of said asso- 
ciation. 

That said votes thus created were to have been used and would have been 


used, by said officers for the best interests of the association and for its con- 
tinued growth and prosperity, and not for its destruction— 


and so forth, 
In other words, it is sworn to by Chapman as attorney, and the 
affidavit of Gregory that he is president, and so forth. 
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-Mr. Grecory. That is not inconsistent with my position here, Mr. 
Miller. 

Mr. Mier. No. 

It was in anticipation of a proxy war, but I yet do not know of any- 
one whom the Federal Government, or agents or employees of the 
Federal Government ever solicited a proxy from. 

Mr, Greoory. I do not think that they got to that point before 
they took action, because they had attempted to foment dissatisfac- 
tion, and we could not imagine any other purpose for their doing 
that, except to get proxies. 

Mr. Mitier. My point is, would you be worried, as manager of 
this Long Beach Association, knowing these people as your clients, 
or I mean as your association customers, would you be worried about 
Ammann or Bill Miller, or anybody else, coming out to California 
and being able to stir up dissension aiding those with whom you had 
worked and who knew you for a long time? 

Why did you feel that there would be any possibility or necessity 
for the defense of a proxy war? 

‘Would you feel that they could successfully undermine you and 
your reputation in the community and be able to succeed in the war? 

Mr. Greeory. We understood that in Boston they had gotten one set 
of shareholders to sue another set of shareholders. I am not too 
familiar with it, except that it is by rumor. 

We had understood that that was one of the tactics used there. 

I was not worried about them ever being able to convince people, 
the people of Long Beach, as to the merits of their position or as to 
the merits of our position, if we had an opportunity to tell the 
people about it. 

Mr. Mitier. You had as much information as they did. 

Mr. Grecory. After we were ousted 

Mr. Miter. They still had to talk to people the same as you did. 
They did not call a meeting of shareholders, did they ¢ 

Mr. Grecory. There is a lot of difference between being somewhere 
where the people cannot find you and your being inside the association. 

Mr. Mitier. You and all the shareholders—you knew all of the 
shareholders. 

Mr. Greeory. 16,000? No; I did not know all of them. 

Mr. Mitter. But you knew a lot of them. 

Mr. Grecory. That is true. 

Mr. Miuier. Substantial depositors? 

Mr. Grecory. Yes. 

Mr. Mitier. And you and your family were substantial depositors. 

Mr. Grecory. We had a great many friends there whom we thought 
would stay with us if the necessity arose. However, we—— 

Mr. Miter. If you felt that way, why did you feel that you needed 
21,000 one-dollar accounts ? 

Mr. Grecory. We might have to call a shareholders’ election in order 
to protect the association, and we might not have the authority to 
call it at the time it became essential. 

Mr. Mitier. But 10 percent of your friends could call a meeting. 

Mr. Grecory. We did not foresee it that far. 

Mr. Fiscnracn. I think that perhaps it might be illuminating, Con- 
gressman Miller, for you to give consideration to a press release that 
was not only issued by Mr. Fahey but circulated on May 22, 1946, 2 
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days after Mr. Ammann took over, which was circulated by Mr. 
Ammann and sent, according to the documents I have which were 
introduced in evidence before the Smith committee; to each share- 
holder of the Long Beach Federal Savings and Loan Association, and 
that release, by the way, was issued on May 21, in which the state- 
ment is made in connection with these accounts as follows: 

The association has over 16,000 members whose investments and shares total 
over $20,000,000. In an effort, however, to secure continuance of control, sev- 
era! of the directors, including the president, are attempting to change their 
relatively small investments in the institution, plus other funds aggregating 
$21,000 to 21,000 accounts of $1 each. This was intended to give them control 
over the 16,000 share-account holders, owning over $20,000,000 in the association. 

Mr. Miier. I do not think there is any doubt about it; is there? 
He says there is. 

Mr. Grecory. Not in that light. 

Mr. Miter. In a different light, but it is the same thing. 

Mr. Grecory. Giving the majority of the shareholders an oppor- 
tunity to assert their position. 

Mr. Miter. Yes; but you do not need to worry about the majority ; 
they can take care of themselves. What do you have to do with the 
majority? You cannot hurt the majority. 

If it only takes 10 percent to call a meeting, the majority can do it; 
that is for sure. 

Mr. Grecory. If we could accumulate them together fast enough for 
the purpose, it could have been done. 

Mr. Mitirr. I mean, they would accumulate themselves together. 

Mr. Grecory. As it turned out, they did. But that is something we 
did not foresee. 

Mr. Mirier. That sustains the point. I mean, that does not interest 
me, and that is exactly what you sey. 

Mr. Grecory. No; it is not exactly what I say. 

Mr. Miuier. Well, almost. 

Mr. Grecory. There is a different responsibility placed upon it. 

Mr. Mitier. But you are assuming a lot of responsibility that it is 
possible nobody wanted to have you assume. How do we know? 

Who assumed or how did you assume that anybody wanted you to 
call a meeting? Maybe they did not want to see you. How do we 
know ¢ ; 

Mr. Grecory. It was our obligation until the time that we were 
properly relieved of our responsibility. 

Mr. Mitier. You were relieved. 

Mr. Gregory. Not properly, we think. 

Mr. Mier. That is also in litigation. 

Mr. Houtrretp. Off the record. 

(Discussion was continued off the record.) 

Mr. Hottrtevp. On the record. 

Where were you in your testimony, sir? 

Mr. Grecory. Right at the bottom of page 14, at the last paragraph. 

Mr. Hottrtevp. All right. 

Mr. Miter. All right, go ahead, unless you have something more 
you want to say. 

Mr. Greeory. I think that is all, unless there is any other question. 

Mr. Mitter. No. 
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Mr. Gregory. Wyman’s insistence that no shareholders’ commit- 
tee can tell him what is or is not proper supervision of their funds 
matches his attorneys’ contentions to the court that no court has any 
power to review supervision or confiscation if conducted by Wyman 
and the Home Loan Bank Board. 

On page 8, Wyman again discusses the attorneys’ fees, and again 
fails to disclose or mention that the matters of which he complains, 
the removal of funds of the association beyond the control of the su- 
pervising authorities, were removed only to a United States court, a 
court which has always been open to the supervisory authorities, which 
Mr. Wyman and his superiors have been resisting for over 5 years—— 

Mr. Fiscuspacu. Let me stop you there for just a moment. 

Off the record. 

Mr. Houtrtretp. Off the record. 

(Discussion was off the record.) 

. Mr. Houirrevp. Back on the record. 

Mr. Grecory (continuing). A court whose decisions were sought 
on the very question of the propriety of appropriation of such funds 
and whose decisions would be expected to be truly impartial. The 
funds of which Mr. Wyman complains of being removed from the con- 
trol of the supervisory authorities were funds with which to bring 
suit against those very supervisory authorities, a successful suit which 
culminated in the restoration of the association to its elected manage- 
ment, and the ousting of Mr. Wyman’s first assistant supervisor, Mr. 
Ammann. The Supreme Court said $50,000 will hardly wreck a $26 
million institution. 

Mr. Hotririetp. As a matter of fact, there has been since that par- 
ticular time a great deal of expenses that have accrued to someone, 
possibly the Long Beach Savings and Loan Association; and as I 
understand it, the San Francisco bank approved over $100,000 in at- 
torneys’ fees. 

Mr. Grecory: There has been approximately $400,000 in court costs 
and attorneys’ fees approved by the courts, and we know of well over 
$100,000 that the San Francisco bank has paid in addition to that. 
So, the original appropriation of $50,000 was very small, indeed, 
compared to what the actual expenses have since been, and would 
have been a proper budget. 

Now, Mr. Wyman states that Mr. Lee was alarmed at the general 
atmosphere prevailing in the association. The record is replete with 
evidence of Mr. Lee’s alarm over the atmosphere of resistance to the 
unwarranted destruction of the Los Angeles bank. There had been 
a complaint by Gregory and others to the Special Select Committee of 
Congress To Investigate Executive Agencies which exceeded their 
authority. Mr. Lee was fully familiar with the vindictive and capri- 
cious actions of Mr. Fahey, culminating in the confiscation of the 
Los Angeles bank without trial, notice or hearing. Mr. Lee had 
reason to be concerned about the atmosphere he and Fahey had cre- 
ated by their fradulent actions. 

Had Mr. Wyman submitted the merits to the courts, we are con- 
fident they long since would have been decided against him. Actually 
the Federal courts have allowed thus far in this litigation, as attorneys’ 
fees, expenses, and special master’s fees, in excess of $400,000, all of 
which has been made necessary by Mr. Wyman and his cohorts’ re- 
fusal to permit the courts to decide on the merits the charges he now 
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urges to this subcommittee. If his charges had merit, he should let the 
court sustain them. His charges are, however, without merit. He 
therefore evades a trial an the merits before the United States court. 

On pages 10, 11 and 12, Mr. Wyman quotes at length from deposi- 
tions taken of Mr. Moss. It is interesting to note the type of testimony 
upon which Mr. Wyman is willing to reply. 

In exhibit C, he attacks Mr. Moss, both as to character and integrity ; 
claims he was a real-estate broker whose license was revoked or sus- 
pended, and indicates generally that he is a person of no reputation, 
and upon whom no dependence can be made, and the association should 
never have made any loans to him or to any institution with which he 
is connected. But he does not disclose this fact when Mr. Moss’ testi- 
mony is of any benefit to Mr. Wyman in his attempts to destroy the 
association. 

The testimony quoted in the deposition of Moss is of course contrary 
to the facts equally known to Wyman, and by Wyman, concealed. 
The facts are disclosed by exhibit C itself, Wyman’s own custom-made 
scandal sheet. The facts are that additional collateral security was. 
obtained by the Long Beach Association at the time of the consolida- 
tion of the many small loans in Moss & Co. transactions into the one 
$197,000 loan. 

Wyman, rather than tel! the subcommittee this fact, which demon- 
strates the good business and sound management of securing consoli- 
dated collateral when loans become somewhat delinquent, quotes the 
deposition in a lawsuit later dismissed, which never went to trial, and 
which never resulted in any judgment or finding of the court. 

The testimony of Mr. Moss’ partner, Mr. Weinblatt, formerly as- 
sociated with Mr. Twohy, who was Mr. Fahey’s candidate to be presi- 
dent of the Los Angles bank, contradicts Mr. Moss’ version which is 
also known to Mr. Wyman. 

The resolutions, executions of loan documents to Long Beach Fed- 
eral by Mr. Fetterman and Miss Sullivan, as officers of Moss & Co., 
also contradict Mr. Moss and Mr. Wyman. 

The additional collateral secured by the consolidation of the loans 
was the consolidation of the sales contract equities above the loans in 
the various groups, so that all of the equities would secure all of the 
obligations rather than secure only the group to which the original 
loans related. 

Mr. Wyman refers to exhibit C, which states the receipts and dis- 
bursements of Moss & Co. for the period of April 1, 1940, to Decem- 
ber 31, 1940, indicates that only the sum of $795 was expended for 
real-estate man and maintenance, and that the association’s files 
contain no references of any kind or any inspection reports to indicate 
that collections were used for repairs and alterations. 

Mr. Wyman does not state that on the same page of exhibit C for 
exactly the same period of time, April to December 1940, his examiners 
admit they are unable to reconcile $8,890 in Moss & Co. receipts and 
disbursements. 

If they are unable to reconcile 6-year-old records of Moss & Co., 
how can they be sure what was spent? . 

Exhibit C and Mr. Wyman’s statement on this subject are mere 
conclusions of incomplete and unreconciled accounts and hearsay. 

Again I reiterate, the sales of the houses, which were inspected by 
association personnel, their renovation and repair, the profitable suc- 
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ess of the project, demonstrate the soundness and justification for 
the association’s policy and action. The evidence already introduced 
shows the association received over $20,000 brokerage and over $68,000 
interest, less the sum of $3,849 attorneys’ fees expended in the trans- 
action. 

Mr. Wyman criticizes the payment of $3,849 from Long Beach Asso- 
ciation funds to attorneys defending the association involved in an 
accounting lawsuit for the association’s loan of $200,000 on which the 
association made $88,000 interest and brokerage. 

Mr. Wyman says that part of such attorneys’ fees went to the de- 
fense of officers of the association personally, yet Mr. Wyman and 
his superiors, the Home Loan Bank Board have approved payment 
of nearly $150,000 from the funds of the San Francisco bank to at- 
torneys for defending both the San Francisco bank, its presidents, 
officers and directors and they have paid this sum despite an opinion, 
or a series of opinions, in writing from the Home Loan Bank Board 
attorneys that the lawsuit is completely without merit and there is 
no possibility of the San Francisco bank ever having to pay any sum 
whatsoever. 

It makes a tremendous difference in Mr. Wyman’s mind whether 
he and his cohorts are being defended by the attorneys paid from the 
institutions’ funds. 

In the instance of Moss & Co., however, the funds paid were proper 
for the defense of loans made by the association and its accounting for 
the collateral held as security. These loans were collected in full. The 
attorneys’ fees were paid for the successful termination of the litiga- 
tion in favor of the defendant association, 

The $150,000 paid from the San Francisco bank assets to its at- 
torneys, have been paid thus far largely for the unworthy efforts of 
attempting unsuccessfully to get numerous writs from the Circuit 
Court of Appeals to svn a trial on the merits. 

In the Moss matter Mr. Wyman also fails to disclose that Gregory 
also contributed more than his share of the litigation expenses, in that 
he privately and personaily paid court costs and investigation expenses 
of over $1,500 to defend litigation on behalf of the association as well 
as himself. 

We would like Mr. Wyman to state, what, if anything, has been con- 
tributed to the defense of the 5-year-old litigation by either Mr. Fahey, 
Mr. Wyman, any of the individual members of the Home Loan Bank 
Board, or any of the officers and directors of the San Francisco bank. 

Repeated and lengthy criticisms of loans long since paid in full, upon 
which the association has received very substantial fons bonuses and 
rates of interest yielding among the highest returns in California, dis- 
closes a desperate scramble by Mr. Wyman for any sort of a charge, 
utterly disregarding merit. 

Mr. Fiscusacn. I would like to ask you a question, Mr. Gregory. 
Did you at any time tender to the board of directors of the Long Beach 
Federal a resolution in words or in substance intending to commit 
the association to reimburse you or hold you harmless for any action 
that you might ever take as an officer or director of that association ¢ 

Mr. Greeory. No, sir, I never have. 

Mr. Fiscupacu. Do you know whether any such resolution was ever 
adopted by the San Francisco bank? 
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Mr. Grecory. In our inspection proceedings that we have had there 
has been a resolution, which we have gotten copies of, from the San 
Francisco bank minutes. 

Mr. Fiscuzacu. To indemnify the officers? 

Mr. Grecory. That is correct, in an attempt to indemnify the of- 
ficers. 

Mr. Fiscusacn. All right. You may proceed. 

Mr. Grecory. Inspection records disclosing that the properties se- 
curing Moss & Co. loans were improved, existed at the time that Am- 
mann seized the association without any receipt for either the money, 
uncounted securities, negotiable bonds, or entire books and records. 
Failure to find these inspection records and disclose them can be at- 
tributed to only Mr. Wyman and Ammann, and their deceitful tactics. 
You may remember Mr. Wyman and Mr. Ammann also claimed no 
authority existed to pay on certain association loans, however photo- 
static copies of Ammann’s own transmittal letter disproved their con- 
tentions. When, on August 3, 1951, such photostatic copies of the docu- 
ments were produced, after being in their possession for 5 years, they 
then wanted an opinion from their legal department. The photostats 
were copies of the documents in the association when seized by Am- 
mann in 1946, 

Hotel lease: On page 14, Mr. Wyman characteristically fails to 
state the true purpose of the lease. The hotel lease was to convert the 
hotel into an office building. Mr. Wyman knows this and he also 
knows Ammann sabotaged the entire project. by attempting to cancel 
the lease in 1946. Ammann, in 1946, notified Turner that the lease was 
canceled. 

Mr. Fiscupacu. This is a different Turner from the Jackson 
Turner? 

Mr. Grecory. That is right. This is George Turner, and they are 
not related. 

Mr. Fiscupacu. Thank you. 

Mr. Grecory. Turner applied to the courts for determination of the 
validity of the lease, and Ammann’s reply is that the court has no 
jurisdiction to decide whether or not the lease is valid or invalid. Yet 
Wyman contends subsequent deduction in income is caused by the 
original. Jease. 

Ammann and Wyman’s persistent appeals and delaying tactics have 
for 5 years kept the lease in a state of uncertainty. a it any wonder 
that no subsantial improvements have been nate by lessee pending 
the court’s determination of the validity of the lease? Lessee has, 
nevertheless, rendered a service by his management of the hotel, includ- 
ing the months when it operated at a loss. Some Long Beach hotels 
have, during the period of this controversy, closed because they could 
not pay expenses. 

On page 14, Wyman comments that the resolution under which the 
hotel was leased states that the income from the hotel shows a continu- 
ing decrease. Wyman attempts to show. this was not so, and relies 
on previous years. Wyman in Washington claims a fortune teller’s 
ability to predict the future in the community of Long Beach, 3,000 
miles away, in which Wyman has probably been on only a very few 
occasions in his entire lifetime. 

Mr. Miter. Very rarely since the litigation started ? 

Mr. Grecory. I should think, Mr. Miller, after his testimony here, 
that it would be even rarer. 
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Wyman’s effrontery to claim greater accuracy than the experienced 
directors who have resided in the community for years, who have suc- 
cessfully operated the association, and the accuracy of whose predic- 
tions as to the future of hotel rentals in Long Beach, has been borne 
out by the continued decline in such income in all Long Beach hotels, 
not merely in the one owned by the association. 

Wyman’s criticism of the terms of the lease, if meritorious, is some- 
thing which Ammann could, and should have, used to justify his 
attempted cancellation of the lease. The lessee pa Ammann 
to come to the Federal court and defend the validity of Ammann’s 
attempt to cancel the lease. The reply that Mr. Ammann, Mr. 
Wyman’s chief assistant supervisor, made to the Federal court was that 
the court has no jurisdiction to decide the matter. If the lease is as 
Mr. Wyman states it was, it could and should have been canceled by a 
judgment of the court years ago. If, on the other hand, these charges 
are not of sufficient merit to be submitted to a Federal court, within 
whose territory the real property, the hotel, is situated, they should 
not be repeated endlessly to this and other congressional committees. 

Title Service Co.’s use of association premises: Mr. Wyman at 
last, on page 15, in his criticism of Title Service Co., discloses that 
all of his charges are guesswork. He guesses that there may have 
been an account or a subterfuge for draining Title Service Co.’s profit, 
without even knowing, according to him, if the company operated at 
a profit or a loss. This is contrary to the sworn testimony of Gregory 
under cross-examination in Federal court by Mr. Siegel, the learned 
counsel specially retained by the Home Loan Bank Board for $10,000 
because of his alleged abilities. 

Mr. Miniter. Underlining the word “alleged” ? 

Mr. Grecory, Yes, sir. 

Nothing brought out under such cross-examination in any way 
justifies the guesses or surmises made by Mr. Wyman. _ It is categor- 
ically denied as a complete untruth and the fact that Mr. Wyman is 
willing to guess as to matters so grave and to put such guesses before 
this subcommittee as evidence, can be used as a test for the credibility 
for all of Mr. Wyman’s statements. 

Mr. Wyman suggests, on page 15, that Long Beach Federal should 
be entitled to recover from Title Service Co. whatever Title Service 
Co. has in the way of assets or property. Title Service Co. sued Mr. 
Ammann in 1946, and brought before the Federal court every issue 
between Ammann and Title Service Co. Ammann’s reply to these 
actions for declaratory relief was that the court at Los Angeles, in 
the county where Title Service Co. maintains its principal office and 
has been doing business since it was organized, has no jurisdiction to 
decide any of these matters. 

It must. be obvious by this time that Mr. Wyman believes there is 
only one tribunal competent to try his charges, and that is Mr. Wyman 
himself. He has refused to permit them to come before the courts, 
he does not bring them before this subcommittee except in the form of 
guesses and hearsay. He complains that for 5 years his charges have 
not been heard, but the only tribunal before which he has made any 
effort to have a hearing on such charges was before his former boss, 
Fahey, and his present bosses, Divers and Adams, who are them- 
selves defendants from whom the association is attempting to recover 
its property and assets. There is already evidence before this subcom- 
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mittee that the Federal examiners were furnished a profit and loss 
statement for Title Service Co. each year except for 1945, when they 
refused to accept it because they were not interested. He knows his 
contentions are mere sham. 

Insurance agency: At the bottom of page 15, and at the top of 
page 16, Mr. Wyman attempts by innuendo and suggestion, to criticize 
the operation of an insurance agency by the president of Long Beach 
Association. Mr. Wyman does not tell the subcommittee that such is 
the custom and practice in most of the savings institutions in Cali- 
fornia and in‘other areas in the United States; that this fact is known 
to Wyman and his examiners, and is regularly approved for all other 
associations. 

The operation of other similar lines of business in the premises of 
a savings and loan, is one of the leading methods for building busi- 
ness when a small institution is growing to substantital proportions. 
This is known and approved in operations throughout many states 
in similar institutions. It is similar to the use of safe-deposit boxes by 
banks, escrow business by banks, trust company business by banks, 
money order business by banks, and is one of the prime methods of 
attracting new customers, both borrowers and depositors. I hope 
this subcommittee will determine why Long Beach Federal was singled 
out for special treatment. 

On page 16, Mr. Wyman speaks of compensation to the association 
from others occupying the association’s premises. Gregory has dem- 
onstrated the business brought to the association by such occupancy 
and the benefits to the association from such business, both in the form 
of loans and deposits. To require an individual contributing thus 
to the growth of the association, to in addition to that contribution, 
pay for making such contribution is to penalize legitimate enter- 

rise. 

On pages 16 and 17, Mr. Wyman repeats his criticism of California 
land title transactions involving the purchase of homes for Mrs. 
Roberts, association secretary, and Gregory, the president of the 
association, in which there was no violation of any rule or regulation. 
Mr. Wyman and his assistant, Mr. Ammann, demonstrated their ca- 
pacity and knowledge to deal with California land titles by tangling 
the titles to the homes of 8,000 borrowers to such an extent that even 
the processes of the Federal court were scarcely sufficient to clear 
such tangles. 

The ignorance or bad faith causing these title tangles is further 
demonstrated in the treatment of the purchase through an estate, 
probate sale under California court proceedings, of a home and the 
personal liability of the borrower from the association, who later sold 
the home subject to the loan to Gregory. The loan was paid in full, 
the association collected all interest called for in the loan contract, 
and suffered no loss whatever. Yet, Mr. Wyman attempts to read 
trickery and connivance into a routine real estate transaction con- 
ducted according to the laws of the court and codes of California, 
dealing with real property transactions. Unless a borrower assumes 
and agrees to pay a loan, his name need not be carried on the lending 
institution’s records as a borrower because he actually has not bor- 
rowed or received the money. 

Mr. Wyman attempts to read concealment and connivance into ev- 
erything which he cannot, or does not desire, to understand, and Mr. 
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Wyman’s ability to understand can be well judged by the subcommittee 
by the difficulties that he had in comprehending most of counsel’s 
questions to him, many of which had to be repeated three and four 
times, and even then responsive answers were not obtained. 

Mr. Wyman is in error when he says my statement in connection 
with Mr. Yeo is refuted. Mr. Yeo was an employee of R. C. Johnson, 
who had an interest in the house. Yeo purchased the house as a rep- 
resentative of his employer, Mr. Johnson. These facts were known 
to the examiners and should by this time be known to Mr. Wyman 
if he is interested in the facts. I again reiterate that Mr. Yeo’s sale 
of the house at a later date to Mrs. Roberts was not connected with 
the association’s sale to Mr. Yeo. 

’ Mr. Wyman admits that he has had no accounting training or quali- 
fications whatsoever, that he has never run a hotel, or constructed or 
financed buildings. He demonstrates this even further when he states 
on page 18 that establishing a credit with a financial institution b 
depositing and pledging collateral of $140,000 does not create a suf- 
ficient credit standing to justify representation that a guaranty fund 
of $100,000 is established with the institution. This collateral was 
appraised and was sufficient to warrant a $100,000 advance. 

A credit of $100,000 in Long Beach Federal. could have been in 
either the form of a guaranty, or in the form of a savings account. 
The significance of either form fulfills all statements, if the funds 
exist, as they did, sufficient to assure the association to that amount. 
Wyman attempts to confuse a Dun & Bradstreet report which does not 
even mention Long Beach Federal, and to say that because that report 
went through the association’s hands, the association takes responsi- 
bility for every item of the report. That the $100,000 credit existed as 
such in the hands of the association and against collateral furnished 
by Jones, has not even been denied by Mr. Wyman. He attempts to 
play on words and says that unless it was in the form of a savings 
account, it could not exist as a guaranty. Contrary to Mr. Wyman’s 
contention, the association may accept assets other than a savings 
account as additional collateral and guaranty. 

Mr. Fiscusacn. In accordance with the regulations? 

Mr. Grecory. Yes, sir; in accordance with the regulations. It 
provides that we can take anything as additional collateral. 

The statement by Gregory that the check for $100,000 was 2 months 
subsequent to the first statement to FHA is completely correct. The 
fact that the statement was again confirmed 2 days prior to the date 
of the check in no way detracts from the correctness of the statement. 
The check is explained by Gregory as having had nothing to do with 
the FHA transaction. It was in a closed escrow folder concerning the 
purchase of property. Mr. Wyman’s conception of his supervisory 
function is to brand as fraudulent anything he can twist or bend. 
The loans, however, were in fact so favorable that Mr. Ammann, Mr. 
Wyman’s assistant chief supervisor, sought and obtained special per- 
mission from the Federal Housing Administration to cut the interest 
rate on these highly satisfactory loans in order to keep them among 
the assets of the association, and when he so petitioned to cut such 
interest..rate, exhibit C had been in the passession.of the Home Loan 
Bank Administration for nearly a year. . 

If the loans were fraudulent as charged, Ammann, Wyman’s assist- 
ant chief supervisor, should have, and would have, taken steps other 
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than to recommend cutting the interest rate to keep these loans among 
the assets of the association. 

Mr. Wyman mentions two checks paid by the association to Mr. 
Jones totaling $85.00. Among the association’s records which Mr. 
Ammann did return are the veceipted bills from Jones Lumber Co. 
showing these checks were paid for lumber for the houses being con- 
structed from the association’s loans. A perfectly proper and cus- 
tomary expenditure. Mr. Wyman states the examiners could not 
locate these two checks. Numerous of the association’s cancelled 
checks were not returned by Ammann. Sometimes he left photo: 
stats in lieu thereof, sometimes he left nothing. I presume that it 
was an oversight on Mr. Ammann’s part to have returned to our pos- 
session the receipted bills above mentioned, which is documentary 
proof of the complete falsity of his chief’s statement. 

Mr. Wyman, on page 19, reaches the apex of slander and venom. 
The only evidence that he brings before the subcommittee is “I have 
reasons to believe” that a home purchased by Gregory, from the 
Jones brothers, is alleged by Wyman to be a gift. Whatever evi- 
dence he has reason to believe should be brought forth to the light 
of day, to be tested by cross-examination, and not to be kept as merely 
hearsay and scandal. 

Mr. Wyman discloses a knowledge of part of the record in the 
county recorder’s office in showing a $30,000 trust deed by Gregory to 
Jones on the same property, which Mr. Wyman alleges was a gift. 
The gift value, if any, above a $30,000 trust deed would require some 
explanation on Mr. Wyman’s part. 

Mr. Fiscusacu. That was recorded ? 

Mr. Grecory. The $30,000 trust deed is recorded. 

Mr. Fiscuzacu. That is just like a mortgage ? 

Mr. Grecory. That is correct. I might say at this point, though, 
that the $30,000 was not the purchase price of the property. 

Mr. Fiscupacu. What was the purchase price of the property ? 

Mr. Greoory. I paid, for the purchase price of the property, ex- 
cepting about $2,000 or $2,500, from other assets. And then this con- 
troversy started, and I borrowed again from Mr. Jones $30,000 and 
put a trust deed on the home to secure it. 

Mr. Mitier. What did you pay for the house? 

Mr. Grecory. It was about $26,000, total. I had paid all of that 
but about $2,500 or $3,000 at the time we got the additional loan. 

Incidentally, that was built back in about 1940 or 1941. It has 10 
years of increase—— 

Mr. Miter. Did you buy this from Jones? 

Mr. Grecory. Yes, sir; 1 did. 

Mr. Miniter. When ? 

Mr. Greeory. About 1940 or 1941. 

Mr. Mixter. What did you pay for it? 

Mr. Grecory. The total purchase price was about $26,000. I had 
paid all of that $26,000-—— 

Mr. Mitter. What did you pay for it at that time in cash? 

Mr. Grecory. I gave him securities totaling, I think, in one item, 
of $7,800, and another. 

Mr. Mitier. What. security ? 

Mr. Grecory. It was an account that was due me which I had loaned 
money for to a Mr. Weinblatt. 
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Mr. Mitier. Say that again. 

Mr. Grecory. There was an account due me. I had loaned money 
to an individual. 

_Mr. Miter. Yes. 

Mr. Grecory. A Mr. Weinblatt. Mr. Weinblatt had worked for Mr. 
Jones at another occasion after I had loaned the money. So Mr. Jones 
took the account from me and paid his obligation to Mr. Weinblatt 
with my account. So -he credited me for the full amount of it. Mr. 
Weinblatt credited him for the full amount for his services. 

Mr. Mitier. That was about $7,800? 

Mr. Grecory. That was about $7,800. And there is another item of 
$16,000. 

Mr. Minter. What was that? 

Mr. Grecory. That was an amount of $16,009 that I had loaned Moss 
& Co. personally, and I assigned that to Mr. Jones. We recovered on 
that, I think it was, less than $13,000. There was a difference that 
Moss & Co. did not finally pay out, of about $3,000 or more—maybe 
it was $4,000—that it did not pay out. 

Mr.Mitier. You say here some place that Moss & Co. was a pretty 
good company. 

Mr. Greeory. It was a good company. It paid all of its obligations. 

Mr. Mitier. Except yours ? 

Mr. Grecory. In the final analysis, they overlooked one thing, and 
that was taxes. And the taxes got ahead of the rest of the creditors on 
the tail end when it liquidated. 

Mr. Miter. That is protocol. 

Mr. Greeory. But other than that, it was all right. 

Mr. Mitier. Very well. 

Mr. Gregory. Mr. Wyman pretends not to know of the practice in 
California of property being sold on contract, with the title remain- 
ing in the seller until the completion of payment from the buyer, yet 
he conveniently knows all about this when he wishes to criticize 
property sold on exactly this arrangement by Wrigley Heights and 
other borrows from the association, when he says that the purchaser 
was not given the right to prepay his contract of purchase at any time. 

Might I go back to the matter of my house for just a minute? I want 
to make one thing clear on the record. Although Moss & Co. did not 
pay out in full to Jones, and probably was not legally obligated to pay 
the difference in it, I did agree with Jones that I would pay the dif- 
ference, and I still have that obligation to pay. It is between $3,000 
and $4,000. 

Mr. Fiscupacu. You have been living in that house ever since? 

Mr. Grecory. I have lived in the house ever since. I built an addi- 
tional room on it, and I built an additional building in front of it, out 
of my own funds. 

Mr. Fiscupacu. You are married, and have a family ? 

Mr. Grecory. I have two boys. 

Mr. Miter. At the time of the Jones transfer, you paid no cash ? 

Mr. Grecory. No; that is not right. The title to the property did 
not transfer from Jones to me for, I think it was, 6 years. 

Mr. Mixer. At the time you executed this, what you called mort- 
gage, and in California I think you call it a deed of trust, at the time 
of that transaction, there was no cash passed from you to Jones? 





1926 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Gregory. Oh, yes; there was. He gave me a $30,000 check for 
it, and I took the $30,000. That was actually a cash loan, after my 
having paid for the house otherwise. 

Mr. Miter. I see. 

Mr. Fiscuzacn. He had already paid for the house. 

Mr. Grecory. That is, substantially paid for the house. There were 
$2,000 or $3,000 left. 

Mr. Miter. Very well. 

Mr. Grecory. In essence the subcommittee is asked to believe and to 
acquiesce in Wyman’s self-given right to character assassination, and 
condemn without evidence. “I have reason to believe” is a Wyman 
standard of supervision, upon which rests the stability of the institu- 
tions in which the 7,000,000 people have their savings. Even the late 
dictators never surpassed this totalitarian attitude. 

On page 20, Mr. Wyman criticizes sale of association loans at par. 
In other words, after the association has received its loan bonus 
and loan brokerage, and favorable interest rate, and when the asso- 
ciation has an opportunity to relend this same money and again make 
brokerages and laverdiie interest rates, Mr. Wyman says the asso- 
ciation is to be criticized for sales completely authorized and within 
every regulation and requirement. 

With respect to criticism of differential in interest rates and re- 
strictions on prepayments, Mr. Wyman criticizes the association for 
not coercing its borrowers as to the terms of subsequent sales by the 
borrowers. Yet, when Ammann with full knowledge of differential 
in interest rates and restrictions on prepayments, further cut the bor- 
rowers’ interest rates and modified the terms of their loans, Mr. Wy- 
man said this was “for the best interests of the association.” 

The facts are that Mr. Wyman complains of the association’s deal- 
ings in 1943 to 1946, and that only the enactment of the Holifield 
amendments to the National Housing Act in 1950 changed lending 
practices on this matter. The transactions Mr. Wyman complains 
of were completely legal and proper and violated no rule or regula- 
tion. 

On page 22 Mr. Wyman goes back 17 years to 1934, referring to the 
Reliable Building and Loan, and complains that his statement is not 
accurately interpreted. In essence, he admits that he was telling only 
a partial story which could not be wholly true. He says that on 
certain of the transactions some certificates were purchased below 
face value. He nowhere discloses that this was made necessary in an 
effort to save the remaining depositors of the association from loss 
after the 1933 earthquake and. depression in Long Beach; nor does 
he disclose that on the over-all transaction, which included liquida- 
tion of unmarketable real estate, and earthquake damage, the net 
result was a payment in full to all certificate holders who awaited the 
outcome of such liquidation. He fails to disclose the further fact that 
the Reliable Building and Loan officers made no personal profits from 
the sale and purchase of such building and Joan certificates. 

It has been my purpose in presenting this statement to make specific 
answer to every salient criticism made by the Home Loan Bank Board, 
Mr. Wyman, Mr. Ammann, Mr. Zarrilli, and anybody else who has 
appeared to make an insinuation against the integrity of the manage- 
ment of the Long Beach Federal, whether directed at me personally 
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or at any of the persons in whom I take pride in having associated 
with me in the management of that institution. 

I hope I have more than met my responsibility in that direction. 
I know there is no truth to support their accusations or insinuations. 
If I have not directly and specifically refuted all such assertions, the 
documentary evidence before you, particularly the 27 printed volumes, 
demonstrate the complete falsity of all such accusations. 

I hope, in this subcommittee’s analysis of the Home Loan Bank 
Board’s functions and operations, you will consider the following: 

That the seizure of the Los Angeles bank was found by the Smith 
committee to be wholly unsupported by legitimate reasons; 

That the establishment of the bank is being withheld as a leverage 
to trade off the Long Beach Federal claims against Ammann, the 
Insurance Corporation, and others; 

No meritorious reason has been shown why the Los Angeles bank 
should not be reestablished ; 

A new vote of the Los Angeles stockholders, at a regularly noticed 
meeting, voted as late as last February for the bank’s restoration— 
court reporter’s transcript of stockholders’ meeting at Palm Springs, 
February 1951. 

Mr. Fiscupacn. You supplied that to the subcommittee? 

Mr. Grecory. That has been supplied to the subcommittee, a certi- 
fied copy. 

That the Federal Savings and Loan Insurance Corporation is held 
out to the public as insuring their savings accounts. That the policy 
of the Board in not accepting service of court process effectively ren- 
ders the insurance a nullity. It is collectible only at the whim of 
the Bank Board. Certainly in the public interest, this total disregard 
of the congressional intent for the Corporation to sue or be sued in 
any court of law or equity, State or Federal, should be rectified. Our 
Government was intended to give equal rights and protection to its 
citizens. This can be done only by the rule of law, not the whims 
of man. Considering the testimony of Mr. Horace Russell, it is evi- 
dent the present Board has reversed the original policy to accept court 
process and is violating the mandate of Congress. 

Legislation making crystal clear the responsibilities of the Board 
to review of their acts in the local courts where the people are af- 
fected would effectuate the purposes of the Administrative Procedure 
Act, which says: 

* * * and every final agency action for which there is no other adequate 
remedy in any court shall be subject to judicial review * * *. 

To force the small shareholder to come to Washington, D. C., 3,000 
miles from his home, is a barrier effectively denying due process of 
law. 

Restriction preventing a conservatorship or receivership of any 
solvent savings association or Federal home loan bank, without the 
prior approval of the United States court in the. district where the 
institution and its property are situated. 

Mr. Houirtevp. Mr. Gregory, let us return to that previous para- 


graph. 

What do you mean by that? 

Mr. Grecory. Restriction preventing a conservatorship or receiver- 
ship of any solvent savings association or Federal home-loan bank, 
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without the prior approval of the United States court in the district, 
where the institution and its property are situated. 

Mr. Houtrretp. You mean that there should be a restriction? 

Mr. Grecory. That is what I mean by all of these, Mr. Chairman, 
that this is a recommendation, or I hope you will consider it at the 
time that you consider the whole thing. 

Mr. Hottrtexp. I see. 

Mr. Greoory. It relates back to the previous paragraph, where | 
say that—— 

Mr. Hotrrretp. I missed the preceding reference there, I guess. 

Mr. Grecory. And it seems to us, Mr. Chairman, that if an institu- 
tion is solvent, certainly there should be no damage inflicted upon it 
unless the accusations they have will withstand the scrutiny of a 
court. And certainly if it is a solvent institution, there can be no 
emergency great enough to destroy the institution pending the court’s 
looking into the matter. 

Mr. Fiscupacn. I think that in essence was one of the recommenda- 
tions of the Smith committee. 

Mr. Greeory. Yes, it was, Mr. Fischbach, the essence of it. 

The dilatory tactics of the Board, Insurance Corporation, and 
Federal Home Loan Bank of San Francisco, to delay a trial on the 
merits of the charges against them, is a waste of public money and 
against the public interest. Certainly, some restrictions or contro] 
should be established to prevent ever again such useless waste of the 
people’s money. Nearly $400,000 has thus far been spent in attorneys’ 
fees and court costs, to determine in which court the shareholders have 
a right to try their claims on the merits. 

There has been demonstrated here, under the guise of supervision, 
venomous outpourings of persons charged with high duty. There 
have been no established standards of supervision. There has been 
shown a continued evasion of the United States courts by Government 
officials, an evasion of the orderly process of government. There has 
been a reckless disregard for the truth by Government officials who 
tell the Congress one thing and tell the courts another, as the record 
will disclose; Government officials whose positions vary from one 
congressional committee to another. There should be some standards 
established by Congress to guarantee to the institutions under so- 
called supervision, to have assurance of constitutional safeguards, to 
stop venomous and ruthless character assassination, founded on hear- 
say and insinuation—certainly an oath of office, and most assuredly 
a fidelity bond to guarantee some integrity. As it stands today, there 
is no restriction, there is no penalty, there is no responsibility. If 
our democracy is to survive, our Government must be by rules of law, 
not of men. 

Compare, if you will, the standards of Nazi Germany with the 
standards of this agency. I quote from How Nazi Germany Has 
Controlled Business, published by the Brookings Institution, Wash- 
ington, D. C., 1943, as follows: 

German business enterprise is born, is operated, and dies by the will of the 
Government. 

The Los Angeles bank was chartered by the agency, and after 14 
years’ operation, seized and destroyed without notice, hearing, or 
trial. The same was attempted on Long Beach Federal. 
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Nazi— 
control is total in terms of the power and discretion granted the agencies of 
control. 

We have here in the Home Loan Bank Board, no restraints, no 
standards, agency discretion only. 

In Germany— 

Practically every decree authorizing Government action to control business in- 
cludes a provision that action pursuaut to the decree shall not be subject to 
court review. 

The agency here claims the courts are without power to review their 
acts even though such acts are known to be fraudulent. 

Mr. Murr. That is not exactly true, Mr. Gregory. 

Mr. Grecory. Yes, sir: it is. 

Mr. Miizer. They claim certain courts. They do not claim that no 
court can review it. 

Mr. Gregory. I think, Mr. Miller, that they effectively claim no 
courts. 

Mr. Mitre. They claim the courts of California have no jurisdic- 
tion. But I do not think that they have ever claimed that the courts 
of the District of Columbia have none. 

Mr. Grecory. They also claim that the courts of the District of 
Columbia cannot reach the Home Loan Bank Board because it has 
not consented to be sued. And in their brief before the Circuit Court 
of Appeals they take the position that the courts are without power 
to find against them even though their acts are known to be fraudulent. 

Mr. Muuer. In this particular litigation ? 

Mr. Gregory. In this particular litigation; that is right. 

Mr. Fiscusacu. I would also like to point out, Mr. Miller, that the 


testimony here developed the fact that in pemeonins under order No. 


2015, Mr. Heisler, the general counsel for the Home Loan Bank Board, 
claimed before this sub¢ommittee that it was a proceeding that was not 
under the Administrative Procedure Act. 

That was a claim that was made here. In my view, notwithstand- 
ing that claim, the proceedings of the Board would come under the 
Administrative Procedure Act, and in any event, in my view, the 
action of the Board in the direction of Long Beach Federal would 
certainly be subject to review under the constitutional authority of 
the judicial branch of the Government to review actions as a matter 
of due process of law. 

Nonetheless, the Board’s contentions with respect to their proceed- 
ings not being reachable under the Administrative Procedure Act are 
a matter which is worthy of the most serious consideration by this 
subcommittee and by the Congress as a whole. 

Mr. MuzeEr. With no relation to this particular lawsuit ? 

Mr. Fiscusacn. With no relation to this particular lawsuit what- 
ever. 

Mr. Miter. In other words, my point being that in any kind of 
lawsuit, a court might well find that Y Wis not a proper defendant. 

Mr. Fiscupacn. Your point is entirely well taken. 

Mr. Mitter. And properly so. 

Mr. Fiscusacu. I think so. 

Mr. Mitzer. Very well. Go ahead. 
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Mr. Greeoory. As I understand it, that is not entirely their basisrof 
defense. 


* ¢* * the German businessman can claim only an informal hearing. 


The agency here claims no right to even an informal hearing as to 
the Los Angeles bank, and claims Long Beach Federal cannot review 
their acts except before themselves where they are their own judges. 

Mr. Muurr. Could I ask a question here / 

Mr. Fiscusacu. Yes, sir; you certainly may. 

Mr. Miter. This is not my understanding of the thing, and per- 
haps I should be set right at this point. 

There are many proceedings, and I think Mr. Fischbach will agree 
with me, that require, first, an administrative hearing before you can 
take an appeal to the courts, and the legality of those provisions 
has been sustained from time immemorial. In New York State, if 
you object to the assessment on your real property, for instance, you 
cannot go into the courts and sue the assessor without first appearing 
on grievance day and presenting your case, and if the determination 
is against you, then as a condition precedent to going into court, you 
must have done that. 

Now, am I correct on that? 

Mr. Fiscusacn,. That is right. 

Mr. Mitrrr. Now, as I understand this proposition here, there was 
in all of the proceedings by the Home Loan Bank Board the intent 
in the original instance for a hearing before the Home Loan Bank 
Board itself as to the merits of the charges or the falsity of the charges, 
and I do not think there is any contention on anybody’s part that from 
this determination there could be no appeal to the courts. 

Mr. Greoory. Yes, sir; there is that contention, Mr. Miller. 


Mr. Minter. But by your injunction, you circumvented and _pre- 


vented the original hearing from ever taking place, which would give 
rise to many Jurisdictional legal questions here, which are pertinent 
to this litigation, but which are not necessarily serious from the over- 
all point of view, as far as the legal reservations that prevail govern- 
ing the propositions of administrative review. We have many cases of 
administrative review being a condition precedent to a court action. 

Mr. Grecory. I am not a lawyer, Mr. Miller, and, of course, there 
is a great deal about it that I do not understand. I am somewhat 
familiar with that line of cases that you speak of. I believe we are 
completely distinguished from that line of cases in this matter here, 
and if you will permit me for a moment, I will attempt to present to 
you at least my point of view on it, and I think it is a correct one, 
that in the first instance the administrative hearing was restrained be- 
cause of the allegation on the part of the shareholders that the act 
itself was unconstitutional, and it was on that basis that there was a 
restraint. 

There was a further element involved, that in the rules and regula- 
tions of the Federal Home Loan Bank, the shareholders themselves 
have no right as a matter of law to participate or become a part of any 
of those administrative proceedings, and primarily they are the ones 
who brought the action. 

Certainly the administrative hearing could not in any wise trans- 
fer real estate or adjudicate the title to real’estate or adjudicate the 
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position of a trustee having to do with the real estate. As a matter 
of right, they could not appear before the administrative hearing. 

In any event, that restraining order stayed in force until the Su- 
preme Court dissolved it on the basis that the act on its face was 
constitutional. 

The Federal Home Loan Bank Administration reset the hearing 
for December of 1947. Shareholders, as well as the Long Beach Fed. 
eral itself, protested that hearing. 

Mr. Fiscupacu. Correction, Mr. Gregory. As I recall the record, 
it was not the Federal Home Loan Bank Administration which took 
that action, but the Federal Home Loan Bank Board, composed of 
Mr. Fahey as Chairman, Mr. Dyke as a member, and Mr. Adams as a 
member. 

Mr. Gregory. You are right, Mr. Fischbach. The reorganization 
plan had become effective between the two intervals. To begin with, 
it was Mr. Fahey alone, and between the time the restraining order 
was issued and the time it was dissolved, or thereabouts, the Board had 
been reorganized under the Presidential reorganization plan, and there 
were three Board members. So the three Board members, or the 
Board, reset the hearing. 

Mr. Fiscuzsacu. Correction at that point. 

Mr. Grecory. I will correct that myself. The face of it indicated 
that the Board had set the hearing. The shareholders of Long Beach 

»rotested to all three Board members. ‘Then it developed that Mr. 
Fahey, Chairman of the Board, had set the hearing without the con- 
sent of the other two Board members—without their knowledge and 
without their consent. 

The Board met and acknowledged the request of the shareholders 
requesting that the hearing not be held, and it was postponed. The 
basis of the request that it be not held was that it was then pending 
before the courts, and all of the issues that would come before them 
were pending before the courts, and the shareholders asked the Board 
to defer its position and let the courts decide the merits. And it was 
on that basis 

Mr. Fiscusacn. In that connection, I would like to interrupt and 
state as a matter of historic position in this entire controversy that 
the Home Loan Bank Administration had taken the position before 
the Smith committee that the matter was then before the courts and it 
would be resolved in the courts. 

Mr. Grecory. That is correct, Then before we could get to trial 
on the merits—— 

Mr. Miuuer. As a lawyer, I must say that if I were defending the 
Home Loan Bank Board or any other institution, I certainly would 
raise every possible defense, including the jurisdictional defense. 

Mr. Fiscusacn. There is no question about that. 

Mr. Miter. I do not follow this comparing it to Nazi Germany. I 
was in Germany, and I wrote the conspiracy count of the American 
indictment in the Nuremberg trial, and I think I know as much about 
that as most people. And the situation was not comparable. There 
were not any courts. There weré no Nazi courts. There was no 
appeal. 

You certainly do not contend that that situation exists here. You 
are not a poor person who cannot come to the District of Columbia. 
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You have spent $400,000. You could have come to the District of 
Columbia and lived at the Statler for 2 years for $400,000. There is 
no trouble about that; is there? You could have had the bridal suite. 

Mr. Grecory. Yes, sir; there is quite a bit of trouble about it, Mr. 
Miller. That was not spent with one firm or one person. It has been 
spread rather broadly. It has been very difficult to finance this litiga- 
tion for the length of time it has been here. There has been a ter- 
rifically heavy burden on the shareholders of the company to maintain 
their position, and it is our contention—— 

Mr. Muer. Yes. But who started all this litigation ? 

Mr. Grecory. Certainly—— 

Mr. Mitter. Who did it? 

Mr. Gregory. Mr. Fahey—— 

Mr. Miter. Who went into court first ? 

Mr. Greeory. Mr. Fahey made the first overt act. 

Mr. Mitter. I am not talking about an overt act. Who started the 
litigation ¢ 

Mr. Grecory. The shareholders. 

Mr. Miter. Right. 

Mr. Greeory. To defend their property. 

Mr. Miter. That is right. But when this thing was turned back 
to the association, or to you, in this testimony that we have heard be- 
fore the subcommittee, did you tell Divers or anybody on the Board 
that as soon as you get it back, you were going to leave Washington 
and go to California and sue them for $60,000,000 ? 

Mr. Grecory. No, sir. At the time we were here, we did not know 
the condition of the association. It was one topic of discussion that 
we would not waive—— 

Mr. Mriter. Did you tell them you might ? 

Mr. Grecory. We told them we did not know what we would do 
until we got the accounting. It would depend on what they gave us 
back and what the condition was. That was the only basis upon 
which it could be taken, because we did not know what the situation 
was. And when we got it, it was an empty shell. 

Mr. Hourrretp. You got the theoretical management of it back, but 
you did not get the assets back. 

Mr. Gregory. That was the difficulty. 

Mr. Hortrretp. They were impounded and registered in the court, 
were they not? 

Mr. Greeory. Part of them, and part of them we have not gotten 
back yet. 

Mr. Mitier. Nothing was impounded by the court until the litiga- 
tion started. 

Mr. Fiscuracn. The litigation had been under way for about 2 
years at the time the turn-back was made by order No. 388. 

Mr. Miuirr. I understand that. 

Mr. Fiscnpacu. And it was after they got into—— 

Mr. Miuier. Yes. But my point is that the litigation prior to 
the time of restoration of the institution to the shareholders or to Mr. 
Gregory or the management, was resolved solely on the question of in- 
junctions, and the restoration of the institution. There was no action 
for money damage. 

Mr. Grecory. No action for money damage until we got the company 


back. 
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Mr. Mitier. When you got it back then you supplemented your 
pleadings, did you not, and sued for $60 million 4 

Mr. Grecory. I do not think the amount is correct. But we sued 
after we learned what was the situation in the association. 

Mr. Miter. That is what we say, surely. 

Mr. Grecory. And we had to bring first a suit to recover the assets 
that had been pledged, $14 million of them, with a San Francisco 
bank. We got a company back with about $800,000 worth of imme- 
diately due liabilities, with $300,000 cash in the bank, and substan- 
tially all of our assets in the hands of the San Francisco bank, so that 
we did not even have the right to sell or do anything with them to get 
sufficient funds to carry on the operation of the company, and we had 
some little less than $13 million in savings accounts left. And it was 
necessary that we make an application to the court to direct the San 
Francisco bank to deliver the excess collateral or all of the collateral 
in to court, and then by a separate motion to get the court to release suf- 
ficient collateral out of the court so that we could operate and do 
business. 

Now, let me point out one thing to you. From December 1947, 
when the Home Loan Bank Board abandoned the administrative 
hearing, there was no injunction against them at all of any kind until 
order No. 2015 was adopted in 1949. 

Mr. Miuier. I understand that. 

Mr. Greeory. So there was nearly a 2-year period that they could 
have, if there was any merit for having done it, held their administra- 
tive hearing. Of course, we feel that they had abandoned the charges 
against us. We feel that they had satisfied themselves that there was 
nothing there before they gave the company back. I do not think 
they would have given it back to us if they had not felt that way. And 
I think in justice to the Board, I should say—— 

Mr. Mitter. They certainly would not give it back to you if they 
thought you were going to sue them for $60 million. 

Mr. Greeory. In justice to the Board, I think I should say that 
at the time they gave it back to us they thought it was a proper thing 
for Mr. Ammann to do, to account for his stewardship, and they 
went so far as to direct him to account to the United States court 
because they thought it was his obligation. 

Mr. Mruter. I do not think anybody denies that. 

Mr. Grecory. They do now. They are denying the right of the 
court to hear the accounting or to determine the accounting. 

Mr. Miiter. Yes; because of the litigation. In other words, we 
are going around a circle here. You have a pending lawsuit for 
money damages for $40 million or $60 million, or whatever it might be. 

Mr. Grecory. The amounts are pretty large, Congressman. 

Mr. Miniter. Now you have the Government in a position where, 
by conceding the jurisdiction of the court for any purpose, they may 
concede the jurisdiction of the court for all purposes. Much of this 
is created by virtue of the lawsuit which you instituted. 

_ In other words, let us face the facts, not meaning that your lawsuit 
is not meritorious. I am not saying that if I were in your position 
I would not have started it. But as lawyers for the Government, I 
certainly feel that I might be jeopardizing the interests of the Gov- 
ernment in the $40 million money damage lawsuit by consenting or 
stipulating the jurisdiction of the court for any purpose, accounting 
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or any other purpose, not because they do not want to give you an 
accounting, but hecause you perhaps will not accept the accounting 
outside of court, and in court they are yielding to the jurisdiction of 
the court for all purposes; you can see that, can you not ? 

Mr. Grecory. Not exactly as you see it, Mr. Miller. 

Mr. Mixier. You are not familiar with that line of cases? 

Mr. Grecory. No; I am not. I am not for this reason, that order 
388 went to court; it was not appealed, and became a final judgment. 
The order directing the money to be deposited in court from the San 
Francisco bank became a final judgment. The order releasing excess 
collateral to the Long Beach Federal and quieting the title to the Long 
Beach Federal against the San Francisco bank and the Los Angeles 
bank became a final judgment. Order No. 2015 is an attempt to set 
aside those orders of the court. 

Now, there had been two appeals previous to that. One was that 
they appealed against the court’s order allowing $50,000, in which 
the court found that he had jurisdiction of the parties and the sub- 
ject matter. They dismissed that appeal. And another appeal, where 
they appealed from the right of a home owner to intervene and clear 
his title—in that case the court also found that it has jurisdiction of 
the parties and the subject matter. And they dismissed the appeal. 

Now, I do not think, Mr. Miller, that their coming into court for 
any purpose can vary what those final judgments are and what the 
findings are. 

Mr. Mirier. I agree with that. As far as order No. 388 is concerned 
I have a hard time figuring out upon what theory that is predicated. 
My only answer to that is that I feel it must have been an attempt, ad- 
ministratively, to reach some settlement of this thing, and an attempt 
to iron out the difficulties and reach some sort of harmonious agree- 
ment on the proposition. But I will agree with you that as far as its 
efficacy is concerned and as far as it does, really, as you say, attempt to 
circumvent an order of the court by an administrative action, I do not 
sympathize with it at all, unless it were done with more benevolence 
than brilliance. 

Why don’t you finish your statement, and then we will go into it. 

Mr. Greoory. All right, sir. 

I know that you are quite familiar with Germany, Mr. Miller. I 
have only as a basis of authority the book which I quoted here, and 
reading it and comparing it to what I know the agency’s position to 
be here, I could not help but draw the parallel. And it seemed to me 
to be so very nearly the same approach to it, because you mentioned the 
courts here as being for us to use. But look again, we have been 5 
years in attempting to get a trial on the merits even in the United 
States. They are still attempting, as they did in order No. 388 to cir- 
cumvent the jurisdiction of the courts. 

So I think if you take the time to analyze what their actual position 
is in their pleadings and before this subcommittee you will find they 
are attempting to side-step the courts completely and not give any 
opportunity for a hearing anywhere except before themselves. 

Now they tell us one time that if they had a hearing, it would be 
reviewable and they say at another time that it would not be. But we 
can almost certainly depend that if they did have the hearing, their 








INVESTIGATION OF HOME LOAN BANK BOARD 1935 


contention would be that it was not reviewable, if*they have taken 
it in one instance. 

In Germany— 
afterwards he can appeal only to another agency higher up the ladder—if he 
can appeal at al!. 

The agency here denies the right of appeal from their acts. 

In Germany— 

Nor may the citizen or firm claim compensation in the courts for losses or 
damages sustained as a consequence of action by or on behalf of the controlling 
agencies. 

The agency here denies the right of depositors, insured by it, to 
claim the insurance of their savings for damages inflicted by the 
controlling agency. 

a Nazi rule, government control of business is not subject to due process 
of law. 

The agency here has defied the courts, defied the Congress, and 
denies any right to due process. 

In Germany— 
regulating rather than nationalizing business enterprise, it was possible for 
them to pay lip service to private ownership as a pillar and cornerstone of 
society, while in reality they were stripping it of all its essential attributes. 

The agency here speaks of high ideals while confiscating a $46 mil- 
lion bank, attempting to wink a $26 million Federal savings for 
_ resisting an uncontrolled, unrestrained arbitrary infringement of 

these institutions’ rights given under constitutional guaranty. 

The questions before this congressional committee charged with the 
supervision of Government agencies transcend the welfare of the Los 
Angeles bank or the Long Beach Federal. The question which you 
will answer by your actions is whether or not the savings of 7,000,000 
people, totaling $11,000,000,000 in 3,000 savings associations, con- 
tinue to be the prey of unrestrained agency manipulations, without 
the right of recovery or recourse to the courts. 

The people of California and of the entire United States are con- 
fident of your upholding their rights (@) to protection against con- 
fiscation of their property; and (0) to a speedy trial before a fair and 
impartial court. 

Might I say again, Mr. Miller, we have always been willing to go 
to court to present any of the merits. I have deposited in the United 
States court now a $1,000,000 bond which we have invited the Fed- 
eral agencies to claim against if there are any overt acts or anything 
that any of the officers or directors of the association have done that 
is not meritorious or that is not a proper conduct for the association’s 
business. If they had any basis for it, I think they would have gone 
long since to that court to prove it if it was meritorious. 

Mr. Mitier. Do you want to read your other statement ? 

Mr. Hotsrteip. You have another statement? 

Mr. Grecory. Yes; I do, if you would like for me to. 

This statement is in answer to the statement of Michael Zarrilli, 
examiner for the Home Loan Bank Board. 

Mr. Zarrilli says that his statement is a response to, and confined 
solely to, the “analysis of report and examination and audit of the 
Long Beach Federal Savings and Loan Association as of May 18, 
1946, and October 2, 1946.” 
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These reports are also referred to as exhibit C. 

Both the analysis and Mr. Zarrilli’s statement in connection there- 
with have heretofore been filed with this subcommittee. Mr. Zarrilli 
states that it is his function as an examiner for the Home Loan Bank 
Board to report factually the results of examinations and audits, as 
to the condition and operation of each institution examined. He fur- 
ther states that it is not the function of the examiners to include the 
interpretations of the facts. 

I wish to submit to this subcommittee that the evidence. already 
brought out and testimony, and statements made to the subcommittee, 
demonstrate that the report of examination of May 18, 1946, and 
October 2, 1946, do not portray the facts. In some parts there are 
deliberate attempts to mislead anyone not familiar with the associa- 
tion’s affairs. In other respects it is just plain untruthful. 

Mr. Zarrilli says that his statement is related to those portions of 
the shareholders’ analysis which question the accuracy of the matters 
contained in the examination report of May 18, 1946, and October 2, 
1946. 

He has picked six instances in which he says the analysis is critical 
of the factual information contained in the report. His discussion 
of the so-called facts, as set out in the analysis, does not reveal the 
utter inaccuracies, nonessential material, and half-truths, which ex- 
hibit C contains. 

However, before going into detail of these matters, let us first con- 
sider the six points which Mr. Zarrilli says were critical of the factual 
information contained in exhibit C. 

In the first paragraph on page 2, paragraph 1, Mr. Zarrilli admits 
exhibit C is wrong, wherein it is stated the sum of $225,263 as second- 
mortgage loans. He admits the statement is untrue and attributes 
this to a typographical error. 

In paragraph 2, Mr. Zarrilli does not deny that the true market 
value of the United States Government bonds owned by the associa- 
tion was $345,576.26 more than the book value, which he reported in 
the examination report. 

The results of the failure to truly set out the real value of the bonds 
is an attempt to give Mr. Ammann the benefit of $345,576, which 
actually accrued before Mr. Ammann’s seizure. 

For justification, Mr. Zarrilli states that it is the established ex- 
aminers’ procedure not to show actual value of bonds. Such state- 
ment, if true, perpetrates a fraud upon the shareholders of the Long 
Beach association. 

In paragraph 3 of the analysis, Mr. Zarrilli again asserts that the 
examination report is factually correct wherein it asserts that United 
States Government bonds, owned by Long Beach Federal, are held 
as collateral by the Federal Home Loan Bank of San Francisco. In 
truth, the bonds were seized when the Los Angeles bank and its assets 
were seized. 

None of the officers or directors of Long Beach Federal have ever 
at any time authorized the Federal Home Loan Bank of San Fran- 
cisco to hold the bonds as collateral, or for any other purpose. Again 
Mr. Zarrilli is wrong. 

Mr. Fiscupracn. In connection with that I would like to interpose 
at this point that at a meeting with Mr. McKenna today, I called his 
attention to exhibit 11D before the Smith committee which is a re- 
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port of the examination of the Los Angeles Federal Home Loan Bank 
as of March 29, 1946, the last day on which it was a bank. 

Now, the chief bank examiner has on page 12 a schedule headed, 
“Items held in safekeeping, escrow, or as agent, in which reference is 
made to securities held in noncollateral and/or safekeeping status.” 

These Government securities of Long Beach Federal were stated 
by Mr. Zarrilli before this subcommittee to have been held in a col- 
lateral status. I call attention to the exhibit before the Smith 
committee which says the reverse. 

Now, this is a matter of public record, not only before the Con- 
gress; it is also a matter of official record before the Federal Home 
Loan Bank Board, as it was in the predecessor agency, and we ex- 
pect to have Mr. Zarrilli here as a witness to comment on that one 
point, that matter having been called to his attention. 

Until Mr. Zarrilli testified, there never had been, to my knowledge, 
any contention that Long Beach Federal did not have some $8,300,000 
in Government securities in the Federal Home Loan Bank of Los 
Angeles for safekeeping. 

So I call attention to this document. I do not see that there is any 

int in putting it in evidence here, because as indicated, it is already 

efore the Congress, having been used as an exhibit in the Smith com- 
mittee proceedings. . 

Mr. Hoxtrtecp. You may proceed, Mr. Gregory. 

Mr. Grecory. May I take just one minute, please? 

Mr. Hoxtrievp. Yes. 

Mr. Grecory. Mr. Chairman, I find on the bottom of the page—at 
least on my copy, although I do not know how it is on the original— 
that we have page 2, and the initial following it is left off. That 
refers to a page in exhibit C. May I look that up and insert it now 
or at a later date? 

Mr. Horirtetp. Where is that, please? 

Mr. Grecory. On page 2 of my answer to Zarrilli’s report. 

Mr. Fiscupacn. The point is, I take it, where you say “Mr. Zarrilli 
is again in error for on page 2,” there should be a letter “h,” or some 
letter, on that? 

Mr. Grecory. There should be, yes. 

Mr. Fiscupacn. You are asking for permission to insert the letter 
after the page to which reference is made? 

Mr. Grecory. Yes. 

Mr. Hotirrevp. Do that, of course. That is a typographical error. 

Mr. Grecory. It should be “2-h.” 

Mr. Houtrrevp. “2-h.” 

Mr. Grecory. In as hae 4, on page 2, Mr. Zarrilli says that the 
examination report of May 18, 1946, contains no statement that the 
loans were undercollateralized. Mr. Zarrilli is again in error for on 
page 2-h of the examination report there is the following: 

As noted in the comments which follow, certain of the collateral loans have 
been slightly undercollateralized, at times due to releases of collateral without 
the crediting of the release price to the collateral loan. 

Even though this statement is in the report it is also untrue and is 
proven so by another statement in the report, for on page 2-s of the 
report of May 18, 1946, there is stated the following: 

On May 18, 1946, the aggregate unpaid principal of the first liens securing 


loan 147—C was $2.59 less than the balance due on loan 147-C. At this same date 
“Willhoit-Various” had a balance of $13,460.38. 
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Thus, the so-called undercollateralization of loans is stated to be 
$2.59 when in truth the report shows there was cash security totaling 
$13,460.38, which was not taken into consideration. 

Mr. Houtrmvp. Was that $13,460.38 placed as collateral ? 

Mr. Grecory. Yes, sir. It is held in the account. 

Mr. Hotirtevp. For specific loans? 

Mr. Gregory. Yes, sir. May I explain that the “Willhoit-Various” 
account is what we call an unapplied mortgage credit account, where 
the association collects some collateral belonging to Willhoit which 
it holds as security, and the account is also pledged as security under 
a blanket pledge agreement. 

Exhibit C, on page 2-h, asserted the loans were undercollateralized. 
This is another evidence of both misleading and inaccuracies in the 
examination report. ; 

In paragraph 5 of Mr. Zarrilli’s statement, he again, as he did in 
exhibit C, contends compensation paid Willhoit by Frame is “for 
securing loans,” and attempts to segregate the services for Mr. Will- 
hoit from the services of other craftsmen employed in the construc- 
tion of the various houses financed by the association. Mr. Zarrilli 
must know he is in error in this attempt, because on page 2—d he 
quotes Mr. Willhoit as follows: 

He further stated that the fee paid to him was for his services in securing 
finances, in supervising payment of construction costs, in selling the completed 
properties and in other assistance. 

The supervision of payments for construction costs is an essential 
part of every building project and contributes as much to the success 
of the project as does any carpenter, plasterer, or any other workman 
upon the job. 

To attempt to separate the fees paid for such a service is not proper 
accounting and is misleading in arriving at the total cost of erecting 
any particular group of buildings. Thus again Mr. Zarrilli’s state- 
ment of costs in exhibit C and in his statement to this subcommittee are 
untrue. 

In his second paragraph on page 3, Mr. Zarrilli states $50,000 paid 
by Mr. Wallis into the United States court was not reported because 
such facts were not disclosed on the association’s records. Court 
process was served upon Mr. Ammann and the court records show 


that such fact was known to Mr. Ammann before October 2, 1946, and’ 


exhibit C purports to be an examination and audit of May 18 and 
October 2, 1946. Neither Mr. Zarrilli’s statement nor exhibit C por- 
trays the true facts. ? 

Mr. Zarrilli’s statement is, in the last paragraph of his statement to 
you as follows: 

Apparently the shareholders committee, which presumably prepared the 
analysis could find no other exceptions to the factual matter set forth in exhibit 
C on file with the committee. 

How Mr. Zarrilli can make such a statement to you in the light of 
the statement of the shareholders’ committee in connection with such 
report, I do not know. However, I do wish to quote to you from pages 
2 and 3 of the report of the shareholders, which is as follows: 

Your committee, with the aid of counsel, have endeavored to analyze this for 


you. This report is, as you can quickly see upon examination, without any 
coordinated system or plan or continuity. It is a mass of unrelated and incon- 
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sistent remarks, unfounded criticisms, irrelevant materials and is almost 
incoherent. 

The analysis of this report has taken lots of time and has been very difficult, 
but your committee submits herewith for your consideration its analysis of 
this report, but as the report is uuverified, your committee disclaims any respon- 
sibility for the accuracy or truth of the statements or figures in the report of 
examination and audit of the association as of May 18, 1946, and October 2, 
1946, as made by the Federal Home Loan Bank Administration examiners 
on behalf of the defendants John H. Fahey, A. V. Ammann, and their asso- 
ciates and cohorts. 

Yet, Mr. Zarrilli still presumes to present to this subcommittee that 
there are only six instances in which the shareholders take issue om 
the factual statements in exhibit C. 

Mr. Fiscusacu. I would like to state for the record at this point, 
that while at the present moment I cannot recall exactly what the 
position of Mr. Zarrilli was in relation to his knowledge of the fact 
that this money was paid in the court after it had been paid over 
to Wallis, the $50,000, that when, on June 24, 1946, Mr. Harold Lee, 
Deputy Federal Home Loan Bank Commissioner—he was Mr. Fahey’s 
first. aide—filed an answer before the Smith committee, he made this 
reference to that check: 


Immediate demand was made by the conservator upon Wallis— 
that is, the attorney to whom the check was delivered— 


Immediate demand was made by the conservator upon Wallis for the return 
of this check for the funds represented thereby. Pursuant to this demand, 
on June 13, 1946 (see sec. 3 of the cross-complaint) Wallis placed the $50,000 
check in court. A copy of the cross-complaint it attached hereto, marked “Ex- 
hibit C.” 

And there was attached to Mr. Lee’s answer, amongst the other 
exhibits, an exhibit entitled, “Exhibit C” in which it appears that 
the very pleading which was filed by Mr. Wallis on June 12, 1946, 
while this examination by Mr. Zarrilli and Mr. Strecker and the 
other gentlemen of the then Home Loan Bank Administration was 
in process, that it was known, not only to Mr. Ammann, that this 
check had been so dealt with, but also to the highest officials of the 
Home Loan Bank Administration, and that it was a matter of record, 
apparently. 

As I said, Mr. Chairman, I do not recall at this instant whether Mr. 
Zarrilli took the position when he appeared before the subcommittee 
that he did not know the check had been deposited in court or whether 
he did not include it in exhibit C of his report because it took place 
later than May 18. But clearly this deposit in court of the $50,000 
check did take place between May 18 and October 2, the dates as of 
which the report was supposed to speak. 

That, too, is a matter of record before the Smith committee, and 
being so, it isa matter of record before the Congress. 

Mr. Howirierp. The chairman would like to say at this time that 
according to previous announcements, Mr. Wyman, Mr. Ammann, and 
Mr. Zarrilli, if any or all of them desire, will be given an opportunity, 
of course, to answer any charge which you have made in your state- 
ment, Mr. Gregory. 

The meeting will adjourn at this time until 1 o’clock tomorrow 
afternoon. 

(Whereupon, at 10 p. m., the subcommittee recessed until 1 p. m., 
Thursday, August 9, 1951.) . 
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THURSDAY, AUGUST 9, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DEPARTMENTS, SPECIAL SUBCOMMITTEE, 
INVESTIGATING THE Home Loan Bank Boar, 
Washington, D. C. 


The subcommittee met, pursuant to adjournment, at 1:25 p. m., in 
room 1302, New House Office Building, Hon. Chet Holifield (chair- 
man of the subcommittee) presiding. 

Present: Representative Holifield., 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Houtrretp. The subcommittee will be in order. 

Mr. Fiscupacn. Mr. Gregory. 

Mr. Greoory. Yes. 

Mr. Fiscusacu. Before asking this witness any questions, I would 
like to supplement a statement I made for the record last night. The 
subject matter to which reference was made was that which is re- 
flected at page 12 of an exhibit that was filed before the Smith com- 
mittee, namely exhibit 11D, it being an examination report by the 
Chief Bank Examiner of the Federal Home Loan Bank of Los 
Angeles as of the close of business on March 29, 1946. 

On page 12 of that document it was pointed out that that institu- 
tion had securities held in noncollateral and diagonal or safekeeping 
status having an aggregate face amount of $25,609,500 which was 
received from 44 members. 

Now in a further examination of exhibits before the Smith com- 
mittee which I made this morning, I found among other documents, 
the monthly report of Long Beach Federal for the month ended March 
30, 1946, that monthly report having been filed in the docket section of 
= aa Home Loan Bank Administration under date of April 
11, 1946. 

Item 24 on the liability side of the monthly report shows advances 
from the Federal Home Loan Bank of Los Angeles—I interpose the 
words “of Los Angeles” because as of the period to which the report 
related the bank in that district was the Federal Home Loan Bank 
of Los Angeles—there was a liability of $3,300,000 on the part of the 
Long Beach Federal. 

There was also included among the documents filed before the Smith 
committee one se by Mr. Ammann which shows the condition of 
Long Beach Federal as of May 19, 1946. The document is headed 
“Trial balance”. 
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Item 24 on the liability side of that document, which is on the same 
form as the monthly report, shows no amount due from Long Beach 
Federal to any Federal home loan bank. I should think that would 
clarify the status of the collateral or noncollateral aspect of securities 
held by the Federal Home Loan Bank of Los Angeles or the Federal 
Home Loan Bank of San Francisco as of the date under which we 
had Mr. Zarrilli on examination. We will hear further from Mr. 
Zarrilli on that subject, however. 

Mr. Gregory, calling your attention to the fact that the monthly re- 
port submitted by Long Beach Federal under date of March 30, 1946, 
shows advances from the Federal Home Loan Bank in the amount of 
$3,300,000, and the trial balance as of May 18, 1946, shows no such 
advances, could you tell us what, if anything, happened in connec- 
tion with the moneys borrowed by Long Beach Federal between March 
30, 1946, and May 18, 1946? 


FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT LONG 
BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, LONG BEACH, 
CALIF. 


Mr. Grecory. I don’t have my memoranda here with me, Mr. Fisch- 
bach, but as I remember it, the Long Beach Federal paid the in- 
debtedness to the Federal Home Loan Bank by payment to the Fed- 
eral Home Loan Bank of Los Angeles. That is the manner in which 
payment was made. 

Mr. Fiscusacu. Was that before or after the Federal Home Loan 
Bank of Los Angeles was consolidated with the Federal Home Loan 
Bank of Portland? 

Mr. Grecory. I don’t know whether the transaction was in progress 
at the time of the seizure or if it was just a few days after. I can’t 
remember the exact timing, but it was approximately that time. 

Mr. Fiscusacu. When you paid that money off, did you pay it by 
check of Long Beach Federal? 

Mr. Grecory. As I remember it, we did. 

Mr. Fiscupacu. Was that check drawn to the order of the Federal 
Home Loan Bank of Los Angeles? 

Mr. Gregory. That is the way I remember it. 

Mr. Fiscupacu. Have you had occasion to draw any other checks 
to the Federal Home Loan Bank of Los Angeles since that time? 

Mr. Grecory. Long Beach Federal? No, not that I remember. 

Mr. Fiscupacu. There was testimony here with regard to the Jones 
loan. After Mr. Ammann was appointed as conservator, we have it 
here that there were reductions in interest on the Jones loans, the 
Lenney loans, and I believe also one other category of loans of a simi- 
lar nature. 

Mr. Grecory. There were several groups of them, Mr. Fischbach. 

Mr. Fiscupacu. In connection with those loans, since Long Beach 
Federal has been out of the hands of Mr. Ammann and following the 
making of order No. 388, has Long Beach Federal received payments 
of interest on loans, the interest rates of which were reduced by Mr. 
Ammann? 

Mr. Grecory. On the major portion cf them we have received checks 
from the payors, but have refused to cash them because they were not 
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on the basis which the association made the loan, so the checks have 
been impounded since that time. 

There is one, I think, of the borrowers that has refused to make 
payments or tender his checks unless we accept them, and those are 
just being held status quo. 

Mr. Fiscrpacu. What is the name of that borrower 

Mr. Grecory. Jones. Te ean 

Mr. Fiscunacu. So notwithstanding the reduction in interest rates 
or the modification of the loan agreement by Mr. Ammann, the posi- 
tion taken by Long Beach Federal is that you will not honor the reduc- 
tions extended by Mr. Ammann? 

Mr. Grecory. That is the general rule. There may have been some 
individuals where there were reductions in interest, 1 mean just, one 
single loan here and there that has been, where the payments have been 
accepted and gone on with, but on the larger groups the checks have 
been impounded or the payments refused. 

There was one of the borrowers who voluntarily canceled his agree- 
ment that Mr. Ammann made with him and went back to the old 
interest rate without any confusion. 

Mr. Fiscuzacn. While Mr. Ammann was conservator, were there 
loans outstanding and due to Long Beach Federal which were in de- 
fault or which came into default by virtue of the borrowers refusing 
to pay interest eS sereeriae lf 

Mr. Grecory. May I have that question reread to me? 

(The reporter read back the last question. ) 

Mr. Grecory. Yes, there were some. 

Mr. Fiscusacu. Did Mr. Ammann at any time bring any suit in 
any court, State or Federal, in California or elsewhere, to your knowl- 
edge, to enforce collection ? 

Mr. Grecory. No, sir. 

Mr. Fiscunacu. When the association was turned back pursuant to 
order No. 388, did you find that there were loans in default and had 
been allowed to continue in default during the period of conserva- 
torship ? 

Mr. Grecory. Yes. 

Mr. Fiscusacnu. Without action being brought to foreclose or other- 
wise enforce the collection of the moneys due Long Beach Federal ? 

Mr. Grecory. Yes, there were some. 

Mr. Houirrevp. What would have been your normal course in such 
cases ¢ 

Mr. Grecory. Foreclose. 

Mr. Hourrrevp. That would have meant action in the local courts’ 

Mr. Greeory. We could have done it either by trustee or local court. 

Mr. Fiscupacu. Now, you referred in your statement to the present 
status of Long Beach Federal as having some $32 million in savings. 

Mr. Grecory. That is right. : 

Mr. Fiscusacn. What was the status when you took over pursuant 
to order No. 388 ¢ 

Mr. Grecory. Less than $13,000,000. 

Mr. Fiscupacu. What has the average monthly growth been in the 
last 6 months as near as you can recall ? 

Mr. Grecory. I don’t know, Mr. Fischbach. I believe we gained, 
if I am correct, about $2,000,000 so far this year. 
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Mr. Fiscusacn. You were not quite through with your answer ? 

Mr. Grecory. The investments in, I believe, most savings associa- 
tions slowed down quite a bit when the Korean war came along, and 
there was a heavy withdrawal period, and I can’t remember whether 
it was 29 or 30 million we had at the first of the year. 

Mr. Fiscusacn. Now since the making of order No. 388, have you 
had the services of auditors, accountants ¢ 

Mr. Grecory. Yes; we have. 

Mr. Fiscupacn. Who are they? 

Mr. Grecory. LaFrentz & Co. 

Mr. Fiscupacn. Are they the same auditors that you had for a 
number of years prior to the appointment of the conservator ? 

Mr. Greeory. Yes; they are. 

Mr. ‘deren: om Have they furnished you with any operating state- 
ments 

_Mr. Grecory. They have their work sheets which they have fur- 
nished us, and they run almost a continuous audit. They are working 
all the time on the books. 

However, they have been unable to give a completed audit for the 
reason that they have no basis with which to start until Mr. Ammann’s 
accounting is determined. 

Mr. Fiscupacu. Have the work sheets of LaFrentz & Co. and the 
books and records of Long Beach Federal ever been withheld from any 
examiners of the Home Loan Bank Board? 

Mr. Grecory. No; they have not been withheld. 

Mr. Fiscupacu. Have they actually been made available to exam- 
iners of the Home Loan Bank Board ? 

Mr. Grecory: Yes; they have been. 

Mr. Fiscupacu. Were the work sheets and records of the Long 
Beach Federal and the work sheets and records of the Long Beach Fed- 
eral auditors made available at the time of the July 1949 examination 
report ? 

Mr. Grecory. Yes; they were. 

Mr. Fiscuracu. After the July 1949 examination report did the 
Long Beach Federal ever receive any oral or telegraphic or written 
communication of any kind which suggested that Long Beach Federal 
take a different course of action in relation to its management policies 
or its business transactions that were reflected in its books ? 

Mr. Grecory. None whatsoever. 

Mr. Fiscnpacn. There has been no supervisory recommendation 
made at any time? 

Mr. Grecory. No, sir. 

Mr. Fiscupacu. Have you had occasion to discuss the affairs of 
Long Beach Federal with the supervisory agent for the Los Angeles 
district ? 

Mr. Grecory. Some. 

Mr. Fiscupacu. Will you name that gentleman ? 

Mr. Grecory. Mr. Frank Noon. 

Mr. Fiscusacu. Did Mr. Noon receive from you an invitation to 
attend meetings of the board of directors of the Long Beach Federal / 

Mr. Grecory. Yes, sir, he did, and the last meeting we had he did 
attend, that is the last meeting when I was in Long Beach. That was 


in June. 
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Mr. Fiscupacu. Do you have any objection or have you ever had 
any objection to any investigation at any time of the books and records, 
affairs, or transactions of Long Beach Federal ? 

Mr. Grecory. No, sir; I volunteered to even take the books to Mr. 
Noon if he wants me to at any time, or any part of the books. 

Mr. Fiscupacu. What did Mr. Noon say, and when and where did 
this conversation that you speak of take place? 

Mr. Greoory. [ met him on several occasions. I believe it has been 
twice or three times in the office, I have told him I would be very glad 
to bring them up to him at any time if he did not have time to come 
down and see them, or any part of them he wanted. 

I believe there have been at least three occasions when he has been 
in the office on which I told him that, and I met him several times in 
Los Angeles and we discussed the problem of the books and how was 
the proper way to handle it. 

r. Fiscupacn. Now reference was made in the examination report 
of May 18 and October 2, 1946, to the recording of collateral notes. 
Are collateral notes recorded ? 

Mr. Grecory. I have never heard of a collateral note being recorded. 
Certainly it is not a common practice. 

Mr. Fiscugacu. Is a collateral loan note an instrument which under 
the land title laws of the State of California can be recorded ? 

Mr. Grecory. Not unless it is a form with which I am not familiar, 
and not in common use. The banks as a policy—and their business is 
primarily collateral loans—so far as I have been able to determine, 
have never recorded their notes. 

Mr. Fiscusacn. There was some discussion here with regard to 
proxies executed by you in favor of the shareholders’ committee on the 
dollar share accounts that are mentioned in the examination report. 
Had dollar share accounts been maintained in Long Beach Federal 
prior to May 18, 1946? 

Mr. Grecory. Yes; in substantial numbers. 

Mr. Fiscupacu. How long? 

Mr. Grecory. From the very inception of the association there had 
been some. 

Mr. Fiscupacu. You say that $1-share accounts had been main- 
tained in Long Beach Federal in substantial numbers? 

Mr. Grecory. That is right. 

Mr. Fiscupacu. In what numbers? 

Mr. Grecory. We put on a campaign one time for small accounts, 
and I believe out of that one campaign we accumulated over 4,000 
$1 accounts, and there have been other times, in 1937, particularly, I 
remember, there was a group of us opened up some small accounts, 
dollar accounts. 

Mr. Fiscupacn. Had the directors and officers had $1-share accounts 
prior to the 21,000 that were opened or attempted to be opened, or in 
the process of naing opened, in May of 1946? 

Mr. Grecory. Yes; there had been. I don’t remember the numerical 
number, but I think over a hundred in one group. 

Mr. Fiscuzacu. They ran in favor of officers and directors? 

Mr. Gregory. That is right, substantially at least one time. 

Mr. Houirietp. What was the reason for establishing that type of 
a share account? 
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Mr. Grecory. There is, of course, an advantage in it in having votes 
that go along with it, and in addition to that it is desirable, as we 
thought at the time, to establish accounts with ourselves and other 
folks to encourage their interest in the association and keep them in- 
terested in supporting the association. We start snvall accounts and 
quite frequently they grow into rather substantial ones. 

Mr. Fiscuzacu. These are dollar accounts that are not included 
in the 21,000? 

Mr. Greoory. Yes; that is right. 

Mr. Fiscupacu. That were referred to in May of 1946? 

Mr. Grecory. That is right. 

Mr. Fiscusacu. Were those accounts openly recorded on the books 
of the association ? 

Mr. Grecory. Yes; they were. 

Mr. Fiscueacu. Had they come to the attention of examiners of 
the Home Loan Bank Administration ? 

Mr. Gregory. Unquestionably they had because they had been voted 
at various of the shareholders meetings since that time and listed by 
number. 

Mr. Fiscupacu. These accounts had been voted by the officers in 
whose favor they had been established ? 

Mr. Greeory. That is right. 

Mr. Fiscusacn. Had any criticism ever been made of the dollar 
share accounts that were created prior to May of 1946 at any time by 
either supervisory letter, examiner, official of the Federal Home Loan 
Bank Administration, or otherwise ¢ 

Mr. Grecory. I remember none whatsoever. I feel very sure there 
was never a question raised. 

Mr. Fiscupacn. You say these $1-share accounts in favor of the 
officers had been voted prior to 1946 and the records and books of Long 
Beach Federal showed that ? 

Mr. Greeory. That is correct, from 1937 on. 

Mr. Fiscupacu. There had been no criticism of that by Mr. Wyman 
or anyone else? 

Mr. Grecory. No; there had not been. 

Mr. Fiscurnacu. Mr. McKenna, will you make a note of that phase 
of Mr. Gregory’s testimony and ask Mr. Wyman or Mr. Ammann to 
comment on it, because we would like to have the position of both of 
them on the record here. 

Mr. Howtrtetp. As I understand it, the basic act provides that prox- 
ies will be issued for $100 or any fraction thereof ? 

Mr. Grecory. A vote may be voted for $100. 

Mr. Houirtevp. A vote? 

Mr. Grecory. That is right. 

Mr. Houtrrerp. Yes. That would make it legally possible for as 
many people as wanted to, to obtain a vote on the basis of only a 
deposit of $1, would it not? 

Mr. Greoory. That is correct. 

Mr. Hotirierp. It appears to the Chair that is a portion of the act 
which is weak in relation to the purposes of the act. No doubt there 
was some reason for making that provision, to possibly encourage 
an individual to put in a small amount and to give him a vote in the 
mutual institution, but it does seem to me the votes that are cast should 
hear a relation to the value of other votes that are cast in a mutual 
institution, and they should be on the same basis. 
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While it is legal and I know it is practiced by many institutions, 
it appears to me an amendment to the act should be sought which 
would insure the votes being allowed on the basis of $100 and not of a 
fraction thereof, and in my opinion if such an amendment to the act 
were passed, it would insure an equality of voting power among the 
depositors who deposit as much as $100 in the association. 

ow, if it is to be argued that those who put less should also have 
a vote, then it would seem to me a vote should be given on the basis 
of each dollar that is deposited. I see no equitable balance between 
a vote being given to a hundred-dollar depositor and a vote being 
given to a dollar depositor. It should either be on the basis of the 
number of dollars, if you want to insure complete equality in voting 
power, or there should be a substantial sum, such as $100, to require 
one vote, and no votes allowed below that amount. 

Mr. Greeory. I don’t believe, Mr. Chairman, it would make any 
material difference in the operation of the company whether or not 
that type of voting was permitted and whether or not it is equitable. 

I don’t know whether it would be possible to have a mutual insti- 
tution with the folks who had less than $100 being deprived of their 
vote or whether it would be more equitable to make the vote on each 
$100. It is not quite the same in these mutual companies, such as the 
savings and loan, as you find in a stock company where the number 
of shares of stock are limited, and that is the only number that can be 
voted. Then, of course, a very small margin can control it. 

However, in these mutual companies where the folks who are not 
satisfied with whatever happens can take their funds out the next day, 
it has to be done on a much greater margin. It has to be done on a 
scale that reaches much greater than just a majority. 

The point I am attempting to make is, if you have a border-line vote, 
that could prove very disastrous to an institution. 

Mr. Hottrievp. I still believe the present arrangement is inequitable, 
and if it cannot be arranged on the basis of the dollars invested, then 
it might be arranged on the basis of giving each individual investor 
one vote regardless of the amount he deposits, but there should be some 
uniform basis of value attached to the vote, and certainly where 100 
$1 accounts can be established and a hundred votes achieved, it destroys 
the value by 99 percent of the individual who puts $100 in and gets 
one vote. I cannot help but see the inequality that exists in the present 
arrangement with what knowledge I have. 

Mr. Grecory. Of course, they have an opportunity if they desire to 
put them in on whatever basis they want to, whether it is $1 in the 
account or $50 in the account or $100 in the account or $5,000 in the 
account. There has never been a restriction. 

Mr. Ho.rrretp. That is true. I recognize that situation does exist, 
and I can’t for the life of me see the equity that is involved in the 
present arrangement. 

Mr. Greeory. I would not argue with you on whether or not it is 
equitable. I don’t know. 

Mr. Horirretp. That is not for you to determine? 

Mr. Grecory. No. 

Mr. Hourrreirp. You are operating under the laws as they exist ? 

Mr. Grecory. That is correct. 

Mr. Hottrretp. But my interest in the basic act is to see what is 
wrong with it, and to me, it seems that this is one of the basic inequities 
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in the act—that it allows a depreciation of the value of one person’s 
vote and an acceleration of the value of another person’s deposits in 
relation to the number of votes he acquires. 

Mr. Greeory. Certainly, Mr. Chairman, we want to bring to you 
what the facts are and what the present arrangements are. 

Mr. Fiscusacn. Mr. Gregory, on page 14 you make the point that 
Mr. Wyman did not criticize the fact that Bramley, his own employee, 
maintained small accounts in the association in Bramley’s name as 
trustee for his children. What are the facts on that ? 

Mr. Grecory. Mr. Bramley had two accounts, as I remember it, in 
his name as trustee for two other persons. 

‘Mr. Fiscupacnu. When were the accounts opened, how much was 
put in, in whose favor were they opened, when were they closed, and 
so forth? 

Mr. Gregory. I can give that exact information to you very shortly. 
I believe I have it in my brief case. Would you lke for me to do 
that ? 

Mr. Fiscusacnu. I would. 

(Discussion off the record.) 

Mr. Fiscusacu. Mr. Gregory, could you tell us what accounts were 
opened by Mr. Bramley, when they were opened, how they were 
opened, and when they were closed, how much was in them, and so 
forth? 

Mr. Greeory. On October 6, 1947, Mr. Bramley opened an account 
for $2.15 in the name of George K. Bramley as trustee for Robert G. 
Bramley. 

Mr. Fiscupacu. What was the number of that account ? 

Mr. Grecory. The number of that account is 63578. 

Mr. Fiscupacu. Was the account later closed ? 

Mr. Grecory. Yes; it was. At the time it was closed he had in- 
creased the account by $2.86 more that was invested on May 3, 1948, 
bringing it up to, with the dividends accumulated, $5.30 at the time 
it was closed on April 27,1950. There is another account in the name 
of George K. Bramley as trustee for Dale M. Bramley. 

Mr. Fiscuzacu. What was the number of that account ? 

Mr. Greeory. The number of that account is 63934, opened on 
December 17, 1947, for $2.57. On May 3, 1948, he put in an addi- 
tional $2.44 and it was closed on April 27, 1950, and it had a balance 
of $5.31. 

Mr. Fiscupacu. Now you say in your statement that that was done 
with Mr. Ammann’s full knowledge and consent. How do you know 
that ? 

Mr. Grecory. It was under his supervision. Bramley was his 
assistant, was with him, working for him under his direction. 

Mr. Fiscupacu. Is that the only activity in those accounts? 

Mr. Gregory. On those two accounts, yes, sir. 

Mr. Fiscupacnu. Would you make those papers available to Mr. 
Wyman? 

Mr. Grecory. Yes. That is not a very clear photostat. This is 
the one where they opened the account, transferred to the new card in 
1948, January, and that is the deposit slips of May 3, giving the 
account numbers, and this is the caption of the account during the 
trusteeship. 
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Mr. Fiscuzacu. I was under the impression that you did not pay 
dividends on small accounts like this, and this ledger sheet seems to 
show dividends credited at intervals from 1948 to the date of closing. 

Mr. Grecory. We paid dividends on $5 up at that time, and it is 
optional with the board of directors whether or not they pay divi- 
dends from $1 up. There was a period of a few years in there when 
no dividends were paid on the accounts less thian $5. I am not sure, 
be I believe that at the present time we are paying dividends from 

1 up. 

Mr. Fiscusacu. Did Mr. Bramley leave Long Beach Federal at 
the same time that Mr. Ammann did? 

Mr. Grecory. No; he did not. He stayed with the crew that were 
.eturning the various documents they had seized and turning them 
back to us as they got schedules made of them or photostated, and 
it took them until about May to finish up. 

Mr. Fiscnpacn. May of 1948? 

Mr. Grecory. That is right. I may be a little wrong on the date 
but it is approximately May. 

Mr. Fiscnpacu. After Mr. Ammann’s accounting was filed, what 
position was taken, if you know, in relation to the authority of the 
court to pass on the objections that were made to the accounting ? 

_ Mr. Grecory. I believe when it was filed—as I remember, it—no 
position was taken that the court could not pass on it. However, since 
that time, and when the court rejected his accounting and he had to 
file an additional one, they have taken the position that the court had 
no power to pass on it. 

Mr. Fiscusacu. Can you point to the record reference on that? 

Mr. Grecory. I will have to look it up, Mr. Fischbach. I don’t 
have it right at my fingertips. However, I shall be glad to do so. 

Mr. Fiscnsacu. Do you have that, Mr. Chapman? 

Mr. CuApman. I believe it is in the supplementary accounting that 
was filed as an exhibit here. I can’t give you the exact number, but it 
is a document about an inch and a half thick. 

Mr. Grecory. I can get our copy. 

Mr. CuarMan. Reading now from our copy of the document headed, 
“Accounting” filed approximately March 15, 1951: 

Comes now the defendants and cross-defendants, the Home Loan Bank Board, 
William K. Divers, Chairman, J. Alston Adams and O. K. LaRoque, members of 
the Home Loan Bank Board, Federal Savings and Loan Insurance Corporation, 
an instrumentality of the United States wholly owned by the United States, A. V. 
Ammann and George K. Bramley, and without waiving their objections to the 
jurisdiction of the court and their other objections including objections to the 
venue and to the jurisdiction of this court over their respective persons, re- 


spectively reserving and asserting the name pursuant to court order of Novem- 
ber 22— 


and so on— 





file herewith an accounting which is made as supplemental to the accounting 
previously filed in this action by A. V. Ammann as conservator. Supplemental 
accounting is attached hereto marked “Exhibit A.” 

Then in the reply brief for appellants in the United States Court of 
Appeals for the Ninth Circuit, Appeal No. 12511, Home Loan Bank 
Board, William K. Divers, O. K. LaRoque, J. Alston Adams, Federal 


Savings and Loan Insurance Corporation, A. V. Ammann, and George 
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K. Bramley, appellants, on page 13 of the brief the following state- 
ment is contained : 


An accounting proceeding even for such limited purpose, however, is not main- 
tainable in the court below at all. 


Further down in the paragraph: 


And the remaining obligation of the conservator to make a detailed written 
report is enforceable only by administrative proceedings, 

Mr. Fiscunacu. In connection with that, Mr. Gregory, was notice 
ever given you that the Home Loan Bank Board had, in May of 1949, 
before it for consideration an accounting by Mr. Ammann ‘ 

Mr. Grecory. No, sir; no notice at all. 

Mr. Fiscusacu. After the Board took such action as it ‘did in May 
of 1949 in connection with Mr. Ammann’s accounting, did you ever 
get a copy of the order? Was Long Beach Federal ever furnished 
a copy of the order prior to the proceedings before this subcommittee ? 

Mr. Grecory. No, sir; we did not know anything about it until the 
proceedings before this subcommittee. 

Mr. Fiscupacu. Had you ever been given notice by the Home Loan 
Bank Board that it had any accounting of Mr. Ammann under con- 
sideration at any time? 

Mr. Gregory. You mean by “under consideration,” was it contem- 
plating any hearings or action on it? 

Mr. Fiscupacu. Yes. 

Mr. Grecory. No; no discussion in that respect at all, 

Mr. Fiscuspacu. Now reference is made in exhibit C to signatures 
ata dollar apiece. I think you will find that at page 2-K, and the same 
subject is referred to on page 2—J, the preceding page. 

Mr. Grecory. 2-J? Is there a number after that? 

Mr. Fiscupacnu. 2—J and 2-K. 

Mr. Grecory. Where I have turned to here is Willhoit and Frame. 
Is that the same place you have? 

Mr. Fiscursacu. That is right. Now about the top of the fifth para- 
graph on page 2-K of exhibit C, the Strecker report, you will find 
reference to signatures at $1 apiece, reference to dummies and a state- 
ment by Mr. Willhoit. Do you find that? 

Mr. Grecory. Yes; I have read the paragraph. 

Mr. F'iscupacu. Will you elaborate on that, please? 

Mr. Grecory. I believe that has reference to individuals who signed 
notes and deeds of trust payable to Long Beach Federal on properties 
transferred to Frame. It is our understanding and was at the time that 
Mr. Frame needed additional capital to from time to time construct 
these jobs above what the association loans were. That is pretty well 
borne out by the value of the properties and the appraisals of them. 

It is our understanding he acquired that capital by sometimes 
selling deeds of trust, second, and sometimes by having other people 
associate with him and become a participant in the enterprise. Some- 
times those folks were craftsmen or laborers that furnished subcon- 
tractors on the job; furnished material in the construction of houses. 

Mr. Fiscuzacu. Was Frame under any obligation to Long Beach 
Federal in connection with the documents signed by these dummies? 

Mr. Grecory. I am not sure they were dummies. I don’t look at 
them in that light. I think they were participants in the enterprise 
and had an interest in it either in a manner of furnishing labor and 
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material on it and had taken title to the property to become a par- 
ticipant so that Mr. Frame would be relieved of a liability to them 
as workmen under the laws in California. 

Even under a written agreement a workman can collect, even if 
he has agreed to forbear the payment for some time, whereas if he 
* a participant in a job, he is bound by his agreement on the partner- 

ip. 

Mr. Fiscupacn. Would he be in a position to file a lien if he were 
a Setanestt 

r. Grecory. As I understand it, no. 

Mr. Fiscupacu. Did Long Beach Federal extend any loans to per- 
sons who were said by Mr. Willhoit to be dummies and who were 
compensated at the rate of $1 per property for affixing their signa- 
tures to the documents? 

Mr. Grecory. We have loaned money to the people who have as- 
sociated with Mr. Willhoit and Mr. Frame on these various transac- 
tions. I have no knowledge that they were dummies. I have no 
knowledge that they received $1 per property for signing it. 

On numerous occasions I have been on the job where these indi- 
viduals have been there working and participating in the construc- 
tion of houses. What the exact arrangement was, I don’t know. 

Mr. Fiscupacu. When you extended loans to these persons, was 
anyone else liable on the loans? 

Mr. Grecory. Yes. Both Mr. Frame and Mr. Willhoit executed 
pledge agreements where they pledged other collateral and their 
properties to guarantee the obligations. 

Mr. Fiscusacu. Then how do you explain this statement by Mr. 
Willhoit, at least the statement attributed to Mr. Willhoit, that the 
reason this procedure was employed was to relieve Frame of any 
liability under a deficiency judgment? 

Mr. Grecory. The statement must be in error for this, among other 
reasons: Under California law you cannot take a deficiency judg- 
ment against an individual without first having the inheritance-tax 
appraiser appraise the property, and then the deficiency judgment can 
be only for the amount, difference between whatever amount the in- 
heritance appraisal would be, less than the face of the unpaid balance 
of the loan. 

These properties were all of sufficient value that I don’t think under 
any conditions would an appraisal have been less than the amount of 
the association’s loan. 

Therefore, there was no opportunity as we see it for there ever to 
have been a deficiency judgment against Mr. Frame if he had orig- 
inally executed the papers. However, if he executes a guaranty, the 
restriction on deficiency judgment does not apply. He is liable on 
the guaranty for whatever amount the association might bid it in or 
sell it for. He is liable for the difference under a guaranty obligation. 

Mr. Fiscusacn. It is your position that Long Beach Federal in 
addition to having original documents on these loans from indi- 
viduals, whether they were dummies or not and whether they were 
compensated at the rate of $1 per signature or not, that Long Beach 
Federal had the basic obligation of these individuals secured by the 
signature and the guaranty of Mr. Frame and Mr. Willhoit. 

Mr. Grecory. That is correct. 
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Mr. Fiscuracu. Were those pledge agreements or guaranty agree- 
ments in the files of Long Beach Federal and available to Mr. Strecker 
and Mr. Zarrilli at the time they were working on the document which 
we referred to as exhibit C? 

Mr. Grecory. They were there when the association was seized. 
Variously these pledge agreements have been referred to from time 
to time in previous,examinations, and in many instances some of the 
pledge agreements have been copied. 

Mr. Fiscuracn. Mr. Gregory, have you ever found occasion to 
make recourse either to Mr. Frame or to Mr. Willhoit on the liability 
that these gentlemen undertook in connection with their guaranty of 
these transactions ? 

Mr. Grecory. Tliere have been numerous occasions where the con- 
tract purchasers of the property did not pay their payments, and Mr. 
Frame and Mr. Willhoit, pursuant to their guaranty, paid the pay- 
ments es the resale of the properties and their rehabilitation. 

Mr. Fiscupacu. So that both Mr. Frame and Mr. Willhoit recog- 
nized their obligation in connection with these transactions and they 
responded to Long Beach Federal and paid Long Beach Federal 
interest and other moneys in accordance with those obligations. 

Mr. Grecory. Yes; they did. 

Mr. Fiscusacn. Did Long Beach Federal make any money on those 
transactions or did it lose money ? 

Mr. Grecory. It made money. If I remember the figures correctly 
on the over-all transactions that it had, it was the total of interest and 
brokerage of over $555,000. 

Mr. Fiscupacn. I have before me copies of what purport to be 
monthly reports of Long Beach Federal for the first 544 months of 
1946. I would like to place them before you. You will find the 
earliest one is the last one and that they are all in chronological order 
in that arrangement. 

Could you tell us, Mr. Gregory, whether in January of 1946, and 
in the succeeding months, Long Beach Federal gained in its share 
accounts, and if so, how much by month ? 

Mr. Greeory. According to the supplemental statement attached 
to the report, in January 1946 the association gained $684,669.85 net 
increase in share accounts. 

Mr. Fiscusacu. All right; will you proceed ? 

Mr. Grecory. According to the supplemental statement attached 
to the monthly report of February 1946 the net gain in share accounts 
was $463,031.19. According to the supplemental statement attached 
to the report for March 30, 1946, the net gain was $246,170.11. Ac- 
cording to the supplemental statement attached to the April report 
there was a net gain of $537,956.15. 

There is another report here signed by A. V. Ammann as of May 
18, 1946, to which there is no supplemental statement attached giving 
the net increase. However, comparing item 20 of the April 30 report 
and item 20 of the May 18 report there is a net gain of $332,000 
approximately. 

{r. Fiscupacu. Just prior to the appointment of Mr. Ammann 
as conservator of Long Beach Federal, was the association making 
money or losing money ? 

Mr. Grecory. It was making money. 








INVESTIGATION OF HOME LOAN BANK BOARD 1953 


Mr. Fiscupacn. Could you tell us approximately what amount of 
money it made during the first months of its operations in that year? 

Mr. Grecory. According to the report here of April 30, 1946, the 
current income for that period was $485,048.43, and the expense for 
that period was $104,055.85. 

Mr. Houtrrevp. What period was that for? 

Mr. Gregory. From January 1 to April 30, 1946. 

Mr. Houtrtetp. It seems to the Chair that your institution was cer- 
tainly a going concern and was making a profit at that time. 

Mr. Grecory. There isn’t any question about that, Mr. Chairman. 

Mr. Ho.irretp. A very good profit; but I understand you have 
been charged and the management has been charged with being unfit. 

Mr. Grecory. I think, Mr. Chairman, the basis of the charge can- 
not be justified on the management of the association nor the progress 
of the association. The only basis that I can figure out as being 
unfit is because we resisted Mr. Fahey’s arbitrary attempt to appoint 
his nominee as president of the Federal Home Loan Bank of Los An- 
geles, and the association was seized as a reprisal for our complaining 
to Congress for his arbitrary acts. 

Mr. Houirrevp. You were very active, I believe, in the stockhold- 
ers’ committee in protesting the appointment of Mr. Fahey’s selection 
as president of that bank? 

Mr. Gregory. Yes, sir; I was one of the complainants to the Smith 
committee. 

Mr. Houtrretp. And you did come back to Washington, I believe, 
and protest to Mr. Fahey the refusal on his part to approve Mr. Berry 
and Mr. Noon as the member associations elected bank officials. 

Mr. Grecory. To approve Mr. Berry as the president of the bank 
and Mr. Noon as vice president. He rejected both of them. 

Mr. Fiscupacu. When did Mr. Noon come sufficiently into the good 
graces of the Federal Home Loan Bank Administration or the Home 
Loan Bank Board to bloss6m out as qualified to be the vice president 
of the San Francisco bank ? 

Mr. Gregory. I don’t know the date, Mr. Fischbach. I could look 
1t up and find out for you, but it has been since, of course, the institu- 
tion of these actions, some time subsequent to that. 

Mr. Fiscupacn. It is my recollection that Mr. Berry was out com- 
pletely after the Los Angeles bank and the Portland bank were con- 
solidated ? 

Mr. Gregory. That is correct. 

Mr. Fiscusacu. Was Mr. Noon out also? 

Mr. Grecory. No; he has always stayed as an employee. 

Mr. Houirtevp. I realize your mind has been taken up with your 
own troubles, with your own association for the past few years, but 
the Chair would like to know if you have any real interest in the 
reestablishment of the Los Angeles bank. 

Mr. Grecory. Yes, Mr. Chairman; we have a very deep interest. 
The association, our association, was seized primarily because we 
attempted to assert the rights of the Los Angeles bank that we feel 
were given to it by statute. We believe it was unjust for the Los 
Angeles bank to have been seized. 

Mr. Hotirterp. I am sorry, I am going to have to adjourn the meet- 
~ I would like to have the rest of that answer at a later date. 

r. Gregory. I would like to, Mr. Chairman, if I have your per- 











1954 INVESTIGATION OF HOME LOAN BANK BOARD 


mission to do it, make a very brief presentation on that point at what- 
ever time the subcommittee would like me to. 

Mr. Hotirm.p. The subcommittee is very much interested, of 
course, in the reestablishment of the Los Angeles bank. I have just 
received a note that I must go to the floor and vote on some legisla- 
tion that is on the floor. The subcommittee will be adjourned until 
10 o’clock tomorrow morning. 

(Whereupon, at 2:30 p. m., the hearing was adjourned, to recon- 
vene on Friday, August 10, 1951, at 10 a. m.) 
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FRIDAY, AUGUST 10, 1951 


House or REPRESENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DeparTMEents, SpecIAL SUBCOMMITTEE 
Investicatinc THE Home Loan Banx Boarp, 
Washington, D. C. 

The subcommittee met, pursuant to adjournment, at 10:10 a. m., in 
room 1324, New House Office Building, Hon. Chet Holifield (chairman 
of the subcommittee) presiding. 

Present: Representatives Holifield and Miller. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee; Herbert Roback, subcommittee staff director; and Dorothy 
Morrison, clerk. 

Mr. Ho.irterp. The subcommittee will be in order. 

Mr. Ammann, will you please come forward. Mr. Ammann, in ac- 
cordance with the Chair’s policy, I ask you this morning if you have 
any additional testimony that you would like to give in view of the 
testimony that has been given since you were last on the stand. 


FURTHER TESTIMONY OF A. V. AMMANN, ASSISTANT CHIEF 
SUPERVISOR, HOME LOAN BANK BOARD 


Mr. Ammann. I don’t believe so. The statements made in Mr. 
Gregory’s statement having to do with the conservatorship seemed to 
me to be very wide and general. They are not supported by any state- 
ments of fact. They have been pretty well covered by earlier testi- 
mony. 

The association has had its records now for about 3 years in its own 
possession. They have been gone over by Federal examiners following 
termination of the conservatorship. 

Mr. me oe stated that his public accountants have been in the as- 
sociation almost continuously since. The FBI accountants went over 
the records. - 

There have been no facts adduced of which I have any knowledge to 
support any allegations as to failure of the conservator to account for 
his assets in his operations, and so I do not believe I have anything to 
add to that. 

Mr. Hotirtetp. All right. Any questions? 

Mr. Fiscupacu. No. 

Mr. Houtrrerp. Thank you, Mr. Ammann. 

Mr. Wyman, will you come forward please. Mr. Wyman, the Chair 
is offering you the opportunity of giving any additional statements or 
filing any written statement that you wish at this time. 
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FURTHER TESTIMONY OF JOHN WYMAN, CHIEF SUPERVISOR, 
HOME LOAN BANK BOARD : 


Mr. Wyman. I appreciate the opportunity, Mr. Chairman, and in 
order that I might be respectfully brief with the subcommittee, I jotted 
down in rather rough draft this morning just a few comments that I 
would like to make. 

There have been a succession of statements and counter-statements, 
rebuttals, and surrebuttals, which commenced with Mr. Gregory’s 
statement before the subcommittee last year. 

The statements which I have heretofore submitted and the testi- 
mony which I have heretofore given are based on a great mass of 
documentary evidence and information that has been made available 
to me by proper and responsible agencies of the Federal Government. 
A great part of that evidence and information came direct from the 
books, records, and files of the Long Beach Association itself. 

The effect of that evidence and information cannot be overcome 
by a vituperative attack made upon me personally. No statement by 
Mr. Gregory now of his motives then can change the facts as they 
show on the record. : 

The essence of these charges is that the management of the Long 
Beach Federal has engaged in self-dealing and has violated the first 
principles of trusteeship. On the basis of the facts and information 
available to me up to this time, I reaffirm the statements that I have 
heretofore made to this subcommittee about these matters. 

In view of the responsibility that rests upon me as Chief Supervisor 
for the Home Loan Bank Board and of my oath before this subcom- 
mittee, I can, in good conscience, do nothing else. 

Mr. Fiscupacu. I wonder, Mr. Wyman, does the fact, at least as 
it appears from Mr. Gregory’s statement to the subcommittee, that 
these 21,000 $1-share accounts were proxied to the sharehoiders 
committee make any difference to you as to what the purposes and 
motives and intent of those accounts were from the standpoint of the 
fiduciary obligation of the officers and directors ¢ 

Mr. Wyman. No; it would make no difference to me, Mr. Fischbach, 
because the obvious purpose of those 21,000 $1-share accounts was 
in some manner to control the free-will action of the members of that 
institution. 

Mr. Fiscupacu. The fact that that control was proxied over to 
the shareholders’ committee would not be a consideration that would 
in any way militate against your conclusion that you have expressed ? 

Mr. Wyman. My view is that it is a breach of fiduciary trust, and 
that remains my view. 

Mr. Fiscupacu. Notwithstanding the voting power represented by 
those accounts was turned over to the shareholders’ committee ? 

Mr. Wyman. I don’t think any action by the shareholders or mem- 
bers of the association, either before or after or at any time, can in any 
way approve or sanctify that breach of trust. 

Mr. Fiscupacn. Mr. Wyman, have you ever recognized the share- 
holders’ committee as a responsible committee of the shareholders of 
Long Beach Federal? 

Mr. Wyman. I have had no occasion to do that, Mr. Fischbach, be- 
cause of the litigation that was involved in which, of course, I have not 
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articipated, and as to which I have had comparatively little know- 
edge except in the most general sense and therefore I have not come 
into contact with that phase of the matter. 

Mr. Fiscusacu. I have no further questions. 

Mr. Houtrtetp. Thank you, Mr. Wyman, for your testimony. 

Mr. Zarrilli, we would fike to have you make any comment that you 
might feel called upon to make in connection with the testimony 
o by Mr. Gregory and additional statements that he has pre- 
sented. 


FURTHER TESTIMONY OF MICHAEL ZARRILLI, EXAMINER, HOME 
LOAN BANK BOARD 


Mr. Zarriiui. Mr. Gregory in his statement the other night covered 
the six items which were the only items that I could find in the analysis 
by the shareholders’ committee. 

In Mr. Gregory’s statement he also states that the shareholders’ com- 
mittee has many, many other exceptions, that these are not the only 
exceptions. However, upon reading the analysis made by the share- 
holders’ committee we find no such other exceptions. As to the 
exceptions discussed, the alleged exceptions, I have been examined 
and cross-examined. I am willing to let the testimony brought out by 
that cross-examination stand on its merits. 

Mr. Fiscupacu. Now earlier in the proceedings, Mr. Zarrilli, I be- 
lieve you were asked the question as to whether the association was 
making money in 1948. It may have been that you were asked a 
question as to whether the association was making money on its loans. 

In all events, regardless of what the record may show in connection 
with that, when you made the examination and audit report of May 
18, and October 2, 1946, did you find that the association was making 
the progress and was making the money that Mr. Gregory stated when 
I examined him, I believe yesterday, in relation to the monthly re- 
ports of January 31, 1946, right up to April 30, 1946? 

Mr. Zarriwut. I believe my report will show that the Long Beach 
Federal’s income always exceeded expenses, and they always had a 
net income. I do not recall anything which denies that statement. 

Mr. Fiscupacn. Mr. Zarrilli, when you made your audit report of 
May 18, and October 2, 1946, I would assume that you had before you 
—_ of the reports. Did you find them to be correct or incorrect? 

r, ZaARRILLI. There were certain monthly reports which we ques- 
tioned. I believe that you will recall upon a reading of exhibit C 
that we questioned the reports of January 31, February 28, and March 
30 


We questioned them in that they did not show the liability for cer- 
tain salary increases which were reported to have been approved by 
the board of directors at the meeting of January 16. 

Mr. Fiscnsacu. That is right. 

Mr. Zarriiwt. Other than that, I do not recall any other exceptions 
we had to the monthly reports. 

Mr. Fiscusacn. Did you find the trial balance as of May 18, 1946, 
which was evidently prepared by Mr. Ammann, to be a correct 
statement ? 

Mr. Zarriixt. I don’t recall that I ever checked that particular trial 
balance to the books. 
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Mr. Fiscupacu. In that trial balance, item 24 shows that there were 
no advances to any Federal home loan bank due and owing by Long 
Beach Federal, and with particular reference to the collateral status 
or the noncollateral status of the Government bonds owned by Long 
Beach Federal at that time, I would like our record to show that you 
are in complete = teen that there was no money due and owing 
from Long Beach Federal to any Federal home loan bank. 

Mr. Zarriui. That is correct. 

Mr. Fiscusacn. I have no further questions, Mr. Zarrilli, but I do 
want to thank you for your attendance here, and I would like also 
for the record to show my appreciation for the attendance of Mr. 
Wyman and Mr. Ammann on the numerous occasions that we have 
had to call upon them to be here. 

Mr. Zarrmxr. Thank you very much. 

Mr. Hottrrevp. Thank you, Mr. Zarrilli. 

Mr. McKenna, will you please take the chair. Mr. McKenna, in 
accordance with the Chair’s pledge to the witnesses, I invite you now 
to make any type of statement that you wish to make in regard to any 
of the testimony which has been offered during the course of the 
hearing. 


FURTHER TESTIMONY OF WILLIAM F. McKLWNA, ASSISTANT 
GENERAL COUNSEL, HOME LOAN BANK BOARD 


Mr. McKenna. I have, as far as I can see, not been charged with 
anything in these hearings so far, so I have no voluntary statement 
to make. Did the Chair have in mind some statement on some par- 
ticular aspect that I should discuss ¢ 

Mr. Houtrrevp. The Chair did not have in mind any particular 
point upon which he would like additional information. 

The testimony has been, it seems to me, complete from every witness 
before the Chair, and certainly it has been a long and sometimes labo- 
rious hearing, and the Chair does wish to express at this time his 
personal appreciation for the good will and cooperation that has been 
shown by the Home Loan Bank Board and yourself and Mr. Ammann, 
Mr. Wyman, Mr. Zarrilli, and all the other witnesses that have ap- 
peared before the subcommittee. 

We feel that you have cooperated, and we hope that the information 
that has been brought out in the hearings will be of some value in 
making recommendations for constructive legislation that may be of 
assistance to the savings and loan associations throughout the country, 
that the hearings will prove of value. 

Mr. McKenna. I suppose counsel for any party in litigation nor- 
mally sums up the case at the conclusion. I feel that I could do that 
here, but I also feel that probably no practical purpose would be served 
by it. 


’ The record speaks for itself, and I am here tg answer any questions 


that anybody has on any subject within my knowledge and will do so 
freely at any time. 

Mr. Hortrrevp. Do you have any questions, Mr. Fischbach ? 

Mr. Fiscupacu. Yes. I have a number of questions that I would 
like to ask of Mr. McKenna, and largely they relate to references, com- 
munications, memoranda in the United States attorney’s file, and I 
have gone over these with Mr. McKenna in advance of today’s session 









p— Th 


RA Ae fy — 


or A =a re 








INVESTIGATION OF HOME LOAN BANK BOARD 1959 


so that you would be able to discuss those matters with me with the 
benefit of having had them specifically called to his attention. 

However, before inquiring of Mr. McKenna on that subject, I would 
like to ascertain whether he or Mr. Wyman is able to report to the sub- 
committee in connection with the subject of whether other associa- 
tions in southern California had made loans to builders on terms 
which were more favorable than those which the builders in turn had 
extended to the purchasers of properties built with the proceeds of 
such loans. 

You will recall that you, Mr. Chairman, had requested that an effort 
be made to secure that information in more detailed fashion than that 
which was indicated by the effort reflected by Mr. Ruble’s communi- 
cation to Mr. Wyman, and so either I will inquire or I suggest that 
the Chair make that inquiry. 

Mr. Houirtecp. Can you respond to that inquiry? 

Mr. McKenna. Yes. There has been no further interrogation or 
investigation. We went through the examination reports, as were dis- 
cussed before, of the associations mentioned. The chief supervisor 
tells me there is nothing in his files or to his knowledge which indicates 
that this practice has been indulged in by any association except the 
7 Beach Federal. 

r. Houtrrecp. The Chair must again say that that is not a satis- 
factory answer as far as the Chair is concerned, because the examina- 
tion of the Long Beach Federal’s accounts also did not show that par- 
ticular point, and the evidence was received from beyond and outside 
and without the books of the Long Beach Association, and therefore 
it would be necessary to go beyond the books of the association to find 
the information which the subcommittee would like to have on that 
point. 

Mr. McKenna. I might add this: that the only further practical 
method of acquiring the information which the Chair has requested 
would be first to conduct a special examination of either all institu- 
tions or of specific institutions plus interrogating builders. The sec- 
ond of those possibilities we feel is beyond our scope. 

The first is within the normal scope of our activities, but we do feel 
that such special examinations and the cost incident thereto, which, of 
course, would either have to be charged to the particular association 
or to the industry generally, would not be fully justifiable. 

We do foal-enit I think we can offer to the Chair—that in the 
future we will, in the case of all regular examinations, request that 
the examiners require this information if it can be acquired from 
the books of the association. 

Now, it is my understanding that in the last examination of the 
Long Beach, that information was acquired from the books and rec- 
ords of the association in the course of the examination. I recognize 
it was not true in the first instance. 

We feel because we do not operate from Government funds but 
operate from funds of these associations, we have to be careful in the 
charges we make against them. We do try to exercise sound judgment 
in that respect, and it would seem that the efficient and proper way 
to do this would be in regular examinations periodically conducted, 
rather than to go through the expense of special examinations. 

Mr. Fiscupacn. I would like the record to reflect the fact that 
there had been called to my attention; as counsel for this subcommittee, 
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information which specifically pointed to two associations in southern 
California, namely, the Coast Federal and the Wilshire Federal, and 
I in turn called that to the attention of the members of the subcom- 
mittee—— 

Mr. McKenna. May I interject there, Mr. Fischbach. I understood 
that it was the Coast Federa] and the Western Federal that you had 
mentioned to us. 

Mr. Fiscupacu. You are quite correct. Information has been given 
to me in connection with Western Federal. ; 

Mr. McKenna. I interject there only because it was the examina- 
tion reports of those institutions that we did go over from 1942 to 
date. 

Mr. Fiscusacn. I would like at this time to offer as an exhibit 
with or without having it reproduced in the record, just as the chair- 
man may feel, a deed of trust made on January 21, 1944, between 
Meyer-Nash Corp. of Burbank, Calif., aes 3 Mortgage Corp., a 
California corporation as trustee, and Coast Federal Savings and 
Loan Association of Los Angeles as beneficiary which relates to one 
lot out of a tract on which I understand there were many buildings 
built with funds advanced by Coast Federal, and a related document 
which shows that Meyer-Nash Corp. on July 1, 1944, sold this same 
piece of property after it had been improved with a dwelling to Paul 
and Olga Lawrence, husband and wife. 

These documents are a matter of public record. They are recorded 
in the appropriate office of the State authority in the records of Los 
Angeles County in book 20619 at page 77 et seq. and in book 22735 
at page 28 et seq. 

hese documents plainly evidence the fact that the transactions 
reported therein entailed the advance of the loan to the builder on 
FHA terms. Incidentally, these are FHA forms numbered 3014—G 
for use under sections 203 to 603 as revised up to December 1, 1942. 

That after the loan was extended to the builder on FHA terms, the 
builder sold this property to Mr. and Mrs. Lawrence at a higher rate 
of interest, namely, 644 percent. That there appears to be no pre- 
payment privilege extended by the builder to Mr. and Mrs. Lawrence 
who purchased the property, and if my summary of the matter is 
deemed either by you, Mr. McKenna, or anyone else connected with 
the Home Loan Bank Board to be in any wise insufficient, I would be 
very glad to have you make an examination of the documents and 
any comment for our record that you may deem appropriate. 

Mr. McKenna. Of course the major comment is that I haven’t seen 
them. Secondly, I don’t know what else there is, but I am willing 
to take your word. Now, is there any other agreement in which the 
builder agrees that at some specified future time the home purchaser 
may transfer the mortgage to the Coast Federal on the normal terms 
of the loan from a Federal savings and loan association ? 

Mr. Fiscuzacn. There is a proviso in these documents that if it 
should ever come to pass that the amount due to the builder and the 
amount due to Coast Federal coincide, that at such time the buyer 
could make an application to Coast Federal, and if approved, substi- 
tute a loan from Coast Federal for the loan to the builder, or rather 
for the obligation to the builder. 

Mr. McKenna. Whatever that condition means, I am not in a posi- 
tion to analyze it as of the moment. If, however, that condition came 
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to pass, and presumably it must have been put in there for a purpose, 
then the borrower, I take it, would have all the advantages of a mem- 
ber of a Federal savings and loan association. 

Mr. Fiscnnacu. That is perfectly correct if such a condition ever 
came to pass. 

I would also like to offer as an exhibit a deed of trust made April 
15, 1943, between the United Properties and Construction Co., Inc., as 
trustor of Los Angeles and Wilshire Federal Savings and Loan Asso- 
ciation of Los Angeles as beneficiery, with the Wilshire Service Corp. 
as trustee from which it appears that a loan in the amount of $10,800 
was extended to this builder on April 15, 19438. 

Thereafter by an agreement of sale made October 6, 1943, between 
the builder and David and Dora Silverton, husband and wife, they 
purchased this property for $14,500 with a down payment of $1,750 
in cash, leaving a balance of $12,750 payable to the builder at interest 
of 6 percent per annum, whereas the.basic loan of $10,800 was on FHA 
terms on Form 3104-G as revised on July 15, 1942. 

These documents also are a matter of public record and they appear 
in Book 19975 at page 55 et seq., of the Los Angeles County records, 
and in Book 20354 at page 103 et seq. of the same records. 

There, too, does not appear to be any privilege of prepayment ex- 
tended to the purchasers of this building and land, and the clause to 
which Mr. McKenna had reference before does not even appear in 
these documents. 

Mr. McKenna. My comment here again would have to be the same, 
but I might in justice add this. It is not our function to approve any 
action of any institution unless it should be—we haven’t seen these 
documents. It may very well be that these actions should also be the 
subject of supervisory criticism. 

That would be a matter for the supervisory authorities to deter- 
mine after careful study, but whether or not more than one institu- 
tion has done this, does not justify the only instiution’s action of which 
we have heard. 

Mr. Fiscunacu. The question that we had before us, Mr. McKenna, 
was whether the practice criticized here was a widespread practice, and, 
if so, why was Long Beach Federal singled out for special considera- 
tion. 

Mr. McKenna. And our answer was that we have gone through the 
examination reports of the institutions you named and we still have to 
say that the cate information we have of any such practice is that of 
the Long Beach Federal. 

Mr. Fiscupacu. I would like these four documents to be made an 
exhibit. I do not see any need to print them in the record. 

I would like, however, permission to make reference at a later time 

to the results of a search of the Los Angeles County records so that we 
can have before us for consideration more than is indicated by these 
four documents on the question of whether this was a widespread 
practice. 
_ Mr. Horsrtevp. The Chair is also desirous of finding out additional 
information on this point, and the conclusion of our hearings at this 
time will not preclude the entering of additional depositions or addi- 
tional documentary evidence or the questioning of additional witnesses 
by the subcommittee in the future. 
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Mr. Fiscupacu. I suggest that these be marked “Long Beach Ex- 
hibits Nos. 8A, 3B, and 3C.” 

Mr. Hoxtrtevp. It will be received and so marked. 

(The documents above referred to marked “Long Beach Exhibits 
Nos. 3A, 3B, and 3C” follow :) 


Lone BeAcH Exurtsit No. 3A 


FHA Form No. 3104¢ 
(For use under Sections 203 to 603) 
(Rev. 12—1-—42) 


DeEEp or TRusT WirH ASSIGNMENT OF RENTS 


THIS DEED OF TRUST, made this 21st day of January, 1944, Between 
MEYER-NASH CORPORATION, a corporation, as Trustor, whose address is 
1414 Hollywood Way, (Street and number), Burbank (City), California 
(State), SECURITY MORTGAGE CORPORATION, a California corporation, 
as Trustee, and COAST FEDERAL SAVINGS AND LOAN ASSOCIATION OF 
LOS ANGELES, a corporation, as Beneficiary. 

WITNESSETH: That Trustor irrevocably GRANTS, TRANSFERS, and AS- 
SIGNS to TRUSTEE IN TRUST, WITH POWER OF SALE, the property in 
Los Angeles County, California, described as: 

Lot 16, Tract 11818, as per map recorded in Book 240, Page 6-7 of Maps, in 
the office of the County Recorder of Los Angeles County. 

Together with the rents, issues and profits thereof, SUBJECT, HOWEVER, to 
the right, power, and authority hereinafter given to and conferred upon Bene- 
ficiary to collect and apply such rents, issues, and profits: 

For the Purpose of Securing Performance of each agreement of Trustor here- 
in contained and payment of the sum of $12,000.00 with interest thereon accord- 
ing to the terms of a promissory note, dated January 21, 1944, payable to Bene- 
ficiary or order and made by Trustor. 

1. Privilege is reserved to pay the debt secured hereby in whole or in an 
amount equal to one or more principal payments next due on the note, on the 
first day of any month prior to maturity, provided written notice of intention 
so to do is given at least thirty days prior to prepayment and provided that if 
the debt is fully paid prior to final maturity and at the time it is insured under 
the National Housing Act, Trustor will also pay to Beneficiary 1% of the original 
principal amount thereof, except that ia no event shall such adjusted premium 
exceed the aggregate amount of mortgage insurance premium charges which 
would have been payable by Beneficiary if the debt secured hereby had con- 
tinued to be insured until final maturity. 

2. Trustor agrees to pay to Beneficiary in addition to the monthly payments of 
principal and interest payable under the terms of said note, on the first day of 
each month until said note is fully paid, the following sums: 

(a) If this deed of trust and the said note secured hereby are insured under 
the provisions of the National Housing Act and so long as they continue to 
be so insured, one-twelfth (1/12) of the annual mortgage insurance premi- 

“um for the purpose of putting the holder of such note in funds with which 

to discharge the said holder's obligation to the Federal Housing Administra- 
tion for mortgage-insurance premiums pursuant to the applicable provisions 
of the National Housing Act, as amended, and Regulations thereunder. The 
holder of the note shall, on the termination of its obligation to pay mortgage- 
insurance premiums, credit to the account of the Trustor all payments made 
under the provisions of this subsection which the holder of the note has not 
become obligated to pay to the Federal Housing Commissioner. 

(b) Aninstallment of the ground rents, if any, and of the taxes and special 
assessments levied or to be levied against the premises covered by this Deed 
of Trust; and an installment of the premium or premiums that will become 
due and payable to renew the insurance on the premises covered hereby 
against loss by fire or such other hazard as may be required by Beneficiary 
in amounts and in a company or companies satisfactory to Beneficiary ; 
Trustor agreeing to deliver promptly to Beneficiary all bills and notices 
therefor. Such installments shall be equal respectively to one-twelfth (1/12) 
of the annual ground rent, if any, plus the estimated premium or premiums 
for such insurance, and taxes and assessments next due (as estimated by 
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Beneficiary) less all installments already paid therefor, divided by the 
number of months that are to elapse before one month prior to the date when 
such premium or premiums and taxes and assessments will become delin- 
quent. Beneficiary shall hold such monthly payments in trust to pay such 
ground rents, premium or premiums and taxes and special assessments be- 
fore the same become delinquent. 

(c) All payments mentioned in the two proceeding subsections of this para- 
graph and all payments to be made under the note secured hereby shall be 
added together and the aggregate amount thereof shall be paid each month 
in a single payment to be applied by Beneficiary to the following items in 
the order set forth: 

(I) Premium charges under the contract of insurance with the Fed- 
eral Housing Commissioner ; 
(II) ground rents, taxes, special assessments, fire and other hazard 
insurance premiums; 
(III) interest on the note secured hereby; 
(1V) amortization of the principal of said note. 
Any deficiency in the amount of any such aggregate monthly payment shall, 
unless made good prior to the due date of the next such payment, constitute 
an event of default under this Deed of Trust. 

3. If the total of the payments made under b of paragraph 2 preceding shall 
exceed the amount of payments actually made by Beneficiary for ground rents, 
taxes or assessments, or insurance premiums, as the case may be, such excess 
may be released, applied on any indebtedness secured hereby, or be credited by 
Beneficiary on subsequent payments to be made by Trustor. If, however, the 
monthly payments made under b of paragraph 2 preceding shall not. be sufficient 
to pay ground rents, taxes, and assessments, and insurance premiums, as the case 
may be, when the same shall become due and payable, then Trustor shall pay 
to Beneficiary any amount necessary to make up the deficiency on or before the 
date when payment of such ground rénts, taxes, assessments, or insurance 
premiums shall be due. If at any time Trustor shall tender to Beneficiary, in 
accordance with the provisions hereof, full payment of the entire indebtedness 
secured hereby, Beneficiary shall, in computing the amount of indebtedness, credit 
to the account of Trustor all payments made under the provisions of a paragraph 
2, which the Beneficiary has not become obligated to pay to the Federal Housing 
Commissioner, and any balance remaining in the funds accumulated under the 
provisions of } of paragraph 2 hereof. If there shall be a default under any of 
the provisions of this Deed of Trust and thereafter a sale of the premises in ac- 
cordance with the provisions hereof, or if the Beneficiary acquires the property 
otherwise after default, Beneficiary shall apply, at the time of the commencement 
of such proceedings, or at the time the property is otherwise acquired, the bal- 
ance then remaining in the funds accumulated under b of paragraph 2 preceding, 
as a credit against the amount of principal then remaining unpaid under said 
note and shall properly adjust any payments which shall have been made under 
a of paragraph 2. 

4. In the event that any payment or portion thereof is not paid within fifteen 
(15) days from the date the same is due, Trustor agrees to pay a “late charge” 
of two cents (2¢) for each dollar so overdue, if charged by Beneficiary. 


To protect the Security of This Deed of Trust, Trustor Agrees: 


5. To protect and preserve said property and to maintain it in good condition 
and repair. 

6. Not to remove or demolish any building or improvement thereon. 

7. To complete or restore promptly and in good and workmanlike manner 
any building or improvement which may be constructed, damaged, or destroyed 
thereon, and pay when due all costs incurred therefor, and, if the loan secured 
hereby or any part thereof is being obtained for the purpose of financing construc- 
tion of improvements on said property, Trustor further agrees: 

(a) to commence construction promptly and in any event within 30 days 
from the date of the commitment of the Federal Housing Administration, 
and complete same in accordance with the plans and specifications satis- 
factory to Beneficiary, 

(b) to allow Beneficiary to inspect said property at all times during con- 
struction, 

(c). to replace any work or materials unsatisfactory to Beneficiary, within 
fifteen (15) calendar days after written notice from Beneficiary of such fact. 
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which notice may be given to the Trustor by registered mail, sent to his last 
known address, or by personal service of the same. 

(d) that work shall not cease on the construction of such improvements 
for any reason whatsoever for a period of fifteen (15) calendar days. 

The Trustee, upon presentation to it of an affidavit signed by Beneficiary, set- 
ting forth facts showing a default by Trustor under this numbered paragraph, is 
authorized to accept as true and conclusive all facts and statements therein, and 
to act thereon hereunder. 

8. Not to commit or permit waste of said property. 

9. To comply with all laws, ordinances, regulations, covenants, conditions, and 
restrictions affecting said property. 

10. To cultivate, irrigate, fertilize, famigate, prune, and do all other acts which 
from the character and use of said property may be reasonably-proper or neces- 
sary, the specific enumerations herein not excluding the general. 

11. To provide and maintain insurance against loss by fire and other hazards, 
casualties and contingencies including war damage as may be réquired from 
time to time by the Beneficiary in such amounts and for such periods as may 
be required by the Beneficiary, with loss payable solely to Beneficiary, and to 
deliver all policies to Beneficiary, which delivery shall constitute an assignment 
to Beneficiary of all return premiums. 

12. To appear in and defend any action or proceeding purporting to affect the 
security hereof or the rights or powers of Beneficiary or Trustee; and should 
Beneficiary or Trustee elect to also appear in or defend any such action or pro- 
ceeding, to pay all costs and expenses, including cost of evidence of title and 
attorney’s fees in a reasonable sum incurred by Beneficiary or Trustee. 

13. To pay at least 10 days before delinquency all assessments upon water com- 
pany stock, and all rents, assessments and charges for water, appurtenant to or 
used in connection with said property; to pay, when due, all encumbrances, 
charges, and liens with interest, on said property or any part thereof, which at 
any time appear to be prior or superior hereto; to pay all costs, fees, and ex- 
penses of this Trust. 

14, Should Trustor fail to make any payment or to do any act as herein pro- 
vided, then Beneficiary or Trustee, but without obligation so to do and without 
notice to or demand upon Trustor and without releasing Trustor from any obli- 
gation hereof, may: Make or do the same in such manner and to such extent as 
either may deem necessary to protect the security hereof, Beneficiary or Trustee 
being authorized to enter upon the property for such purposes ; commence, appear 
in and defend any action or proceeding purporting to affect the security hereof 
or the rights or powers of Beneficiary or Trustee; pay, purchase, contest, or 
compromise any encumbrance, charge or lien which in the judgment of either 
appears to be prior or superior hereto; and in exercising any such powers, incur 
any liability, expend whatever amounts in its absolute discretion it may deem 
necessary therefor, including cost of evidence of title, employ counsel, and pay his 
reasonable fees. 

15. To pay immediately and without. demand all sums expended hereunder 
by Beneficiary or Trustee, with interest from date of expenditure at the rate of 
5 percent per annum, and the repayment thereof shall be secured hereby. 

16. Trustor agrees to do all acts and make all payments required of Trustor 
and of the owner of the property to make said note and this Deed eligible for 
insurance by Beneficiary under the provisions of the National Housing Act and 
amendments thereto, and agrees not to do, or cause or suffer to be done, any 
act which will void such insurance during the existence of this Deed. 


It is Mutually Agreed That: 

17. Should the property or any part thereof be taken or damaged by reason of 
any public improvement or condemnation proceeding, or damaged by fire, or earth- 
quake, or in any other manner, Beneficiary shall be entitled to all compensation, 
awards, and other payments or relief therefor, and shall be entitled at its option 
to commence, appear in and prosecute in its own name, any action or proceed- 
ings, or to make any compromise or settlement, in connection with such taking 
or damage. All such compensation, awards, damages, rights of action and 
proceeds, including the proceeds of any policies of fire and other insurance 
aff cting said property, are hereby assigned to Beneficiary, who may after de- 
ducting therefrom all its expenses, including attorney’s fees, release any moneys 
so received by it or apply the same on any indebtedness secured hereby. Trustor 
agrees to execute such further assignments of any compensation, award, dam- 
ages, and rights of action and proceeds as Beneficiary or Trustee may require, 
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18. By accepting payment of any sum secured hereby after its due date, Bene- 
ficiary does not waive its right either to require prompt payment when due of 
all other sums so secured or to declare default for failure so to pay. ‘: 

19. Should proceedings be instituted to register title of said property under 
any Land Title Law, Trustor will pay upon demand all sums expended by 
Trustee or Beneficiary, including attorney’s fees, and forthwith deliver to Bene- 
ficiary all evidence of title. ; 

20. At any time and from time to time upon written request of Beneficiary, 
payment of its fees and presentation of this Deed and the note for endorsement 
(in case of full reconveyance, for cancellation and retention), without affecting 
the liability of any person for the payment of the indebtedness. Trustee may 
(a) consent to the making of any map or plat of said property; (b) join in grant- 
ing any easement or creating any restriction thereon; (c) join in any subordina- 
tion or other agreement affecting this Deed or the lien or charge thereof; (d) 
reconvey, without warranty, all or any part of the property. The grantee in any 
reconveyance may be described as the “person or persons legally entitled thereto,” 
and the recitals therein of any matters or facts shall be conclusive proof of the 
truthfulness thereof. Trustee’s fees for any of the services mentioned in this 
paragraph shall be $5. 

21. As additional security, Trustor hereby assigns to Beneficiary during the 
continuance of these trusts, all rents, issues, royalties and profits of the prop- 
erty affected by this Deed and of any personal property located thereon. Until 
Trustor shall default in the payment of any indebtedness secured hereby or in 
the performance of any agreement hereunder, Trustor shall have the right to 
collect all such rents, issues, royalties and profits earned prior to default as they 
become due and payable, save and excepting rents, issues, royalties and profits 
arising or accruing by reason of any oil, gas or mineral lease of said property. 
If Trustor shall default as aforesaid, Trustor’s right to collect any of such 
moneys shall cease and Beneficiary shall have the right, with or without taking 
possession of the property affected hereby, to collect all rents, royalties, issues 
and profits. Failure or discontinuance of Beneficiary at any time, or from time 
to time to collect any such moneys shall not in any manner affect the subsequent 
enforcement by Beneficiary of the right, power and authority to collect the 
same. Nothing contained herein, nor the exercise of the right by Beneficiary to 
collect, shall be, or be construed to be, an affirmation by Beneficiary of any 
tenancy, lease or option, nor an assumption of liability under, nor a subordina- 
tion of the lien or charge of this Deed to any such tenancy, lease or option. 

22. Upon any default by Trustor hereunder, Beneficiary may at any time with- 
out notice, either in person, by agent, or by a receiver to be appointed by a court, 
and without regard to the adequacy of any security for the indebtedness hereby 
secured, enter upon and take possession of Said property or any part thereof, in 
its own name sue for or otherwise collect said rents, issues, and profits, including 
those past due and unpaid, and apply the same, less costs and expenses of opera- 
tion and collection, including reasonable attorney’s fees, upon any indebtedness 
secured hereby, and in such order as Beneficiary may determine. 

23. The entering upon and taking possession of said property, the collection 
of such rents, issues, and profits, or the proceeds of fire and other insurance 
policies, or compensation or awards for any taking or damage of the property, 
and the application or release thereof as aforesaid, shall not cure or waive any 
default or notice of default hereunder or invalidate any act done pursuant to 
such notice. 

24. Upon default by Trustor in payment of any indebtedness secured hereby 
or in performance of any agreement hereunder, or should this Deed and said 
note not be eligible for insurance under the National Housing Act within 8 
months from the date hereof (written statement of any officer or employee of 
the Federal Housing Administration dated subsequent to 8 months’ time from 
the date of this Deed, declining to insure said note and this Deed, being deemed 
conclusive proof of such ineligibility), or should the commitment of the Federal 
Housing Administration to insure this loan cease to be in full force and effect 
for any reason whatsoever, Beneficiary may declare all sums secured hereby 
immediately due and payable by delivery to Trustee of written declaration of 
default and demand for sale, and of written notice of default and of election to 
cause the property to be sold, which notice Trustee shall cause to be duly filed 
for record. Beneficiary shall also deposit with Trustee this Deed, the note and 
all documents evidencing expenditures secured hereby. 

25. After the lapse of such time as may then be required by law following the 
recordation of said notice of default, and notice of sale having been given as then 















1966 INVESTIGATION OF HOME LOAN BANK BOARD 


required by law, Trustee, without demand on Trustor, shall sell said property at 
the time and place fixed by it in said notice of sale, either as a whole or in sep- 
arate parcels, and in such order as it may determine (but subject to any statu- 
tory right of Trustor to direct the order in which such property, if consisting 
of several known lots or parcels shall be sold), at public auction to the highest 
bidder for cash in lawful money of the United States, payable at time of sale. 
Trustee may postpone sale of all or any portion of said property by public an- 
nouncement at the time and place of sale, and from time to time thereafter may 
postpone the sale by public announcement at the time fixed by the preceding 
postponement. Trustee shall deliver to the purchaser its Deed conveying the 
property so sold, but without any covenant or warranty, express or implied. 
The recitals in the Deed of any matters or facts shall be conclusive proof of 
the truthfulness thereof. Any person, including Trustor, Trustee, or Beneficiary, 
may purchase at the sale. Trustee shall apply the proceeds of sale to pay- 
ment of (1) the expenses of such sale, together with the reasonable expenses of 
this Trust, including therein Trustee’s fees in the following amounts based upon 
the amount secured hereby and remaining unpaid: 6% percent of the first $1,000 
thereof, 2 percent on the next $7,000 thereof, and 144 percent on the balance 
thereof, said sum to include counsel fees if any are incurred; (2) cost of any 
evidence of title procured in connection with such sale and revenue stamps on 
Trustee’s Deed; (3) all sums expended under the terms hereof, not then repaid, 
with accrued interest at 4% percent per annum; (4) all other sums then secured 
hereby; and (5) the remainder, if any, to the person or persons legally entitled 
thereto. 

26. Beneficiary may from time to time substitute a successor or successors to 
any Trustee named herein or acting hereunder to execute this Trust. Upon such 
apointment, and without conveyance to the successor trustee, the latter shall be 
vested with all title, powers, and duties conferred upon any Trustee herein named 
or acting hereunder. Each such appointment and substitution shall be made by 
written instrument executed by Beneficiary, containing reference to this Deed 
and its place of record, which, when recorded in the office of the County Recorder 
of the county or counties in which the property is situated, shall be conclusive 
proof of proper appointment of the successor trustee. 

27. The pleading of any statute of limitations as a defense to any and all obli- 
gations secured by this Deed is hereby waived, to the full extent permissible by 
law. 

28. Any Trustor who is a married woman hereby expressly agrees that recourse 
may be had against her separate property, but without hereby creating a present 
or any lien or charge thereon, tor any deficiency after sale of the property 
hereunder. 

29. This Deed shall inure to and bind the heirs, legatees, devisees, adminis- 
trators, executors, successors, and assigns of the parties hereto. All obligations 
of Trustor hereunder are joint and several. The term “Beneficiary” shall mean 
the owner and holder, including pledgees, of the note secured hereby, whether or 
not named as Beneficiary herein. 

30. Trustee accepts this Trust when this Deed, duly executed and acknowledged, 
is made a public record as provided by law. Trustee is not obligated to notify 
any party hereto of pending sale under any other Deed of Trust or of any action 
or proceeding in which Trustor, Beneficiary, or Trustee shall be a party, unless 
brought by Trustee. 

31. This Deed shall be construed according to the laws of the State of Cali- 
fornia. 

32. The Undersigned Trustor requests that a copy of any notice of default and 
of any notice of sale hereunder be mailed to him at the address hereinbefore set 
forth. 

In Witness Whereof, the above mentioned corporation has caused this trust 
deed to be duly executed and its corporate name to be subscribed hereto by its 
President and attested by its Secretary-Treasurer who has affixed its corporate 
seal this 21st day of January, 1944. 

Signature of Trustor 
[SEAL] MEYER-NASH CORPORATION, 
By Henry D. Meyer, President 
By Arthur D. Hyman, Secretary-Treasurer. 


State of California, County of Los Angeles)ss. On this 21st day of January, 
A. D., 1944, before me, the undersigned, a Notary Public in and for said County 
and State, personally appeared Henry D. Meyer, known to me to be the President, 
And Arthur D. Hyman, known to me to be the Treasurer xxxxx of the Meyer- 
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Nash Corporation, the corporation that executed the within Instrument, known 
to me to be the persons who executed the within Instrument, on behalf of the 
Corporation herein named, and acknowledged to me that such Corporation 
executed the same. In witness whereof, I have hereunto set my hand and 
affixed my official seal the day and year in this certificate first above written. 
(Seal) Mary Jean Steere, Notary Public 


in and for said County and State. My Commission Expires Sept. 21, 1947. 
INDEXED AS TRUST DEED AND ASSIGNMENT OF RENTS. 


#1036, Copy of original recorded at request of Title Insurance & Trust Co., 
Jan. 25, 1944, at 8 A.M., Copyist #51, Compared, MAME B. BEATTY, County 
Recorder. 
$4.80—40 L. By 8S. Frumkin, Deputy 
STATE OF CALIFORNIA, 

County of Los Angeles, ss: 

I hereby certify the foregoing to be a full, true and correct copy of the instru- 
ment appearing recorded in Book No. 20618 of Official Records, Page 77, Records 
of Los Angeles County, and that I have carefully compared the same with the 
original record. 

In Witness Whereof, I have hereunto set my hand and affixed my Official Seal, 

i day of Aug. 6, 1951, 19 

MAME B. BEATTY, County Recorder 
By ABE GORDON, Deputy 


CONTRACT FOR THE SALE OF REAL PROPERTY 


THIS AGREEMENT, made and entered into at Burbank, California, the 1st 
day of July, 1944, between MEYER-NASH CORPORATION, a California cor- 
poration, having its principal place of business in the City of Burbank, County 
of Los Angeles, State of California, herein designated as Seller, and Paul D. 
Lawrence and Olga Mira Lawrence, Husband & Wife, 534 Betheney Rd., Bur- 
bank, California herein designated as Buyer. 

WITNESSETH, THAT Seller and Buyer mutually agree as follows: 

1. Seller in consideration of the covenants and agreements on the part of 
Buyer herein contained, agrees to sell and convey unto Buyer and the Buyer 
agrees to buy, the real property situate in the City of Los Angeles, and County 
of Los Angeles, State of California, and described as follows: Lot 16, Tract 
11818, as per map recorded in Book 240, pages 6 and 7 of Maps, in the office 
of the County Recorder of Los Angeles County, California. 

SUBJECT to the matters hereinafter in this agreement mentioned, for the 
sum of $16,950.00, lawful money of the United States, which sum Buyer agrees 
to pay to Seller as follows: $1,750.00 upon execution and delivery of this agree- 
ment receipt of which sum is hereby acknowledged, and the balance of said 
purchase price in installments as follows: $103.72 on the 1st day of August, 
1944, and $103.72 on the 1st day of each and every month thereafter, and con- 
tinuing until said purchase price has been paid together with interest on all 
deferred payments from date hereof until paid at the rate of 64% per annum. 
Each payment shall be credited first on interest then due and the remainder 
on principal; and interest thereupon shall cease upon the principal so credited. 

2. The purchase and sale of said real property is made expressly subject, 
however, to (a) any conditions, restrictions, reservations, easements and rights 
of way now of record; (b) taxes for—of the fiscal year 1944 to 1945, and 
thereafter. 

3. Seller agrees, upon Buyer’s compliance with all the terms and conditions 
hereof, to execute and deliver to Buyer a good and sufficient deed, conveying 
said property, free of encumbrances, except the matters herein mentioned to 
which this purchase and sale is made expressly subject, and except any lien, 
charge or encumbrance created or suffered by Buyer. Escrow charges if any, 
and Buyer’s title and recording charges shall be paid by Buyer. 

4. Buyer hereby authorizes and directs Seller at all times to provide and 
maintain in force fire and other insurance on any improvements on the property 
herein described with loss payable to Seller and the holder of any encumbrances 
against the property as their interests may appear, and hereby authorizes 
Seller to pay the premiums thereon from the moneys paid by Buyer to Seller 
as hereinafter set forth. 

5. Buyer agrees to pay Seller, in addition to any other payments required here- 
under an installment of the taxes and any special assessments that may here- 
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after be levied against the property and an installment of the premium or pre- 
miums that will become due and payable to renew before expiration, the insur- 
ance on the premises covered hereby; such installments shall be equal to the 
estimated premium or premiums for such insurance and taxes and assessments 
next due, less installments already paid therefor, divided by the number of months 
that are to elapse before one month prior to the date when such premium or 
premiums, taxes and assessments will become delinquent, which payments (that 
are presently estimated by the Seller to be $21.54 per month) shall be made by 
the Buyer concurrently with the regular installments of principal and interest 
due under the terms of this agreement and the first thereof shall be paid on the 
date the first monthly installment becomes due hereunder. If the amounts paid 
to the Seller under the provisions of this paragraph are insufficient te discharge 
the obligation of the Buyer to pay such premium or premiums, taxes and assess- 
ments as same become due, Buyer shall pay to Seller upon demand such additional 
sums aS may be required to make such payment. All moneys paid to Seller under 
the terms of this paragraph shall be held by Seller in trust to pay such premium 
or premiums, taxes and assessments before the same become delinquent. 


PROTECTIVE COVENANTS 


KNOW ALL MEN BY THESE PRESENT, Meyer-Nash Corporation, a California 
Corporation, owners of the real estate in the City of Los Angeles, County of Los 
Angeles, State of California, described as follows: Lots 2 to 24 both inclusive 
of Tract No. 11818 in the City of Los Angeles, California, as recordgd in the 
official records of the County Recorder of the County of Los Angeles, 

HEREBY CERTIFY AND DECLARE THAT they establish the provisions, re- 
strictions and covenants as follows, to wit: These covenants are to run with the 
jand and shall be binding on all parties and all persons claiming under them until 
January 1, 1969, at which time said covenants shall be automatically extended 
for successive periods of 10 years unless by vote of a majority of the then owners 
of the lots it is agreed to change said covenants in whole or in part. 

If the parties hereto, or any of them, or their heirs or assigns, shall violate or 
attempt to violate any of the Covenants herein it shall be lawful for any other 
person or persons owning any real property situated in said development or sub- 
division to prosecute any proceedings at law or in equity against the person or 
persons violating or attempting to violate any such Covenant and; either to pre- 
vent him or them from so doing or to recover damages or other dues for such 
violation. 

Invalidation of any one of these Covenants by judgment or court order shall in 
no wise affect any of the other provisions which shall remain in full force and 
effect. 

A. All lots in the tract shall be known and described as residential lots. No 
structures shall be erected, altered, placed, or permitted to remain on any resi- 
dential building plot other than one detached single-family dwelling or one 
Multiple-family dwelling not to exceed two stories in height and a private garage 
for not more than 4 cars and other outbuildings incidental to Multiple-family 
use of the plots. 

B. No building shall be erected, placed, or altered on any building plot in this 
subdivision until the building plans, specifications, and plot plan showing the 
location of such building have been approved in writing as to conformity and 
harmony of external design with existing structures in the subdivision, and as to 
location of the building with respect to topography and finished ground elevation, 
by a committee composed of Henry D. Meyer, Stanley E. Nash and Arthur D. 
Human, or by a representative designated by a majority of the members of said 
committee. In the event of death or resignation of any member or said commit- 
tee, the remaining member, or members, shall have full authority to approve or 
disapprove such design and location, within 30 days after said, plans and spe- 
cifications have been submitted to it or, in any event, if no suit to enjoin the 
erection of such building or the making of such alterations has been commenced 
prior to the completion thereof, such approval will not be required and this 
Covenant will be deemed to have been fully complied with. Neither the members 
of such committee, not its designated representative, shall be entitled to any 
compensation for services performed pursuant to this Covenant. The Powers and 
duties of such committee, and of its designated representative, shall cease on 
and after January 1, 1949. Thereafter the approval described in this Covenant 
shall not be required unless prior to said date and effective thereon, a written 
instrument shall be executed by the then record owners of a majority of the lots 
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in this subdivision and duly recorded appointing a representative or representa- 
tives, who shall thereafter exercise the same powers previously exercised by said 
committee. 

C. No building shall be located nearer than 20 feet to the front lot line nor 
nearer than 9 feet to any side street line. No building, except a detached 
garage or other outbuilding located 60 feet or more from the front lot line, shall 
be located nearer than 5 feet to any side lot line. 

D. No residential structure shall be erected or placed on any building plot, 
which plot has an area of less than 6,000 square feet or a width of less than 50 
feet at the front building setback line. 

KE. No noxious or offensive trade or activity shall be carried on upon any lot 
nor shall anything be done thereon which may be or become an annoyance or 
nuisance to the neighborhood. 

F. No trailer, basement, tent, shack, garage, barn, or other outbuildings erected 
in the tract shall be at any time used as a residence temporarily or permanently, 
nor shall any structure of a temporary character be used as a residence. 

G. The ground floor area of the main structure, exclusive of one-story open 
porches and garages, shall be not less than 800 square feet in the case of a one- 
story structure nor less than 600 square feet in the case of a two-story structure. 
A residential unit in a multiple family dwelling shall contain not less than 500 
square feet. 

H. An easement is reserved over the rear 5 feet of each lot for utility installa- 
tion and maintenance. 

I. No persons of any race other than the Caucasian race shall use or occupy 
any building or any lot, except that this covenant shall not prevent occupancy 
by domestic servants of a different race domiciled with an owner or tenant. 

J. No fences shall be erected or permitted to remain between the street and 
the front setback line, nor shall any hedge therein be permitted to exceed the 
height of 3 feet. ; 

K. No garage shall be erected on the premises until the plans have been 
submitted to and approved by the Architectural Committee provided for in 
Paragraph “B.” 

PROVIDED that the breach of any of said conditions and restrictions shall 
not defeat or render invalid any Mortgage or Deed of Trust made in good faith 
for value as to said premises or any part thereof or any improvements thereon. 

IN WITNESS THEREOF, the parties hereto have set their hands and seal 
this _.__. day of sin oe 





MEYER-NASH CORPORATION 


6. It is understood that the real property hereinabove described is subject to 
a Deed of Trust to Coast Federal Savings & Loan Ass’n. (Beneficiary) securing 
a note of $12,000.00, and Seller agrees that as long as Buyer is not ip default 
under any of the terms and provisions whereof, it will from time to time make 
any payment or payments upon such note and shall promptly pay all payments 
due under the terms of said note prior to delinquencies and in accordance with 
the tenor thereof. 

7. Seller reserves the right at any time to pay off the existing Deed of Trust 
and Note and replace with another Deed of Trust and Note of larger or smaller 
amount, but in no event shall this exceed in amount, the total due the Seller 
from Buyer at that time. When Buyer has reduced the balance due Seller, under 
and pursuant to the terms of this agreement to the balance due upon the note 
secured by the Deed of Trust, Buyer agrees to, and will upon demand by Seller, 
make application for Buyer’s substitution on said note and Deed of Trust in the 
place and stead of Seller and, if said application is approved and Buyer can 
qualify therefor, Seller will execute and deliver to Buyer a Grant Deed con- 
veying said property to Buyer, and Buyer by the acceptance and terms of such 
deed shali assume and agree to pay the balance due upon such note and be bound 
by the terms of the Deed of Trust given to secure the same and will execute 
such further and othr documents as may be requiréd to fully consummate such 
substitution. 

8. Seller reserves the right to convey said property to Buyer at any time 
and Buyer agrees upon demand to execute and deliver to Seller a note and deed 
of trust securing the same covering the said real property in an amount which 
Seller has been able to obtain as a loan to Buyer together with such other papers 
and documents as may be required to consummate such loan. Seller agrees 
to pay the net proceeds of said loan to Buyer or its order and Buyer will credit 
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the same to the then unpaid balance of this contract and will pay the then 
unpaid balance of the present existing loan hereinabove referred to. Should 
any unpaid balance then remain under this contract Buyer agrees to execute 
and deliver to Seller his promissory note in the amount of said balance together 
with Buyer’s deed of trust which shall be a second encumbrance against the 
property hereinabove described subject to the new loan; provided however, that 
the monthly payments to be made by the Buyer on the new loan and the note to 
the Seller shall not exceed the sum of $103.72 per month including interest, but 
not including impound payments as required under Clause 5 herein. 

9. Buyer agrees that * * * he will keep shrubs and lawn * * * in 
good condition, and will keep premises in repair and in good condition; and does 
further agree that at any time, during the existence of this agreement, upon 
ten days’ written notice from Seller to make any necessary repairs or recondi- 
tioning of the premises, Buyer will make such repairs or do such recondition- 
ing work, and will save Seller harmless from any costs or expenses for such 
repairs or reconditioning. Should Buyer fail or refuse to make such repairs, 
or do such reconditioning work, Seller may make such repairs or do such recon- 
ditioning work (and add the cost thereof, plus an additional 10% as fees for 
supervision) and such cost shall be due and payable upon demand. 

10. Until the purchase price hereunder is fully paid, Buyer shall, in the use 
and occupancy of said premises, or in the improvement thereof, conform and 
comply with all applicable laws, ordinances and other regulations of all govern- 
mental authorities, whether federal, state or local. 

11. Buyer shall not sell, assign or otherwise transfer the Buyer’s rights 
under this contract, or the Buyer’s interest in said premises, without the written 
consent of the Seller first had and obtained, and no assignment of the Buyer’s 
rights under this contract shall in any event be effective for any purpose unless 
the assignee, for the benefit of the Seller, shall assume and agree to perform 
each and every obligation on the part of the Buyer to be performed hereunder. 
Buyer agrees further that he will not rent, or lease the whole or any part of 
the building or buildings on premises covered herein to any person or persons 
not of the Caucasion race. 

12. The various rights, powers and options of the Seller contained in this 
agreement shall be construed as cumulative, and not one of them exclusive 
of the other, or as exclusive of any of the other remedies provided by law. No 
failure on the part of the Seller to exercise any rights upon any default on the 
part of the Buyer, and no delay in the exercise thereof, shall prevent the exercise 
thereof by the Seller at any time when the Buyer may continue to be so in de- 
fault. No such failure or delay, and no waiver of any default shall operate as 
a waiver of any future default, or as a modification in any respect of this 
agreement. 

13. Buyer hereby gives to and confers upon seller the right, power, and 
authority during the continuance of this agreement to collect the rents, issues 
and profits of said property, reserving unto the Buyer the right, prior to any 
default by the Buyer in payment of any sum or sums due under and pursuant 
to the terms of this agreement to collect and retain such rents, issues and profits 
as they become due and payable. Upon any such default, Seller may at any time, 
without notice, either in person, by agent, or by a receiver to be appointed by a 
court enter upon and take possession of said property or any part thereof, in its 
own name, sue for or otherwise collect such rents, issues and profits, including 
those past due and unpaid, and apply the same, less cost and expenses of opera- 
tion and collection, including reasonable attorney’s fees, upon any sum or sums 
due under and pursuant to the terms and provisions of this agreement, and 
in such order as Seller may determine. The entering upon and taking possession 
of said property, the collection of such rents, issues and profits and the applica- 
tion thereof as aforesaid, shall not cure or waive any default or notice of default 
hereunder or invalidate any act done pursuant to such notice. 

14. Buyer agrees that should Buyer default in the making of any payment or 
payments due under the terms hereof Seller (in addition to any and all other 
rights or remedies he may have under the terms of this agreement or the laws 
of the State of California) may maintain independent action against and re- 
cover from Buyer for the reasonable rental value of the hereinbefore described 
premises, from the date of Buyer's default, if any, to the date Buyer delivers 
possession of said premises to Seller, and it is hereby understood and agreed 
that the reasonable rental value of the said premises is the sum of $185.00 per 
month. 
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15. Time is of the essence of this agreement and full performance by the Buyer 
of all of his obligations hereunder is and shall be a condition precedent to his 
right to a conveyance hereunder ; and should default be made (a) in the payment 
of any of said installments of principal or interest when the same become due, or 
(b) in the payment, upon demand, of any other sum or sums due under and pur- 
suant to the terms and provisions of this agreement, or (c) in the observance or 
performance of any other obligation hereunder, the Seller may thereupon, at its 
option, enforce its rights thereunder, either by forfeiture, of all Buyer’s rights 
under this agreement and all interest in said realty and the appurtenances as here- 
inafter provided, or by any other legal or equitable right or remedy Seller may 
have in the premises. In case of the election by Seller to enforce the right of for- 
feiture hereunder, Seller may declare said forfeiture by service upon Buyer of 
written declaration of forfeiture and cancellation or by depositing in the United 
States mail, postage prepaid, such written declaration, addressed to Buyer at 
Burbank, California. Upon such declaration of forfeiture and cancellation being 
made by Seller according to any of the methods above provided, all rights and 
interest hereby created, or then existing in favor of Buyer or anyone claiming 
under him, shall cease and terminate, and the right of possession and all equitable 
and legal interest in the premises herein described together with all the improve- 
ments and all other appurtenances, whether made now or hereafter, shall revert 
to and revest in the Seller, and without any right of the Buyer, either at law or 
in equity, of reclamation or recovery of, or compensation for, moneys paid or 
services performed or improvements erected shall be forfeited and be retained by 
the Seller as liquidated damages for such default and as additional consideration 
for the theretofore existent right of Buyer to use and occupy the said premises, 
and not as a penalty, and the Seller shall have the right immediately upon any 
default in performance on the part of Buyer, to enter upon said premises and 
take possession thereof with or without process of law, and to remove any property 
of the Buyer, without becoming liable in damages for trespass, assault and 
barter, or otherwise. It is specifically understood and agreed that no tender or 
offer of performance by Seller shall be necessary as a condition precedent to 
Seller’s right to exercise any privilege, option or right hereunder, and that the 
same may be exercised upon any default of Buyer without such tender or offer 
of performance, such tender or offer of performance by Seller being expressly 
waived by Buyer. 

16. Should Seller file any legal action or proceedings to quiet title or to recover 
possession of the above described property, or to enforce any item or provision 
of this agreement, Buyer agrees to pay any expenses incurred in connection 
therewith by Seller, including reasonable attorney’s fees, whether or not such 
action or proceedings progress to judgment, and which said attorney’s fees shall, 
in no event, be less than $50.00. 

17. This agreement shall be binding upon and insure to the benefit of Seller 
ahd Buyer and their respective successors in interest. 

18. In this instrument the singular number shall include the plural and the 
words Seller and Buyer shall include the respective successors in interest of each, 
whenever the context so requires. 

19. The Buyer agrees that he will observe and require the occupants of the 
building to observe all “Protective Covenants” recorded against the tract, copy 
of which is hereto attached. It is mutually understood by Buyer and Seller that 
these “Protective Covenants” shall become part of this Contract and shall be 
enforced to the same extent as the other requirements of the Contract. 

20. Interest to commence as of the date building is ready for occupancy. 

MEYER-NASH CORPORATION, 
By STAn ey E., Nasu, V. P., 
By ArtHur D. HyMAN, Sec., 
Seller. 
PAUL D, LAWRENCE, 
OLe@A MaRA LAWRENCE, 
Buyer. 
STATE OF CALIFORNIA, 
County of Los Angeles, ss: 

On this 3rd day of December A. D. 1945 before me, Annette Gordon, a Notary 
Public in and for said County and State, personally appeared Paul D. Lawrence 
and Olga Mara Lawrence, husband and wife, known to me to be the persons 
whose names are subscribed to the within Instrument, and acknowledged to me 
that they executed the same. 
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IN WITNESS WHEREOF I have hereunto set my hand and affixed my official seal 
the day and year in this certificate first above written. 
[SEAL] ANNETTE GORDON, 
Notary Public in and for Said County and State. 


My commission expires Oct. 24, 1949. Notary Public in and for the County of 
Los Angeles, State of California. 


STATE OF CALIFORNIA, 
County of Los Angeles, ss: 

On this 17 day of January A. D. 1946, before me, Audrey Henry, a Notary 
Public in and for said County and State, personally appeared Stanley E. Nash, 
known to me to be the Vice President, and Arthur D. Hyman, known to me to be 
the Secretary of the Meyer-Nash Corporation, the Corporation that executed the 
within Instrument, known to me to be the persons who executed the within Instru- 
ment, on behalf of the Corporation herein named, and acknowledged to me that 
such Corporation executed the same. 

IN WITNESS WHERBOF, I have hereunto set my hand and affixed my official 
seal the day and year in this certificate first above written. 

[Seal] AuDREY HENRY, 

Notary Public in and for said County and State. 

My commission expires April 1st, 1949. 


ASSIGNMENT 
Burbank, California November 106, 1945. 

FOR VALUE RECEIVED, we hereby grant and assign to Charles M. Fillmore 
and Lois J. Fillmore, husband and wife as Joint Tenants, whose address is 11560 
Friar St., North Hollywood, Calif., all our right, title, and interest in and to the 
attached agreement herein described. Contract dated the Ist day of July 1944; 
the parties thereto being Meyer-Nash Corporation, Vendor, and Paul D. Lawrence 
and Olga Mara Lawrence, husband and wife, Vendee, and covers the sale of that 
property situated in the County of Los Angeles, State of California, described as: 
Lot 16, Tract 11818 as per Map recorded in Book 240, Pages 6 & 7 of Maps in the 
office of the County Recorder of said County. 

Paul D. Lawrence. 
Pavut D. LAWRENCE. 
Olga Mara Lawrence. 
Orga Mara LAWRENCE. 
STATE OF CALIFORNIA, 
County of Los Angeles, ss: 

On this 19 day of November 1945, before me, the undersigned, a Notary Public 
in and for said County, personally appeared Paul D. Lawrence and Olga Mara 
Lawrence, known to me to be the persons whose names are subscribed to the 
foregoing instrument and acknowledged that they executed the same. 

WITNESS my hand and official seal. 

[Seal] ERNEST E. SLEACKLETT, 

Notary Public in and for said County and State. 


ASSIGNEE’S ACCEPTANCE 
November 10, 1945. 


The undersigned Assignee hereby accepts the foregoing Assignment subject to 
the terms and conditions of the foregoing Agreement for the sale and purchase of 
real estate as set out in said Contract. 

Charles M. Fillmore, 
Lois J. Fillmore. 
STATE OF CALIFORNIA, 
County of Los Angeles, 88: 

On this 16th day of November 1945, before me, the undersigned, a Notary 
Public in and for said County, personally appeared Charles M. Fillmore and Lois 
J. Fillmore, known to me to be the persons whose names are subscribed to the 
foregoing instrument and acknowledged that they executed the same. 

WITNESS my hand and official seal. 

[Seal ERNEST FE. SLEACKLETT, 

Notary Public in and for said County and State. 
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OWNER’S CONSENT 


Noy, 21, 1945. 

Meyer-Nash Corporation, owner of the property described in the foregoing 
agreement, hereby consents to the foregoing Assignment according and subject 
to the terms thereof and of the Assignee’s acceptance thereof. 

[Seal] MBEYER-NASH CORPORATION 

Stanley E. Nash, V. P. 
Arthur D. Hyman, Sec. 
STATE OF CALIFORNIA, 
County of Los Angeles, 88: 

On this 21st day of November 1945, before me, the undersigned, a Notary 
Public in and for said County and State, personally appeared Stanley E. Nash, 
known to me to be the Vice President, and Arthur D. Hyman, known to me to be 
the Secretary of Meyer-Nash Corporation, the corporation that executed the 
within and foregoing instrument, and known to me to be the persons who executed 
the within instrument on behalf of the corporation therein named, and acknowl- 
edged to me that such corporation executed the same. 

WITNESS my hand and official seal. 

[SEAL] AUDREY HENRY, 

Notary Public in and for said County and State, 

My commission expires April 1st, 1949 

#1405—Recorded at request of Title Insurance & Trust Co., Jan. 18, 1946, 
8 A, M., Copyist #74. Compared. Mame B. Beatty, County Recorder, By N. B. 
Hinkle (277), Deputy $6.30—54.Mc 


STATE OF CALIFORNIA, 
County of Los Angeles, ss: 

I hereby certify the foregoing to be a full, true and correct copy of the 
instrument appearing recorded in Book No. 22735 of Official Records, Page 28, 
Records of Los Angeles County, and that I have carefully compared the same 
with the original record. 

In Witness Whereof, I have hereunto set my hand and affixed my Official Seal, 
this 6th day of August, 1951. 

MAME B. BEATTY, County Recorder. 
By Abe Gordon, Deputy. 


Lone BeacH Exursir No. 3B 
FHA Form No. 3104¢ - 
(For use under Sections 203 or 603 Loans) 
(Rev. 7-15-42) 
Deep or TRUST WITH ASSIGNMENT OF RENTS 


This Deed of Trust, made this 15th day of April, 1943, Between UNITED 
PROPERTIES & CONSTRUCTION CO., INC., a Corporation, as Trustor, whose 
address is 6116 Wilshire Blvd. (Street and Number) Los Angeles (City) Cali- 
fornia (State) WILSHIRE SERVICE CORPORATION, a California Corpora- 
tion, as Trustee, and WILSHIRE FEDERAL SAVINGS AND LOAN ASSOCIA- 
TION OF LOS ANGELES, a Corporation, as Beneficiary, 

Witnesseth: That Trustor irrevocably GRANTS, TRANSFERS, and ASSIGNS 
to TRUSTEE IN TRUST, WITH POWER OF SALE, the property in Los Angeles 
County, California, described as: 

Lot 20 Tract 10901, as per map recorded in Book 254, Pages 31 and 32 of Maps, 
in the office of the County Recorder of said County. 

Together with the rents, issues, and profits thereof, subject, however, to the 
right, power, and authority hereinafter given to and conferred upon Beneficiary 
to collect and apply such rents, issues, and profits ; 

For the Purpose of Securing Performance of each agreement of Trustor herein 
contained and payment of the sum of $10,800.00 with interest thereon according 
to the terms of a promissory note, dated April 15th, 1943—payable to Beneficiary 
or order and made by Trustor. 

1. Privilege is reserved to pay the debt secured hereby in whole or in an 
amount equal to one or more principal payments next due on the note, on the 
first day of any month prior to maturity, provided written notice of intention 
so to do is given at least thirty days prior to prepayment and provided that if 
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the debt is fully paid prior to final maturity and at that time it is insured under 
the National Housing Act, Trustor will also pay to Beneficiary 1% of the 
original principal amount thereof, except that in no event shall such adjusted 
premium exceed the aggregate amount of mortgage insurance premium charges 
which would have been payable by Beneficiary if the debt secured hereby had 
continued to be insured until final maturity. 

2. Trustor agrees to pay to Beneficiary in addition to the monthly payments 
of principal and interest payable under the terms of said note on the first day of 
each month until said note is fully paid, the following sums: 

(a) If this deed of trust and the said note secured hereby are insured under 
the provisions of the National Housing Act and so long as they continue to 
be so insured, one-twelfth (1/12) of the annual mortgage insurance premium 
for the purpose of putting the holder of such note in funds with which to 
discharge the said holder’s obligation to the Federal Housing Administra- 
tion for mortgage-insurance preminums pursuant to the applicable pro- 
visions of the National Housing Act, as amended, and Regulations there- 
under. The holder of the note shall, on the termination of its obligation 
to pay mortgage-insurance premiums, credit to the account of the Trustor 
all payments made under the provisions of this subsection which the holder 
of the note has not become obligated to pay to the Federal Housing Com- 
missioner. 

(b) An installment of the ground rents, if any, and of the taxes and special 
assessments levied or to be levied against the premises covered by this Deed 
of Trust; and an installment of the premium or premiums that will become 
due and payable to renew the insurance on the premises covered hereby 
against loss by fire or such other hazard as may be required by Beneficiary in 
amounts and in a company er companies satisfactory to Beneficiary ; Trustor 
agreeing to deliver promptly to Beneficiary all bills and notices therefor. 
Such installments shall be equal respectively to one-twelfth (1/12) of the 
annual ground rent, if any, plus the estimated premium or premiums for 
such insurance, and taxes and assessments next due (as estimated by 
Beneficiary) less all installments already paid therefor, divided by the 
number of months that are to elapse before one month prior to the date 
when such premium or premiums and taxes and assessments will become 
delinquent Beneficiary shall hold such monthly payments in trust to pay 
such ground rents, premium or premiums, and taxes and special assessments 
before the same become delinquent. 

(c) All payments mentioned in the two preceding subsections of this 
paragraph and all payments to be made under the note secured hereby shall 
be added together and the aggregate amount thereof shall be paid each month 
in a single payment to be applied by Beneficiary to the following items in 
the order set forth: 

(I) premium charges under the contract of insurance with the Federal 

Housing Commissioner ; 

(II) ground rents, taxes, special assessments, fire and other hazard 
insurance premiums ; 

(IIL) interest on the note secured hereby ; 

(IV) amortization of the principal of said note. 

Any deficiency in the amount of any such aggregate monthly payment 
shall, unless made good prior to the due date of the next such payment, 
constitute an event of default under this Deed of Trust. 

3. If the total of the payments made under b of paragraph 2 preceding shall 
exceed the amount of payments actually made by Beneficiary for ground rents, 
taxes or assessments, or insurance premiums, as the case may be, such excess 
may be released, applied on any indebtedness secured hereby, or be credited by 
Beneficiary on subsequent payments to be made by Trustor. If, however, the 
monthly payments made under / of paragraph 2 preceding shall not be sufficient 
to pay ground rents, taxes, and assessments, and insurance premiums, as the 
case may be, when the same shall become due and payable, then Trustor shall 
pay to Beneficiary any amount necessary to make up the deficiency on or before 
the date when payment of such ground rents, taxes, assessments, or insurance 
premiums shall be due. If at any time Trustor shall tender to Beneficiary, in 
accordance with the provisions hereof, full payment of the entire indebtedness 
secured hereby, Beneficiary shall, in co:nputing the amount of indebtedness, 
eredit to the account of Trustor all paymen‘’s made under the provisions of @ 
paragraph 2, which the Beneficiary has not become obligated to pay to the Fed- 
eral Housing Commissioner, and any balance remaining in the funds accumulated 
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under the provisions of b of paragraph 2 hereof. If there shall be a default under 
any of the provisions of this Deed of Trust and thereafter a sale of the premises 
in aceordance with the provisions hereof, or if the Beneficiary acquires the 
property otherwise after default, Beneficiary shall apply, at the time of the 
commencement of such proceedings, or at the time the property is otherwise 
acquired, the balance then remaining in the funds accumulated under 6 of para- 
graph 2 preceding, as a credit against the amount of principal then remaining 
unpaid under said note and shall properly adjust any payments which shall 
have been made under a of paragraph 2. 

4. In the event that any payment or portion thereof is not paid within fifteen 
(15) days from the date the same is due, Trustor agrees to pay a “late charge” 
of two cents (2¢) for each dollar so overdue, if charged by Beneficiary. 


To Protect the Security of This Deed of Trust, Trustor Agrees: 

5. To protect and preserve said property and to maintain it in good condition 
and repair. 

6. Not to remove or demolish any building or improvement thereon. 

7. To complete or restore promptly and in good and workmanlike manner any 
building or improvement which may be constructed, damaged, or destroyed 
thereon, and pay when due all costs incurred therefor, and, if the loan secured 
hereby or any part thereof is being obtained for the purpose of financing cen-. 
struction of improvements on said property, Trustor further agrees: 

(a) to commence construction promptly and in any event within thirty 
days from the date of the commitment of the Federal Housing Administra- 
tion, and complete same in accordance with plans and specifications satis~ 
factory to Beneficiary, 

(b) to allow Beneficiary to inspect said property at all times during 
construction, 

(c) to replace any work or materials unsatisfactory to Beneficiary, within 
fifteen (15) calendar days after written notice from Beneficiary of such 
fact, which notice may be given to the Trustor by registered mail, sent to 
his last known address, or by personal service of the same, 

(d) that work shall not cease on the construction of such improvements 
for any reason whatsoever for a period of fifteen (15) calendar days. 

The Trustee, upon presentation to it of an affidavit signed by Beneficiary, set- 
ting forth facts showing a default by Trustor under this numbered paragraph, 
is authorized to accept as true and conclusive all facts and statements therein, 
and to act thereon hereunder. 

8. Not to commit or permit waste of said property. 

9. To comply with all laws, ordinances, regulations, covenants, conditions, 
and restrictions affecting said property. 

10. To cultivate, irrigate, fertilize, fumigate, prune, and do all other acts which 
from the character and use of said property may be reasonably proper or 
necessary, the specific enumerations herein not excluding the general. 

11. To provide and maintain insurance against loss by fire and other hazards, 
casualties and contingencies including war damage as may be required from 
time to time by the Beneficiary in such amounts and for such periods as may 
be required by the Beneficiary, with loss payable solely to Beneficiary, and to 
deliver all policies to Beneficiary, which delivery shall constitute an assignment 
to Beneficiary of all return premiums. 

12. To appear in and defend any action or proceeding purporting to affect the 
security hereof or the rights or powers of Beneficiary or Trustee; an‘ should 
Beneliciary or Trustee elect to also appear in or defend any such action or pro- 
ceeding, to pay all costs and expenses, including cost of evidence of title and 
attorney's fees in a reasonable sum incurred by Beneficiary or Trustee. 

18. To pay at least ten days before delinquency all assessments upon water 
company stock, and all rents, assessments and charges for water, appurtenant to 
or used in connection with said property; to pay, when due, all encumbrances, 
charges, and liens with interest, on said property or any part thereof, which at 
any time appear to be prior or superior hereto ; to pay all costs, fees, and expenses 
of this Trust. 

14. Should Trustor fail to make any payment or to do any act as herein pro- 
vided, then Beneficiary or Trustee, but without obligation so to do and without 
notice to or demand upon Trustor and without releasing Trustor froia any 
obligation hereof, may: Make or do the same in such manner and to such extent 
as either may deem necessary to protect the security hereof, Beneficiary or 
Trustee being authorized to enter upon the property for such purposes; com- 
mence, appear in and defend any action or proceeding purporting to affect the 
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security hereof or the rights or powers of Beneficiary or Trustee ; pay, purchase, 
contest, or compromise any encumbrance, charge or lien which in the judgment 
of either appears to be prior or superior hereto; and in exercising any such 
powers, incur any liability, expend whatever amounts in its absolute discretion it 
may deem necessary therefor, including cost of evidence of title, employ counsel, 
and pay his reasonable fees. 

15. To pay immediately and without demand all sums expended hereunder by 
Beneficiary or Trustee, with interest from date of expenditure at the rate of 
5 percent per annum, and the repayment thereof shall be secured hereby. 

16. Trustor agrees to do all acts and make all payments required of Trustor 
and of the owner of the property to make said note and this Deed eligible for 
insurance by Beneficiary under the provisions of the National Housing Act and 
amendments thereto, and agrees not to do, or cause or suffer to be done, any act 
which will void such insurance during the existence of this Deed. 


It is Mutually Agreed That: 


17. Should the property or any part thereof be taken or damaged by reason 
of any public improvement or condemnation proceeding, or damaged by fire, 
or earthquake, or in any other manner, Beneficiary shall be entitled to all 
compensation, awards, and other payments or relief therefor, and shall be 
entitled at its option to commence, appear in and prosecute in its own name, 
any action or proceedings, or to make any compromise or settlement, in con- 
nection with such taking or damage. All such compensation, awards, damages, 
rights of action and proceeds, including the proceeds of any policies of fire 
and other insurance affecting said property, are hereby assigned to Beneficiary, 
who may after deducting therefrom all its expenses, including attorney’s fees, 
release any money so received by it or apply the same on any indebtedness 
secured hereby. Trustor agrees to execute such further assignments of any 
compensation, award, damages, and rights of action and proceeds as Beneficiary 
or Trustee may require. 

18. By accepting payment of any sum secured hereby after its due date. Bene- 
ficiary does not waive its right either to require prompt payment when due of 
all other sums so secured or to declare default for failure so to pay. 

19. Should proceedings be instituted to register title of said property under 
any Land Title Law, Trustor will pay upon demand all sums expended by 
Trustee or Beneficiary, including attorney’s fees, and forthwith deliver to 
Reneficiary all evidences of title. 

20. At any time and from time to time upon written request of Beneficiary, 
payment of its fees and presentation of this Deed and the note for endorsement 
(in case of full reconveyance, for cancellation and retention), without affecting 
the liability of any person for the payment of the indebtedness. Trustee may 
(a) consent to the making of any map or plat of said property; (b) join in 
granting any easement or creating any restriction thereon; (c) join in any 
subordination or other agreement affecting this Deed or the lien or charge 
thereof; (d) reconvey, without warranty, all or any part of the property. The 
grantee in any reconveyance may be described as the “person or persons legally 
entitled thereto,” and the recitals therein of any matters or facts shall be con- 
clusive proof of the truthfulness thereof. Trustee’s fees for any of the services 
mentioned in this paragraph shall be $5. 

21. As additional security, Trustor hereby assigns to Beneficiary during the 
continuance of these trusts, all rents, issues, royalties and profits of the property 
affected by this Deed and of any personal property located thereon. Until 
Trustor shall default in the payment of any indebtedness secured hereby or in the 
performance of any agreement hereunder, Trustor shall have the right to collect 
all such rents, issues, royalties, and profits earned prior to default as they 
become due and payable, save and excepting rents, issues, royalties and profits 
arising or accruing by reason of any oil, gas or mineral lease of said property. 
If Trustor shall default as aforesaid, Trustor’s right to collect any of such 
moneys shall cease and Beneficiary shall have the right, with or without taking 
possession of the property affected hereby, to collect all rents, royalties, issues, 
and profits. Failure or discontinuance of Beneficiary at any time, or from 
time to time to collect any such moneys shall not in any manner affect the sub- 
sequent enforcement by Beneficiary of the right, power and authority to collect 
the same. Nothing contained herein, nor the exercise of the right by Beneficiary 
to collect, shall be, or be construed to be, an affirmation by Beneficiary of any 
tenancy, lease or option, nor any assumption of liability under, nor a subordina- 
tion of the lien or charge of this Deed to any such tenancy, lease or option. 
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22. Upon any default by Trustor hereunder, Beneficiary may at any time 
without notice, either in person, by agent, or by a receiver to be appointed by a 
court, and without regard to the adequacy of any security for the indebtedness 
hereby secured, enter upon and take possession of said property or any part 
thereof, in its own name sue for or otherwise collect said rents, issues, and 
profits, including those past due and unpaid, and apply the same, less costs 
and expenses of operation and collection, including reasonable attorney’s fees, 
upon any indebtedness secured hereby, and in such order as Beneficiary may 
determine. 

28. The entering upon and taking possession of said property, the collection 
of such rents, issues, and profits, or the proceeds of fire and other insurance 
policies, or compensation or awards for any taking or damage of the property. 
and the application or release thereof as aforesaid, shall not cure or waive 
any default or notice of default hereunder or invalidate any act done pursuant 
to such notice. 

24. Upon default by Trustor in payment of any indebtedness secured hereby 
or in performance of any agreement hereunder, or should this Deed and said 
note not be eligible for insurance under the National Housing Act within 8 
months from the date hereof (written statement of any officer or employee of the 
Federal Housing Administration dated subsequent to 8 months’ time from the 
date of this Deed, declining to insure said note and this Deed, being deemed 
conclusive proof of such ineligibility), or should the commitment of the Federal 
Housing Administration to insure this loan cease to be in full force and effect 
for any reason whatsoever, Beneficiary may declare all sums secured hereby 
immediately due and payable by delivery to Trustee of written declaration of 
default and demand for sale, and of written notice of default and of election 
to cause the property to be sold, which notice Trustee shall cause to be duly 
filed for record. Beneficiary shall also deposit with Trustee this Deed, the 
note and all documents evidencing expenditures secured hereby. 

25. After the lapse of such time as may then be required by law following 
the recordation of said notice of default, and notice of sale having been given 
as then required by law, Trustee, without demand on Trustor, shall sell said 
property at the time and place fixed by it in said notice of sale, either as a 
whole or in separate parcels, and in such order as it may determine (but 
subject to any statutory right of Trustor to direct the order in which such 
property, if consisting of several known lots or parcels, shall be sold), at public 
auction to the highest bidder for cash in lawful money of the United States, 
payable at time of sale. Trustee may postpone sale of all or any portion of 
said property by public announcement at the time and place of sale, and from 
time to time thereafter may postpone the sale by public announcement at the 
time fixed by the preceding postponement. Trustee shall deliver to the pur- 
chaser its Deed conveying the property so sold, but without any covenant or 
warranty, express or implied. The recitals in the Deed of any matters or facts 
shall be conclusive proof of the truthfulness thereof. Any person, including 
Trustor, Trustee, or Beneficiary, may purchase at the sale. Trustee shall apply 
the proceeds of sale to payment of (1) the expenses of such sale, together with 
the reasonable expenses of this Trust, including therein Trustee’s fees in the 
following amounts based upon the amount secured hereby and remaining un- 
paid : 634 percent on the first $1,000 thereof, 2 percent on the next $7,000 thereof, 
and 4% percent on the balance thereof, said sum to include counsel fees if any 
are incurred; (2) cost of any evidence of title procured in connection with such 
sale and revenue stamps on Trustee’s Deed; (3) all sums expended under the 
terms hereof, not then repaid, with acquired interest at 4144 percent per annum; 
(4) all other sums then secured hereby, and (5) the remainder, if any, to the 
person or persons legally entitled thereto. 

26. Beneficiary may from time to time substitute a successor or successors to 
any Trustee named herein or acting hereunder to execute this Trust. Upon 
such appointment, and without conveyance to the successor trustee, the latter 
shall be vested with all title, powers and duties conferred upon any Trustee 
herein named or acting hereunder. Each such appointment and substitution 
shall be made by written instrument executed by Beneficiary, containing refer- 
ence to this Deed and its place of record, which, when recorded in the office 
of the County Recorder of the county or counties in which the property is situa- 
ted, shall be conclusive proof of proper appointment of the successor trustee. 

27. The pleading of any statute of limitations as a defense to any and all ob- 
hn oan secured by this Deed is hereby waived, to the full extent permissible 

y law. 
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28. Any Trustee who is a married woman hereby expressly agrees that re- 
course may be had against her separate property, but without hereby creating 
a present or any lien or charge thereon, for any deficiency after sale of the 
property hereunder. 

29. This Deed shall inure to and bind the heirs, legatees, devisees, administra- 
tors, executors, successors, and assigns of the parties hereto. All obligations 
of T'rustor hereunder are joint and several. The term “Beneficiary” shall 
mean the owner and holder, including pledgees, of the note secured hereby, 
whether or not named as Beneficiary herein. 

30. Trustee accepts this Trust when this Deed, duly executed and acknowl- 
edged, is made a public record as provided by law. ‘Trustee is not obligated 
to notify any party hereto of pending sale under any other Deed of Trust or 
of any action or proceeding in which Trustor, Beneficiary, or Trustee shall be 
a party unless brought by Trustee. 

31. This Deed shall be construed according to the laws of the State of Cali- 
fornia. 

82. The Undersigned Trustor requests that a copy of any notice of default and 
of any notice of sale hereunder be mailed to him at the address hereinbefore 
set forth. 

Signature of Trustor 
[SEAL] 
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UNITED PROPERTIES & CONSTRUCTION Co., INC., 
By Smpney Kieeretp, President. 
By LILLiAn Wayne, Secretary. 
STATE OF CALIFORNIA, 
County of Los Angeles, 8s. 

On the 15th day of April, A. D., 1948, before me, the undersigned, a Notary 
Public in and for said County and State, personally appeared Sidney Kleefeld, 
known to me to be the President, and Lillian Wayne, known to me to be the 
Secretary of the UNITED PROPERTIES & CONSTRUCTION CO., INC., the 
Corporation that executed the within Instrument, known to me to be the persons 
who executed the within Instrument, on behalf of the Corporation herein named, 
and acknowledged to me that such Corporation executed the same. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my 
official seal the day and year in this certificate first above written. 

[SEAL] 
Earzt A. Buss, 
Notary Public in and for said County and State. 
My Commission Expires March 21, 1944. 
Indexed as Trust Deed and Assignment of Rents. 


STATE OF CALIFORNIA, 
County of Los Angeles, ss. 
I hereby certify the foregoing to be a full, true and correct copy of the instru- 
ment appeuring recorded in Book No. 19975 of Official Records Page 55, Records 
of Los Angeles County, and that I have carefully compared the same with the 
original record. 
In Witness Whereof, I have hereunto set my hand and affixed my Official Seal, 
this day of August 6, 1951. 
MAME B. Bratry, County Recorder, 
By Ase Gorpon, Deputy. 


Lone BEACH ExHrnit No. 3C 


AGREEMENT FOR SALE OF REAL ESTATE 


This Agreement, made this 6th day of October 1943, between UNrTrep PROPER- 
Tires & Construction Co., INc., a California corporation, hereinafter some- 
times referred to as “Seller,” and David Silverton and Dora Silverton, his 
wife, hereinafter sometimes referred as “Buyer”; Witnesseth: 1. That Seller, 
for the considerations hereinafter mentioned, agrees to sell to the Buyer, and the 
suyer agrees to buy, an Apartment Building and land thereto belonging, situated 
in the County of Los Angeles, State of California, and described as follows: 
Lot Twenty (20), Tract 10901, as per Map recorded in Book 254, Pages 31 and 
32 of Maps, Records of Los Angeles County ; known as 16060A and B and 16064 A 
and B Harvard Blvd., Gardena, California. 
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2. The purchase price of said property shall be the sum of Fourteen Thousand 
Five Hundred Dollars ($14,500.00), lawful money of the United States, which 
sum Buyer promises and agrees to pay to Seller at Seller’s Office in the City of 
Los Angeles, California, or such other place as Seller may designate, as follows: 
(a) Seventeen Hundred and Fifty Dollars ($1,750.00) cash, upon the execution of 
this agreement, the receipt whereof is hereby acknowledged: (b) Twelve 
Thousand Seven Hundred and Fifty Dollars ($12,750.00) balance of the purchase 
price, together with interest thereon from the Ist day of October, 1943, on all 
deferred payments at the rate of Six (6%) per cent per annum, principal and 
interest payable in monthly installments of Ninety Dollars ($90.00), on the 1st 
day of each and every month, commencing on the 1st day of November, 1943, and 
continuing until paid. 

3. In addition to the aforesaid monthly payments of principal and interest, 
the Buyer agrees to pay to the Seller on the 1st day of each month commencing 
with the 1st day of November, 1948, and continuing until said purchase price 
is fully paid, the following sums: (a) An installment of the taxes and special 
assessments levied or to be levied against the premises covered by this agree- 
ment; and an installment of the premium or premiums that will become due 
and payable to renew the insurance on the premises covered hereby against 
loss by fire or such other hazard as may be required by Seller in amounts 
and in a company or companies satisfactory to Seller. Such installments 
shall be equal respectively to the taxes and assessments next due (as esti- 
mated by Seller) plus the estimated premium or premiums for such insurance, 
less all installments already paid therefor, divided by the number of months 
that are to elapse before one month prior to the date when such premium or 
premiums and taxes and assessments will become delinquent. Seller shall hold 
such monthly payments in trust to pay such premium or premiums and taxes 
and special assessments before the same become delinquent. The parties hereto 
have estimated that the total of the installments referred to herein will be 
approximately $25.00 per month. (b) All payments mentioned in the preceding 
subsection of this paragraph and all payments to be made under the preceding 
paragraph shall be added together and the aggregate amount thereof which 
has been estimated to be approximately $115.00 per month, shall be paid each 
month in a single payment to be applied by Seller to the following items in the 
order set forth: I. Taxes, special assessments, fire, and other hazard insurance 
premiums ; II. Interest on deferred payments of purchase price; III. Amortization 
of the principal of the deferred payments of purchase price. Any deficiency in 
the amount of any such aggregate monthly payment shall, unless made good prior 
to the due date of the next such payment, constitute an event of default under 
this agreement. (c) If the total of the payments made under subsection (a) 
of this paragraph shall exceed the amount of payments actually made by Seller 
for taxes or assessments, or insurance premiums, as the case may be, such excess 
may be released, applied on any indebtedness due from Buyer to Seller, or can be 
credited by Seller on subsequent payments to be made by Buyer. If, however, 
the monthly payments made under subsection (a) of this paragraph shall not 
be sufficient to pay taxes and assessments and insurance premiums, as the case 
may be, when the same shall become due and payable, then Buyer shall pay to 
Seller any amount necessary to make up the deficiency on or before the date 
when payments of such taxes, assessments, or insurance premiums shall be due. 
(d) All taxes, interest, insurance, and rentals shall be prorated as of the Ist of 
October 1943. 

4. Buyer agrees to protect and preserve said property and to maintain all 
buildings and other improvements now or hereafter placed thereon in good 
condition and repair; that Seller shall not be liable for and Buyer shall hold 
Seller harmless from any loss or damage sustained or claimed by any person 
or property whatsoever, on or off the premises covered hereby, as a result of any 
condition now existing or hereafter created or permitted to exist upon said 
premises ; not to commit or permit waste of the property ; to comply with all laws, 
ordinances, regulations, covenants, conditions and/or restrictions affecting said 
property ; to complete or restore promptly and in good and workmanlike manner 
any building or improvement which may be constructed, damaged, or destroyed 
thereon and pay when due all costs incurred therefor: to provide and maintain 
fire and other insurance on said property in such form, amounts and companies 
as are satisfactory to Seller to afford proper protection to Seller. 5. Buyer 
agrees not to pledge, mortgage, or otherwise hypothecate, nor to sell, assign, 
transfer, or subcontract any right or interest in this agreement, or in Buyer’s 
interest in said property, without the written consent of Seller first had and 
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obtained. Any attempt by Buyer to do any of said things shall not bind the 
Seller unless his consent was first obtained and, even though Seller’s consent was 
obtained, any such attempt by the Buyer shall not bind the Seller unless and 
until there is delivered to Seller a copy of the instrument executed by Buyer, 
in which instrument the party claiming by, through or under the Buyer, assumes 
and agrees to perform each and every obligation required to be performed by the 
Buyer hereunder. Said assumption and agreement shall not operate to relieve 
the Buyer from liability under this agreement. 

6. Seller agrees upon compliance by the Buyer with all terms and conditions 
of this agreement, to execute and deliver to Buyer a good and sufficient Grant 
Deed conveying said property free of encumbrances except for the following 
items: (a) General and special city and county taxes from and after the date of 
transfer of title; (b) Conditions, covenants, restrictions, reservations, rights, 
rights of way, and easements of record, if any ; (c) Any lien, charge, encumbrance, 
or other matter created or suffered by Buyer or those claiming by, through or 
under Buyer; Escrow charges, if any, and Buyer's title and recording charges 
‘shall be paid by Buyer. " 

7. Seller may at any time, at its option, execute and deliver to Buyer a 
Grant Deed conveying said premises in accordance with this agreement, sub- 
ject to the matters herein set forth, including any encumbrance which may 
now exist against said property or may be hereafter placed thereon by Seller, 
and Buyer agrees upon receipt thereof to record the same and execute and 
deliver to Seller, Buyer’s promissory note for the balance of the purchase price 
then remaining unpaid, due credit being given for the unpaid balance of any 
encumbrance which is assumed by the Buyer, payable to Seller in the amounts, 
at the times and with interest as specified, and to execute and deliver at the 
option of the Seller either a Deed of Trust or Mortgage of said property as 
security therefor, which shall be a valid lien subject only to such encumbrances 
as may now exist against said property or may be hereafter placed thereon by 
reller. In addition, upon any conveyance or offer of conveyance of title to said 
property to Buyer by Seller, Buyer agrees to execute all documents necessary 
or required to substitute Buyer's liability on any Deed of Trust loan which may 
exist as an encumbrance against said property at that time, in the place and 
stead of Seller’s liability. Buyer further agrees, at any time or times during 
the continuance of this agreement, upon request of Seller, to apply to Federal 
Housing Administration for its written Preliminary Approval of such substitution 
of liability to be effected when Buyer can qualify for the same, in accordance 
with the requirements of the Federal Housing Administration. All costs in con- 
nection with such substitution of liability and applications therefor shall be paid 
by Seller. 

8. As additional security for his performance hereunder, Buyer hereby gives 
to and confers upon Seller the right, power, and authority during the continuance 
of this agreement, to collect the rents, issues, and profits of said property, if any, 
reserving unto Buyer the right, prior to any default under this agreement, to 
collect and retain the same as they become due and payable. 

9. Time is of the essence of this agreement and full performance by Buyer is 
and shall be a condition precedent to Buyer’s right to a conveyance hereunder. 
Should Buyer default in the making of any payment or performance of any 
agreement hereunder, then the whole unpaid balance of said purchase price and 
the interest thereon immediately shall become due and payable at Seller’s option 
and Seller may thereupon, at its option, enforce its rights hereunder either by 
forfeiture of all Buyer's rights under this agreement and all his interest in said 
property, or by action for specific performance with damages, or for recovery of 
the purchase price with interest. Buyer agrees to pay all costs and expenses 
of any action commenced by Seller to enforce this agreement, including attorney's 
fees, in the event judgment is rendered in favor of Seller or his nominee. If 
Seller elects to enforce its rights by forfeiture hereunder, it may declare the said 
forefeiture by service upon Buyer of a written declaration of forfeiture and 
cancellation, or by depositing such declaration in the United States Mail, postage 
prepaid, addressed to Buyer at the street address of the property hereby sold. 
Upon such declaration of forfeiture and cancellation by Seller, all rights, estates 
and interest of Buyer hereunder shall cease and terminate and the right of 
possession and all equitable and legal interest and estate in said property, 
together with all improvements and appurtenances thereon or thereto, whether 
now existing or hereafter made, and all sums of money theretofore paid by the 
Buyer hereunder, shall revert to, vest in and become the sole property of the 
Seller, and the Buyer shall have no right, either at law or in equity, to reclaim 
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or to recover, or to any compensation for, monies paid, services performed, or 
improvements placed upon said land; and the money paid and the improvements 
erected shall be forfeited to, and retained by, and become the sole property of 
the Seller as consideration for the execution of this agreement and also as 
liquidated damages for such default, and not as a penalty; and the Seller shall 
have the right immediately upon any default in performance on the part of the 
Buyer, to enter upon said premises and take exclusive possession thereof, with or 
without process of law, and to remove any property of the Buyer without becoming 
liable in damages for trespassing, assault and battery, or otherwise. Within 
Thirty (30) days after written demand by the Seller for payment of any delin- 
quent amount hereunder and upon failure of Buyer to pay the same the Buyer 
agrees, at the option of and upon demand of the Seller, to execute and deliver 
to the Seller, a Quit Claim Deed to the said property in consideration of the 
release of Buyer’s obligations hereunder which remain unperformed at the time 
of such demand. It is specifically understood and agreed that no tender or offer 
of performance by the Seller shall be necessary as a condition precedent to its 
right to exercise any privilege, option, or right hereunder, and that the same may 
be exercised upon any default of the Buyer without such tender or offer of per- 
formance and without notice of any kind to the Buyer, such tender or offer of 
performance and notice by the Seller being expressly waived by the Buyer. No 
waiver of a breach of any of the covenants, agreements, restrictions, or condi- 
tions of this agreement by the Seller shall be construed to be a waiver of any 
subsequent breach of the same or other covenants, agreements, restrictions or 
condition of this agreement. 

10. Wherever in this agreement the context requires, the singular shall include 
the plural and the plural shall include the singular, and the use of masculine, 
feminine, or neuter pronouns shall be made adaptable to the appropriate mean- 
ing. The provisions hereof shall inure to the benefit of and shall bind the parties 
hereto and their respective heirs, legatees, devisees, administrators, executors, 
successors, and assigns, and any person or persons claiming hereunder through 
the Buyer other than by operation of law, shall be personally liable hereunder 
to the same extent as though such person had originally executed this agree- 
ment, but no transfer by the Buyer shall relieve him from personal liability 
hereunder. 

In Witness Whereof, the parties hereto have executed this agreement in 
duplicate the day and year first above written. 

UNITED PropertiEs & CONSTRUCTION Co., INC. 
Main Office 6116 Wilshire Boulevard, Los 
Angeles, Calif. 
By SIDNEY KLEEFELD, Seller 
DAVID SILVERTON 
Dora SItverton, Buyer 

State of California, County of Los Angeles) ss. On this 6th day of October, 
A. D. 1948, before me, the undersigned, a Notary Public in and for said County 
and State, personally appeared Sidney Kleefeld, known to me to be the President, 
of United Properties & Construction Co., Inc., the corporation that executed the 
within Instrument, known to me to be the persons who executed the within Instru- 
ment, on behalf of the Corporation herein named, and acknowledged to me that 
such Corporation executed the same. 

In Witness Whereof, I have hereunto set my hand and affixed my official seal 
the day and year in this certificate first above written. 


[SEAL] LILLIAN Wayne, Notary Public 
in and for said County and State. My Commission Expires July 2, 1947. State of 
California, County of Los Angeles) ss. On this 11 day of October, A. D. 1943, 
before me, the undersigned a Notary Public in and for said County and State, 
personally appeared David Silverton and Dora Silverton, known to me, (xxx), to 
be the persons whose names are subscribed to the within Instrument, and ac- 
knowledged to me that they executed the same. 

In Witness Whereof, I have hereunto set my hand and affixed my official seal 
une day and year in this certificate first above written. 
[SEAL] LorRAINE Butter, Notary Public 
in and for said County and State. 

#1105. Copy of original recorded at request of Vendee Oct. 11, 1943, 2:48 
P. M. Copyist #34. Compared. Mame B. Beatty, County Recorder. By F. 
Tomlinson (104) Deputy. 
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STATE OF CALIFORNIA, 
County of Los Angeles, ss: 

I hereby certify the foregoing to be a full, true and correct copy of the instru- 
ment appearing recorded in Book No. 20354 of Official Records Page 103, Records 
of Los Angeles County, and that I have carefully compared the same with the 
original record. 

In Witness Whereof, I have hereunto set my hand and affixed my Official Seal, 
this day of August 7, 1951, 19_-__. 

Mame B. Beatry, County Recorder, 
By ABE Gorpon, Deputy. 

Mr. Fiscunacu. Now, September 12, 1948, when you received the 
letter which is before you from Miss Arline Martin, assistant United 
States attorney, reference was made to administrative procedures 
that might be invoked and the filing of writs when Mr. Angell gets 
around to filing one. 

ane you tell us what administrative procedures were contem- 
plated ¢ 

Mr. McKenna. The letter referred to is a letter of Miss Martin of 
November 12, 1948, to me. Of course, I can’t answer what was in 
Miss Martin’s mind. I know of no administrative procedures then 
in contemplation except the Rey that the hearing that was in- 
definitely postponed about December of 1947 might have been put 
back on the calendar for administrative action with respect to the 
accounting that had been filed. 

Those are the only two that occur to me, though I do not disclaim the 
possibility of others that might be completely unrelated to those two. 

Mr. Fiscnrnacu. Now you are familiar, of course, with the answer 
that Mr. Divers gave to Linnell and Smith when that firm wrote Mr. 
Divers in January of 1948 and requested that there be an administra- 
tive hearing on the charges that he believed were pending against 
Long Beach Federal. 

Mr. McKenna. I am more or less familiar with it; yes, sir. 

Mr. Fiscupacu. When Mr. Divers answered that there was no re- 
quest pending for any such administrative hearing, do you recall his 
answer ? 

Mr. McKenna. I recall Mr. Divers’ answer to Mr. Smith. 

Mr. Fiscuzacu. That there was no request then pending for an ad- 
ministrative hearing? 

Mr. McKenna. That is correct. 

Mr. Fiscuracnu. Between January and November of 1948, or for 
that matter between January of 1948 and the present time, did the 
oflicers of Long Beach request that there be an administrative hearing ? 

Mr. McKenna. Quite to the contrary, they went to court to enjoin 
such a hearing. There is another point on that that might add some 
light to it. 

Mr. Fiscupacu. I would be glad to have you state it. 

Mr. McKenna. And that is that the Board, of course, can on its 
own motion at any time order a hearing. 

Mr. Fiscusacu. Of course there is no doubt about that. 

I would like to call attention to a memorandum of Arline Martin 
to Mr. Carter, the United States attorney, dated July 1, 1948, in which, 
in reporting on the present status of the litigation as of that time, the 
statement was made that, in general, the motions of the San Francisco 
bank are an attempt to avoid a trial on the merits and raise the usual 
questions of lack of jurisdiction of the court, failure to state a cause 
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of action, and that the United States is an indispensable party, and so 
forth. Had you ever discussed that memorandum with Miss Martin? 

Mr. McKenna. To my knowledge, no, and again to my best recollec- 
tion I was not in Los Angeles at the time. I could hardly have dis- 
cussed it because it reflects a complete misconception in the bank’s po- 
sition on the litigation. 

I might add that the only motion for trial of which I am aware in 
this case was a motion for trial on the merits that was made by the 
San Francisco bank. 

Mr. Fiscnpacu. Was that before or after the discovery proceedings 
were initiated ? 

Mr. McKenna. That is quite recently, I understand. 

Mr. Fiscusacu. The discovery proceedings have not been con- 
cluded ? 

Mr. McKenna. I don’t think those discovery proceedings will ever 
conclude, I think they are one of the means of avoiding a trial of 
the issues in the case. 

Mr. Fiscupacu. On March 29, 1948, it appears that Mr. Carter 
wrote to Mr. Morison, then Assistant Attorney General in charge 
of the Claims Division at the Department of Justice, advising him 
as to the details of the court’s order revesting title in the association 
of the excess collateral. Did the Board at any time that the appli- 
cation for the return of the collateral held by the San Francisco 
bank-was made by Long Beach Federal, take a position in opposition 
to that application? 

Mr. McKenna. Those proceedings, as I recall, were in February 
or March of 1948. To my best recollection, the Board and the Gov- 
ernment took no position in those proceedings. 

I might point out that that was between the time of order 388 
and the filing of the damage claims and was, of course, a period of 
attempt at settlement. 

Mr. Fiscupacu. Is the position of the Board as reported to the 
Department of Justice on March 5, 1948, the position the Board was 
following in this matter at the time that the application for a return 
of the collateral held by the San Francisco bank was made by Long 
Beach Federal ? 

Mr. McKenna. We certainly have to assume that it is, yes. Of 
course, the bank is always represented by its own counsel and the 
bank’s counsel would make the determination of what position to 
take in that matter, but it is clear from the record that the Gov- 
ernment was not involved in those proceedings any more than it 
had to be. 

Mr. Fiscusacn. I note also that on January 27, 1948, Mr. Carter 
advised the Department of Justice that there were two appeals in 
process in the litigation at that time. He said: 

The first is from the order allowing fees and costs, and the second is from 
the orders permitting intervention and impounding funds of the association. 

He states that it was his understanding that the Home Loan Bank 
Board is no longer desirous of proceeding with either of these ap- 
peals in view of other developments in the case, and he requested au- 
thority to dismiss the appeals which later correspondence indicates 
was granted him. He recommended that those appeals be dismissed 
on the ground that the matters were moot. Can you give us a little 
elaboration on that? 
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Mr. McKenna. Yes. After the district court in Phoenix in Janu- 
ary of 1948, made it clear that he was going to apply order 385 
differently from what I was advised was the intention of the Board 
in passing, then the decision had to be made of whether an appeal 
would be taken. 

The Board advised that after consultation with the Department of 
Justice, and the Department of Justice advised that such an appea! 
would not be taken. I suppose behind that lies the fact the associ- 
ation could hardly continue as a going institution if that procedure 
were taken. 

Accordingly if we were not going to prosecute that appeal, the two 
pending appeals would nrdbitiks held to be moot since the con- 
servator who was prosecuting them was no longer in offiee. Having 
decided not to appeal in connection with order 388, we were in the 
legal position, we felt, where we had to drop the other pending ap- 
peals, and that in any event would be the only consistent practice. 

Mr. Fiscupacu. Whose fees were allowed and what costs were 
allowed at that time? 

Mr. McKenna. My recollection is that an allowance of $50,000 was 
made in April of 1947 to Mr. Westover after the Supreme Court 
ruling in ex parte Fahey and in September of 1948 that allowance 
was made final and an appeal was then taken from it. 

Mr. Fiscuvacu, At the time that you got into this matter in south- 
ern California, Mr. McKenna, had Mr. Angell already been desig- 
nated as counsel for the San Francisco bank ? 

Mr. McKenna. I went into this around Thanksgiving of 1947. 
Mr. Angell, as I recall, came into the picture in April of 1948. 

Mr. Fiscracu. Is it true that the thought that Mr. Angell brought 
to the litigation was that the way to deal with it would be to attack the 
jurisdiction of the court and seek to obtain writs of prohibition and 
writs of other extraordinary character? 

Mr. McKenna. As you appreciate, Mr. Fischbach, I dislike trying 
to express somebody else’s ideas. I would say that I doubt very much 
when, before he came into the case or even as he came into the case, 
Mr. Angell had any conception, any ideas on that point. 

Shortly after he came in after studying the case, I think he did 
arrive at the conclusion that because of the obvious impasse in the 
district court, that an extraordinary writ might be a logical means of 
attempting to break it. 

Mr. Fiscupacn. Did you ever hear of Mr. Angell’s suggesting to 
Linnell and Smith that they seek a writ of that character, either a 
writ of prohibition or a writ of mandamus ? 

Mr. McKenna. I think probably, possibly in connection with the 
Government’s decision, after or contingent upon the Government’s 
making such a decision, it would certainly be a logical result that if 
the Government were going to ask for such a writ, everybody else in 
the case could ask for it also. 

I might point out that the writ that we are discussing here is not 
the petition that was finally filed. At that time it was decided not to 
file a petition. 

Mr. Fiscnsacn. That is reflected by the letter of Mr. Morison to 
Mr. Carter of November 24, 1948, indicating the Solicitor Genera! 
has decided that no such petition should be filed at that time. 
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Mr. McKenna. That was reversed only when the appeal had been 
taken and it. was then decided that because of the complex record that 
probably we ought to at least make the effort to find a simpler and 
more economical way of disposing of it; only after the appeal was 
filed, I believe, was the petition for a writ filed. 

Mr. Fiscusacn. Now on December 23, when Mr. Carter wrote to 
Mr. Morison to the effect that a settlement of the litigation upon the 
proper terms is in the public interest and he found nothing objection- 
able in the general plan proposed, is it true that the plan he had in 
mind and to which he was referring as a proposed plan of settlement 
submitted by the Home Loan Bank hoa was the plan evolved at the 
so-called Portland conference ? 

Mr. McKenna. I would only be guessing, Mr. Fischbach. I think 
the Portland conference was held later than that, and that this letter 
referred to a proposal which evolved after the conferences between 
Mr. Holifield and the other Congressmen with the Board, but that is 
my recollection of it. It can be checked by dates. 

Mr. Fiscnpacu. I would take it from the text of the first paragraph 
of the letter of December 23, 1948, that the Home Loan Bank Board 
did submit a plan of settlement in connection with this controversy, 
and that Carter, United States attorney, upon examination of that 
plan, reported that he found nothing objectionable in the plan 
proposed. 

Mr. McKenna. I would have to be careful of that. The Board, of 
course, submits to the Department of Justice—— , 

Mr. Fiscusacu. That is the point I want to develop with you, Mr. 
McKenna. Was that plan, as is indicated by the letter of December 23, 
1948, by the Home Loan Bank Board, a plan and a document reflecting 
the plan which has since been withdrawn as a classified document be- 
cause of executive privilege ¢ 

Mr. McKenna. It is a document which we have not submitted to 
the subcommittee and that decision was made after consultation with 
the Department of Justice. 

Mr. Padauicn. Now, from time to time after Mr. Chapman’s letter 
of December 31, 1948, to the Federal Savings and Loan Insurance Cor- 
poration in which he stated that the premiums of $24,374.06 would 
be tendered into court and filing of the motion has been awaiting an 
opportune time for hearing on the court’s calendar, you made inquiry, 
I take it, to ascertain whether the motion actually was filed and the 
moneys were tendered. 

Mr. McKenna. I have some recollection of such inquiries. I cannot 
positively state they were made. 

Mr. Fiscupacu. Some 4 or 5 months elapsed, I believe, after Mr. 
Chapman’s letter giving the insurance corporation notice of that fact 
and what his intentions were before the motion was actually made. 

Mr. McKenna. I don’t like to trust my memory on that, because 
when we were going over there the other day, I was surprised by a 
letter in April, I think, which said they had not been paid in yet, and 
that was a surprise to me. 

Mr. Fiscnzacn. Between the time that Mr. Chapman’s letter of 
December 31, 1948, giving that information to the insurance corpo- 
ration was received and the time that the motion was actually made, 
is it true that the insurance corporation took no affirmative steps te 
collect these premiums? 
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Mr. McKenna. Well, I’ll say that is true, understanding, of course, 
that so far as the insurance corporation is concerned, they were quite 
aggressive in telling us that we should take some action. 

However, that is the period of the home-settlement effort beginning 
with what we have just discussed and followed by the Portland dis- 
cussions, and then by the discussions of Mr. Holmes, or chairmanned 
by Mr. Holmes, which resulted in the breakup after the allowance of 
$540,000 in attorneys’ fees. 

Mr. Fiscurvacu. That is correct, and we have also, if my recollec- 
tion serves me, a memorandum from Mr. Heisler to the insurance 
corporation to the general effect that the insurance premium then due 
would be an item included within the settlement terms. 

Mr. McKenna. Yes. We must not forget as far as the people of 
the insurance corporation are concerned, there was no laxity on their 
part in this matter. They were very anxious that aggressive action 
be taken to collect those premiums. 

Mr. Fiscusacu. There did come a time, I believe, in May of 1949, 
but we will just assume that is the date subject to whatever the 
real date is, and as the record will reflect, that Chapman made such an 
application in the court and applied for permission to pay the money 
into court. At that time were you assigned to the task of resisting 
the application ? 

Mr. McKenna. I was assigned to the task of helping the Depart- 
ment of Justice in resisting, yes, sir. 

Mr. Fiscunacu. After the opposition was made, an order was made 
by the court permitting the payment into court? 

Mr. McKenna. I would take that to be the substance of the order, 
but I would want the record to speak for itself on that. There was no 
change of position reflected in that, because we would have resisted 
that motion, I take it, at any time, even during the settlement negotia- 
tions, at least I assume we would have. 

Mr. Fiscupacn. In February of 1949, when you had occasion to 
write to Miss Martin in connection with this controversy, you made the 
statement as follows: 

In general I suppose our object is to protect to the very end our position that 
the court has no jurisdiction over the persons of our various defendants except 
Mr. Ammann, to insure that the settlement effectively terminates this litigation 
by dismissal with prejudice or releases and discharges so that no further litiga- 
tion involving any Government employees or agencies can be based on the same 
matters, and that there be a minimum of court proceedings. 

Mr. McKenna. I take it there is a comma before that “to insure?” 

Mr. Fiscupacu. There is. When you made the statement that was 
read and used the phrase “except Mr. Ammann,” could you tell us 
what. your position was as to the court’s jurisdiction over Mr. 
Ammann ? 

Mr. McKenna. I don’t want to mislead anybody, of course. I 
don’t speak for the Government. I am just assigned to help with 
the Department of Justice. 

I assume that Mr. Ammann has been served in this litigation and 
certainly as far as the original. proceeding is concerned, that he is 
personally within the jurisdiction of the court. 

Mr. Fiscusacnu. Would that extend to the matters affecting his 
accounting as you saw it at this time? 
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Mr. McKenna. Of course, we contend there is no jurisdiction over 
the subject matter of the accounting. I don’t believe the Government 
has contended that a lack of personal jurisdiction over Ammann 
enters into that subject, but again the Department of Justice will have 
to answer that. 

Mr. Fiscrpacn. Was it your position and the position of the Board 
that the court had no jurisdiction over Mr. Ammann for purposes of 
the accounting ? 

Mr. McKenna. I don’t believe we have contended a lack of personal 
jurisdiction so far as Mr. Ammann is concerned. The lack of juris- 
diction there would be a lack of jurisdiction over subject matter. 

Mr. Fiscupacu. So that it would be the position of the Board that 
the court had no jurisdiction over Mr. Ammann’s accounting ? 

Mr. McKenna. I don’t think we have even taken a position on that. 
We are getting down now to a nebulous distinction of types of 
accounting. 

I could not give you a satisfactory discourse now on that anyway, 
but I suppose in connection with the order of the court, order 388, and 
in view of the cases on accountings by receivers of national banks, 
that the court may have some jurisdiction to require a certain kind of 
accounting, namely, that all assets be there, but that is certainly not 
an official position of the Department of Justice. 

I am not the one authorized to give that. ' 

Mr. Fiscupacn. You recall that in May of 1949, there was sub- 
mitted to the Board an accounting by Mr. Ammann, and the Board 
took certain action thereon as is indicated by its own records. 

You thereafter had conferences with counsel in an endeavor to 
obtain their consent to the form and the substance of the accounting. 

Mr. McKenna. I think what happened there, that immediately 
upon the Board passing that resolution, copies of the accounting were 
sent to the special master, who in turn handed copies to the opposition. 
That is my recollection of what happened, and that later when I was 
out there I tried to assist the special master in trying to come to some 
resolution between counsel as to what, if anything, was going to be 
objected to, and I think Mr. Chapman joined in on that. 

Mr. Fiscupacn. At that time, did not the Board and the Depart- 
ment of Justice have in mind making a motion in the Federal court 
for the acceptance of the accounting? 

Mr. McKenna. That may have been in my mind. TI am sure it 
never was in the mind of anybody in the Department of Justice. 

Mr. Fiscupacu. Do you recall writing a letter on that subject? 

Mr. McKenna. I recall having read such a letter yesterday or 
whenever we went over this. It might be pointed out in that con- 
nection, of course, that at the start of the accounting itself in its terms 
it disclaims aspects of the jurisdiction of the court. 

Mr. Fiscnracn. Could you tell us, Mr. McKenna, what the rela- 
tionship was between the application by Wilmington Federal through 
Mr. Gilbert as counsel for an order of the court requiring all parties 
to report on the progress of settlement negotiations and the making 
of order No. 2015? 

Mr. McKenna. Iam convinced that there was no relationship what- 
ever except possibly the time relationship. I am convinced that the 
Board did not even consider that petition of the First Federal for such 
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a show-cause order and probably was not even aware that it was made 
at the time that it entered into the discussions on order No. 2015. 

Mr. Hourrrerp. Mr. McKenna, will you speak a little louder? The 
reporter apparently is having trouble hearing you. 

Mr. Fiscusacnu. In point of actual fact, however, wasn’t the an- 
nouncement of the oinkkik of order No. 2015 and the formulation 
of the position of the Board im relation to that application part of the 
entire whole? 

Mr. McKenna. Formulation of the position of the Board in con- 
nection with the application of the First Federal ? 

Mr. Fiscusacu. Of the Wilmington Federal. 

Mr. McKenna. Well, the sequence of that is this. The Board 
adopted its order on September 9, 1949. I believe that the decision 
had been made on September 6, 1949. 

On September 12, 1949, there had already been scheduled in Los 
Angeles in the district court before Judge Hall, a hearing on the 
Wilmington Federal’s motion to cause all parties to respond to a 
show-cause order that related to settlement negotiations. There is no 
connection between the pendency of that hearing or the application 
of the First Federal for such a show-cause order or the show-cause 
order on the one hand, and on the other hand, order No, 2015 or any- 
thing leading up to order No. 2015. 

However, I do recall that after the Board had made this decision, 
someone at the Department of Justice decided the court should be ad- 
vised that the Board was taking this action and the most effective way 
to do it was at. the hearing of the following Monday, which was 
September 12. 

The official notice with respect to order No. 2015 was not that. The 
notice given by the Board as the administrative agency involved, is 
the notice set forth in order No. 2015 itself. 

Mr. Fiscusacu. Had you had called to your attention the teletype 
message from Mr. Carter, as United States attorney, to the Attorney 
General or the Department of Justice, attention Melvin Siegel, Sep- 
tember 2, 1949% Did you help in the formulation of this commu- 
nication ? . 

Mr. McKenna. That came from Mr. Carter to Mr. Siegel ? 

Mr. Fiscunacu. Yes. 

Mr. McKenna. No; I don’t believe so. I was not in Los Angeles at 
the time. 

Mr. Fiscusacu. Isn’t this teletype of September 2, 1949, the first 
information the Home Loan Bank Board had of the fact. that such 
an application had been made by First Federal of Wilmington ? 

Mr. McKenna. I couldn’t answer that. I have no recollection of it. 

Mr. Fiscnpacu. I call your attention to a memorandum which ap- 
pears to be in the handwriting of Mr. Carter, then United States attor- 
ney, that on September 7, 1949, Graham Morison called in relation 
to the bank case, and there are three points noted and numbered in 
the memorandum, and the three points embrace the subject of serving 
notice and an order for an administrative hearing. 

Mr. McKenna. Yes, sir. 

Mr. Fiscuzacu. In light of that I ask you whether it is still your 
view that the formulation of the Board’s position or the position 
of the Department of Justice in response to the order to show cause 
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that. was served on September 2, and which was scheduled for hearing 
on September 12, was or was not related to the making of order No. 
2015. 

Mr. McKenna. I can say absolutely it was unrelated. I do recall 
Graham Morison’s telephoning me and I recall it because Graham 
Morison usually sent word through subordinates about this order to 
show cause in connection with the settlement progress. 

I remember Mr. Morison’s commenting on how ridiculous it was 
that the court should be ordering parties to show what progress they 
had made in settlement negotiations. That should a apenr on the 
record, and he dictated over the phone to me what should go into the 
Government’s opposition or the Government’s response to that. 

Mr. Fiscusacn. You were in Washington at that time ? 

Mr. McKenna. I was in Washington at the time. I had a phone 
call from Mr. Morison which, of course, indicates that Mr. Siegel must 
have been out of town. Now there is absolutely no connection between 
that and anything related to order 2015. 

Mr. Fiscuzacu. How soon after that telephone call did you go out 
to Los Angeles ? 

Mr. McKenna. I went out to Los Angeles with Mr. Siegel in con- 
nection with the hearings on the preliminary injunction against the 
administrative hearing ordered by order No. 2015, and I take it that 
was the—— 

Mr. Fiscupacu. November? 

Mr. McKenna. About October 25, or so, because we did not antici- 
pate an extension of the temporary restraining order, which, however, 
did issue. 

~ Mutter. Mr. Fischbach, how much longer are you going to 
take ¢ 

Mr. Fiscupacu. I have gone over this with Mr. McKenna and he 
will be available at a later time, and I would be very happy to defer 
to any interrogation that you might have. 

Mr. Mitier. What I had in mind is, I am trying to get a plane to 
Buffalo at 4:30, and I would like to interrogate Mr. Gregory before I 
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Mr. Fiscuzacu. By all means. This will not interrupt anything 
or discommode us in any way whatsoever. I would be very glad to 
call Mr. Gregory. 

Mr. Houirieip. Mr. Gregory, will you come forward, please. 

Mr. Gregory, in your last appearance before the subcommittee you 
asked for the privilege of making a statement in regard to the rees- 
tablishment of the Los Angeles bank, and I told you at that time that 
we would give you that opportunity. 

However, before making that statement, the subcommittee would 
like to interrogate you on some matters in which it is mterested. 

Mr. Miller? 


FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, LONG 
BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, LONG BEACH, 
CALIF. 


Mr. Grecory. I should be very glad to help if I can, Mr. Chairman. 
Mr. Minter. Mr. Gregory, you have a copy of the report which you 
submitted the other night ? 
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Mr. Grecory. Yes, sir; I do. 

Mr. Mixer. I would like to question you just briefly concerning 
the material on page 26 and 27 of that report concerning the purchase 
of this home from Mr. Jones. Could you tell me to your best recol- 
lection the date upon which that contract was entered into for the 
purchase and sale of that home? 

Mr. Grecory. It was in the latter part of 1940 or the early part of 
1941. 

Mr. Mitrrr. 1940 or 1941. 

Mr. Greeory. Yes, about that early. 

Mr. Mruier. What was the agreed purchase price ? 

Mr. Grecory. The agreed purchase price was the actual cost. 

Mr. Miuier. What was it? 

Mr. Grecory. The books first showed the actual cost to be about 
$31,000. However, on a reaudit of the books it was $26,000 and just a 
few dollars over. 

Mr. Mirirr. You agreed to pay Mr. Jones $26,000? 

Mr. Greeory. I agreed to pay him the cost; yes, sir. 

Mr. Miizer. And at that time in ’40 or early *41, did you go into 
occupancy of the House? 

Mr. Grecory. I don’t believe I quite understood your question. 

Mr. Mititer. Did you move into the house in *40 or °41? 

Mr. Grecory. I helped draw the plans for it. I supervised the con- 
struction and I moved in immediately. 

Mr. Mrurer. Did you and your family move into the house? 

Mr. Grecory. We moved into it immediately when it was finished. 

Mr. Miter. In late °40 or early 41? 

Mr. Grecory. That is approximately the time; yes, sir. 

Mr. Mitxer. Under an understanding that you were to pay the cost 
price and later on it showed to be around $26,000? 

Mr. Grecory. That is correct. 

Mr. Miniter. Was any written instrument entered into at that time 
between you and Mr. Jones? 

Mr. Grecory. The assignment of the obligations that I spoke of 
was of the seventy-some hundred dollars. 

Mr. Miter. The what? 

Mr. Grecory. I am remembering now. About $7,800 assignment 
of an obligation due me from Mr. Weinblatt was assigned to Jones 
at that time. 

Mr. Mitier. Anything else? 

Mr. Grecory. That was all at that particular time. A few months 
later I assigned the $16,000 obligation I had from Moss & Co. I had 
started to procure a loan on the house for $15,000. 

The title company issued a report and we executed the note and 
trust deeds, and I was ready to get the loan to finish paying off $15,000 
of the amount when I made a deal with Jones to take the obligations 
from Moss & Co. instead of my borrowing the money for that purpose. 

Mr. Mittrr. So you did assign to Jones the claim that you had 
against Moss & Co. and also the other $7,000? 

Mr. Grecory. That is right. 

Mr. Miter. Which you had against Weinblatt ? 

e Mr. Grecory. That 1s correct. 
Mr. Miter. Which amounted to around $23,000 ? 
Mr. Grecory. Twenty-three or -four thousand; yes. 
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Mr. Muer. And that was the only collateral which you assigned ? 

Mr. Grecory. That is correct. 

Mr. Miter. Or the only payments which you made on the house 
at that time? 

Mr. Grecory. At that time; yes. Later on I made some more pay- 
ments. 

Mr. Miuier. At that time did Mr. Jones give you a deed to the 
property ? 

Mr. Grecory. No; he did not. 

Mr. Mirter. You were in there under a contract, so to speak? 

Mr. Grecory. Under an agreement with him; yes. 

Mr. Mitier. Under an agreement ! 

Mr. Grecory. That is right. 

Mr. Murer. There was no written instrument at that time? 

Mr. Grecory. Except the assignments of the collateral and what it 
was for. 

Mr. Miter. But there was no written instrument such as a deed 
of trust? 

Mr. Grecory. No, there was nothing recorded in the county re- 
corder’s office. 

Mr. Miter. And nothing in 1940 or 1941 was signed by Jones in- 
dicating the transfer of the property to you? 

Mr. Grecory. I think that Jones may have signed some papers at 
the time I started to get the loan. It seems to me that I believe he 
made a deed for it at the time, but when I did not get the loan, it was 
not used. 

Mr. Mixter. It was not used? 

Mr. Grecory. It was not used; no. The deed wasn’t used. I was 
waiting to see what we collected on the obligations and what the 
balance was. 

Mr. Miuuer. So you were in occupancy of the house at that time 
having assigned $23,000 worth of claims to Mr. Jones, and you had no 
title to the property at all? 

Mr. Gregory. No title at all except a receipt for the assignment—— 

Mr. Miter. You had no proof at all that you owned the house or 
any rights in it? 

Mr. Grecory. I wouldn’t say that, Mr. Miller. The assignment of 
collateral for the purpose of applying on the purchase price is an 
acknowledgment by Jones—— 

Mr. Miutirr. Did it so state in the assignment ? 

Mr. Grecory. It mentioned the property, that is right. 

Mr. Mitier. And that the assignment of claims’ was made in pay- 
ment or part payment ? 

Mr. Gregory. To apply on the obligation, that is correct. 

Mr. Miniter. Your recollection is that you do not know whether 
or not Jones at that time did sign the deed ? 

Mr. Greeory. I had not thought of it until you asked the question, 
but I think I remember him having signed a part of the escrow papers 
to convey the property to me, and then that escrow was canceled. 

Mr. Mirxier. Could you supply us with a photostatic copy of these 
documents that you are referring to? 

Mr. GreEcory. Yes, I will have to get them from the coast. I don’t 
have them here. 
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Mr. Fiscunacu. May we receive them and have them in the sub- 
committee’s file ? 

Mr. Mrurer. Yes. 

Mr. Houtrietp. Yes, without objection they will be received and we 
will ask the witness to furnish such photostatic copies of assignments, 
receipts, deeds, or other documents which have been mentioned at the 
cross-examination. 

Mr. Miuier. Now there did come a time sometime later when you 
did execute a $30,000 trust deed to Mr. Jones ? 

Mr. Grecory. That was after the seizure of Long Beach Federal. 

Mr. Mrirer. After the seizure of Long Beach Federal ? 

Mr. Grecory. Yes, sir. I needed funds in connection with the fight 
here, so I went to Jones and told him I did, and he said that he would 
loan the funds provided we gave him a trust deed on the house. 

Mr. Mirarr. Did you take the $30,000? 

Mr. Grecory. That is correct. 

Mr. Mrier. What did you use the money for? - 

Mr. Grecory. I have used it in this litigation excepting $5,000 for 
expenses over a period of time. 

Mr. Miuier. To whom did you pay the money ¢ 

Mr. Grecory. To whom did I pay the money? Well, it has gone to 
a lot of people. Primarily I used it for living expenses. I made two 
or three trips to Washington. There was litigation expense. I cov- 
ered part of that. 

Mr. Mitier. What litigation expense? 

Mr. Grecory. In connection with the shareholders of Long Beach 
Federal. 

Mr. Houirrevp. I might say at this time that the previous testimony, 
I believe, shows you paid something like $5,600 personal contribution 
toward the litigation expenses. 

Mr. Greeory. Fourteen thousand, Mr. Chairman. 

Mr. Hontrieip. Fourteen thousand ? 

Mr. Grecory. That is right. 

Mr. Mritier. Could you submit to the subcommittee how the $25,000 
was spent by you, showing the dates of payment and to whom it was 
raid ¢ 
Mr. Grecory. I can show you what I claimed on income tax as de- 
ductible. 

Mr. Mi.uer. Do you believe you could get up a fair itemization ? 

Mr. Greoory. I believe I can probably. It will take a little time, but 
I believe I can work out a fair itemization of it. 

Mr. Mitier. Would you submit that to the subcommittee ? 

Mr. Grecory. If you would like, I should be glad to. 

Mr. Fiscupacu. I might say, Mr. Miller, that same question was 
raised before the Smith committee and Mr. Gregory did furnish the 
Smith committee with a statement on that subject. 

Mr. Miter. I don’t believe that was an itemization for this $25,000. 

Mr. Grecory. He is speaking of the $25,000 net that I used from 
Jones. I used $5,000 of it toward the purchase of another property 
and $25,000 I have used in the general expenses since that time. ’ 

Mr. MItter. Now, of course, you understand you are under oath. 

Mr. Grecory. Yes, sir, I understand that. 

Mr. Miter. Supposing I should tell you that Mr. Jones’s income- 
tax return filed with the Internal Revenue Bureau shows this house 
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was a gift to you. That would mean, would it not, that either Mr. 
Jones should go to jail or you should go to jail. 

Mr. Grecory. If that is just the way it is stated, I might agree with 
you, Mr. Miller, I have not seen Mr. Jeune income-tax return. 

However, I have heard a disctission on the subject, and I understood 
that in 1944 he charged a part or a substantial portion of the amount 
off when he thought he was not going to be able to collect from Moss 
& Co. when they started their litigation. 

Mr. Miter. Supposing Mr. Jones made a sworn statement to the 
effect that he never received any money from you for this house, it 
was never intended that he receive anything for the house, that to 
this day he never received anything for it, that it was considered by 
him to be a gift to you and always carried as such, and that he reported 
it as such in his income tax. 

Mr. Grecory. 1 would be very amazed at that, because the docu- 
ments prove otherwise. 

Mr. Mitier. Can we, Mr. Chairman, make arrangements to interro- 
gate Mr. Jones either here or in California ? 

Mr. Ho.trrerp. Certainly. 

Mr. Fiscupacu. By all means. 

Mr. Mitier. Now, you assigned this claim from Moss & Co. in 1940 
or 1941 to Mr. Jones; is that correct ? 

Mr. Grecory. Whatever date it was; yes, sir. 

Mr. Muier. Showing you exhibit C in the California court—our 
exhibit 9—this is the report of examination and audit of the Long 
Beach Federal Savings and Loan Association, Long Beach, Calif., 
as of May 18, 1946, and October 2, 1946—it shows here that the fol- 
lowing is a schedule of payments made to creditors of Moss & Co. 
through Helen P. Sullivan, trustee. 

Mr. Grecory. I am familiar with this. 

Mr. Mitter. The payments made by Helen Sullivan as trustee 
show Thomas A. Gregory, $12,886. 

Mr. Grecory. That is correct. 

Mr. Mitier. How do you coincide that with the proposition that 
many years prior thereto you had already assigned that particular 
claim to Jones? 

Mr. Grecory. I continued to collect on behalf of Mr. Jones, Mr. 
Miller. I even remained as a defendant in the litigation in connection 
with the accounting therefor because Jones did not want to become 
involved in it, and it was on that basis that I collected the funds. 

Mr. Mrtier. Do you have any papers with you or which you may 
file with this subcommittee showing the authority upon your part as 
agent, or power of attorney, to collect upon behalf of and for Mr. 
Jones? 

Mr. Grecory. I don’t know whether there is anything in writing on 
that or not. Certainly there was an agreement. 

Mr. Mixier. You have already testified that claim was assigned 
by you. 

Mr. Greeory. Yes, sir; it was assigned by me. 

Mr. Mitter. That means to a layman, does it not, you had no 
longer any right, title, or interest in it ? 

Mr. Gregory. That is correct. 

Mr. Mitirr. That you would not be authorized to collect it for Jones 
unless you were authorized to do so by Jones? 
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Mr. Grecory. Unless they had authority ; that is correct. 

Mr. Minter. Do you have any proof of that authorization ? 

Mr. Greeory. I will have to go to the files on that, Mr. Miller, I 
don’t remember if I have a written authorization. 

Mr. Mixxer. If you do, you will submit it to the subcommittee ? 

Mr. Greeory. I shall be glad to do that. 

Mr. Mixuirr. Right about the time of this house transaction, that 
was also about the time that the Long Beach association was making 
loans in hundreds of thousands of dollars to the Jones brothers, is that 
true? 

Mr. Grecory. I believe we had made previously quite a substantial 
block of loans at the time I made the house transaction. I don’t be- 
lieve there were any of them in progress at that time. I don’t remem- 
ber any of them being in progress at that particular time. 

Mr. Miter. Mr. Gregory, did you at any time or do you now have 
any interest, financial or otherwise, in Moss & Co? 

Mr. Greaory. I loaned $16,000 to them; other than as a creditor, I 
never had any interest in it at all. 

Mr. Miuirr. What security did you receive from Jones & Co. for the 
$16,000 loan ? 

Mr. Gregory. You mean from Moss & Co, 

Mr. Miturr. From Moss & Co. 

Mr. Greeory. I did not receive any security at all; it was an open 
account, and I loaned it to them from time to time. 

Mr. sama Was it loaned out of loan association funds or personal 
funds? 

Mr. Grecory. No; it was my personal funds. 

Mr. Mixer. How was the account carried? I mean was it a cash 
transaction from you to Moss & Co? 

Mr. Grecory. There were several ways the funds were advanced. 
Part of the time I deposited them in the Moss & Co. bank account for 
them, and took a 

Mr. Miter. Where was the bank account ? 

Mr. Grecory. They had their bank in the Security First National 
in Los Angeles. 

Mr. Miiier. You deposited it there in their bank? 

Mr. Gregory. No; I deposited it in the Security First National in 
Long Beach, and they deposited in the Security First National of 
Los Angeles. 

Mr. Miiier. How did you make the deposit; by check? 

Mr. Grecory. Some of them may have been by check, and some by 
cash. 

Mr. Miuxier. Would you produce the canceled checks? 

Mr. Grecgry. I can produce the dates of the deposits and amounts, 
and how it was done. Now, what was the 

Mr. — If it was by check you would have the checks, would 

ou not 
. Mr. Grecory. I probably would, although that has been 10 years 
ago, but I believe I probably would. 

Mr. Fiscupacn. Could not you also get, Mr. Gregory, duplicate 
deposit slips? 

Mr. Grecory. I believe so; and besides that, the Moss & Co. books, I 
believe, show the dates and amounts they received it from me, and from 
whom they received it. 
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Mr. Fiscusacnu. Certainly the Security First National Bank’s rec- 
ords would undoubtedly be available. 

Mr. Gregory. I don’t believe I will have any difficulty in doing it. 
It is just a matter of detail. 

Mr. Mier. Has that loan been repaid to you? 

Mr. Grecory. It was paid, as I caviaieaie testified; $12,000 and 
some of it was paid back. There was about a $4,000 loss on it and, 
as I previously testified, I told Mr. Jones I would assume that obliga- 
tion of making up the difference on it. 

Mr. Mituer. The books of Moss & Co. would not indicate that at 
any time you received any profits from the operations thereof, would 
they ? 

Mr. Grecory. Certainly if they do they are in error, and I feel very 
confident they do not. 

Mr. Mitter. The books of the corporation would not show you re- 
ceived anything as an officer, agent or employee from them ? 

Mr. Grecory. No, sir. 

Mr. Mirurr. As a banker, has it been a general procedure to loan 
i without any evidence of indebtedness or security for the 

oan ? 

Mr. Grecory. Of course, I feel I had evidence of it at the time, Mr. 
Miller, showing they had received the funds. I also felt that—— 

Mr. Mituer. Did you have any evidence that it was a loan? 

Mr. Grecory. Yes. Everything we advanced showed it was a cash 
advancement for it, and 

Mr. Miter. That would not mean anything. That could mean a 
cash payment on the debt. I mean did you have anything to show it 
was an outright loan from you? 

Mr. Grecory. There is a written statement from Moss & Co. to the 
effect somewhere that it is a loan. 

Mr. Mitter. Have you got that statement ? 

Mr. Grecory. It seems to me there is a letter in exhibit C that says 
that, the exhibit we had before us here. I will look it up for you in 
a few minutes if youlike. Iam sure there is one of them there. 

There are other evidences of it that we have had, and I think there 
is a resolution of the Moss & Co. in connection with it somewhere, 
if I remember correctly. I remember some time ago seeing a resolu- 
tion on it. 

Mr. Miuter. Mr. Gregory, were you ever an officer in the Title 
Service Co. ? 

Mr. Grecory. Yes, sir; I was one of the original organizers and a 
director and secretary. 

Mr. Mitter. You received profits and a salary from it? 

Mr. Gregory. No, sir; I have not received profits nor salary from it. 

Mr. Mitter. At no time? 

Mr. Grecory. Not as a dividend upon any stock and not as a salary; 
no, sir. 

Mr. Mitier. Did you receive any compensation from Title Service? 

Mr. Grecory. I received no compensation from the Title Service Co. 

Mr. Miter. Did you receive any money from it in any manner for 
any purposes ? 

Mr. Grecory. I have handled numerous escrows from it. I have 
purchased checks for accommodation, such as we issue to any of its 
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customers. I have loaned money to it extensively from time to time, 
and there have been a few times when I have borrowed some from it. 

Mr. Miriter. Would you be willing to submit the records of this 
company to the subcommittee for examination ? 

Mr. Grecory. Such as we have of them left. Te 

Mr. Mitter. The records showing the receipts and disbursements 
and the profit and loss statements of the company. 

Mr. Grecory. Yes. 

Mr. Mitter. All of those statements which you have in your 
possession. 

Mr. Grecory. Yes; we should be very glad to. I might say this, 
Mr. Miller, that we had submitted to the Home Loan Bank Board an 
auditor’s statement of the profits and losses of the company for each 
of the years excepting 1945. We offered it for that year and the 
refused it, saying they are not interested in it, so there are auditor's 
statements of the profits and losses of the company, and I believe we 
can find part of it. We did not get them back when they seized our 
records but only part of them. I think we can find most of them. 

Mr. Mutter. You will submit what you have to the subcommittee? 

Mr. Greoory. Yes. I will be very glad to. 

Mr. Mitter. Now, in regard to the Pacific Insurance Agency, were 
you an officer of that agency ! 

Mr. Greeory. I own it. 

Mr. Miuier. Does that mean all of the profits of the agency will 
be yours? 

Mr. Greeory. That is correct; it does. 

Mr. Miter. The offices of that agency were in the Long Beach 
Bank? 

Mr. Grecory. That is correct. 

Mr. Mitzer. Long Beach Federal Savings? 

Mr. Grecory. Originally. They have not been since the company 
was not reestablished. 

Mr. Mirier. Not at the time the conservator was placed in the 
offices. 

Mr. Grecory. Yes, sir. 

Mr. Miutuer. The profits from it were yours? 

Mr. Gregory. The profits from it were mine, with full knowledge 
of the board and full knowledge of the shareholders. 

It is a custom that is normally followed in most of the institutions 
out there. It is nothing unusual at all. 

Mr. Mitter. The insurance agency never paid any rental to the 
association ¢ 

Mr. Gregory. No. 

Mr. Mitier. Did the employees of the Long Beach Savings and 
Loan Association, while in the offices of the bank, perform certain 
services for the Pacific Insurance Agency ? 

Mr. Grecory. How much was performed for the Pacific Insurance 
Agency and how much for the Federal, it is hardly distinguished in 
this respect, the records that were kept by the Federal employees were 
exactly the same records they keep when the agency is not there, and 
the agency used those records or vice versa, as a reference back and 
forth between the Federal and the agency. 

Mr. Mitxer. Did the Pacific Insurance Agency have any employees 
of its own in the bank not connected with the operations of the bank 
at all? 
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Mr. Grecory. There have been times when it has; when it has had 
any special work to do or any special auditing of books or what-not, 
there have been employees of its own to do that. 

Mr. Mitirr. But most of the time the employees of the bank also 
conducted the routine and office work of the insurance agency? 

Mr. Grecory. The manner in which it was handled was there was 
very little routine and office work for this reason, that we wrote no 
policies there at all. All of that work was done in the main office 
of the insurance company. The only thing that was done would be 
the ordering of policies in the main office of the company, and the 
filing of the duplicates when they came in. That is about the 

Mr. Mitirr. But that work was done by the employees of the asso- 
ciation ¢ 

Mr. Grecory. To a large measure; that is correct. 

Mr. Mitirr. Their salaries were paid by the association entirely 
and not any part thereof by the Pacific Insurance Agency ¢ 

Mr. Grecory. For that particular function, that is correct. How- 
ever, we did maintain—where we hired the extra help and where 
we maintained our extra insurance records, the Federal did use 
them, so I think it was fairly well offset anyway. In the early stages 
of the organization of the Federal, obviously we had to go on a very 
low salary, and. it was the agreement with the Board at that time, 
and it was confirmed at the shareholders’ meetings afterward, that 
the insurance agency should be a part of my compensation, and it 
was understood that I got whatever 1 could make from the insurance 
agency to help offset the amount of salary 1 did not get from the 
Federal. 

Mr. Miurr. Is there anything in the minutes of the corporation 
or in the association which shows that was the understanding you 
had ¢ 

Mr. Grecory. I believe there is. It would be quite a long way back, 
and I will have to go look for it, but I have a faint recollection that 
it is back there. I certainly know it was discussed at both the board 
meetings and at the shareholders’ meetings. 

The name of the agency was advertised to the public as such, so 
there could be no question in anyone’s mind that that was segregated 
off from the rest of the association so far as the name was concerned. 

Mr. Muzer. But the books of the Long Beach Federal Association 
will not show any rental paid by this insurance agency or any re- 
imbursement to the association for the use of its help in the conduct 
of the insurance business carried on within the premises of the 
association. 

Mr. Greeory. so by a lack of salary which they did not pay 
me, which they probably would have had to pay otherwise. 

Mr. Miter. That would not show on the books; your salary would 
be stated. 

Mr. Greeory. That is right. 

Mr. Mitre. In other words, the books would not show additional 
compensation to you as a result of these things. You are supplement- 
ing what the books would state by your testimony. There would be 
nothing in the books reflecting that. 

Did you pay an additional income tax to the Federal Government 
based on this additional compensation that you got because of the 
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fact that the insurance agency did not pay any rent or compensation 
for the employees that worked for you? 

Mr. Grecory. I paid income tax on the net proceeds I received from 
the agency—upon the net. 

Mr. Muir. That is what I say. You paid upon the net proceeds 
from the agency or your salary, whatever your income was. You did 
not add thereto for the additional compensation because you did not 
pay from the profits of the insurance agency any rental or for any 
employees. 

Mr. Grecory. I would not say I did not pay any employees, but 
from time to time—— 

Mr. Miuuer. Well, from time to time. 

Mr. Grecory. Yes; that is correct. 

Mr. Miter. In other words, you were getting additional emolu- 
ment which was not reflected in your income-tax return. 

Mr. Grecory. No; I think it was that if I would have had to pay, 
it would have lessened the income. 

Mr. Mriter. It would not, would it, if this insurance agency had 
to pay rent and had to pay employees to carry on the routine insur- 
ance agency business, the profits would not have been as great as they 
were ? 

Mr. Grecory. No, not in the insurance agency, but it would have 
been offset by an additional salary. So as far as the Federal is con- 
cerned it would have been substantially the same, and so far as that 
is concerned, the net results would have been substantially the same. 

Mr. Miixier. But the net results in the actual transaction are not 
the same, are they? 

Mr. Grecory. I think they would have been. If the insurance com- 
pany had paid a rental and some extra compensation for whatever 
somebody thought it should pay for the service—I was getting that 
service from the Federal as part of my compensation. Obvivkis y my 
compensation would have been—— 

r. Mrtzer. Increased. 

Mr. Grecory. Increased by that amount if it had not—— 

Mr. Miuzer. Do you have any resolution or any authorization or 
any written statement which substantiates your position that was 
the agreed contractual understanding between you and the associa- 
tion that you were to be paid a blank number of dollars as officer 
and manager of the loan association, and in addition thereto were 
entitled to the use of the “ype gate for the operation of your insurance 
business as compensation? Do you have any such? 

Mr. Grecory. Whether we have it in the minutes, I don’t know 
for sure, but I believe we have. I will go look. 

Mr. Mitier. Would it be any place? 

Mr. Grecory. I will go look. Certainly there is the testimony of 
the directors who participated in it, and many of the customers who 
are familiar with it. ; 

Mr. Mitter. Could you give me the names of those who partici- 
pated in that discussion and who authorized it? 

Mr. Gregory. Yes. Mr. M. T. Killingsworth, Mr. S. I. Bacon, 
Mr. J. K. Reeder, and quite a way back, Mr. H. H. Law and Mr. J. S. 
Watts, and at a later time Mr. Arthur Allen, and my father. I don’t 
know whether there were any more I have missed or not, but cer- 
tainly those did. 
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I might mention also on that particular subject, Mr. Miller, that 
is a subject that came up by the shareholders, analysis or investigation. 
and they went into it in considerable detail since, well, the first part of 
this year—the last part of last year and the first part of this year— 
and that was one of the subjects that was presented to the shareholders’ 
group, and they have ratified those actions by their resolution. 

Mr. Fiscupacu. Did they go into the history of the matter? 

Mr. Grecory. Yes; they went into the history of this story. 

Mr. Fiscusacu. That would be before the subcommittee in that 
report. 

fr. Grecory. I don’t know how much they gave in detail in that 
report, but they went over in exhibit C, and that is mentioned there. 
r. Mriter. Did you ever have any financial interest in the opera- 
tions of Jones & Co. ! 

Mr. Grecory. Any financial interest in the operation of Jones & Co. ? 

Mr. Mier. In any respect, as employee, agent, creditor, adviser ? 

Mr. Grecory. At one time they listed me, I believe, on one brochure 
they put out as an adviser. They had been advising with me. As 
soon as I found out about it I eliminated that, but I never received any 
compensation from them for it. 

Mr. Miller. Never? 

Mr. Grecory. No, sir. 

Mr. Miter. Did you receive any compensation from Jones & Co., 
for anything? Would the books, to your knowledge, have any true 
entries thereon showing payment to you by Jones & Go. in any current 
year of operation for any reason, accepted by you. 

Mr. Grecory. I have bought lumber by them. 

Mr. Miter. No, no; I am talking about 

Mr. Greeory. I am attempting to remember any transactions there 
might have been, Mr. Miller. I can remember nothing that I ever 
received from them in a matter of compensation. 

Mr. Mituer. Did you have any personal financial interest in the 
Willhoit-Frame transactions ? 

Mr. Grecory. No personal interest whatsoever. 

Mr. Miter. Were you ever paid anything by them? 

Mr. Grecory. Personally paid anything by them? Not to my rec- 
ollection, sir. The nearest to it, I believe would be that Willhoit had 
two people working for him that were collecting for him, and they 
desired to become insurance agents. I licensed them in my agency 
as agents, and they took the commission, I believe three-fourths of the 
commission, and I kept a fourth of what they wrote on outside busi- 
ness, while they were transacting their other business, but that would 
not be a directly from Willhoit or Frame. 

Mr. Mitier. They were the two—I mean, rental collectors for 
Willhoit? 

Mr. Grecory. That is correct. 

Mr. Miuier. At the time you made them insurance agents, did 
they work for you and collect insurance premiums, and did they 
at the same time continue their operations for Willhoit ? 

Mr. Gregory. That is right. 

Mr. Mitimr. So they were working for both you and Willhoit? 

Mr. Grecory. They were working primarily for themselves, and 
I licensed them as agents to assist them. 
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Mr. Mixxer. What they made in insurance premiums, you retained 
a fourth? 

Mr. Grevory. I believe it was a fourth. 

Mr. Mirxer. And at the same time they were also working for 
Willhoit ? 

Mr. Grecory. That is correct. Those were nominal amounts, how- 
ever. I don’t believe they wrote any particular volume., It was 
more of a- 

Mr. Miter. Looking over all of the papers in-this case of the sub- 
committee, with which I am not too familiar, that is, the pate in 
the California courts, I note there seems to be several prominent 
citizens whom you charged in the pleadings with participation in 
fraud and conspiracy pleadings, which you verified. One/of these 
persons isa Mr. Sproul; is that correct ? 

Mr. Grecory. Mr. Sproul. 

Mr. Miter. Yes. 

Mr. Grecory. He is a director of one of the associations—one of the 
northern associations—— 

Mr. Mitirr. He is president of the University of California? 

Mr. Greeory. Yes, sir. 

Mr. Miuter. What fraud did he enter into? 

Mr. Gregory. As I understand it, he is one of the directors of the 
northern 10 associations who brought a collusive suit to prevent 
the return of the assets delivered to the San Francisco bank by Mr. 
Ammann, and being a participant in keeping the property which 
we feel they had no justification to take, and having entered into a 
conspiracy among themselves to bring a collusive suit to prevent it, 
we think he became a co-conspirator and underwrote the fraud. 

Mr. Mruter. To what assets are you referring? 

Mr. Grecory. This $6,300,000 in particular of assets plus addi- 
tional collateral amounting to $14:000,000 all told, delivered to the 
San Francisco bank by Ammann, of our association. 

Mr. Mitier. What fraud do you maintain the Federal Savings and 
Loan Insurance Corp. perpetrated in this whole matter? 

Mr. Greeory. It participated in the original release to our sliare- 
holders, misstating the facts, inciting a run, and attempting to dissuade 
and disrupt them in their confidence in their own elected manage- 
ment. Those were misstatements of fact. 

Mr. Miiier. What misstatements of fact do you claim there were 
by the Federal Insurance Corp. ? 

Mr. Grecory. It is one of those letters, I think, which is before the 
subcommittee here which was mailed by Mr. Ammann, wherein the 
Savings and Loan Insurance Corporation is mentioned as-a :partici- 
pant. It was mailed about the 22d or 23d of May, 1946. 

Mr. Mitier. Well, of course, as manager of the association, you 
understand the contract of the Insurance Corporation with the asso- 
ciation, do you not, which was to insure deposits, was it not? 

Mr. Greeory. That was its primary purpose. It is a rather am- 
biguous contract. 

Mr. Mitier. There was no depositor who made any ‘complaint 
against the Insurance Corporation because of the loss of deposits, is 
there, in all this transaction ? 

Mr. Grecory. There are 16,000 depositors who have made a claim 
against the Insurance Corporation because they have lost a part 
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of their assets through the actions of the Insurance Corporation. 
Whether or not it is included and covered under the direct policy, 
we have asked the court to determine in a declaratory relief action. 
We have asked the court to determine that. 

Mr. Miter. But as to any depositor insured by the Insurance Cor- 
poration, there is no claim before you of anybody, to your knowledge? 

Mr. Greoory. For loss of principal or loss of accumulated earnings? 

Mr. Miter. For loss of principal deposits which the insurance com- 
pm ean indemnify. 

r. Greeory. I know of no claim yet for the loss of the principal 
of the depositor. There is a claim for the loss of their accumulated 
reserves, to which that deposit is entitled. 

Mr. Minier. What fraud would the Land Title Insurance Co. have 
committed ? 

Mr. Gregory. They insured the titles to some properties, insured 
that there was no lien upon the property, represented to the pe 
insured that it was not subject to the litigation pending even though 
there was a lis pendens of record. They filed an affidavit, or one of 
their officers did, and an affidavit in the county recorder’s office, say- 
ing the deed of trust was not a lien upon the property, when the trus- 
tees’ title thereto had been interpleaded in the Federal court. We 
believe it to be fraudulent to attempt to circumvent the jurisdiction 
of the Federal court to make a false affidavit based on their action 
to take the property away from the Long Beach Federal, and to mis- 
represent the facts that the land was clear, when in truth and in fact 
it was not. 

Mr. Miter. Would you submit to the subcommittee an analyzed 
statement of the income, expenses, and distribution of the profits of 
the Title Service Co? 

Mr. Grecory. I did not understand that. An itemized statement 
of the profits—— 

Mr. Miter. Of the income, expenses, and distributions of profits 
of the Title Service Co. for the years 1934, let us say, up to the present 
time. 

Mr. Gregory. Yes, sir; I shall be very glad to. 

Mr. Mirier. And also the Pacific Insurance Agency ? 

Mr. Grecory. All right, sir. 

While you are on that Pacific Insurance Agency, Mr. Miller, it has 
taken exactly the same amount of effort and employees in the office 
of the Long Beach Federal to keep its insurance department func- 
tioning since the Pacific Insurance Agency has been removed, as it 
did before. Before it had the benefit of the records of the Pacific 
Insurance Agency. Now it has to maintain its own, so for the amount 
of actual benefit or cost to the Federal, maybe I:should say it was 
very infinitesimal, if any. They have the insurance agency in a 
separate office with separate employees handling it. 

Mr. Mier. Is it not true that the Title Service handled the ma- 
jority of the escrow accounts and acted as trustee in deeds of trust in 
the loans involved ? 

Mr. Grecory. Yes, sir; that is true up to a point. 

Mr. Miter. That is the company which you own? 

Mr. Grecory. My interest in it would be less than 20 percent. 

Mr. Miter. Who owns the rest of it? 








2002 INVESTIGATION OF HOME LOAN BANK BOARD 


Mr. Grecory. Various others, the directors of the Long Beach 
Federal. 

Mr. Mritier. Who are some of the other participants? 

Mr. Grecory. Mr. Killingsworth, Mr. Bacon, Mr. Reeder, my 
father, and originally there were Mr. Watts and Mr. Law. 

Mr. Mrirzer. In other words, as to the Title Service Co., you own 
about - percent, and some of the other directors own the other 80 
percent ¢ 

Mr. Greeory. That is right. 

Mr. Mitter. As to the Pacific Insurance Agency, that is not true, 
you own all of it? 

Mr. Greocory. That is right. 

Mr. Mitrrr. But both agencies used the offices and the employees 
of the association ? 

Mr. Grecory. That is correct. 

While we are on the subject of Title Service Co., I think we should 

o back to the history of it. At the time we started the Long Beach 
‘ederal, and a little while thereafter, the matter of what we could do 
under the terms of the charter was raised, and Mr. Horace Russell 
and Mr. Catlett—Mr. Catlett was a member of the Home Loan Bank 
reer, and Mr. Horace Russell was his chief counsel—came to Cali- 
ornia. 

We had been handling escrows in the Federal directly, and we had 
been issuing accommodation checks to customers. We had established 
a collection department where we would take notes and deeds of trust 
and collect them for the benefit of other people. It was their opinion 
at that time that those were not things the Federal could do within 
its charter provisions. They suggested that either one of the directors 
handle that phase of the business personally if we thought it neces- 
sary to build the business that way, or that we organize the company 
to do so. 

As a result of that conference, the Title Service Co. was organized. 
We had been very careful over the years to keep the Home Loan Bank 
Administration advised of the Title Service Co.’s functions, what it 
made, what profits it accumulated, and the breakdown as to the income 
and expense, so that they-—— 

Mr. Mitier. Did you make any such report to the board of direc- 
tors or accounting concerning the Pacific Insurance Agency ? 

Mr. Grecory. The board of directors certainly knew each year what 
I made because it was a topic of discussion. 

Mr. Mitirr. Did you make any formal accounting to them ? 

Mr. Greeory. No, sir; I made no formal accounting to them. 

Mr. Mriter. But you did as to the other? 

Mr. Greoory. That is correct. 

Mr. Miter. Because there were more directors interested in the one 
than the other? 

Mr. Greeory. No, that is not the answer. It was available for them 
if they wanted it. 

The answer was that on the Title Service Co. we were handling busi- 
ness for the Federal, and with the Pacific Insurance Agency, of course, 
we were writing policies for the Federal, and keeping up its records, 
but it was not handling the money for it. The funds were paid directly 
to the insurance company in most instances, at least, for their fees. 
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Mr. Hoxirtetp. Does your Pacific Insurance Co. write policies other 
than those on properties that come through the savings and loan as- 
sociation ? 

Mr. Grecory. Yes, some. Those I handled personally for the most 

art. 
. Mr. Miter. In this exhibit C it shows from a period of May 1, 
1945—— 

Mr. Grecory. Mr. Miller, the chairman asked me a question on 
that. I had, I believe, two licensed agents, or maybe three, from time 
to time, who took a part of their commissions on policies for handling 
certain parts of the insurance agency, which was an offset over the per- 
sonnel that handled the additional detailed work required in the 
agency, and ig, eipeliy: compensation for that. 

Mr. Miuier. You are talking about insurance agents? 

Mr. Grecory. That is right. 

Mr. Mutter. But when the insurance agent would write a policy or 
secure business, there would be some clerical work done in the Long 
Beach association offices which he would not do as an insurance agent. 

Mr. Grecory. Those agents helped take care of the clerical work. 

Mr. Miter. But it also created other clerical work which was done 
by the Long Beach Federal. 

Mr. Grecory. Substantially none, Mr. Miller, because the appli- 
cations went—— 

Mr. Mitter. You said substantially none. Some? 

Mr. Grecory. There might have been a letter occasionally or there 
might have been something like that. At the same time they were 
boosting the Federal’s business. 

Mr. Mitxier. Now, on page 6—-M of this exhibit C, it shows for a 
period from May 1, 1945, to April 30, 1946, there were $26,511.84 paid 

y the association to the Pacific Insurance Agency as premiums. 

Mr. Grecory. May I have those dates again? 

Mr. Miter. Between May 1, 1945, and April 30, 1946. 

Mr. Gregory. May 1, 1945, and April 30, 1946. 

Mr. Mutter. The amount of $26,511.84 was paid by the association 
to the Pacific Insurance Agency as premiums. Could you tell me, as 
the owner of the Pacific Insurance Agency, about how much your 
commissions would amount to on that ? 

Mr. Grecory. With some of the companies it ran 30 percent, and 
some 35. 

Mr. Miter. Well, that would be six or seven thousand dollars? 

Mr. Grecory. That is roughly it. 

Mr. Mutter. For that year ? 

Mr. Grecory. Yes. 

Mr. Mutter. But you never made any accounting to the association 
for the profits of the Pacific Insurance Co., such as you did for the 
Land Title—— 

Mr. Grecory. Title Service Co. 

Mr. Miter. Title Service Co. 

Mr. Grecory. No, sir; I did not, except in discussion. I never made 
a formal statement. It was never asked for by the Federal examiners, 
and I don’t remember the board asking for it, although I had my 
books there where they could look at them if they wanted to. I think 
the figure that you have there is low on the amount of profits I made 
in that period. I do not think that is accurate. 
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Mr. Mitre. That just shows the premiums paid by the association. 
Now, Mr. Gregory, when you testified before the subcommittee last 
fall you spoke of employing a private detective agency in Washington 
sad to the commencement of the Smith committee’s investigation. 

0 you recall testifying on that 

Mr. Greoory. Yes, sir; I do. 

Mr. Mrtier. What was the purpose for hiring a detective? 

Mr. Grecory. We had a law firm here in Washington—Mr. LeRoy, 
Howard S. LeRoy—and he thought he needed some assistance in 
getting information, and some detail in connection with an action that 
the associations, including Long Beach Federal, were contemplating 
bringing against Mr. Fahey for what we believed to be his arbitrary 
acts, and the agency was primarily under Mr. LeRoy, was employed 
at his suggestion and under his—— 

Mr. Mier. Did you pay the detective or did you pay Mr, LeRoy? 

Mr. Grecory. I paid the detective. 

Mr. Miter. Who was he? 

Mr. Grecory. I will think of his name in a minute. I know his 
address, and I will think of his name in a minute. 

Mr. Mriurr. What is his address? 

Mr. Grecory. I beg pardon ? 

Mr. Murr. What is his address? 

Mr. Grecory. It is 810 Eighteenth Street NW. I will think of his 
name in a second—Mr. Bradford. 

Mr. Mruer. What was it? 

Mr. Grecory. Bradford. 

Mr. Muuer. Bradford ? 

Mr. Grecory. That is right. 

Mr. Fiscunacn. I do not know, Mr. Gregory, whether under the 
laws of the District of Columbia a detective is permitted, without the 
consent of his principal, to reveal the subject of his investigation. If 
there is any such restriction, are you perfectly willing to waive it? 

Mr. Grecory. Yes. I have no objection to him bringing before this 
subcommittee anything that he found out or what he did for the 
attorneys. 

Mr. Fiscupacn. What his instructions were, what he did? 

Mr. Grecory. That is right. There was no secret of it. We were 
doing it, preparing for the litigation and for a case, and certainly if 
we had filed a case it would have been disclosed. 

Mr. Hortrretp. On that point, Mr. Gregory, I would like to ask 
you some questions. 

At any time during this litigation have you had reason to believe 
that private detectives have been put upon your trail and investigating 
your actions and going so far as to enter your hotel rooms and your 
closets and rifle your cabinets, and so forth and so on? 

Mr. Grecory. Yes, sir; I have had. 

Mr. Hotirrecp. Would you please relate to the subcommittee some 
of your experiences along that line? 

Mr. Grecory. Yes, sir. We have had quite a little experience in 
that respect since this litigation started, and we went so far as to buy 
special type locks to lock the closet doors so that we could lock our 
papers up in the hotels. 

Mr. Horrrretp. What do you mean, “special type locks” ? 








INVESTIGATION OF HOME LOAN BANK BOARD 2005 


pig as gtk It is a lock that will lock the door other than a regular 
door lock. It is a mechanical device that hooks in a regular lock and 
locks it where it takes a special key to unlock it. 

Mr. Horirrety. A special key to unlock the lock? 

Mr. Grecory. That is right. 

Mr. Houtrreip. What caused you to buy these special locks and 
protect your records? 

Mr. Grecory. Because I had papers taken out of my files and stolen. 

Mr. Hortrrmetp. What did you say? 

Mr. Grecory. I had papers stolen out of my files. 

Mr. Hottrretp. Where ? 

Mr. Grecory. In the Willard Hotel. 

Mr. Hourrrevp. Willard Hotel? In what manner was your room 
entered ? 

Mr. Grecory. I don’t know how they got inside the room, but in one 
particular instance there were several of us back here on the argument 
before the Supreme Court, and when we got back to the room some- 
body had taken the pins out of the hinges on the back side of the door 
and pried the door off. There were the marks of the tools where it 
had been pried off, chips of the paint all over the door, and there is 
no question but what—— 

Mr. Houirtevp. That was on the closet or on the outside door? 

Mr. Grecory. That was on the closet in the inside of the room. 

Mr. Hottrtretp. What did you have in those closets? 

Mr. Grecory. The briefcases and the various records where we were 
making our argument before the Supreme Court. 

Mr. Hotirrecp. And some of your records have been stolen ? 

Mr. Greeory. That is right. 

Mr. Hottrrevp. And they never were returned ¢ 

Mr. Grecory. That is right. 

Mr. Hotirrerp. Was that the only case in which yon—— 

Mr. Grecory. I don’t believe, Mr. Chairman, that we lost records 
on that particular occasion because I don’t think they had time to go 
through them in the short time we were out after they got the door 
off, but there have been other occasions when I lost records. 

Mr. Hotrrevp. As long as we are on the subject of detectives—give 
us some of the occasions when you had your room rifled. 

Mr. Grecory. I stayed at the Willard Hotel quite a while, and 
before we got the locks, I had left papers there, in my briefcase or in 
my suitcases, and gone back for them, and there would be some of the 
essential papers missing. 

Mr. Horirteip. Were the suitcases or briefcases locked ? 

Mr. Grecory. Sometimes they were locked with regular locks that 
come on them. Since we have gotten these special padlocks put on 
them, we have not had as much difficulty. 

Mr. Ho.irretp. Do you have any reason to suspect or to know who 
the people were that were committing these acts and this burglary ? 

Mr. Grecory. We had been followed quite numerous times by folks 
in navel uniform. 

Mr. Houtrrevp. Will you please repeat. that? 

Mr. Grecory. We have been followed quite numerous timés by 
pene in naval uniform. 

r. Houtrretp. Here in Washington ? 
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Mr. Greeory. Here in Washington; and I believe that Mr. Matney, 
who was up on the case stirring up our shareholders was from Naval 
Intelligence, but it is not an uncommon thing for folks in naval uni- 
forms to tail me wherever I go, and in some instances talk to the people 
with whom I have talked. 

Mr. Hoxirretp. That would lead you to believe then that the Of- 
fice of Naval Intelligence of the Navy has been used for purposes of 
surveillance over you? 

Mr. Greeory. I believe there is no question of that, Mr. Chairman. 

Mr. Hotirretp. Has there been anyone else besides you yourself 
who has seen these so-called people in naval uniform following you? 

Mr. Grecory. Yes, I think they have. Particularly—I hesitate to 
bring this one up because Mr. Wallace is not here to sustain my posi- 
; tion—particularly Mr. Wallace was familiar with that, he having 
been in the Navy and knew their type of operation and what they did. 

Mr. Houirretp. Why would the Navy have any particular interest 
in this case? 

Mr. Gregory. As I understand it, the inquiries we made on it, we 
were informed that the Federal Home Loan Bank is authorized to 
call upon any other Government agency to assist it, and we are in- 
formed that they called upon Naval Intelligence to furnish assistance. 

Mr. Mitxer. Who informed you of that ? 

Mr. Gregory. Mr. Wallace made inquiries of the Navy Department, 
and he was told when we were back here on the Supreme Court case 
after our ' 

Mr. Muier. Who was Mr. Wallace? 

Mr. Grecory. He was attorney for Title Service Co. 

Mr. Murr. For what? 

Mr. Greeory. Title Service Co. 

Mr. Mriier. Where is he now? 

Mr. Grecory. He passed away; he passed away here in Washing- 
ton on one of these transactions. 

He made inquiry, having been in the Navy, and knew his way 
around a little better than the rest of us, and he repeated that he had 
been advised that Mr. Fahey has asked for an assignment of six people 
from Naval Intelligence to tail us while we were here on the Supreme 
Court argument. 

Mr. Mriter. Did Mr. Wallace at any time during the conversation 
reveal to you the name of the person he talked to in Naval Intelli- 
gence or the Navy Department? 

Mr. Grecory. He did, and I am having difficulty in remembering 
it, but he was a Long Beach man in charge of it, and I may be able 
to go back and find that name for you. 

Mr. Wallace had been acquainted, personally acquainted with it— 
he had been transferred here to Naval Intelligence in Washington. 

Mr. Miter. Is there anybody living now who can testify as to 
personally having contacted anybody in the Navy Department being . 
so informed ? 

Mr. Grecory. Personally, I never went to the Navy Department to 
ask them or make inquiry. 

Mr. Mirxirr. Do you know anybody living who did, who would be 
.able to testify ? 

Mr. Grecory. I know Mr. Wallace repeated his experience there 
to many other people. 








INVESTIGATION OF HOME LOAN BANK BOARD 2007 


rk Miter. I am talking about somebody who could directly 
testify. 

Mr. Grecory. Not unless we can locate the name of the particular 
individual I speke of. 

Mr. Mitirr. Otherwise we cannot ascertain the fact? 

Mr. Grecory. That is right. 

Mr. Hourrtevp. Did any of your associates or attorneys, the attor- 
neys for the stockholders’ committee, have knowledge of this broken“ 
door in your hotel room ? 

Mr. Grecory. Yes; they do. 

Mr. Houirievp. Who has that knowledge? 

Mr. Grecory. Mr. oma does, Mrs. Stanaland does, My. Red- 
dick does, Mr. Wallace did. 

Mr. Fiscupacu. Mr. Chapman is right here. 

Mr. Grecory. I don’t know whether there was anybody else with 
- when we went back that day and found it or not, but they were 
there. 

Mr. Houtrmetp. Mr. Chapman, are the statements that Mr. Gregory 
has made in regard to the burglarizing of his room and the necessity 
for obtaining private locks and so forth, a matter of your personal 
knowledge? 

Mr. Cuarman. They are insofar as the Willard Hotel incident is 
concerned. I saw the door afterward and saw the attempts they had 
made to break into it. In fact, I am the one who suggested the locks, 
and equipped us with them. 

Mr. Houtrretp. Off the record. 

(Discussion off the record.) 

Mr. Cuarman. They are standard equipment since I got in the case. 
You can put that on the record. 

(Discussion off the record. ) 

Mr. Mirier. I want to ask Mr. Gregory just one more question just 
to get the record straight on this. Iam a little confused on this Jones 
transaction. 

As I understand it, from 1940 to 1941 you purchased the property 
from him but did not get title? 

Mr. Grecory. That is correct. 

Mr. Mitxzer. He held title, and you were to pay the construction 
costs, whatever the books showed ? 

Mr. Grecory. That is right. 

Mr. Mitter. And at that time you gave him a claim against Moss 
& Co. for $16,000? 

Mr. Grecory. I believe the claim against Moss & Co. may have come 
just a little later than at the time of the purchase of the property. 

Mr. Mitier. Somewhere in there? 

Mr. Grecory. That is right. 

Mr. Mitier. Amounting to approximately $16,000? 

Mr. Grecory. That is right. 

Mr. Mriter. Owed to you by Moss & Co.? 

Mr. Grecory. That is right. 

Mr. Miuurr. Then there was another $7,000-—— 

Mr. Grecory. I would have to look up the figure, but as I remember, 
it was either $7,800 or $8,400, somewhere in that neighborhood. 

Mr. Mitzier. Who was that debtor? 

Mr. Grecory. Weinblatt. 
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Mr. Miter. To your knowledge, did Jones get the $7,800. from 
Weinblatt ? pe 

Mr. Grecory. He already owed Weinblatt the $7,800 and some more 
to Weinblatt, who had a eka against Jones. Mai 

Mr. Miter. So it was a set-off? ae 

Mr. Grecory. That is right. 

Mr. Minuer. He accepted that as a set-off against what, he owed 
Weinblatt and credited you with the $7,800? 

Mr. Grecory. That is right, and Weinblatt accepted it against what 
Jones owed him. . 

Mr. Mitzer. All right. he's 

Now, later you callasteak in behalf of, so you testify, Moss & Co., 
— $12,000-something from the trustee. Did you turn that, over to 

ones ¢ \ wl 

Mr. Gregory. No, sir; I have not yet. 

Mr. Miuier. You have not yet? 

Mr. Grecory. No, sir. 

Mr. Mitter. Then later you borrowed $30,000 from Jones? 

Mr. Gregory. That is correct. 

Mr. Minier. And gave him a deed of trust, right? 

Mr. Greeory. Right. af 

Mr. Minter. Which was recorded. At that time it ,was recorded, 
there was also recorded a deed which was dated way ,back in 1941. 
Did you know that? 

Mr. Greoory. No. 

Mr. Mitier. From Jones to you. 

Mr. Grecory. I did not know that. There is a deed recorded in 
1941? 

Mr. Miuuer. Recorded later, but it was dated way back in May 1941. 

Mr. Greoory. I think that is an error. 

Mr. Mixer. It is recorded in the county clerk’s office. 

Mr. Ho.irtevp. I think you misunderstood. Mr. Miller said at the 
time the deed of trust was recorded, a deed dated 1941 was recorded, 
and isn’t it necessary that a deed be recorded at the time of the deed of 
trust ? 

Mr. Grecory. It is not necessary. 

Mr. Mitirr. You would not have authority to execute a deed of 
trust for the record unless you have the record title. 

Mr. Grecory. That was a simultaneous transaction, if I remember 
it. 

Mr. Mutter. I understand that, but did you know that, the deed 
which was recorded at that very time, was a deed which bore the date 
way back in 1941? 

Mr. Greoory. I think that is an error; I don’t believe it was. I 
think it may be an error on the county recorder’s part, or his office. I 
think it was 1946. I may be able to look that deed up for you, Mr. 
Miller; I don’t know. 

Mr. Minter. The deed to Gregory was executed on May 15, 1941, 
but it was recorded later at the time the deed of trust was executed 
by you, but the deed itself bore a date May 1, 1941, according to the 
records, as I understand it. 

Mr. Gregory. I should be very glad to check that, Mr. Miller. It 
is news to me if that is the case. 
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Mr. Murer. But at any rate you borrowed at that time $30,000 
from Jones. 

Mr. Grecory. That is right. 

Mr. Mixer. So we find ourselves in this position as of today for 
the record: That Jones built a house and deeded it to you. 

Mr. Gregory. I think the deed was in 1946; that is the—— 

Mr. Miter. I do not care when it was. I mean as of today—— 

Mr. Grecory. That is correct. 

Mr. Mutter. (continuing). Jones built the house and deeded it to 

ou. 
' Mr. Gregory. That is right. 

Mr. Mituer. So in addition to having the house, you also got $30,- 
000 from Jones. 

Mr. Grecory. On a loan, a secured loan. 

Mr. Mier. So you got the house and the $30,000. 

Mr. GREGORY. That 4s is right. 

Mr. Murr. Right? And you collected $12,000 which was owed 
to Jones as a result of an assignment of the Moss Co. claim. 

Mr. Grecory. And I owe him four more thousand on that also. 

Mr. Miter. And you still have not given him even the $12,000? 

Mr. Grecory. That is correct. 

Mr. Miuuer. So that as of today you are holding $12,000 of Jones 
because of‘ the collection of the Moss Co. account—— 

Mr. Grecory. That is right. 

Mr. Mixer (continuing). And you got $30,000 on a loan from him? 

Mr. Grecory. That is correct. 

Mr. Mitier. You got the house and—— 

Mr. Gregory. Yes; I have title to the house. 

Mr. Mitier. And you still owe another $4,000? 

Mr. Grecory. Thatis right. I owe him $4,000 more, plus the $12,000, 
plus the $30,000, and I think, Mr. Chairman, the house is ample secu- 
rity for it, since I put the additional improvements into it, and since 
there has been the increase in value of real estate. 

Mr. Mruter. But I mean, you owe Jones $46,000. 

Mr. Greeory. Roughly that; yes, sir. 

Mr. Miiirr. And as of this moment, since you got the house and 
moved into it with your family in 1941, up to the very day you sit 
here, you have never given Jones & Co. 1 cent in cash? 

Mr. Grecory. I paid the cash to Mr. Weinblatt and assigned the 
account to him, so I 

Mr. Mivier. But you have never given Jones & Co. directly 
anything ? 

Mr. Gregory. Never paid—yes, I paid him some royalty off an oil 
ease, 

Mr. Mriurr. To be credited on his debt ? 

Mr. Grecory. That is right; it must have been. 

Mr. Miiier. Do you have some records to show that? 

Mr. Grecory. That is right. 

Mr. Mituer. As a credit against this account? 

Mr. Grecory. That is right; that must have been $1,800 or $2,000, 
and it seems to me there was another item, too. 

Mr. Mitier. Would you produce those records? 

Mr. Grecory. Yes; if you wish them. 
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Mr. Miturr. That is all T have, except I do believe—and this is for 
the record—my feeling in the matter is that before this matter is 
closed, I believe certainly the subcommittee should interrogate Erick- 
son either here or in California, and it should interrogate Mr. Jones. 
There are two people whose names I have not mentioned to date that 
I would like to interrogate, either here or in California, and I do 
believe this subcommittee should have some of the responsibility of 
investigating this Naval Intelligence aspect of this thing, because I 
believe that is pretty much of a Gestapo method, and I believe we 
ought to do something about it. 

Mr. Houtrtevp. I believe we ought to find out something about it. 

(Discussion off the record.) 

Mr. HouirreLp. The subcommittee is adjourned until 1:30. 

(Whereupon, at 12:30 p. m., the subcommittee adjourned to recon- 
vene at 1:30 p. m. of the same day.) 


AFTERNOON SESSION 


FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, 
LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, LONG 
BEACH, CALIF. 


The Cuarrman. I was not certain whether you had finished with 
the cross-examination in progress or not. 

Mr. Miter. I have some more questions. 

I would like to ask a question about the Nu-Lite Co., which has 
been referred to in your testimony and with which you were con- 
nected. 

Did I understand your testimony to be that you personally did not 
have any interest in the Nu-Lite Co. ? 

Mr. Grecory. That is correct. I loaned them money, but I owned 
no ownership in the company. 

Mr. Mitier. To whom did you loan the money ? 

Mr. Grecory. Mr. Turner. 

Mr. Miter. Jackson Turner? 

Mr. Gregory. Or the Nu-Lite Co. in which he was interested. 

Mr. Muier. Mr. Jackson Turner? 

Mr. Grecory. That is right. 

Mr. Mitier. How much did you loan? 

Mr. Grecory. It was between $8,000 and $10,000. I can look up the 
exact amounts, but I do not have it right here, but I believe it was a 
little over $8,000 or a little under $10,000, in that neighborhood. 

Mr. Mixirr. Where did that money come from? 

Mr. Gregory. That was my own money. 

Mr. Miter. Personal money? 

Mr. Grecory. That is correct. 

Mr. Minter. And how did you pay that? 

Mr. Grecory. Part of it was by check. I would have to look it up to 
find out exactly how it was paid, but it was paid over a varying period 
of time, and I believe in different ways. I think I can find out. 

Mr. Miter. Was some of it paid by cash? 

Mr. Grecory. It could have been. 

Mr. Miter. You do not recollect ? 

Mr. Grecory. No; I do not, offhand. 











INVESTIGATION OF HOME LOAN BANK BOARD 2011 


= Mitirr. And over what period of time were these payments 
made 

Mr. Grecory. I am not certain from memery, without looking up 
sr Py 9g but I would say it was over a period of a year, probably. 

r. Mier. What year; do you cemennber 

ae Grecory. Or maybe it was longer than that. I would say 1944 
or 1945. 

Mr. Mirirr. 1944 or 1945. 

Mr. Grecory. But it might have been the first part of 1946; but in 
that particular period. 

Mr. Mutter. Have you ever seen the books and records of the Jack- 
son Turner Co. ? 

Mr. Gregory. Have I ever seen them ? 

Mr. Miter. Or the Nu-Lite Co. 

Mr. Grecory. Yes; I have seen them since this controversy came 
up; yes. 

Mr. Mrier. And what was the occasion of your seeing them ? 

Mr. Grecory. The FBI investigators went up to Mr. Turner’s 
place and inquired of him about the books. He had discussed the 
matter with them and he brought the books down to me and told me 
what they had looked at. 

Mr. Miter. And at that time did you notice that the entry in the 
books of the Nu-Lite Co. showed equal capital contributions by you 
and Jackson Turner of $8,000 each ? 

Mr. Grecory. The capital contributions—as I understood Mr. Turn- 
er’s method of bookkeeping, it was not an ownership. It was a capital 
loan for the company. 

Mr. Mriter. But do you know that the books did not show it as a 
capital loan—it showed it as a capital contribution and it appeared on 
the books as though you were a part owner? 

Mr. Grecory. I don’t agree, because the articles of agreement showed 
that there was partnership consisting of three people, and they had 
separate contributions from those three people and 

Mr. Miier. Are you stating under oath from your examination 
of the books that, whether it was $8,000 or whether it was $10,000 you 
gave to Jackson Turner, that it was net shown on the books—I am not 
talking about, in my question, your understanding of what was in- 
tended or what you thought it was, but I am talking about the books 
themselves. 

Is it your testimony that it is your recollection that that figure did 
not appear on the books as a capital contribution ? 

Mr. Grecory. Not when taking into consideration—well, not in the 
sense of ownership, when you take into consideration the partnership 
agreement between the partners. 

I have forgotten the exact wording which was on the top of the sheet, 
but I can get it if you want. 

Mr. Mitier. Do you have any recollection that that $8,000 was 
shown on the books to be a loan by you or an indebtedness by the com- 
pany to you? 

Mr. Grecory. As I understood, that is what it was intended for. 

Mr. Miter. I am not asking you what was intended. I am asking 
what the books show. You said you saw them. 

Mr. Grecory. I did, but I cannot remember the exact wording on 
the top of that sheet. 
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Mr. Muer. If the words on the top of the sheet said it was ae onpital 
contribution, what would that mean to you as a banker ? 

Mr. Grecory. I do not remember the wording, but—— 

Mr. Fiscnpacu. Mr. Gregory, the question is, if the heading. on. the 
top of the sheet was as indicated by Mr. Miller, what wonld| that 
mean to you as a banker? 

Mr. Grecory. If it were on my books, I would think it was a contri- 
bution to that particular original account, and that this was,a scoamiri- 
bution to capital, if that is what is on it. ' 

Mr. Mitter. Contribution to capital ? 

Mr. Gregory. However, there are two kinds of capital. 

Mr. Mriter. What kind of capital would this be‘ 

Mr. Grecory. He had two kinds, as I understood. He had arranged 
for one as ownership capital and the other as borrowed capitals, 

Mr. Miuier. And what was this; do you remember? 

Mr. Grecory. I was under the i impression. it was borrowed gapital. 
I do not know whether the word “borrowed” is on there or not: 

Mr. Miter. It would make a lot of difference whether it, was bor- 
rowed capital or not. Veet 

Mr. Grecory. Yes; it would make a lot of difference. .However, 
there is a written agreement between Turner and his partners and. the 
amount of their contributions — 

Mr. Mitier. The thing that amazes me is that there is no Cian 
agreement between you and him. 

Mr. Grecory. I have notes for the amount of money I loaned them. 

Mr. Miniter. And who signed the notes? 

Mr. Grecory. Jackson Turner’s name was on them. I don’t know 
whether Nu-Lite’s name was or not, but it seems to me it was Jackson 
Turner personally. 

Mr. Miniter. And those represented loans which were loaned to 
Jackson Turner? 

Mr. Greoory. That is right. 

Mr. Minter. How many notes do you have? 

Mr. Grecory. I think there must be 12 or 15. 

Mr. Miiier. And are they straight promissory notes? 

Mr. Grecory. That is correct. 

Mr. Mirier. What interest do they bear? 

Mr. Grecory. I do not remember. 

Mr. Miter. What is the maturity date? 

Mr. Grecory. They were short-term notes, 

Mr. Miter. For how long? 

Mr. Grecory. I believe some of them for one time and some for 
another, and there may be some on demand, 

Mr. Mitier. And have they been repaid? 

Mr. Grecory: No; they have not. 

Mr. Miuier. Any ‘of them! 

Mr. Grecory. None at all. 

Mr. Miter. And have you ever received anything from the Nu-Lite 
Co. by way of compensation ? 

Mr. Gregory. Not by way of compensation ; no, sir. 

Mr. Mitier. By way of what? 

Mr. Grecory. I don’t believe I have received anything from them. 

Mr. Miter. You don’t believe you received any income—— 

Mr. Grecory. I have had no income from Nu-Lite; that is correct. 
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Mr: Muier. What do you mean when you say you don’t believe? 

Mr. Grecory. I don’t remember any transactions where I pur- 
chased any material from Nu-Lite or installed any or they purchased— 
I don’t remember any. 

Mr: Fiscupacu. What about the partnership agreement? Is that 
a matter of record anywhere? 

Mr: Grecory. Yes, sir. I understand it was a matter of record. I 
believe that is recorded in the county recorder’s office. 

Mr. Fiscusacw. And who were the partners besides Turner ? 

Mr. Grecory. Mr. Gee and Mr. Ketcham, who is an engineer. 

Mr. Gee had the patents on the Nu-Lite process, and he became a 
partner with Mr. Turner and Mr. Ketcham, who is a licensed engineer. 

Mr. Miter. Did Mr. Gee or Mr. Ketcham put any money in the 
concern ? 

Mr. Grecory. I am under the impression they did, but how much I 
do not know. 

Mr. Mirirr. Did Jackson Turner? 

Mr. Grecory. He had told he had. 

Mr. Mitirer. And what did he borrow $8,000 from you for ? 

Mr. Grecory. To help develop the patents and the process—develop- 
ing the Nu-Lite material. 

r. Mitrer. And you do not know what interest these notes bore? 

Mr. Grecory. They have interest on them, as I remember it, Mr. 
Miller, but I cannot remember the amounts. 

Mr. Mirtrr. You do not know? 

Mr. Grecory. No, sir; I will have to look to find out. 

Mr. Mitier. But none of that has been repaid ? 

Mr. Grecory. No. They would have been, I am sure, had it not 
been for the difficulty Mr. Turner found himself in and because of 
which he became virtually bankrupt, otherwise he would have had 
it repaid without any difficulty. 

But, after the difficulty came up, after Mr. Turner got into his prob- 
lems with Mr. Ammann, I did not attempt to force payment because 
I did not want to take the position of having preference over the 
association. I don’t believe I should. 

Mr. Miiier. There came a time—I believe this has been in the 
testimony, but I want to straighten it out in my own mind—there 
came a time, did there not, when Jackson Turner was engaged in 
building houses for veterans ? 

Mr. Grecory. That is right. 

Mr. Minter. And the veterans applied for loans for purchasing 
and building—— 

Mr. Greoory. That is right. 

Mr. Miter. And according to the contract between the association 
and Turner, what we call the building loan agreement—I do not know 
what they call it in California—but the agreement was that you get 
a certain percentage of the loan money when the cellar, for instance, 
is built only, and then when the grading is done and then when the 
roof is done, that sort of thing—it is a periodic thing, is that right? 

Mr. Grecory. No; that is not, Mr. Miller. The form to which you 
refer and which might have been furnished by Long Beach Federal 

rovides for the fifth loan as the building is being built, where the 

uilding contractor is building it, but it does not provide for the 
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fifth payment on such terms as—that is, it is not restricted to pay- 
ment on any specific time. 

Mr. Mittrr. But there is a written instrument covering that ? 

Mr. Grecory. Yes, sir; it is in evidence. 

Mr. Mritter. What were the terms under which you were to pay 
Jackson Turner ? 

Mr. Grecory. As labor and materials were furnished on the job. 
We also stockpiled materials for him, because of a shortage. 

Mr. Miter. It is true, is it not, that many of these loans were paid 
out by the association in full to Jackson Turner long before the homes 
were completed ¢ 

Mr. Greoory. No; not considering the additional security which the 
association held : 

Mr. Miter. Wait now, I am not talking about additional security, 
: am talking about each respective GI, his own house and his own 

oan. 

Mr. Grecory. I would have to look up each GI and each house. 
However, it is my impression—— 

Mr. Mituer. It has been alleged that that in fact was the situation. 

In other words, Bill Miller applies for a loan and he wants a loan 
for $7,000 for a home, which is approved. Jackson Turner is to 
build the home and was to be given the money as labor and materials 
were furnished and the home puilding progressed. 

Now, my statement is that from Mr. Wyman and others the allega- 
tion has been made that the books show that prior to the appointment 
of the conservatorship, and one of the reasons for it, was that some 
of these loan accounts were fully drawn by Mr. Jackson Turner be- 
fore the houses were completed, and in many cases when not even the 
cellar had been put in. 

Now, under oath, can you answer that ? 

Mr. Grecory. Yes, sir; I can, and that is not a true statement of 
facts. 

The assets which the association held were properly distributed 
and properly disbursed for the construction of the buildings. The 
additional collateral which we held 

Mr. Miter. But you are not answering my questions. They were 
not properly disbursed as to each sietettiied bow who has borrowed 
the money—and he pays interest on his loan as soon as he gets it, does 
he not? 

Mr. Gregory. That is correct. But, Mr. Miller, let us take specific 
instances, and let us take specific figures, instead of speaking in gen- 
eralities on that point. 

Mr. Mitre. All right. 

Mr. Grecory. For I am sure that there were ample materials and 
ample money to finish every building if it had been disbursed by Mr. 
Ammann as it should have been. 

Mr. Miter. Yes; but this borrower, this veteran was paying inter- 
est from the moment the loan was executed; is that not right? 

Mr. Grecory. That is right, and that is proper. 

Mr. Miruer. And actually the funds from any of these individual 
loans or some of them were fully disbursed to Mr. Turner before the 
homes were completed or even partially completed. 

Mr. Grecory. Now, that is not exactly the situation. We very well 
could have paid all the veterans’ money out, and if it were costing 
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Mr. Turner more than that and if we still held funds of his to pay 
out of his loan, then his loan was not overdisbursed and 

Mr. Mitirr. Wait now; maybe I am not making myself clear. 

When a GI borrows money from your association he borrows for 
the purpose of having a home built in which to live. That is right, 
is it not ? 

Mr. Grecory. That is right. 

Mr. Muter. And he expects that money is not going to be disbursed 
by the association to the builder except as his home progresses as 
expeditiously as possible so he can have occupancy of it at the very 
earliest date. After all, he starts paying interest right away; is that 
not true ¢ 

Mr. Grecory. That is right. He gets it as the job moves along, 
these payments are made, and there is a condition where he assigns 
funds to the building contractor and the building contractor i 
the responsibility jointly with the association. 

The association’s responsibility at that point is to see that that 
house gets built and if Mr. Turner’s contract with the veteran—if it 
costs him more than his contract with the veteran, it is still the con- 
tractor’s responsibility to finish the house, 

We think we have complied with all the requirements, morally and 
legally if-we have enough of the builder’s funds and assets to guaran- 
tee the completion of the house. 

Mr. Murr. But in the meantime, what were you doing to see the 
funds that were withdrawn from the particular account were allo- 
cated to the building of that particular house ? 

I mean, you have a loan, you have security, a lot of security over 
here that belongs to Turner, and you have the loans of the veterans 
and you let Turner draw on that without the assurance that this fund 
is going into this house. 

Mr. omy No, Mr. Miller; there never was a time when we let 
any contractor draw it—there has never been a time in the history 
of the company when the association has taken a-less on a construction 
loan. 

Mr. Miter. I am not talking about a loss. 

Mr. Grecory. I am talking about the manner of the disbursement 
and the control we have over it. The control has proven successful 
over these years and that same control was exercised over Turner. 

Mr. Mitter. Then you deny the allegation under oath, you deny 
the allegation of Mr. Wyman and the auditors that upon examination 
of the books of the situation in California, they found many or some 
of these GI loans had been fully disbursed, fully drawn by Mr. Turner 
when, in fact, the houses for which those loans were granted were not 
anywhere near completed ¢ 

Mr. Grecory. You are speaking of the veterans’ loans, not Mr. 
Turner’s individual loans? 

Mr. Miter. Right, the veterans’ loans.. 

Mr. Grecory. I do not believe there is any case in the association 
where if, taking into consideration the amount of assets that we held 
from Mr. Turner 

Mr. Miter. Now, wait a minute, I am not talking about the amount 
of assets or the solvency or the soundness of the loan to Turner. I am 
talking about. an individual veteran who borrows money from a build- 
ing and loan association and he has immediately to start to pay interest 
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on his money, which he obtained under the GI loan and which was 
aid over to Turner, and Turner had the use of the money: months 
fore the house was completed and sometimes months before Turner 

did anything on the house. avi’ s 

Mr. Greeory. Let me say this, Mr. Miller: Each time any money 
was released to Mr. Turner on any one of these veteran loans, it: was 
released because the labor or the material had been furnished to justify 
releasing. Now, Mr. Turner did take a loss on some of those kickee 

Mr. Mirier. Mr. Wyman, have you been following this testimony ¢ 

Mr. McKenna. I believe Mr. Ammann might be able to go into 
this. 

Mr. Ammann. Yes. 

Mr. Mirier. Mr. Ammann, do you understand what I am getting 
at? ie 
Mr. Ammann. Yes. I think there may be one or two things that 
have caused confusion. 

Mr. Turner had contracted with a number of veterans to build 
houses and also, at the same time, he prepared himself to build these 
Nu-Lite houses. 

Now, the veteran borrows, let us say, $6,000 to build a house and 
he signs an agreement which is to the effect that the association is 
authorized to pay out the money to Jackson Turner upon inspection, 
as the house building progresses and as the value is in the house, then 
paying out would be perfectly in order, providing there is enough 
money remaining in the loan undisbursed for the remaining costs so 
there would be an assurance there was enough money for finishing the 
honse and so all of the money would not be gone before the house is 
finished. 

Now, prior to the time the houses were finished, perhaps early in the 
life of the loan, money was paid out of the veterans’ funds and put 
into a share account in the name of Jackson Turner, and on May 18 the 
amount remaining in the veterans’ loan accounts yet undisbursed 
was insufficient in some instances by several hundred dollars to pay the 
remaining cost of continuing on the house, and the association did not’ 
possess anything to show there were not any unpaid bills beyond the 
costs. In other words, the costs which had—— 

Mr. Fiscupacu. Just a moment there. At that particular time, the 
facts that you have just related are shown in the records of the associa- 
tion, they show that part of the money that was paid to Jackson Turner 
had been placed in accounts with Long Beach Federal and held as col- 
lateral. Is that not true? 

Mr. Ammann. Some of the loans which Turner had pledged back 
to the association. 

Mr. Fiscunacn. With regard to that, I believe it was developed in 
the examination that the amount held by Long Beach Federal in those 
accounts was adequate to finish those homes. 

Mr. Ammann. I donot think that was the fact. Of course, the situa- 
tion was that the veterans’ loans did not have enough money left’ in 
them to finish the houses. f 

The situation was this, in other words, what they did was that the 
veteran agreed to pay, say, $6,000 to build the house and then the asso- 
ciation took $500 of the veteran’s money and put it in Turner’s ‘name 
and Turner guaranteed to the veteran he would build the house. That 
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is, the veteran’s money was being used to guarantee to the veteran he 
was getting what he bargained for. i 

Then, you get this other factor that Mr. Miller was referring to, 
these Nu-Lite houses, where the association took loans and in some 
instances some of those loans were disbursed down to where there was 
only $200 left on the loan and nothing had been done on the house, no 
work on that lot and there was not enough money left in Turner’s loan 
or in'the veterans’ loans to finish the building project. 

Mr. Mirier. That is what I understood. 

Mr. Fiscusacn. Mr. Ammann, let us see if this will not clarify the 
situation somewhat. Mr. Turner, I believe you said, had contracts 
with, broadly speaking, three categories. 

First, he had contracts under which he was building houses which 
he had sold to veterans. 

Secondly, he had contracts for the construction of houses which he 
had sold to nonveterans. 

Thirdly, he was building houses for his own account. Is that not 
correct ¢ 

Mr. Ammann. Substantially, ves. 

vo Fiscupacu. Turner was building a development, is that not 
true 

Mr, Ammann. The Nu-Lite houses were pretty much a development. 
The veterans’ houses were scattered all over town whereas the Nu-Lite 
houses were more or less in two different projects, together. 

Mr. Fiscusacn. But, as far as Long Beach Federal was concerned 
and as far as Turner was concerned, it was one construction job ? 

Mr. Ammann. No, sir. In the instance of the veteran, the veteran 
signed notes or deeds of trust to the association on their own loans. 
Turner’s loans on the Nu-Lite property were loans to Turner. And 
they could not mix the funds, the veterans’ money out of their loans 
and Turner’s money, into one project. 

Mr. Fiscupacn. Perhaps not—but, anyway, you got acquainted 
with the way Turner operated out there. So, let me ask you this. 

Did he have a separate construction crew for the houses for the 
veterans and a separate crew for the houses for the nonveterans that 
he was building and a separate construction crew for the houses he 
was building for his own account, or did he have one field crew ? 

Mr. Ammann. He probably had two field crews. They were dif- 
— types of construction, but they worked pretty largely back and 

orth. 

Mr. Fiscupacu. Let me ask you something else. I feel pretty sure 
you know about this, because of your own personal contact with the 
situation. 

When Turner purchased material, or when you later purchased 
materials or approved the purchase of material, were the materials 
purchased in gross so that when you bought plumbing, for instance, 
did you buy so many feet of pipe for each house or did you buy, say, 
1,000 feet. of pipe for 10 or 15 houses? 

Mr. Ammann. To answer your question, we bought material more 
or less in gross on Nu-Lite houses. Now, on the veterans’ houses, 
where they were far enough along—well, that was done mostly as an 
individual, sort of job. 

But in, connection with this line, Mr. Fischbach, to try to make it 
clear, if Turner might be building 40 houses, still when he comes in 
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and wants a disbursement on a house, we are not concerned with 
anything but going out and looking at it and seeing if the value were 
up to the point where he was entitled to mere money, and if we be- 
lieved that the value was there, that was one thing; and if we be- 
lieved that there was not enough money ieft to finish that house, then 
we do not pay it out. 

We call in the veteran and we say, “We are not going to pay more 
money out unless somebody coughs up the difference, mF 

Mr. Fiscupacu. The examination on that subject, Mr. Ammann, re- 
sulted in—was there not introduced in evidence or at least produced 
in the course of the examination a form of Long Beach Federal, a 
loan signed by the veteran, in which there was a typewritten state- 
ment to the effect that authority was given to Long Beach Federal 
to pay the proceeds of this loan to Jackson Turner? 

Mr. Ammann. Upon inspection. 

Mr. Fiscupacu. Well, upon inspection; but that is a typewritten 
statement that was superimposed over the printed form, was it not? 

Mr. Ammann. That is right, on the one you saw—maybe on all of 
them. Of course, that is all based on the contemplation that—— 

Mr. Miuurr. Getting back, the records indicated that the audit 
showed in many cases by hundreds of dollars these individual veterans 
had been overdrawn in excess of the work that was done and the 
proceeds were placed in Jackson Turner’s general account which he 
was using for Nu-Lite, in which Mr. Gregory already had an $8,000 
interest in or a loan in writing. 

Mr. Ammann. I do not know that I could personally say the value 
in the house might not be equal to the amount that had been dis- 
bursed or transferred to Turner’s share account, but we could not find 
anywhere bills and vouchers to show in detail what had gone into 
that house and to show the bills for that house had been paid. We 
did know the money that was left in the veterans’ accounts would not 
a the remaining cost of the building of the houses. 

r. Mitter. That. was my point. 

Mr. Greoory. Mr. Miller, I do not agree with Mr. Ammann’s testi- 
mony in many respects and: 

Mr. Hotirterp. It occurs to the Chair, to clear up this confusion, 
if the witness would make a brief statement as to just exactly how 
Mr. Turner’s loan account was handled and why that money was 
transferred to the share account, and so forth, we can get a picture 
in a consecutive manner of what nappa 

Mr. Grecory. The method in which the association has operated in 
this case, as in a great many others in its past history, was when a con- 
tractor has a contract to build a house for a private individual, in 
the early stages of the transaction, he comes in and he has bills for 
materials and labor he is furnishing at that time. 

Where it is possible, we have adopted a policy of withholding as 
much of those funds as we can in a separate guarantee account. 

If the inspection should show and if at that time he made the de- 
mand, the contractor was entitled to it, at that point the veteran— 
well, his contract provided that he part with the money. 

But we have always held back as much as we could from the con- 
tractor where it was possible to do it, as much of their funds as we 
could, to guarantee completion, not only of that house, but whatever 
houses he might be building with the association. 








a” Sn = ee 


Pa eS ae ee 








INVESTIGATION OF HOME LOAN BANK BOARD 2019 


Mr. Hotirtevp. What method did you use to hold back a certain 
amount of the total loans? 

Mr. Grecory. In quite a substantial number of these veterans’ loans, 
when he presented the bills—we had transferred funds from the vet- 
erans’ account into a passbook account for Mr. Turner, with a pledge 
agreement guaranteeing the completion of that and other buildings. 

Mr. Houtrtevp. In other words, it was not a diversion into his own 
personal account but an assignment into what you might call a trustee 
account which would pledge completion not only of that individual’s 
house, but any other unfinished homes which he had. Is my under- 
standing correct? 

Mr. Grecory. That is correct. Now where a contractor in building 
a house finds a rise in material prices or some other disaster happens 
to him, where his contract is less than what his costs are, and as we 
are called upon to make disbursements, it has been our policv to take 
into consideration the amount of funds in the veteran’s account to- 
gether with the amount of the funds in the guaranty account to find 
out if we have enough to finish the house, and in each instance, so far 
as the veterans were concerned, there were ample funds. considering 
jointly the veterans’ account that had not yet been disbursed to- 
gether with Turner’s guaranty account. Now Turner took some 
losses on some of them. THis estimates did not come out right consider- 
ing the difference in the market value at the time he started and at the 
time he finished, but we had held back—— 

Mr. Hottrtrerp. Was that at a time when the costs of material were 
ee rising? 

r. Grecory. That is right. He could not get some of the materials 
and by the time he had gotten those materials some of his subcontrac- 
tors had canceled out. For the plastering on some of them, for ex- 
ample, I think the original bids were around $500 and it ran a little 
over $800 when he got through. That is just an example. 

Mr. Hottrtetp. I believe you testified at that time because he was 
building quite a number of houses and because of the scarcity of cer- 
tain materials, when he got an opportunity to buy some one type of 
material, let us say, studding for all the houses, he would buy studding 
for more than one house and stockpile it? 

Mr. Grecory. That is right. 

Mr. Hortrtetp. For the purpose of obtaining it when he could ob- 
tain it because of the scarcity of materials and therefore he did not 
have a schedule of balanced procurement of raw materials for each 
and every house, but his procurement was based on consideration of 
— houses and on the opportunities in the market to obtain ma- 
terials. 

Mr. Grecory. That is true. However, our breakdowns went to each 
house as to what we had purchased for that house, and on the veteran’s 
loans—let me make this one point before I get off it—we had made 
those individual breakdowns for the houses and there were at all 
times ample funds, taking into consideration the amount of the unpaid 
balance of the loans in process account plus the guaranty account 
that Turner had. 

Mr. Fiscusacn. Mr. Gregory, what kind of houses were these? 

Mr. Grecory. The houses he was building for the veterans were con- 
ventional construction for California. Some stucco, some siding. 

Mr. Fiscupacn. How many rooms? 
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Mr. Gregory. Two bedrooms and a living room. Some of them had 
a third bedroom and some a den, a kitchen and dinette and some of 
them had a dining room. 

Mr. Hottrre.p. What were the prices of the houses? ; 

Mr. Grecory. Most of these houses ran around seven, eight thou- 
sand dollars, as I remember it. Now I could be off a little on some 
of the houses. It has been a long time back, but seven, eight thousand 
dollars, in that general neighborhood. Maybe some of them nine or 
ten, some of them down below seven. 

Mr. Mitirr. Now another question, changing the subject—— 

Mr. Grecory. May I finish on that one just a minute before we get 
away from it. On the nonveteran houses, the Nu-Lite houses which 
were a new type of construction and which we thought would furnish 
a very good house at a smaller cost than what the conventional. con- 
struction was, it was slower than the general type of construction in 
building up and stockpiling. 

However, considering all of the houses, all of the money left in 
those accounts in the particular group project plus Turner’s guaranty 
funds that he had there for us to use for the completion of the houses, 
there was ample at all times to finish the house. 

He had approximately $100,000 collateral pledged with the asso- 
ciation in the association’s possession with which to guarantee the 
completion of these projects, plus the funds the association loaned. 

Mr. Mitter. O. K., are you through with that? 

Mr. Grecory. Yes. 

Mr. Mitter. I want to ask a question about this Title Service Co. 
We went over that this morning a little bit, and if I am not correct, 
you correct me, 

I am using my own recollection here. I think you testified this 
morning that you were one of the owners of the Title Service Co. 

Mr. Grecory. That is correct. 

Mr. Minter. And there were three or four others? 

Mr. Grecory. It originally started with seven. 

Mr. Miter. And I believe in answer to my question as to whether 
you ever received any compensation, salary, profits or dividends, you 
testified you did not? 

Mr. Grecory. I never received a salary nor a dividend nor a profit 
to me. 

Mr. Mutter. And did any of the other members ? 

Mr. Grecory. No, sir; no other members of the board. 

Mr. Mitter. Now the Title Service Co. received escrow fees out 
of income, did it not? 

Mr. Grecory. That is correct. 

Mr. Mutter. What happened to the income? ' 

Mr. Grecory. We used that mostly for advertising, for prinuing, for 
stationery, for the things that would help build the business and. bring 
the people in. 

Now in the early stages of the Title Service Co. it did not, charge 
a fee for escrow. It handled it completely free of charge as,an ad- 
vertising arrangement to bring the customers to the Federal. .: 

Its primary function was to build the business. It issued accom- 
modation checks to customers and never charged for.,them,), We 
handled a collection department and never charged for the collection 
because the people who would bring their notes and trust deeds there 
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we would collect on them and the funds would go into Long Beach 
Federal in the savings accounts. 

Mr. Mixer. But it did receive escrow fees? 

Mr. Grecory. Ultimately we did charge escrow fees. 

Mr: Miter. But those fees you state were absorbed completely by 
the operation expenses. 

Mr: Grecory. No. At the time the association was seized, I believe 
there were probably 10 or 12 thousand dollars undivided profits, 
considering 2 offices. It had 2 offices, 1 at Bellflower and 1 at Long 
Beach, and between the 2 offices, there were 10, 12, 14 thousand dollars 
undivided profits. 

Mr. Mutter. That had not been divided at the time of the seizure? 
Mr. Grecory. That had not been spent. There never was an 
intention to make a division as between the people who had it. We 
built the company primarily to do the things that the customers—— 

Mr. Mitier. What were you going to do with it? 

Mr. Greoory. As the records will show, we advertised with it, we 
did the things we thought would build the business for the Federal. 

Mr. Mitirr. I mean of the $12,000 out of undivided profits, you 
never expected to take any of it or neither did the other members of 
the board ? 

Mr. Grecory. That is correct. 

Mr. Mrtier. You were going to use it for advertising ? 

Mr. Grecory. Use it for whatever would help to build the associa- 
tion. 

Mr. Mixer. And if it got to be 24 thousand, 36 thousand, 50 thou- 
sand, you would still use it for advertising ? 

Mr. Grecory. As has been demonstrated, Mr. Miller, and one of 
the things that concerned us a little after we had got functioning with 
it is there are times in handling escrows and there are times in han- 
dling transactions of that kind there are losses, and should those losses 
come without there being some reserves for them 

Mr. Miiier. Oh, I understand that. The point was that would 
reduce the profit, losses against profits, but I am talking about the fact 
that.it was not your intent or the intent of the members of the Board 
to ever take anything by way of profits. 

‘Mr. Grecory. That is correct. We never intended to and never did. 

Mr. Ho.irrme tp. How many years did this Title Service Co. serve 
the customers ? 

Mr. Grecory. It was organized about 1935, I believe, and it served 
continuously up until the time of the seizure. 

Mr. Houtrtetp. That was seized in 1945? 

Mr. Grecory. 1946. 

Mr. Hottrtetp. In other words, in 10 year’s time you had accumu- 
lated a reserve of ten or twelve thousand dollars? 

Mr. Grecory. That is right, and that is out of two offices. 

Mr. Houirteip. During that period of its life, you said you used 
some of its earnings for advertising. Was that to advertise the Title 
Service Co. or to advertise the Federal Savings & Loan ? 

Mr. Grecory. Some of both. 

' Mr. Hourrteto. Some of both? 

Mr. Grecory. That is right. 

Mr. Houtrtetp. Did you accept outside escrows as well as savings 
and loans escrows? 
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Mr. Grecory. That is right, and we also were trustee under deeds 
of trust, which is a function the Federal itself could never do, and 
for which we received a nominal fee. I would think those fees ran 
over that period of years as much as the undivided profits were. 

Mr. Hourrretp. During that 10-year time, was this service known 
to the Home Loan Bank Board examiners ? 

Mr. Gregory. Yes, sir; it had been a topic of discussion on numer- 
ous occasions, and as I testified before, it was organized at the sug- 
gestion of one of the members of the Home Loan Bank Board and 
the Home Loan Bank Board’s chief counsel to do these services 
which they thought the Federal could not do then. 

Mr. Hortrtetp. Did they ever criticize you or write you a super- 
visory letter during those 10 years? 

Mr. Grecory. Yes, sir; they did, and we had quite an extended 
conference about it in 1942. I came back and we went over in pretty 
thorough detail what the company had done up to that point, what 
we were doing with it, how it was functioning, and the only sug- 
gestion that we came out of it with finally was that the Title Service 
Co. be separated into one side of the office so they could put up a 
sign and people, the public, would know when they were dealing 
with Title Service Co. and when they were dealing with the Federal, 
so in the event of a suit, the suit would not be against the Federal 
also. 

Mr. Houtrtevp. What did you do about that? 

Mr. Mitter. Was that done? 

Mr. Grecory That was done, and that has been my answer to the 
supervisory letter of 1942, and at the time we did that I explained 
to them where we thought the thing could work. We moved it into 
the back end of the office, we put the sign up for Title Service Co. 
in front of the vaults. It was there each time we had an examination 
thereafter, and there wasn’t any criticism of it. 

Mr. Miizer. You are going to produce the books and records of 
the Title Service Co., aren’t you? 

Mr. Grecory. I will produce whatever you ask me to, Mr. Miller, 
and particularly you asked me to produce the profit and loss state- 
ment for those periods. 

Mr. Mitier. And all the books of the company. I believe profit 
en loss, income statement, and the general ledger, whatever you 

ave. 

Mr. Grecory. There is part of those books that were seized at 
the time the association was seized, and we did not get them back. 

Mr. Miter. Well, what you have. Will the books show that any 
of the income received by this Title Service Co. was taken into an 
escrow or liability account rather than being shown as income, do 
you think? 

Mr. Grecory. No, sir. The accounting for the income will show 
in minute detail what we took in during each year, and it will also 
show in minute detail what it was spent for. 

Mr. Miuier. Did you ever draw any money out of an escrow or 
liability account of the Title Service Co. 

Mr. Grecory. I have drawn money out ofthe escrow accounts with 
them. 

Mr. Miiurr. You have? 
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Mr. Grecory. I have had escrows with them. I have loaned them 
money and I have been paid back on it. I have borrowed money 
from it a time or two. 

Mr. Miiver. And you have taken money out of the liability escrow 
account ¢ 

Mr. Grecory. Where the Title Service Co. had an escrow in which 
I had placed funds or was receiving funds; yes. 

Mr. Murr. Now, Mr. Gregory, there was some testimony here 
concerning this Frame-Willhoit proposition which I think appeared 
also in your statement. 

Mr. Grecory. Yes, sir. 

Mr. Mriurr. You had some reference to it? 

Mr. Grecory. Yes, sir. 

Mr. Mriier. Now there came a time, did there not, when Willhoit 
purchased Frame’s interest ? 

Mr. Grecory. That is correct. 

Mr. Mier. And I think it was for $100,000, wasn’t it? 

Mr. Grecory. It was actually $110,000. That was taking into 
consideration $10,000 which Willhoit had advanced to Frame and 
Frame got a hundred. 

Mr. Mier. And that was fully financed by money of the Long 
Beach Federal? 

Mr. Grecory. That is correct. 

Mr. Miuirr. And what security did the Long Beach Federal get 
for the loaning of that $110,000 or $100,000, I guess it was, as far 
as Long Beach is concerned, to Willhoit ? 

Mr. Greoory. It got a note and a deed of trust. The deed of trust 
was secured by several hundred properties. I have forgotten the 
exact number, but there were several hundred of them on which the 
association’s appraisers had made appraisals and the loan was strictly 
within the rules and regulations and the percentages that were proper 
for the association to loan. 

Mr. Mitier. Willhoit deeded the title to the Title Service Co. by 
an unrecorded deed, did he not ? 

Mr. Grecory. He started to at Mel Hurford’s request, for this 
reason 

Mr. Fiscuspacn. Who is he? 

Mr. Grecory. He was president of the Federal Home Loan Bank 
of Les Angeles. He started to deed it to the Title Service Co. to 
create a trust so if either he or his wife passed away, there would 
be a corporate entity or a trustee to convey the title to these people 
whom the contracts were in favor of. 

The trust was drawn and it was submitted to him and he had passed 
upon it, but we finally convinced him it wasn’t the proper thing 
for us to do, and we never completed it. 

Mr. Miter. The Title Service Co. deeded back to Willhoit, did 
it not, as trustee under the trust agreement ? 

Mr. Grecory. That was the intention, but the deeds were never 
recorded and that was not completed in that respect. It was, how- 
ever, originally set up because Mr. Hurford insisted the home owners 
should be protected, and as long as Long Beach Federal was collect- 
ing on these contracts, we had better have somebody there that could 
convey the title to them when we paid them in full, and he thought 
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if it got involved in a probate proceeding of some kind it would cause 
a lot of confusion. vty v@yl 

And, incidentally, we have had that very problem arise, and it is 
now upon us over at Jackson Turner’s since he has gotten some judg- 
ments against him. He has some of the contracts he had not deeded 
out, and now we have the problem of acquiring a title against those 
judgments for the home owners, which would have been averted if 
there had been a trust situation such as was contemplated here. 

Mr. Mirier. Now let me ask you a question, and this will: be my 
final question. Don’t you believe it is poor banking practice for a 
manager of an association or a director of a loan association charged 
primarily with promoting the interests of the loan association and 
in protecting the depositors of the association, to be making: personal 
loans out of his own funds to people and corporations simultaneously 
borrowing large sums from the association ? : 

In other words, here we have the evidence, and illustrations to 
the effect that Jones & Co. is borrowing lots of money from the Long 
Beach Federal. At the same time, out of your own funds, you are 
letting them take 8 or 10 thousand dollars. The same is true in numer- 
ous other instances here. 

You claim to have no interest in these companies. It was strictly 
a straight loan, but at the same time with a finding that the associa- 
tion is lending a hundred thousand dollars to this person and you 
at the same time were lending a little bit, why they would need 
eight thousand from you when they are getting a hundred thousand 
from the corporation, I can’t understand. 

Now, the end product of my opinion would be that if these people 
got in difficult financial situations and perhaps were going to have to 
default on their loan to the association and to you personally and 
they needed a little more cash, perhaps more than should be reason- 
ably loaned on a good security basis, but they needed it’ in order 
to prevent them from flopping, you had a personal interest in seeing 
they did not fail because you had personally let them take some of 
your personal money. 

Do you think, as a banker, all of that showed good business and 
gone banking practice and good ethical maneuvering in operations as 

ar as you, as a director of the association, are concerned ¢ 

Mr. Grecory. Let me answer that, Mr. Miller, and take the indi- 
vidual cases so far as I can. At the time we did it, I thought it was 
good business. I thought it was good business for.the Federal and 
I did it with the spirit and the intent of it being so. 

In the matter of Moss & Co., for example, Mr. Moss had negotiated 
for quite a period of time with the Commonwealth Building & Loan 
of Long Beach. We were trying to buy them. 

He got an escrow on them for the purchase of it so we could absorb 
it. We thought it was a good deal for our association. The final 
results of it were, however, that the folks on the Commonwealth 
backed out. Mr. Moss, if he could have completed the transaction 
originally, would have made about a $30,000 commission, and when 
they got up to a point, they refused to pay him the commission, the 
deal fell down and the only way it could be completed was for him 
to waive his commission. 

He did. He did not get anything out of it. We went ahead and 
completed the transaction and I thought that was fairly decent on the 
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fellow’s part, and I — I should in justice to him do what I could 
to help him make a few dollars some time. 

I started out lending him some money with the idea that would 
help compensate him for the favor he did the Federal in waiving that 
commission. ; 

I got in deeper than I had anticipated when I started lending him 
the money, but it wasn’t too far off, and I would have taken a loss of 
four or five thousand dollars in the first instance in order to have 
completed the deal, because I thought it was good business for the 
Federal, and I thought in justice to him after he had waived the com- 
mission I should do something to help him. 

Mr. Mier. I don’t follow you. 

Mr. Grecory. Maybe I am going too fast. 

Mr. Mitizr. The Long Beach was lending the money? 

Mr. Grecory. Let’s go back a minute. I did not make myself clear. 
The Long Beach Federal was buying or attempting to buy the Com- 
monwealth Building & Loan. 

That was an asset to Long Beach Federal. That was strictly a 
Long Beach Federal deal on which Mr. Moss would have made a 
substantial commission, as I remember it, approximately $30,000. 

Mr. Minter. On what basis? 

Mr. Gregory. As his commission for selling the assets of the Com- 
monwealth, and that was the amount they were to pay if he got a 
certain price for it. 

Mr. Miuxer. In other words, he was almost a real estate broker ? 

Mr. Grecory. As a broker there isn’t any question about it, as a 
broker for them. 

Mr. Miter. He was acting for them? 

Mr. Grecory. That is correct. However, they got to a point where 
they would not complete the transaction unless he waived his com- 
mission, and he did waive it in order to let us go ahead and buy the 
thing, and I felt that was a pretty decent thing on his part, and I 
felt kindly toward him for it, and I felt I should attempt to com- 
pensate him for having been as broad-minded and as helpful as he 
was in that instance. 

I did not get the personal benefit from it. The Long Beach Fed- 
eral did; but when the time came that he wanted some funds per- 
sonally that it was not proper for Long Beach Federal to loan to him, 
I loaned it to him. It was my money. I took the risk on it and I 
thought it was a proper thing to do—— 

Mr. Muuer. Then while he was a debtor of yours personally he 
borrowed thousands and thousands from the association ? 

Mr. Gregory. He had borrowed the thousands from the association 
ahead of my lending him the personal funds. 

Mr. Mutter. Yes, so I mean he had borrowed all this money and 
owed this association all this money and then you became a personal 
creditor of his also at the same time ? 

Mr. Grecory. That is right, because I did not believe it was proper 
for the association to loan him 





Mr. Murr. In other words, he had collateral enough for fifty, 
sixty, or seventy thousand dollars from the loan association, but he 
did not have further collateral for four or five thousand dollars, and 
you gave it to him? 
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Mr. Gregory. No, that wasn’t it, Mr. Miller. There was ample 
collateral there for a lot more loan than the association made. 

Mr. Muier. Then why did he get it from you instead of the asso- 
ciation? What greater favor was it that he got it from you rather 
than the association ? 

Mr. Greeory. Let’s go back a second. The houses that were there, 
that the association bike collateral, had been a group of houses that 
had been condemned by the power and light company to put a power 
line near them. Mr. Moss then bought the houses from the power and 
light company and resold them. 

Now, during a condemnation proceeding and during a rental period 
some of them needed repairs and they needed numerous other things, 
and until those were pretty well completed I did not believe the asso- 
ciation should loan them additional funds, although there was ample 
security there. Moss wanted some funds for his own personal busi- 
ness other than just Moss & Co., so he talked to me about it and I 
loaned him some. 

I paid the funds out, but I did not believe at that particular moment 
it was the right time or the propitious thing to do for the association 
to loan him additional funds until we had proven that security was 
there, it had been rehabilitated, it had been sold and fully occupied. 
It worked out exactly: 

Mr. Mier. The margin of security was so slim at that point it 
could not stand four or five thousand one way or another? 

Mr. Grecory. No, it wasn’t, but I did not like the idea of keeping 
advancing on it. There was ample security as was proven. It paid 
out and plenty more. _ 

Mr. Fiscunacnu. Did I understand you to say that you loaned this 
money to Moss for his personal use ? 

Mr. Greeory. That is correct. 

Mr. Miuirr. And that eventually got up to sixteen thousand ? 

Mr. Gregory. That is right. It started with twenty-five hundred, I 
think. 

Mr Mirzer. Now it was Moss & Co. that owed it to you, as I 
remember ¢ 

Mr. Grecory. He pledged his interest to Moss & Co. for it, and the 
funds were pledged through Moss & Co. and kept on the books on 
that. basis. 

Mr. Mrirr. Although for his personal use ? 

Mr. Grecory. That is correct. 

Mr. Mriter. But he placed Moss & Co. as security ? 

Mr. Grecory. That is right, because he owned half of Moss & 
Co., and his partner in Moss & Co. with him—well, I say half of it. 
He owned substantially half of it. 

Mr. Mrizer. His partner said that was O. K.? 

Mr. Grecory. That’s right, and joined with him. 

Mr. Minter. Then it would not make any difference if he got it from 
the association—— : 

Mr. Grecory. It could have been that way. Maybe it was more 
proper to have done it that way. It is possible it would have been 
proper, Mr. Miller, for that. There would have been nothing wrong 
with it except it looked to me at the moment that that was the thing 
for me to do and was the proper way to handle it. Now maybe that 
was bad business judgment on my part, I don’t know. 
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Mr. Miter. What favor did Jackson Turner do? 

Mr. Grecory. He didn’t do any favor that would cause us to do it, 
but he had a material that appeared to me to be a material that could 
be used to build houses, create houses that were good houses at about 
15 to 20 percent less, maybe a little more, than it cost to build con- 
ventional houses. The concrete was available. 

Mr. Fiscusacu. Is that the Nu-Lite material you are talking about ? 

Mr. Grecory. The Nu-Lite material, that is right. Now it took 
some funds to develop that and find out whether that could be done. 
We were looking for a place to get sound loans for less than the in- 
flated prices that it was necessary to loan at the time. 

Mr. Miiter. You don’t say now you were making unsound loans 
over there, do you ? 

Mr. Grecory. No, I don’t think we were making unsound loans, but 
I tell ‘ip the competition at times was pretty keen on them, and we 
theme t a different material having a different type of labor, costing 
less than the conventional loans, would be an asset to ourselves, an 
asset to our community, and I still think so. 

Mr. Miter. In other words, you figured that Jackson Turner had 
something in this Nu-Lite? 

Mr. Grecory. I figured that he had something—— 

Mr. Muer. That might make a lot of money ? 

Mr. Grecory. I don’t know whether it would have made a lot of 
money for him or not. I think under proper management it would 
have done very well. It isn’t a thing that could have been exclusive 
to him. There are other people that have the same type of material, 
the Pearlite that they use. 

Mr. Mitter. But he was patenting it, wasn’t he? 

Mr. Gregory. He was patenting one process of “expolating” the 
material. That isthe only thing patentable about it. 

Mr. Miuier. And you let him take $8,000? 

Mr. Greeory. To experiment with. 

-. Murr. And if it made good you expected to make some money 
on it? 

Mr. Grecory. No, sir, I did not expect to make a dime out of it. 

Mr. Mutter. You were doing this out of the benevolence of your own 
heart, letting him take your own money, so in the event he developed 
something, there would be a good basis for the loan association to 
make some loans. Do you want me to believe that ? 

Mr. Grecory. Strange as it may seem, Mr. Miller, that is exactly 
what my thoughts were on it. That is how I felt about it. That is 
how I have done it over the years with the association.- I have ab- 
sorbed a great deal of expenses over a period of time. 

Mr. Mixer. While you lent him the $8,000 when he started build- 
ing houses you let the loan association let him take a lot of money ? 

Mr. Grecory. He did not take a lot of money. He had ample 
security 

Mr. Mixer. But he did borrow a lot of money ? 

Mr. Grecory. He borrowed substantial money. 

Mr. Miter. While he owed you eight thousand ? 

Mr. Grecory. While or during, yes. 

Mr. Murr. That is all. 

Mr. Fiscupacu. You were asked to comment, Mr. Gregory, on 
whether you thought that was good and conservative sound business 
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practice, considering what your obligations were to the shareholders 
of Long Beach Federal. 

Mr. baa The only person that took a risk in it was-me, per- 
sonally. The shareholders took no risk in it. The association took 
no risk. I absorbed the liability and responsibility for whatever was 
beyond the lending activity of the association. 

r. Hortrretp. Do you have any idea of the total millions of dol- 
lards in loan you have issued from the Long Beach Federal since its 
formation for the building of houses? 

Mr. Grecory. I would judge more than $30 million. 

Mr. Ho .trtevp. In all that time I suppose you dealt with many 
hundreds of builders? 

Mr. Grecory. That is right. 

Mr. Hotirrevp. Has the association sustained any losses on any of 
these builders and if so how much? 

Mr. Gregory. The association has never sustained a loss on any of 
its construction buildings, and I don’t believe the customers who 
bought the buildings have ever sustained any losses for the con- 
tractor not completing it, except in two instances, the total of which 
was less than $1,000. 

Mr. Miter. I am not commenting, Mr. Chairman, on the eventual- 
ity of the proposition, I simply comment that in my experience | 
never saw a situation where a manager of a bank had so many per- 
sonal dealings with customers of the bank. 

In one case Jackson Turner borrowed a lot of money from the 
association and he owes him. In another case, another fellow bor- 
rows a lot of money from the association‘and he owes him too. Then 
in another case another fellow borrows a lot of money from the asso- 
ciation and in the inverse order Mr. Gregory borrowed from him. 

In the meantime he is lending money on the one hand to Jackson 
Turner because Moss is a nice fellow. In the meantime he had some 
money he can let Jackson Turner take, $8,000, but he has to borrow 
$12,000 from somebody else, from Jones, and he borrows $12,000 from 
Jones and lets Jackson Turner take $8,000. 

He has never paid for the house yet that he has lived in for 10 
years, and all of them are customers of the bank. If I were on the 
Home Loan Bank Board I would believe that was a very highly un- 
usual practice, to say the least. 

Mr. Grecory. Mr. Miller, certainly every transaction I entered into 
was in strictly good faith. I covered nothing up. I had no intention 
of doing it. ° 

Mr. Miutirr. I don’t mean to insinuate for the record there was any 
fraud, any dishonesty, anything like that. I don’t mean to say the 
record is not clear and it does not indicate what you did, but I am 
merely saying in my opinion for an officer of the bank—I have been 
in association as attorney with many banks and I never saw at the same 
time a creditor and a debtor of the bank involved personally so many 
times. 

Mr. Hotrrienp. At this time, Mr. Gregory, you indicated you 
wanted to make a statement in regard to the restoration of the bank 
in Los Angeles, the Home Loan Bank. 

Mr. Grecory. Yes, I would like to. 

Mr. Hottrtetp. Do you have a prepared statement ? 

Mr. Greeory. I do have. 











INVESTIGATION OF HOME LOAN BANK BOARD 2029 


Mi Houtrmxp. Is it long? 

Mr. Greoory. It is nine pages. 

‘Mri Hortrre.p. You may read it into the record. 

Mr. Grecory. I would be glad to read it into the record if you de- 
sire, or oa it and have it printed in the record, whichever the chairman 
would like. 

Mr. Fiscuwacn. If you have an extra copy I would appreciate it if 

you would deliver it to Mr. McKenna. : 
* Mr. Grecory. During the Thursday session of this subcommittee, 
your chairman asked my views on the restoraton of the Los Angeles 
bank. I appreciate this opportunity to express to you the very deep 
feeling our Long Beach people have in connection with the restoration 
of the Los Angeles bank. 

Long Beach Federal was seized 5 years ago because it resisted the 
seizure of the Los Angeles bank and complained to Congress about the 
arbitrary and capricious acts of the then Home Loan Bank Commis- 
sioner, Mr. Fahey. 

The seizure of the Los Angeles bank, without trial, notice, or hearing, 
was a travesty upon justice and was not done for the purposes stated 
in the seizure orders. The evidence presented before the Smith com- 
mittee, and much evidence which has been presented before this sub- 
committee, conclusively prove that the economical accomplishments 
of the ‘ict was not the purpose or the motive which prompted Mr. 
Fahey to destroy the Los Angeles bank. Its destruction was born of a 
fraudulent motive. The inequities of the Los Angeles bank confisca- 
tion then were very great and as the years have passed these inequities 
have grown even greater and more intolerable. 

In the State of California there are 176 institutions, members of the 
Federal Home Loan Bank System, owning $24,498,300 worth of capital 
stock. The amount of capital stock owned by the California associ- 
ations is greater than the combined stock owned by all of the associ- 
ations in any of the six home loan bank districts as follows: District 
No. 1 has a total of $23,095,700 stock; district No. 3 has $17,599,000 
stock; district No. 6 has $17,395,400 stock; district No. 8 has $15,- 
118,405 stock; district No. 9 has $13,656,600 stock; and district No. 10 
has $10,956,600 stock. 

California, with stock totaling more than either of these six districts 
has but one elected director to represent the California interest on the 
board of the Federal Home Loan Bank of San Francisco. There are 
seven more elected representatives from other States and four public 
interest directors appointed by the Home Loan Bank Administration, 
manipulating the assets, more than 70 percent of which belong to Cali- 
fernia associations. 

To compare again the inequities to California stockholders with 
the advantages held in other home loan banks, let us turn to New 
York, district No. 2, in which there are only two States and one terri- 
tory. “New York stockholders, holding $21,966,500, could, if they 
desired, elect seven out of the eight elective directors, yet New York 
stockholders have $2,500,000 less stock than California stockholders 
who can elect only one director. 

Also compare Pennsylvania stockholders, in the third district. The 
third district has three States, Delaware, Pennsylvania, and West 
Virginia. The total combined stock of the three States is $17,599,000, 
approximately $7,000,000 less than the stock owned by California 
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associations alone. Pennsylvania stockholders, with $16,441,900 stock 
out of the $f7,500,000 total for the district, can vote and elect six of 
the elective directors of that bank, while California can elect only one. 

Ohio is the only State in the Union in which its stockholders have 
more stock in the home loan bank system than do the stockholders of 
California. The Ohio stockholders have approximately $4,300,000 
more bank stock than California associations, but the Ohio associa- 
tions can, if they choose, elect six out of the eight directors, for in 
that district, No. 5, there are only three States, Kentucky with $3,500,- 
000 stock, Ohio with $28,000,000 stock, and Tennessee with $2,500,000 
stock. California stockholders, with their $24,498,300 stock can elect 
only one director. . 

Then compare California’s plight with district No. 6, which has two 
States, Indiana and Michigan. The total stock owned by the associa- 
tions in the sixth district is $17,395,400. Between these two States 
they have eight elected directors. 

Let us consider district No. 7, composed of two States, Illinois and 
Wisconsin. Illinois stockholders, with less stock than California as- 
sociations, could, if its stockholders chose to do so, elect seven out 
of the eight directors, while California is limited to only one elected 
director. 

Let us consider districts Nos. 9 and 10, which have a total of nine 

States and the total combined stock of all of the associations in all 
the nine States totals $24,612,600, compared to California’s stock of 
$24,498,300. Districts Nos. 9 and 10 combined, however, have 16 
elected directors to California’s 1, that’s 8 directors for each of the 
banks in the ninth and tenth districts. Yet their total combined stock- 
holdings for the nine States is substantially the same as that of Cali- 
fornia stockholders. 
- The eleventh bank district, to which California was summarily 
added, when its Los Angeles bank was seized and liquidated without 
trial, notice, or hearing, and against the will of its stockholders, is 
now presumably a oe of a district composed of nine States, and the 
Territories of Alaska and Hawaii. There are here the greatest num- 
ber of political subdivisions, States, and Territories of the entire 
Nation. Unlike any other States in the Union, Arizona and Nevada, 
one or the other, are deprived of representation under the shotgun 
orders of Mr. Fahey. 

At the time of the summary seizure of the Los Angeles bank, it was 
the second largest district bank in the United States. Its $46,000,000 
of assets was merged with the $9,000,000 of assets in the Portland bank. 

When Congress created this bank system and provided that the 
various banks should be located for the convenience and economical 
operation of its members, there was a plan in the public interest to 
afford a system that was workable, economical, and a tower of “pe 
to its member institutions. Congress afforded by its basic law, a plan 
for the rights of local people to manage their local bank. The right 
to manage their own investments is a property right ruthlessly de- 
stroyed and disregarded by Mr. Fahey. 

The present Home Loan Bank Board which succeeded Mr. Fahey, 
have complacently shut their eyes to the fundamental facts. They say 
to the industry and to Congress in attempting to justify their position, 
that they are awaiting the end of the litigation, but they tell the courts 
that the courts have no jurisdiction to decide the issues. 
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Let us ignore the facts and assume for a minute that Mr. Fahey’s 
seizure and dissolution of the Los Angeles bank had nothing to do 
with the approval of the officers of the Los Angeles bank who were 
twice Gite unanimously by the Los Angeles bank’s directors, and 
their election ratified at a stockholders’ meeting for the bank; and 
let us pretend that Mr. Fahey believed that the destruction of the Los 
Angeles bank was a means of strengthening it, and to aid in the more 
economical accomplishments of the purposes of the act. Let’s consider 
then the resulting facts. Where we had two banks on the west coast, 
now we have three, a main office and two branches. Where we paid 
rent in two places before, now we pay rent in three places. Where 
we had two staffs of employees before, now we have three staffs of 
employees. Where the combined officers’ salaries, traveling expenses, 
et cetera, for both the Los Angeles and Portland bank totaled the sum 
of $81,000, now the combiged officers’ salaries and traveling expenses 
total approximately $151,448. Where the total rent and other expenses 
of both banks before their so-called merger amounted to $29,500 per 
year, now the rent and other expenses of the San Francisco bank 
total $60,800. 

For whose benefit was this so-called economy move planned? Did 
Mr. Fahey pay the bills or did we? The fact is Mr. Fahey called the 
tune, but it was the California associations who really paid the piper. 

Let us not forget that when Mr. Fahey pulled this deal, it was 
claimed the paramount interest of the United States was involved. 
The fact that the Government had money in these institutions should 
not, and did not, give Mr. Fahey the right to confiscate private prop- 
erty without due or any process of law. Let us also face the fact that 
that alibi is no longer available to justify the unfair conditions that 
Mr. Fahey so ruthlessly created. ‘These banks are now wholly pri- 
vately owned. The Government has been paid in full. 

' These banks were created to serve members who, under the law, 
were given the right to manage them. Management was supposed to 
be local so as to completely reflect intimate, daily knowledge of local 
conditions. Why should 12 institutions in the State of Utah, with 
$1,277,900 worth of stock, have an equal voice in the management of 
the credit reservoir of 176 California institutions, having a total of 
$24,498,300. Certainly this is not equitable. What do the directors 
from Utah or Montana know about the conditions in California? 
What does the California director know about conditions in Utah or 
Montana? Why should we have absentee management where Con- 
gress intended local management? The principle of local manage- 
ment was expressed by the Congress in authorizing the creation of 
these banks. The congressional expression was a reiteration of one 
of the basic and historic principles which made the growth of our 
Nation possible and enabled us to become strong. Absentee manage- 
ment historically has engendered weakness and rebellion. In the 
savings and loan business local management is important for many 
realistic reasons. There are involved local values, local building prac- 
tices, local needs, local employment trends, local savings tendencies 
and influences. What is good for southern California may be reck- 
less and fantastic for Montana or Utah. What is needed in New York 
or New Jersey may be a glut on the market in Nevada or San Fran- 
cisco. 
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These are not hypothetical or theoretical arguments, they are based 
on experience. One of our $18,000,000 California associations had 
its credit summarily cut off by the San Francisco bank. A majority 
of the board of directors of that bank had no idea at all of the local 
business conditions involved. It took time to educate them to prob- 
lems with which they were inexperienced and unprepared. _ By the 
time they were educated, the need and opportunity for the bank to 
function had passed. witn 

This situation should not be regarded as an immaterial consequence 
or result of Mr. Fahey’s shotgun merger, rather it is the material and 
foreseeable consequence of his high-handed action. Far from aiding 
the accomplishments and purposes of the act, his action ignored and 
frustrated the ideals of the congressional act. 

The rule of the present Home Loan Bank Board since its creation 
has served only to perpetuate and enlarge the wrongs and damages 
perpetrated by Fahey. 

There has been lip service and assurances that the Los Angeles bank 


would be restored. There have been large meetings and. assuring 


speeches, and there has been a meeting referred to in these hearings 
as a love feast, a dinner at which the Board and the various Los An- 

— bank representatives attended to celebrate the restoration of the 
sos Angeles bank. 

The facts are, however, there has been no official action, nothing to 
correct these wrongs, only lip service. You have heard in these hear- 
ings that the Board intended to restore the Los Angeles bank and cor- 
rect the wrongs that had been perpetrated by its summary seizure and 
destruction, but that the Board is without power to do so because of 
the pending litigation. When it seems that the Board can no longer 
hide its inaction behind the Attorney General, they say the restoration 
will have to be considered administratively before they can do any- 
thing. Thus the stolen property is retained. This same Board tells 
the court that the court is without power to do anything about. the 
wrongs that were perpetrated against the California stockholders, on 
the ground that the court has no jurisdiction. They claimed that the 
acts of the Board are beyond the review or correction by any court. 
If this contention be true, the member institutions of this bank system 
have no assurance and no stability as to the ultimate fate of any of 
their investments, and certainly no dependence upon the stability of 
a sound banking system. Such an uncertain and unstable system does 
not accomplish the purposes intended by Congress in the basic act. 

Perpetrating a fraud such as was wrought upon the stockholders of 
the Los Angeles bank does not heal with time, and the underlying 
instability of such a system grows as the opportunity grows with those 
in public office, exercising an unrestrained, uncontrolled power ; where 
they can seize and destroy the wealth of others. ere 

Wyoming, with 10 associations, 9 Federals and 1 State, who own a 
combined total of approximately $16,000,000 worth of loans, hasan 
equal voice on the San Francisco Bank Board with Califernia’s 176 
associations; having approximately one seventy-sixth the home loans, 
has equal representation in managing California assets and: deriving 
the profits therefrom. 

Should the eleventh-district bank and the twelfth-district bank be 
segregated on the basis of stock ownership, according to my calcula- 
lations, the old eleventh district bank would have in excess of $9,000,- 
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000 capital stock owned by its member institutions, and would be com- 
parable to the bank in the tenth district. On such segregation it 
would have gross assets of approximately $50,000,000. 

The Los Angeles bank when seized had gross assets of only $46,000,- 
000, although at that time it was the second largest bank in the System. 
Certainly the eleventh district bank with assets larger than Los An- 
geles bank was when it was seized, would be of sufficient size to serve 
its members without inflicting upon the California associations the 
inequities inherent in the shotgun consolidation of the two districts. 

On the matter of economy, let us again consider the result of this 
shotgun merger. There is now a president of the San Francisco bank 
drawing salary more than twice that paid to the president of the Los 
Angeles bank. Recently, an assistant to the president of the San 
Francisco bank was hired at a salary of $15,000 a year, approximately 
11% times the salary paid to the Los Angeles bank president. Besides, 
there is a manager at the Portland branch and a manager at the Los 
Angeles branch. The district is so large it takes additional manage- 
ment personnel to circulate among the members in an endeavor to serve 
their needs. Incidentally the Smith committee found branches were 
not authorized by the basic act, but it doesn’t matter to the Home Loan 
Bank Board whether it is legal or illegal, they question only what can 
they get by with. 

There is a continuing lack of common interest in the members of the 
extremely rural area, as compared to the members in the metropolitan 
California area. The transportation proves a problem of both time 
and cost, for the branches can never serve the same responsibility and 
the same needs that the main office can. Then, too, I am informed that 
approximately three-quarters of the lending activities and require- 
ments for the bank’s service is in the California area. 

As an incident in passing, it is worthy to note that the present Home 
Loan Bank Board has approved Mr. Frank C. Noon as vice president 
of the San Francisco bank because of his ability and experience. He is 
the same Frank C. Noon whom Mr. Fahey refused to approve and de- 
stroyed the bank rather than acquiesce in the judgment and experience 
of the directors of that bank in the selection of its officers. 

At the commencement of these hearings the Home Loan Bank 
Board was charged with holding the Los Angeles bank as hostage to 
force the Long Beach Federal to waive its rights to an accounting for 
its assets which were seized, and to be restored at least to the condition 
existing when it was confiscated. 

The substantial evidence before this subcommittee sustains such 
charges. The evidence is without contradiction. It is frankly con- 
tended by the Bank Board and its counsel that their failure to return 
the Los Angeles bank was because the Board and its counsel were fear- 
ful of the effect upon the Long Beach litigation. There is no justifiable 
reason to hold property wrongfully seized by the Home Loan Bank 
Administration as a barter to buy for the Bank Board and its person- 
nel immunity from accounting and the correction of their wrongs. 

Long Beach Federal and its shareholders have always been willing 
and hopeful that the Los Angeles bank would be restored, either with 
or without the settling of the Long Beach litigation. We tried desper- 
ately to:settle, asking barel yinsy rehabilitation to survive; how- 
ever, this offer of sacrifice by the Long Beach Federal was rejected 
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by the Home Loan Bank Board who thereafter attempted the second 
seizure and confiscation of the Long Beach Federal. 

In justice to its shareholders, the Long Beach Association cannot be 
expected to further attempt to pay ransom for the restoration of the | 
Los Angeles bank. The shareholders and the Long Beach Association 
are entitled to rehabilitation without regard to the Los Angeles bank, 
and the Los Angeles bank is entitled to restoration without regard to 
the Long Beach Association. 

I hope this subcommittee will find a solution to the restoration of 
the Twelfth Federal Home Loan Bank and to make possible the 
return to the California stockholders of their rights and property so 
wrongfully confiscated. 

Thank you, Mr. Chairman. 

Mr. Houtrietp. Thank you, Mr. Gregory, for your statement in 
regard to the Los Angeles bank. It is a matter of concern to this 
subcommittee, as I know it is to the associations in California. I call to 
mind the testimony of Mr. J. Howard Edgerton on November 30, 1950, 
when he appeared before this subcommittee. He presented a tabu- 
lation of the result of the questionnaires mailed to 197 California 
institutions. 

He received back 174 answers to his questionnaire, and he says 
in his statement that a recapitulation of the balance indicates that 
160 associations voted in favor of the reestablishment of the Twelfth 
Federal Home Loan Bank District, 11 associations voted against the 
establishment, and 3 did not indicate a preference. 

Mr. Grecory. I might say since the first hearings in this matter 
before the subcommittee, Mr. Chairman, that the stockholders of the 
Los Angeles bank notified all of its stockholders for a special meeting 
which was held in Palm Springs, Calif., in February, I believe, of 
this year, at which time the policy of whether or not they were still 
in favor of the restoration of the Los Angeles bank or what policies 
would be, was the topic of discussion, and one of the reasons for calling 
the meeting. 

The policies enunciated by the stockholders’ committee, of which Mr. 
Edgerton was a member, was for the unqualified restoration of the 
Los Angeles bank. Upon a vote being taken upon their policies, there 
was just one dissenting vote. 

There has been filed with the subcommittee here, I believe, a certified 
copy of a court reporter’s transcript of the meeting which is available 
for the subcommittee’s evidence on that point. 

Mr. Fiscusacu. Who cast that one dissenting vote? 

Mr. Grecory. Mr. Joe Crail. 
vs oe F REACK. The same person who is now vice chairman of the 

oard ? 

Mr. Grecory. Of the Federal Home Loan Bank of San Francisco; 
that is correct. 

Mr. Hortrretp. There was also introduced into evidence a speech 
which was made by Mr. Divers shortly after the Long Beach Asso- 
ciation was restored, to a meeting of Sailding and loan associations 


in California, I believe, in which he stated the Board agreed it was 
a matter of business judgment that the bank should be restored in 
Los Angeles, and he was looking forward to the time when he could 
come back to California and appear at a banquet in which they could 
celebrate that event. 
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The Chair knows that quite a bit of time has elapsed since then and 
I believe Mr. Divers has not been back to California since. 

The evidence has also been presented to this subcommittee by Mr. 
Divers and I believe Mr. MacGuineas that the reason for not restoring 
the Los Angeles bank is because of the litigation which is in existence. 

The subcommittee will, of course, have to consider all of the in- 
formation that is before it on this matter as well as other matters 
before it writes its report. 

We are going to recess the meetings to the call of the Chair at this 
time. I can’t state at this time just exactly when the next meeting 
will be held, but certain information has been requested by Con- 
gressman Miller of the witness that is before the subcommittee today. 
The subcommittee trusts that the witness will be responsive to those 
requests and furnish the information which Mr. Miller requested. 

here are also certain depositions which will need to be taken and 
there is a possibility that there may be other persons questioned by 
the subcommittee in open hearings at some later date. 

For the present the subcommittee stands recessed until a time called 
by the Chair. 

(Whereupon, at 3:30 p. m., the subcommittee adjourned, to re- 
convene at the call of the Chair.) 
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(Deposition of Nathaniel Dyke, taken pursuant to 
subcommittee resolution) 


FRIDAY, NOVEMBER 2, 1951 


Howse or REPRESENTATIVES, 
COMMITTEE ON EXPENDITURES IN THE EXECUTIVE 
DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Banx Boarp, 
: Memphis, Tenn. 

These proceedings were convened pursuant to a resolution adopted 
by this subcommittee on October 19, 1951, which in pertinent part 
reads as follows: 

Resolved, That the hearings in connection with the investigation of the Home 
Loan Bank Board be closed, subject to the inclusion in the record of the sub- 
committee’s proceedings of the depositions of Nathaniel Dyke, * * * and 
such documents as may be pertinent to the subject matter of said depositions and 
the subcommittee’s proceedings, and that Hyman I. Fischbach, special counsel 
for the subcommittee, be authorized to take such depositions in the subcommittee’s 
behalf, befere any officer authorized to administer an oath or affirmation. 

Present: Nathaniel Dyke, Hyman I. Fischbach, special counsel to 
the subcommitte; and Henry S. Waldauer, court reporter, and notary 
public of Shelby County, Tenn. 

Mr. Fiscunacn. Mr. Dyke, would you be sworn, please? 


TESTIMONY OF NATHANIEL DYKE, LITTLE ROCK, ARK., FORMER 
MEMBER OF THE HOME LOAN BANK BOARD 


Nathaniel Dyke, the witness, having been first duly sworn by Henry 
S. Waldauer, notary public in and for Shelby County, Tenn., testified 
as follows: 

Mr. Fiscusacw. Will you state your full name? 

Mr. Dyker. Nathaniel Dyke. Address? 

Mr. Fiscusacu. Please. 

Mr. Dyke. Little Rock, Ark. 

Mr. Fiscupacn. Mr. Dyke, were you a member of the Federal Home 
Loan Bank Board as that Board was constituted under the Presi- 
dential Reorganization Plan No. 3 of 1947, and if so when did you 
take office ? 

Mr. Dyxr. Yes; I was and I think I took office in August 1947. I 
was a member of the Board until my nomination was recalled from 
the Senate in December 1947. 
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Mr. Fiscupacu. At that time were your fellow members of the 
Board the following individuals, John H. Fahey, Chairman, and J. 
Alston Adams, member? 

Mr. Dyxe. That is right. 

Mr. Fiscupacu. Prior to your appointment as a member of the 
Board had you had any background or experience in connection with 
the operation of either State or Federal chartered savings and loan 
associations ? 

Mr. Dyxe. Yes, I organized a State chartered loan association, 
called the United Building and Loan Association, at Fort Smith, Ark., 
chartered by the bank commissioner of the State of Arkansas, which 
became a member of the Federal Home Loan Bank System, witli full 
insurance of shares. Prior to that time I had for more than 25 years 
been in the mortgage loan business, and for several years, in the 1920’s, 
I was a director and vice president of the Sebastian Building and 
Loan Association, in Fort Smith, Ark. 

Mr. Fiscupacu. Is it true that when you became a member of the 
Home Loan Bank Board that one of the major problems with which 
you and your fellow members were concerned was the controversy 
which has been referred to in this subecommittee’s proceedings as the 
California controversy ¢ 

Mr. Drxer. Yes. In several conferences before I was appointed’ I 
was given to understand that this was one ofthe major tt ems con- 
fronting us, and should have our attention as‘soon as possible. 

Mr. Fiscnnacn. Am I correct in understanding that these confer- 
ences to which you have alluded were conferences with Mr. John 
Steelman and Mr. John Snyder anc. Mr. Truman / 

Mr. Dyxe. I had one conversation with Mr. Truman. I had many 
with Mr. Steelman, and probably two or three with Mr. Snyder. 

Mr. Fiscusacu. And the substance of your conferences with those 
gentlemen had relation to the unsatisfactory state of the administra- 
tion of the Federal Home Loan Bank System? 

Mr. Dyrxer. It had reference vaguely to the amount of criticism 
coming from the savings and loan leagues, both the United States 
Savings and Loan League and various State leagues, and criticism of 
the operation of the Federal Home Loan Bank System. 

Mr. Fiscupacn. And were you requested by the officials you have 
mentioned to endeavor to bring about a resolution of the California 
controversy ? 

Mr. Drxe. I do not remember that I was directly advised to resolve 
the California controversy, but to give it almost immediate attention. 

Mr. Fiscuracu. And you proceeded to do what ? 

Mr. Dyxe. We proceeded to do so. 

Mr. Fiscusacu. In the course of the days that have followed your 
taking office as a member of the Federal Home Loan Bank Board did 
you go to California and make an investigation of the situation that 
existed out there with reference to the Los Anigoles bank and the 
Long Beach Federal Savings & Loan Association ? 

Mr. Dyxe. Not immediately. We first got a copy of the report by 
the House Committee, of which Congressman Howard Smith was 
the chairman, and everything else that we could get ahold of that had 
been written, not only about the California situation, but alleged 

rievances suffered by several of the loan associations in various 
tates. 
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Mr. Fiscupacn. And you made a study of that? 

Mr. Dyxe. Yes; and then J. Alston Adams and myself went to San 
Francisco, over the violent objection of Mr. John H. Fahey, our 
Chairman of the Board, and in San Francisco we held several informal 
conferences to get a picture of the Long Beach controversy. 

Mr. Fiscupacu. In your conversations with Mr. Fahey, prior to 

oing to California, did you learn any of his plans with reference to 
iohdiay an administrative hearing on the charges he preferred against 
Mr. Gregory of the Long Beach Federal Savings & Loan Association ¢ 

Mr. Dyke. Mr. Fahey would not discuss any California matter in 
detail with Mr. Adams or myself, reiterating that it was a matter for 
the courts to decide, and that it was none of our business. 

Mr. Fiscupacn. Didn’t there come a time when Mr. Fahey set the 
time for an administrative hearing in connection with the Long Beach 
Federal Savings & Loan Association ? 

Mr. Dyxe. Yes; he set the date, over the objection of Mr. Adams 
and myself. 

Mr. Fiscusacu. Actually wasn’t it a case of Mr. Fahey having set 
a date without consulting you and Mr. Adams, and without any con- 
versation ¢ 

Mr. Dyke. Yes. 

Mr. Fiscupacn. You learned of that action from sources outside of 
the Board itself? 

Mr. Dyke. We learned from sources within. the organization of 
the orders of Mr. Fahey. 

Mr. Fiscupacnu. I take it from documents that have come into the 
subcommittee’s possession that there was a meeting of the Home Loan 
Bank Board, as constituted by Mr. Fahey, Mr. Adams, and yourself, 
on December 4, 1947, at which various resolutions were passed. I call 
attention to Resolution No. 139, in which it was resolved that the ad- 
ministrative hearing in the Long Beach case, set for December 15 in 
Los Angeles, without any knowledge of the Board, is postponed to a 
later date and until the Board has had more time to study the facts in 
the case and select another hearing officer. I hand you a copy of that 
Resolution No. 139, and ask you what circumstances, or group of cir- 
cumstances, founded the indecision in the resolution and determination 
to select another hearing officer. 

Mr. Dyxe. I don’t remember the name of the hearing officer, but on 
account of so much criticism we received in the form of voluminous 
resolutions from various interested parties from other States, as well 
as from California, we wanted to be sure that the hearing was a fair 
and impartial hearing. 

Mr. Fiscupacn. Did you feel that it was necessary to designate an- 
other hearing officer in order to accomplish that objective ? 

Mr. Dre. As I say, I cannot remember the name of the hearing 
officer, but since he had been accused of bias, and since it was stated 
that the objective of the hearing was to get ammunition to be used in 
the case pending in the Federal court in Los Angeles, we were trying 
to be very careful and feel our way so as to avoid criticism ourselves, 
which criticism had followed Mr. Fahey’s successors. 

Mr. Fiscupacn. I show you order No. 5405, dated July 3, 1946, 
signed by Harold Lee as Governor of the Federal Home Loan Bank, 
authorizing T. Wade Harrison as hearing officer to employ steno- 
graphic assistance. I also show you order No. 5636, dated June 23, 
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1946, signed by John H. Fahey as Federal Home Loan Bank: Com- 
missioner, directing Mr. T. Wade Harrison as hearing officer to 
conduct the hearing, and ask you whether that refreshes your recol- 
lection as to the identity of the hearing officer ¢ 

Mr. Dyke. To the best of my recollection after reading, the. order 
of June 27, 1946, Mr. Harrison was the man directed by Mr. Fahey 
and Colonel Lee to hold the hearing. We 

Mr. Fiscusacu. Was it your feeling and Mr. Adams’ that because 
of the relationships between the hearing officer, Colonel Lee and Mr. 
Fahey that Mr. Harrison would not have functioned as a fair and im- 
partial hearing officer, and did that enter into your consideration in 
taking the action which you did in adopting resolution 1394 

Mr. Dyxe. To the best of my recollection, Mr. Adams and myself 
were advised by counsel to move slowly, that since the matter was)al- 
ready in the Federal court at Los Angeles that there actually. might 
be no need for this hearing by the Federal Home Loan Bank Board, 
and since we hadn’t had time to get acquainted with Mr. Harrison and 
be reassured that he was the proper officer to hold the hearing we 

»assed a resolution to postpone the hearing and decide later who should 
hold the hearing, if the hearing was to be held at all. 

Mr. Fiscuzacn. After you adopted resolution No, 139 did you hear 
from any other official of the Government in connection with .your 
vote on the matter and specifically did Mr. Fahey communicate with 
‘you and ask you to change your position ¢ 

Mr. Dyxe, I heard from several Government officials remonstrat- 
ing with me for what they called my obstructionist tactics in regard 
to Mr. Fahey’s plans. 

Mr. Fiscusacu. Did you know what Mr. Fahey’s planned pro- 
cedure was in connection with Long Beach Federal and the Los An- 
geles bank? 

Mr. Dyke. Well, he never discussed it with us. The only way we 
had of hearing what Mr. Fahey’s plans were we learned through ru- 
mors from the industry and persons outside the Federal Home Lean 
Bank System. 

Mr. Fiscunacn. What did you hear from Mr. Fahey? 

Mr. Dyxe. Mr. Fahey sent for me to come to his office and tried to 
sell me on rescinding the Board’s action while Mr. Adams was out of 
Washington. 

Mr. Fiscupacnu. You declined to do so? 

Mr. Dyxe. I declined to take any action during Mr. Adam’s ab- 
sence. Mr. Fahey went into great detail, explaining why he had put 
the Long Beach Association under a conservator, and I told Mir. 
Fahey that the more I heard of the details of the whole California 
controversy the more I was convinced that the hearing should be 
postponed until Mr. Adams and I were better posted and had got more 
information on both sides of the situation. When I returned to my 
office I had a telephone call from Attorney General Tom Clark, who 
apparently had just talked to Mr. Fahey, and he insisted that we should 
allow the hearing to proceed as planned by Mr. Fahey. During the 
morning I had several more conversations with Attorney, General 
Clark. Before noon I had a telephone call from Mr. Foley, and I 
went to his office, and Mr. Divers, or was then assistant to Mr, Foley, 


sat in the conference ; and it is my recollection that Mr. Divers differed 
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with Mr Foley at that time on the amount of harm that would be done 
to the Government’s case by best ming the hearing. __ 

Mr. Fiscupacu. I take it, Mr. Dyke, that you didn’t yield in your 
position as a result of the contact that these other Government offi- 
cials had with you, and to which you have just referred ? 

Mr. Dyxe. No. On the contrary, we most assidiously contacted 
everyone whom we thought had knowledge of the controversy from 
the beginning, including the Honorable Howard Smith, to get a com- 
plete history of the background. By that time we had several lawyers 
advising us, and they were counselling caution. So we were more 
convinced than ever that the hearing should be postponed. 

Mr. Fiscupacn. While you were a member of the Board in this 
period that you have referred to and during the pendency of the so- 
called California controversy, did you have a conference with Mr. 
Herbert. Bergson, Acting Assistant Attorney General in Charge of 
Claims of the Department of Justice ? 

Mr. Drxe. Yes, Mr. Adams and I were called to the Attorney Gen- 
eral’s office, and had a rather lengthy conference with Mr. Bergson. 

Mr. Fiscusacu. Do you remember what the subject. of the con- 
ference was ? 

Mr. Dyke. The subject of the conference was our friction with Mr. 
Fahey, and at the time we were talking to Mr. Bergson we could 
hear Mr. Fahey’s voice in the next room, discussing the same matter 
with the Honorable Tom Clark, and after Mr. Fahey left Mr. 
Clark’s office Mr. Clark came in and sat in the conference with Mr. 
Bergson, Mr. Adams, and myself. 

r. Fiscueacu. Were you urged by Mr. Clark and Mr. Bergson 
to yield to Mr. Fahey’s position in the California controversy and 
adopt his program ? 

r. Dyxe. I cannot remember Mr. Clark’s words, or Mr. Berg- 
son’s, but it is very plain in my memory that we were criticized 
severely because of the friction within the bank’s Board, as though 
we were causing it; and it had been mentioned by columnists in Wash- 
ington that there was a knock-down and drag-out fight going on 
behind closed doors in the Board room of the Federal Home Loan 
Bank Board, and while we may or may not have been subject to crit- 
icism ourselves, it was certainly implied that we should go along 
with Mr. Fahey on his program. I remember that I explained again 
to Mr. Clark in detail, and as I had done with Mr. Bergson, Mr. 
Foley. and others, that we were proceeding cautiously in what we 
thought was a very serious matter; and that while Mr. Fahey had a 
long record in Government, we were not willing to accept his opinions 
withoné doing our own investigating. That did not please Mr. Clark 
or Mr. Bergson. 

Mr. Fiscusacu. The minutes of the meeting of the Board held on 
December 15, 1947, contain a reference to a resolution No. 139, and 
as written the minutes state: 

The secretary was instructed to make no distribution of authenticated copies of 
resolution No, 139. 

If the secretary was so instructed, was he so directed by Board action, 
or was that Mr. Fahey’s action so far as you can recall ? 

Mr, Dyke. If the secretary was so instructed it was by Mr. Fahey 
himself. Iam sure that the Board did not take that action. 
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Mr. Fiscnsacn. Had you had any contact with Mr. Divers in rela- 
tion to this California program prior to the occasion when you con- 
ferred with Mr. Foley and he was present ? 

Mr. Dyrxe. I think that is the only contact I ever had with Mr. 
Divers where the California situation was mentioned. 

Mr. Fiscupacn. Mr. Adams described the condition which existed, 
insofar as he and you not having access to files, when you became 
members of the Board. He also stated in his testimony that appar- 
ently Mr. Fahey had contacted and instructed personnel of the Board 
that if they gave you me information they would be fired. Does 
ears agree vith your recollection of the general atmosphere that pre- 
vailed ? 

Mr. Dyxe. That is my recollection of the situation, but Ihave no 
way of knowing what Mr. Fahey had told them, but we had the great- 
est difficulty in getting the straight of any matter in which we were 
interested. 

Mr. Fiscupacu. At the time that you agreed to serve as a member 
of this Board were you told that Mr. Fahey’s tenure on the Board 
would be of very short duration ? 

Mr. Dyrxe. When I was first offered the position on the Board it was 
as Chairman of the Board. Later the Honorable John Steelman tele- 
phoned me to come to the White House, and said that Mr. Fahey 
insisted on being allowed to stay on temporarily, and Mr. Steelman 
inquired whether I would consent to serve as a member temporarily 
under Mr. Fahey’s chairmanship, indicating that it would be about 
30 days, and that then I would be named Chairman. I told Mr. Steel- 
man I would think it over, but that it was against my best judgment 
to serve with Mr. Fahey at all. 

After discussing the matter with Senator McClellan and one or 
two close friends on the Hill, all of whom stated that I should have 
it understood definitely the date on which Mr. Fahey was to retire, 
I went back to the White House and asked Mr. Steelman if it could 
not be made definite with Mr. Fahey on what date he would retire. 
Mr. Steelman said he would try to get a definite date, and I told Mr. 
Steelman that while it was against my best judgment to be asso- 
ciated with Mr. Fahey on the Board, that I would serve temporarily, 
not to exceed 60 days, and within the 60 days I visited Mr. Steelman 
several times to get definite information, telling him that conditions 
on the Board were almost unbearable. 

Mr. Fiscupacu. While you were a member of the Board did you 
reach any conclusions as a result of anything stated to you b Mr. 
Fahey as to what his program was in connection with the California 
controversy ¢ 

Mr. Dyke. No, because each time that the matter was discussed 
with Mr. Fahey he said that he was not going to be on the Board 
but just a short time longer, and that it was a matter that Mr. Adams, 
myself, and some new member would have to conclude, which I told 
Mr. Fahey was more reason that we should proceed slowly and cau- 
tiously on a matter of such far-reaching consequences. 

Mr. Fiscusacn. What did Mr. Fahey state in response to such ob- 
servation by you? 

Mr. Dyke. I cannot remember. Anyone who knew Mr. Fahey can 
recall that almost any conversation was most verbose on his part, but 
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whenever we would ask for specific information as to what his pro- 
ram was, or in connection with the California controversy, or HOLC, 
e would tell us it was none of our business. 

Mr. Fiscuracn. I take it that Mr. Fahey endeavored to the fullest 
extent of his ability to retain personal jurisdiction of the California 
situation, and did not either encourage or welcome your participation 
or Mr. Adams’ participation in the business of the Board insofar as 
that matter was concerned; is that correct ? 

Mr. Dyke. Yes. In addition to that he actively discouraged any 
participation by the Board not only in the Long Beach case, in the 
matter of the abolition of the Federal Home Loan Bank of Los. 
Angeles, but in matters of the HOLC, and also in matters of financing 
the Federal Home Loan Bank System. 

Mr. Fiscupacn. Did you and Mr. Adams ever discuss with Mr. 
Fahe re reestablishment of the Federal Home Loan Bank of Los 
Angeles 

Mr. Dyke. Yes, when we returned from San Francisco we had a 
long discussion with Mr. Fahey, inquiring whether it was wise to 
have closed the Federal Home Loan Bank of Los Angeles and merge 
it with the one at Portland, Oreg.; that it was originally intended 
for the Federal Home Loan Bank System to be comparable with the 
Federal Reserve System, with 12 banks. Mr. Fahey talked at ex- 
tremely long length about or he had abandoned the Los Angeles 
bank and made a stronger bank by consolidating with Portland. 

Mr. Fiscupacu. What did he say the reason was? 

Mr. Dyke. As I recall, the main reason he gave was the weakness 
of the Portland bank, but it was a monologue lasting probably 40 
minutes, and any questions from Mr. Adams or myself intimating 
any difference of opinion on facts expressed made Mr. Fahey very 
angry. So we adjourned the meeting. 

fr. Fiscusacn. When you and Mr. Adams endeavored to discuss 
the reestablishment of the Los Angeles bank and expressed basic dif- 
ferences in your discussions with Mr. Fahey with regard to the reason 
for its dissolution, how did Mr. Fahey respond to those objections? 

Mr. Drxr. He would always go into a long monologue, including 
such expressions like “Fait accompli.” He would say that that is con- 
cluded, finished, and ended, there is no excuse for any bank on the 
coast, that one will serve the purpose, and finally we again adjourned 
the meeting, after hearing a long monologue, including his reasons, 
which included many personalities, and who was a crook, and could 
not be believed, and so forth. 

Mr. Fiscupacu. Mr. Dyke, when did you become acquainted with 
any of the principals involved in this California controversy, and I 
specifically mention Mr. Tom Gregory, Mr. Howard Edgerton, Mr. 
George Eason, Mr. Barnett, and other persons who have appeared 
publicly as leaders of the industry, urging the reestablishment of the 
Federal Home Loan Bank of Los Angeles? 

Mr. Dyxe. To the best of my recollection I did not meet any of 
these men until I went to California in October or November of 1947, 
and they were members of the United States Savings and Loan 
League, and I met them at the convention in San Francisco in that 
year. From there I went down to Los Angeles, and George Eason 
arranged a meeting so that I could get acquainted with others, includ- 
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ing, I think, Mr. Gregory from the Long Beach association, and 
probably 15 or 20 others. se 

I heard discussions on both sides of the controversy and upon re- 
turning to Washington discussed them at length with J. Alston 
Adams, and tried to discuss it with Mr. Fahey, who would not let me 
tell him anything about my trip. He told me. cue 

Mr. Fiscusacn. Returning for a moment to the question of the 
hearing that Mr. Fahey had set in December without consulting you 
or Mr. Adams, and calling attention again to your vote cay r. 
Adams’ vote to postpone the hearing indefinitely, was it your opinion 
at that time that Long Beach Federal Savings and Loan Association 
would have been accorded a fair hearing with Mr. Fahey as Chair- 
man of the Board, or did you, like Mr. Adams, have the opinion that 
there would not have been a fair hearing under those circumstances? 

Mr. Dyke. My answer to that is that on account of Mr. Fahey’s 
intense bias and even hatred for the different personalities involved 
in the Long Beach association, it would have been very difficult to 
have hada e. impartial, and unbiased hearing. 

Mr. Fiscuzacnu. Did you also feel that Mr. gs be principal pur- 
pose was making a record which would have tended to justify his 
action in the California controversy ? 

Mr. Dyxe. Yes, because Mr. Fahey had admitted to us in a heated 
controversy in the board room that the Long Beach Federal Savings 
and Loan Association was a solvent mutual when he put it under a 
conservator. 

Mr. Fiscupacu. Did he admit to you the reason why he had put it 
under a conservator ? 

Mr. Drxe. No; he never did admit definitely why. 

Mr. Fiscusacn. But he did admit it was a solvent mutual institution 
at the time he appointed a conservator? 

Mr. Dyxer. Yes; he did. 

Mr. Fiscusacu. Thank you very much, Mr. Dyke. 

STaTe or TENNESSEE, 
County of Shelby, City of Memphis, ss: 

I, Henry S. Waldauer, certified shorthand reporter and notary public of the 
State of Tennessee, County of Shelby, do hereby certify that the foregoing is a 


full, true, and correct transcript of my shorthand notes taken in the foregoing 
proceedings, at the time and place mentioned therein. 


Henry S, WALDAUER, 
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(Deposition of Thomas A. Gregory, taken pursuant to 
subcommittee resolution) 


TUESDAY, NOVEMBER 6, 1951 


House or RePresENTATIVES, 
; CoMMITTEE ON EXPENDITURES IN THE 
Executive D5parRTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
; Los Angeles, Calif. 
Present: Hon. Chet Holifield, chairman of the Special Subcom- 

mittee Investigating the Home Loan Bank Board; Hyman I. Fisch- 
bach, special counsel for the Special Subcommittee Investigating the 
Home Loan Bank Board; Thomas A. Gregory, president, Long Beach 
Federal Savings and Loan Association, Long Beach, Calif. ; and Mack 
M. rm court reporter and notary public, Los Angeles County, 
Calif. 

Mr. Fiscupacu. These proceedings are convened pursuant to a reso- 
lution adopted by this subcommittee on October 19, 1951, which in 
pertinent part, reads as follows: 

Resolved, That the hearings in connection with the investigation of the Home 
Loan Bank Board be closed subject to the inclusion in the record of the sub- 
committee’s proceedings of the depositions of * * * TT. A. Gregory and 
Charles K. Chapman, and such documents as may be pertinent to the subject 
matter of said depositions, and the subcommittee’s proceedings; and that 
Hyman I. Fischbach, special counsel for the subcommittee, be authorized to 
take such depositions in the subcommittee’s behalf before any officer authorized 
to administer an oath or affirmation. 

Let the record show as being present: Thomas A. Gregory; Hyman 
I, Fischbach, special counsel to the subcommittee; Mack M. Racklin, 
court reporter and notary public of Los Angeles, Calif. 

May the record further show the presence of Congressman Chet 
Holifield, chairman of the special subcommittee. 

Mr. Gregory, will you be sworn, please ? 

Thomas A. Gregory, having been first duly sworn by the Notary 
Public, testified as follows: 


FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, 
LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
LONG BEACH, CALIF. 


Mr. Fiscusacu. Mr. Gregory, on the last occasion on which you 
appeared before this subcommittee in Washington, D. C., you were 
interrogated by Congressman Miller in relation to a number of matters 


2045 





2046 INVESTIGATION OF HOME LOAN BANK BOARD 


which were left open in the record because, as you stated, it would be 
necessary for you to secure access to certain documents and records, 
pertinent to the line of interrogation he followed. 

Since that time I would like to inquire as to whether you have 
obtained access to the records to which you referred. 

Mr. Grecory. I think I have everything here that Mr. Miller 


uested, 
me 9 Fiscupacu. At the outset, Mr. Gregory, I want to ascertain 
whether, in relation to your residence which you acquired from a 
Mr. Jones, you made an examination of your records to determine the 
actual cost. 

Mr. Greeory. Yes, sir; I have. 

Mr. Fiscuzacu. What did you find in that regard ? 

Mr. Grecory. I have here a copy of a settlement statement with Mr. 
Jones in connection with the matter, which I would like to submit for 
evidence in the matter. 

Mr. Fiscupacu. The witness has produced a document entitled 
“Statement of Settlement of T. A. Gregory With Jones Bros., C. S. 
: ones and C. J. Jones,” dated November 1, 1951, and signed by C. S. 

ones, ‘ 

I would like this document to be appropriately marked and suggest 
that for the purposes of this deposition, at this*time it be marked 
“Gregory Exhibit No. 1A,” and that at a later time the clerk of the 
subcommittee will assign an appropriate exhibit number to it. 

Would you mark this document, Mr. Reporter? 

(The document referred to was thereupon marked “Gregory Exhibit 
No. 1A” by the notary public.) 
ap Fiscupacn. Mr. Reporter, please note the presence of Mr. Mc- 

enna. 

Mr. McKenna. May I see that document ? 

Mr. Fiscrpacn. Will you note Mr. McKenna’s question or request, 
Mr. Reporter? 

Mr. McKenna. May I see the document? 

Mr. Fiscupacn. Before answering your question, Mr. McKenna, 
I would like to ascertain in what capacity you are appearing here 
today. 

Me McKenna. I have been directed to appear here by the senior 
minority member of the House Committee on Expenditures in the 
Executive Departments. I am the minority counsel to the House 
Committee on Expenditures in the Executive Departments. 

Mr. Fiscusacu. I want the record to reflect the fact, Mr. McKenna, 
that you will be permitted to examine this and any other documents 
at a later time, but I would prefer for you to adhere to the ruling of 
the subcommittee in relation to the taking of this and the related 
depositions. 

I will ask you to refrain from either interrupting or participating 
in the taking of these proceedings. 

Mr. McKenna. Your request is directly contrary to my instruc- 
tions, which are to participate in the proceedings, and in the interro- 
gation. I will accordingly request that I see the papers as they are 
introduced into evidence and that I be allowed to participate in the 
questioning to the same degree as you, as majority counsel. 

Mr. Fiscuracnu. I am not acting as majority counsel. I am acting 
as special counsel for a special subcommittee. 
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Mr. McKenna. May I see the document ? 

Mr. Fiscusacu. When the deposition is concluded; yes. 

Mr. McKenna. May I see it now? 

Mr. Fiscugzacu. I prefer not. 

Mr. McKenna. May I see it now? 

Mr. Fiscupacu. No. 

Mr. Grecory. In connection with that settlement, Mr. Fischbach, 
I would also like to produce a photostatic copy of the cashier’s 
checks mentioned in the settlement. ‘ 

Mr. Fiscupacu. Do you have those documents here? 

ma Greeory. Here they are. These are the checks I have men- 
tioned. 

Mr. Fiscusacu. The witness produces cashier’s check No. 822451 of 
the Farmers & Merchants Bank of Long Beach, to which there is 
attached a remitter’s receipt. — 

Let this be marked “Gregory Exhibit No. 1B.” 

Mr. McKenna. May I see that, Mr. Fischbach ? 

Mr. Fiscupacu. Mr. McKenna, there is no need of your cluttering 
up the record any further. 

Mr. McKenna. I feel I have a right equal to yours to see these 
different documents as they are introduced in evidence and to partici- 

pate also in the questioning, and I will so ihsist.throughout the pro- 
ceedings. 

(The document referred to was thereupon marked “Gregory Ex- 
hibit No. 1B” by the notary public.) 

Mr. Ho.iriretp. My name is Chet Holifield, Congressman, Nine- 
teenth District of California. 

The subcommittee has passed a resolution which outlines the method 
of the taking of these depositions. As chairman of the subcom- 
mittee, I will ask you to abide by the course set forth in the resolution 
and also in the statement of policy outlined by the counsel for the 
subcommittee. 

I will emphasize the fact that this deposition not be cluttered up by 
a quantity of repetitive questions or requests to see the exhibits. The 
exhibits will be made available at the completion of the deposition, at 
the proper time. They will be a matter of public record, following 
out the resolution of the subcommittee and the instructions of the sub- 
committee. I will now ask you, Mr. McKenna, to refrain from inter- 
posing questions or requests during the taking of the deposition. 

Mr. McKenna. I will abide by your ruling, and I assume that is a 
ruling that I shall not be entitled to see these papers as they are pro- 
duced; is that right? 

Mr. Hotirtevp. That is exactly right. You will be allowed to see 
them after the deposition is taken, at a time decided by the subcommit- 
tee. 

Mr. McKenna. At the present time I am.net allowed to participate 
in the questioning ? 

Mr. Houtrirerp. That is right. 

. Mr. McKenna. Will I be permitted later? 

Mr. Houirtecp. You will not be permitted; no. 

Mr. McKenna. May I present a letter that I have from the House 
Expenditures in the Executive Departments Committee ? 

Mr. Houiriretp. You present it to me, and I will look at it. 

Mr. McKenna. May I present it for the record ? 
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Mr. Houirretp. You will present it to the chairman of the'subcdm- 
mittee. fect 

The letter presented by Mr. McKenna will be received as part:of the 
record. The request contained in the letter will be denied ‘on the 
grounds that the subcommittee has taken action, majority action by 
the subcommittee, on Friday October 19, 1951, and the request-of the 
letter is contrary to the resolution passed by the majority of the'sub- 
committee. (The letter referred to — on p. 2071.) fies 

Mr. McKenna. For the purpose of the seve | may it be understood 
that I have a that each document be presented to me and that 
I am abiding by the general ruling of the chairman in his refusal to 
presentthemtome? 

Mr. Ho.irretp. You are welcome to stay as an observer of ‘the 
taking of the deposition, and at the proper time the documents; which 
are being presented today, will be presented to you for study. * 

The hearings have already been concluded, with the one stipulation 
that certain depositions will be taken. In following out the’ resolu- 
tion passed by the subcommittee on October 19, I am not authorized 
to take it upon myself to authorize any additional proceedings of the 
subcommittee. : 

Mr. McKenna. Along that line, Mr. Chairman, in order that it be 
understood, what has been our intention and what we believe to be 
the only means of arriving at the truth in these proceedings— 

Mr. Houirretp. We are not interested in any additional information 
that may be presented by you at thistime. Any information that you 
wish to present should have been presented during the more than a 
year’s hearings. 

The subcommittee has coucluded the hearings with specific instruc- 
tions, and there will be no other testimony at this time entered into 
the record. 

Any further statements by yourself will be off the record. 

(Off-the-record discussion. ) 

Mr. Houtrrevp. The chairman of the subcommittee rules: that no 
additional testimony will be entered into the record at this time, other 
than that instructed by the resolution of the subcommittee. 

Mr. McKenna. Would the chairman place my request that the dis- 
cussion be on the record, in the record ¢ 

Mr. Houtrtetp. Your request is noted. 

Mr. McKenna. My request that the discussion be on the ‘record is 
noted? Is that my understanding? 

Mr. Houtrrevp. Yes. Your request is noted and denied. 

Mr. Fiscupacn. In relation to the document which is marked “Greg- 
ory Exhibit No. 1B,” the witness also produces a document: on which 
there is reproduced check No. 822455 of the Farmers & Merchants 
Bank and Shack No. 822457 of the same Farmers & Merchants Bank. 

I will ask you, Mr. Reporter, to matk this document on which 
those checks have been reproduced as “Gregory Exhibit No. 10.” 

(The document referred to was thereupon-marked “Gregory Exhibit 
No. 1C” by the notary public.) 

Mr. Fiscupacn. Mr. McKenna has produced a letter to which ref- 
erence was made. I would like to state for the record that it isia letter 
on the stationery of the Hon. Clare E. Hoffman, written at Allegan. 
Mich., dated October 31, 1951, addressed to Mr. McKenna. at ‘Post 
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Office Box: 1303, Washington, D. C. It is signed by Congressman 
Hoffman. 

‘Pursuant to the direction of Congressman Holifield, chairman of the 
subcommittee, this letter will be incorporated in the record of the 
proceedings now being conducted, pursuant to the subcommittee’s 
resolution previously referred to. 

-¢*Ma. Reporter, be good enough, please, to mark this as “Subcom- 
mittee Member Letter No. 1.” 

(The document referred to was thereupon marked “Subcommittee 
Member Letter No. 1” by the notary public.) 

Mr, Fiscunacn. Mr. Gregory, you were questioned with regard to 
the deed of your private residence. Have you consulted the file of 
papers with relation to the title to your own residence since your 
apenetanes in Washington? 

r. Gregory. Yes, sir; I have. 

Mr. Fiscupacn. What did you find? 

Mr: Grecory. I found the deed by which I acquired title was dated 
June 5, 1946, and was recorded on July 15, 1946. A photostatic copy 
of the deed has been procured from the county recorder’s office, and I 
have it here for your information should you so desire. 

Mr, Fiscuspacn. The witness produces a photostatic copy of a docu- 
ment, which is certified by Mame B. Beatty, county recorder, acting; 
by James T. Carrigan, deputy. Certified August 28, 1951, to be a full 
and.-correct copy of an instrument appearing, recorded in book 23,430 
of official records at page 263 of the records of Los Angeles County, 
which instrument is endorsed as having been recorded at the request 
of grantee, July 15, 1946, at 11:05 a. m., by copyist No. 44. Prepared 
by the county recorder and apparently tacetad by B. Frazer, deputy 

0. 112, to which United States internal-revenue stamps of $33 were 
affixed and canceled and which is entitled “Joint Tenancy Deed Made 
by Clifton S. Jones and Edith B. Jones, Husband and Wife, to T. A. 
Gregory and Louise Gregory, Husband and-Wife, as Joint Tenants, 
to Certain Property Therein Described.” 

The document appears to have been dated June 5, 1946. It appears 
to have been acknowledged before Joyce M. Windisch, notary public, 
on June 5, 1946, by the grantees at Los Angeles County, in the State of 
California. 

Mr. Reporter, mark this as “Gregory Exhibit No. 2A.” 

(The document referred to was thereupon marked “Gregory Ex- 
hibit No. 2A” by the notary public.) 

Mr. Fiscnsacu. Mr. Gregory, was there ever an earlier deed be- 
tween Mr. Jones and his wife to you and your wife for the same pro- 
perty recorded at any time? 

r. Grecory. No, sir; there never was another deed recorded. To 
be sure of that, Mr. Fischbach, I requested the Title Insurance & 
Trust Co. to make a search of the records, and they have made their 
statement in connection with it that I would like to present to you. 

. Mr. \Frscupacu. The witness produces a certificate issued by the 
Title Insurance & Trust Co. in relation to Order No. 3541287, dated 
November 6, 1951, signed by E. A. Wilson, title officer. 

Mr.:Reporter, mark this as “Gregory Exhibit No. 2B.” 

(The document referred to was thereupon marked “Gregory Ex- 
hibit No. 2B” by the notary public.) 
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Mr. Fiscupacu. Mr. Gregory, does exhibit No. 2B, the Title Co.’s 
certificate just marked, refer to the identical property that is conveyed 
in Gregory Exhibit No. 2A? 

Mr. Grecory. I haven’t personally compared the descriptions, Mr. 
Fischbach, but that was the request when we made it to the title com- 
pany ; it was upon the same property. I am sure it is the same identical 
aca Further, there is no other, property conveyed to T. A. 

rregory and Louise Gregory by the Jones; so, it is bound to be the 
same property. 

Mr. Fiscusacu. I note from the title company certificate that nese 
ran their search back to January 1, 1939, and certified that their searc 
discloses no deeds of record other than the one mentioned as having 
been recorded June 5, 1946, in the book and at the page certified by the 
county recorder’s certificate attached to “Gregory Exhibit No 2B.” 
So, I would take it that this is the same property. 

Mr. Grecory. I am sure it is, Mr. Fischbach. 

Mr. McKenna. Mr. Gregory, was there an earlier deed delivered 
to you ? 

Mr. Fiscupacu. Mr. McKenna, I will ask you to abide by the chair- 
man’s ruling, and by the ruling of the subcommittee, the resolution of 
the subcommittee. 

Mr. McKenna. Mr. Gregory then isdirected not to answer the ques- 
tion, I take it; is that correct ¢ 

Mr. Fiscuzpacu. We will proceed with the taking of the deposition. 

You were asked to furnish an account of the disbursements or appli- 
cation of some $30,000 which you testified you borrowed from Mr. 
Jones. Have you prepared such an account ? 

Mr. Grecory.. Yes; I nave. 

Mr. Fiscusacu. Will you submit it, please? 

Mr. Grecory. I have it here. 

Mr. Fiscuspacn. The witness produces a sheet of paper entitled 
“Accounting for $30,000—Jones Loan.” 

It does not appear to be dated and it does not appear to be signed. 

Mr. Grecory. I shall sign it if you like. 

Mr. Fiscusacu. Will you date it and sign it? 

Mr. Grecory. Yes. 

Mr. Fiscusacu. The document having been signed and dated by 
Mr. Gregory, I will ask you, Mr. Reporter, to mark it as “Gregory 
Exhibit No. 3.” 

(The document referred to was thereupon marked “Gregory Ex- 
hibit No. 3” by the Notary Public.) 

Mr. Fiscusacu. Mr. Gregory, have you prepared a schedule which 
would show loans made by you as an individual to Moss & Co., or 
advances of funds to Moss & Co. ? 

Mr. Grecory. I have here an affidavit on that subject, Mr. Fischbach, 
which I will locate in a few minutes. The affidavit that 1 referred to is 
dated November 2, 1951, executed by Helen Sullivan before a notary 
public. Miss Sullivan was secretary of Moss & Co. and kept the books 
for that company. She has prepared from her files a statement of the 
dates and the amounts of advances made by me to Moss & Co. 

Mr. Fiscupacn. The witness produces an affidavit dated at Los 
Angeles, November 2, 1951, sworn to by Helen Sullivan before Robert 
H. Wallis, notary public. 
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The affidavit appears to be a photographic reproduction of an orig- 
inal affidavit and consists of two pages. 

Be good enough, please, to mark this as ‘“‘“Gregory Exhibit No. 4.” 

(The document referred to was thereupon marked “Gregory Ex- 
hibit No. 4” by the notary public.) 

Mr. Fiscusacn. You were asked, Mr. Gregory, whether you would 
be willing to submit the record or records of the Title Service Co., with 
relation to your compensation from the company, for examination by 
the subcommittee. I would like to inquire as to where those records 
are. 

Mr. Grecory. In Long Beach, Calif. 

Mr. Fiscusacn. How voluminous are they ? 

Mr. Grecory. Well, they are quite voluminous. There are perhaps 
100,000 checks, canceled checks. There are numerous books of the 
company, and there are also books missing which we didn’t get back 
after the seizure by the conservator. 

However, we have employed an accountant who has gone over the 
record and has made an audit of the income and expenses for the com- 

any. I have such a copy of his report here. That can be verified 
rom the books, and I think there are ample books to verify it. 

Mr. Fiscupacn. Are you willing to allow an inspection of the 
records or a test check of the basic records, from which the account- 
ant’s report was prepared, to be made? 

Mr. Grecory. I have no objection to it at all, Mr. Fischbach. 

Mr. Fiscusacn. Let me see the accountant’s report, if you will. 

Mr. Grecory. Here it is. 

Mr. Fiscupacu. The witness has handed me a document consist- 
ing of 20 pages, dated October 10, 1951. The first three pages of 
which appear to be a communication signed by H. E. Young, auditor, 
summarizing the operations of the Title Service Co. for the years 1935 
through 1950, inclusive. 

I would like this to be marked “Gregory Exhibit No. 5.” 

(The document referred to was thereupon marked “Gregory Ex- 
hibit No. 5” by the notary public.) 

Mr. Fiscupacn. Mr. Reporter, will you count the number of 
sheets ? 

The Reporter. Yes. i 

Mr. Frscupacn. The reporter’s count of the number of sheets veri- 
fies a total of 20. 

Have you a statement prepared which would indicate the total 
amount of income that you derived through the operations of the 
Pacific Insurance Agency ? 

Mr. Grecory. Yes, sir, I have. The agency was originally the T. 
A. Gregory Agency and later changed to the Pacific Insurance 
Agency. The statement goes back and takes in both names. It is 
dated October 10, 1951, and was prepared by H. E. Young, auditor. 

Mr. Fiscupacu. The witness produces a statement dated October 
10, 1951, on one sheet, signed b Pr E. Young, auditor, in form being 
a communication to Mr. T. A. Gregory setting forth the results of the 
operation of the T. A. Gregory Agency and the Pacific Insurance 
Agency, from the year 1937 through 1950, inclusive, showing income, 
expense and net. 

t this be marked ‘Gregory Exhibit No. 6.” 
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(The document referred to was thereupon marked “Gregory Ex- 
hibit No. 6” by the notary public.) 

Mr. Grecory. In that connection I might say the statement starts 
in 1937. The agency is much older than that, but the books prior to 
those years were not returned to us when the records of the Long 
Beach Federal were returned. 

Mr. Fiscunacn. Where were these books? 

Mr. Grecory. They were in my office in the Long Beach Federal. 

Mr. Fiscusacn. Do you have any resolution or any evidence of 
any authorization which substantiates the position you took in your 
testimony before this subcommittee, to the effect that there was.an 
understanding between you and the association that in addition to 
your salary as an officer of the association you were entitled to the 
use of its premises for the operation of your insurance enterprise? 

Mr. Grecory. I have here an affidavit executed by three of the 
directors of the Long Beach Federal as to the arrangement made at 
the time the association started to do business. 

Mr. Fiscusacn. Let me have the affidavit, please. 

The witness has handed me an original affidavit consisting of, two 
pages dated at Long Beach, Calif., November 5, 1951, signed and 
sworn to by S. I. Bacon, M. T. Killingsworth, and J. E. Gregory; 
notarially attested by Leon Frazer, November 5, 1951, notary public 
for Los Angeles County, to which affidavit there appears to at- 
tached a graph for the period from 1935 to 1952, inclusive, entitled 
“Customers Deposits.” 

Also another sheet is attached entitled “Customers Deposits,” with 
dates from December 31, 1934, to December 31, 1945, inclusive; May 
18, 1946, September 30, 1946, October 1 and 2, 1946, December 31, 
1946, December 31, 1947, January 24, 1948, and December 31, 1948, 
1949, and 1950. 

Let this affidavit and its attachments be marked “Gregory Exhibit 
No. 7.” 

(The documents referred to were thereupon marked “Gregory 
Exhibit No. 7” by the notary public.) 

Mr. Fiscupacn. Mr. Gregory, it was suggested during the course 
of your testimony before the subcommittee in its proceedings at;Wash- 
ington that the Federal Home Loan Bank Administration had had 
knowledge for many years of the fact that you were not devoting your 
time to Long Beach Federal exclusively ; that you were engaged in the 
conduct of an insurance agency and that you had other activities re- 
lated in one way or another to the operation of the Long. Beach 
Federal Savings & Loan Association. Do you have any, written 
evidence to substantiate the claim that the Federal Home Loan Bank 
Administration had for many years had such knowledge. of your 
activities and interests? ; 

Mr. Grecory. Yes;:I think there is ample evidence of it.,\I-have 
here with me a report of examination dated July 1, 1944, made by the 
Federal Home Loan Bank Administration. 

Mr. Fiscupacu. Does that report contain reference to the subject 
matter ? 

Mr. Gregory. On page 1-b. 


Mr. Fiscupacn. Will you read what is stated on page 1—b of that 
report ¢ , 
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Mr. Grecory. Yes; I will. The question is asked: “Does the asso- 
ciation have full-time executive management?” 

The answer is, “No.” 

The next question is: 

If not, in what other business or businesses is the management engaged ; where 


is such other business or businesses located, and what is the approximate division 
of time between or among the different activities? 


The answer is: 


The executive manager conducts an insurance agency and is secretary of the 
First Federal Savings & Loan Association of Bellflower. Approximately 80 
percent of his time is devoted to the affairs of the Long Beach Federal Savings & 
Loan Association. 

Mr. Fiscusacn. By whom is that report signed ? 

Mr. Greeory. By Harold J. Laipply. 

Mr. Fiscusacn. The document you have been reading from is 2 
report of examination, or at least a copy of a report of examination 
made by the Examining Division of the Federal Home Loan Bank 
Administration and furnished to the Long Beach Federal Savings & 
Loan ? 

Mr. Greoory. That is correct; yes. 

Mr. Fiscusacu. This report on its face appears to have been made 
as of the close of business July 1, 1944. 

Mr. Grecory. The stale doeataine on there is Mr. Cherry’s, who 
reviewed the file. 

Mr. Fiscupsacu. John M. Cherry, district examiner ? 

Mr. Greoory. Yes. 

Mr. Fiscusacn. After this report of examination, as of the close of 
business on July 1, 1944, did you ever receive a supervisory letter or 
any other form of ‘communication, whether written or oral, from any 
official of the Federal Home Loan Bank Administration which in 
anywise criticized your activities in the conduct of the affairs of the 
Long Beach Federal Savings & Loan Association from the standpoint 
of simultaneously being engaged in the conduct of other and related 
activities? 

Mr. Grecory. No, sir. 

Mr. Fiscupacu. Was it ever suggested to you by any official of the 
Government concerned with the administration of the Federal Home 
Loan Bank System, or the supervision of the Long Beach Federal, that 
you should abandon your interest or activities in the insurance field? 

Mr. Grecory. No such suggestion was ever made. 

Mr. Fiscupacn. Was any criticism ever directed to you! 

Mr. Grecory. Not to me; no. 

Mr. Fiscimaci. Because of such activities? 

Mr. Greeory. Not to me, and I have yo knowledge of it being di- 
rected to anyone else in our organization. 

Mr. Fiscupacu. Do you fave any further dosomaniiog evidence, 
Mr. Gregory, of such knowledge on the vet of the Federal Home 
Loan Bank Administration ? 

Mr: Grecory. In the report of examination of July 5, 1941, the 
question is: “Name and nature of other business.” 

The answer: “Title Service Insurance Co.” 

Mr. Fiscupacn. I would like to suggest that you identify the docu- 
ment from which you are reading, and that you read the page number 
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to which you are referring, and that you read the entire substance of 
the reference that you are making. , 

Now, you have identified this document as a report of examination ? 

Mr. Greeory. Yes, sir. 

Mr. Fiscupacu. As a report of examination of the Long Beach 
prions Savings & Loan Association as of the close of business June 
5, 1941 

Mr. Grecory. Yes. 

Mr. Fiscupacu. Now, to what page are you referring ? 

Mr. Greeory. Page 1-b. 

Mr. Fiscupacu. d the question and the answer, or the pertinent 
portion of page 1-b to which you make reference. 

Mr. Grecory. The question is: “Does the association have a ground 
floor office ? 

The answer is: “Yes.” 

The next question is: “Is it an independent office?” 

The answer is: “No.” 

The next question is: “If not, give the following information: 
(a) Name and nature of other business.” 

The answer is: “Title Service Co., escrow services and general 
insurance business. Acts in the capacity of trustee and deeds of trust.” 

The next question is: “Is there a distinct division of space?” 

The answer is: “No.” 

The next question is: “Division of expense?” 

The answer is: “No part is paid by Title Service Co.” 

The reference to the canetalcemtadan business there was the general 
insurance business conducted by T. A. Gregory Agency. The Title 
Service was not the insurance agency. 

Mr. Fiscupacn. Mr. Gregory, following the receipt of that report, 
and by the way, is this the association’s copy of the report? 

Mr. Grecory. It is; yes. 

Mr. Fiscusacn. Following the receipt of this report, which appears 
to have been reviewed by W. J. Bowman, district examiner, and signed 
by George K. Dolan, examiner, was it ever suggested to you, either in 
writing or orally by any official of the Government, concerned with the 
supervision of the Long Beach Federal Savings & Loan Association, 
or any other official concerned with the supervision of the Federal 
Home Loan Bank System, that there should be a charge made by the 
Long Beach Federal for the office facilities or personnel in its employ 
that were being made available to the Title Service Co., or to yourself, 
in the operation of an insurance enterprise ? 

Mr. Grecory. The question is: Was there any criticism or suggestion 
that there should be a charge? 

Mr. Fiscuzacu. That is right. 

Mr. Grecory. No,sir. There was a suggestion that the Title Service 
Co. wer 18 its name more prominently so that the public would know 
with whom they were dealing ; whether it was the Long Beach Federal 


or the Title Service Co. I don’t remember any suggestion at all that 
there be a division of expenses. There was an inquiry into what the 
arrangements were, and in that connection we submitted the statement 
of the Title Service Co. as to its expense and receipts. 

Mr. Fiscngacu. To whom did you submit the then current state- 
ments of the Title Service Co. as to its income and receipts ? 
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Mr. Grecory. To the examiners, as they made the examination of 
the Long Beach Federal. 

Mr. Fiscusacu. Did there come a time when it was suggested that 
you should no ~~ follow that practice ? 

Mr. Grecory. Follow which practice? 

Mr. Fiscusacu. The practice of submitting the operating state- 
ments of the Title Service Co. 

Mr. Grecory. Yes, sir. I offered them in 1945, and the examiner 
said he was not interested. 

Mr. Fiscuzacu. Until that time you made them available from 
period to period ¢ 

Mr. Grecory. That is correct. I don’t know what year it com- 
menced, but it was before 1940, anyway. 

Mr. Fiscusacn. You called attention to a sheet in Gregory Exhibit 
No. 3, which had reference to the legal aspect of your relationship with 
Moss & Co., in connection with certain financial transactions. Will 
you identify the page in Gregory Exhibit No. 3 to which you had 
reference ? 

Mr. Greoory. Page 2—z-1. 

Mr. Fiscusacu. Will you read the pertinent portion of that page, 
bearing upon the subject? 

Mr. Grecory. Yes. 

The above arrangement is for the purpose of giving you effective leadership 
in working out the various transactions having to do with Pan Pacific Trading 
& Navigation Co., in which Moss & Co., Inc., are interested, and also in further 
consideration of the fact that you have advanced to Moss & Co., Inc., on your 
ewn account from your own funds, not connected with any other institution, 
the sum of $16,585.60, through Mr. Weinblatt to Moss & Co., on an open 
account payable to T. A. Gregory, from Moss & Co., Inc. 


Then at another place: 

It is my understanding that he will consult and cooperate with you in bring- 
ing to a successful conclusion matters relating te such transactions to liquidate 
the amount due you. 

The original of that letter was signed by Mike Moss. 

Mr. Fiscusacnu. Mr. Gregory, did you ever advise Mr. Jones, the 
Mr. Jones with whom you had a transaction regarding your home, as 
to what he should or should not say or do about the financial arrange- 
ments between you in relation to his own income tax returns? Did 
you participate with him in the preparation of his income tax returns? 

Mr. Greeory. No, Mr. Fischbach. I never advised Mr. Jones on 
his income tax matters. 

Mr. Fiscupacu. Was there a transaction undertaken by you, prior 
to 1946, in relation to the financing of a portion of the purchase price 
of your home? 

Mr. Gregory. May I have that again? 

Mr. Fiscupacu. Read the question, Mr. Reporter. 

(Question read. ) 

Mr. Grecory. Yes. There have been discussions and as previously 
testified, there was an assignment of an account from Mr. Weinblatt 
to Mr. Jones, and there was an assignment of the account of Moss & 
Co. that was payable to Jones. 

At one time, and it may have been twice, I started an escrow in con- 
nection with the property for the purpose of financing it to pay Jones. 
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I think one of those was in 1941 and another time in 1942; neither of 
which escrow was completed. od 

Mr. Fiscupacu. Were there documents executed in relation to those 
attempted escrows that were canceled ¢ ? 

Mr. Grecory. I am sure that I executed a note and so did my wife, 
a note and deed of trust in connection with it. As I remember it, Mr. 
Jones executed a deed which was canceled. 

Mr. Fiscusacu. Those documents, I take it, were never recorded ? 

Mr. Grecory. They never were recorded, that is true. 

Mr. Fiscupacu. Is that because those transactions were never con- 
summated ? 

Mr. Gregory. That is correct. The transactions with reference to 
the escrows were never consummated. However, the transaction, with 
reference to the conveyance to Weinblatt was consummated and also 
with reference to Moss & Co. 

Mr. Fiscuzpacn. Do you have any other documents, in relation to 
the matters concerning which you were previously interrogated, and 
with respect to which you were not in a position to answer fully in 
Washington ? 

Mr. Grecory. I have here an agreement which was executed, by 
Mike M. Moss and Joseph Weinblatt, concerning the purchase of the 
Commonwealth Building & Loan Association, by the Long Beach 
Federal. I would like to read from that document one paragraph. 

Mr. Fiscusacu. Let’s identify the document. Can you identify 
the signatures on page 4 of this document ? 

Mr. Grecory. Yes. 

Mr. Fiscusacn. Do you identify the signatures on page 4 of this 
document as those of Mike M. Moss and Joseph Weinblatt? 

Mr. Grecory. I do; yes. The relevancy of that document, Mr. 
Fischbach, I think has to do with the question asked why I would 
make loans to Mr. Moss, in the manner which I did, personally, in 
order to help them promote their business. 

I testified that Mr. Moss had had an arrangement by which he 
would have received $30,000 had the Commonwealth transaction been 
completed as originally anticipated. The Commonwealth Building 
& Loan, however, insisted do additional compensation and Mr. 
Moss, in order to permit the Long Beach Federal to consummate the 
deal, waived his $30,000 that he would have gotten out of the 
transaction. 

I felt that under those circumstances, we owed him an obligation and 
1 endeavored, as far as I could, to accommodate him in that regard. 

Mr. Fiscupacu. Read into the record the pertinent portion of that 
document. 

Mr. Grecory (reading) : 

Long Beach Federal Savings & Loan Association shall pay to said Mike M. 
Moss, in return for his efforts, which he hereby promises to put forth, te turn 
over the certificate liability of said Commonwealth Building & Loan Association 
to said Long Beach Federal Savings & Loan Association the sum of $30,000. 

Mr. Fiscupacn. Long Beach Federal never paid that money ? 

Mr. Grecory. No, sir. Mr. Moss waived it in order to permit the 
Long Beach Federal to complete the transaction. So the accommoda- 
tions that I gave to Mr. Moss were in payment of a service:he had 
rendered the Tone Beach Federal for which he did not get paid. 
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Mr. Fiscrzacn. I will refer you to two items in Gregory Exhibit 
No. 4. Those of July 20, 1940, and August 9, 1940, reading, 
respectively : 

Deposit account Moss & Co. at L. B. transferred to L. A. $300. 

Deposit at L. B. for L. A. account $500. 

I will ask you to explain those items, please. 

Mr. Grecory. There were some instances, and these are two of 
them, in which Moss had drawn drafts on Moss & Co., through a bank 
in Los Angeles, and rather than send a —— to Los Angeles to 
deliver the money to Moss & Co., and then to the bank, we made the 
deposit in the local bank, a branch of the Los Angeles office, and they 
transmitted the funds for us. 

Mr. Fiscuracu. Mr. Gregory, do you have multiple copies of the 
documents that were submitted here and marked as exhibits? 

Mr. Grecory. Of part of them I do; yes. I don’t have a copy of the 
deed; that is the only copy I had of that. I don’t believe I have 
another copy of the title company’s report, but I do have the auditor’s 
statement with reference to the insurance agency and perhaps some of 
the others. 

Mr. Fiscnracn. How many copies of those documents could you 
conveniently supply the subcommittee with, Mr. Gregory ? 

Mr. Grecory. We can make whatever copies the subcommittee would 
like to have. 

Mr. Fiscupacu. I would appreciate it if you would undertake to 
supply the reporter with two additional complete sets. 

Mr. Grecory. All right, I will. 

Mr. Fiscupacu. Mr. Racklin, I would like to charge you with the 
responsibility for the custody of these exhibits. I want them attached 
to the transcript. You, of course, will retain them and keep them in 
safe custody. 

Now, I would like to place before you, Mr. Gregory, what purports 
to be a copy of the Home Loan Bank Board Order No. 139 dated 
December 4, 1947. Read it and tell me whether you were ever furn- 
ished a copy of that order by the Board. 

In that connection, if you desire to confer with your counsel, you 
are privileged to do so. 

Mr. Grecory. Mr. Fischbach, I have an independent recollection 
on that that we received a telegram from the Home Loan Bank Board, 
advising of the discontinuance of the meeting. 

Mr. Pisctna on. In connection with that, I place before you what 
purports to be the minutes of the twenty-third meeting of the Home 
Loan Bank Board, and call attention to a telegram referred to in those 
minutes as having been sent under date of December 11, 1947, to West- 
over & Smith, Raymond Tremaine, Harry O. Wallis, Charles K. 
Chapman, attorneys in the Long Beach case, and to Ray Dougherty, 
care of the United States attorney’s office, Los Angeles, Calif., reading 
as follows: “Administrative hearings set for December 15 has been 
postponed to a later date.” 

It is signed, “J. Francis Moore, Secretary, Home Loan Bank Board.” 

Is that the telegram to which you have just referred ? 

Mr. Grecory. Yes, sir; that is. 

Mr. Fiscupacu. Let’s go back to the question I asked you before. 
Did you ever receive from the Home Loan Bank Board, either in the 
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year ~t or in the year 1948, or at any later date, a copy of this order 
No. 139 

Mr. Grecory. Not in 1947 nor in 1948, I believe, however, that we 
have received a copv of that during our recent hearings in Washington, 
in connection with this subeommittee. Iam very sure, Mr. Fischbach, 
that the resolution was not filed with the clerk of the United States 
court, as provided in the bottom sentence. 

Mr. Fiscupacn. Mr. Gregory, I understand you have some addi- 
tional papers which are on their way up here from Long Beach; is 
that correct? 

Mr. Gregory. There is one folder or two folders that I don’t have 
with me that, perhaps, I should have brought down and that had to 
do with the escrows in connection with my own place. I don’t know 
whether our staff can locate those without my assistance or not. It 
might be necessary for me to go look for them, if you desire to have 
them. 

Mr. Fiscusacu. I think it would be advisable to have you locate 
those files and bring them in. Under the circumstances, I suggest that 
the taking of your deposition be now adjourned until tomorrow at 
9 o'clock, if that is agreeable. 

Mr. Grecory. It is perfectiy all right with me. I will be glad to 
pre: them up and if there is anything else to look up I will be glad to 

o it. 

Mr. Fiscupacu. Very well. The proceetiings will stand adjourned 

until tomorrow morning at 9 o’clock at this same place. 


(Whereupon at 12 o’clock noon a recess was taken until Wednes- 
day, November 7, 1951, at 9 a, m.) 
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(Deposition of Thomas A. Gregory, taken pursuant to 
subcommittee resolution) 


WEDNESDAY, NOVEMBER 7, 1951 


House or RepresENTATIVES, 
CoMMITTEE ON EXPENDITURES IN THE 
Executive DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVEsTIGATING THE Home Loan Bank Boarp, 
Los Angeles, Calif. 

Mr. Fiscupacn. These proceedings will be reconvened at room 
$10, Federal Building, pursuant to the adjournment at the conclusion 
of yesterday’s proceedings. 

Mr. Gregory will be recalled to the witness stand. 

Thomas A. Gregory, having been previously duly sworn by the 
notary public, testified further as follows: 


FURTHER TESTIMONY OF THOMAS A. GREGORY, PRESIDENT, 
LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION, 
LONG BEACH, CALIF. 


Mr. Greeory. Mr. Fischbach, might the record show that I have 
delivered to the reporter the additional copies of the various exhibits 
produced yesterday, excepting the certified copy of the deed in the 
county recorder’s office, and we have ordered additional copies or 
directed additional copies to be ordered, and as soon as I get those I 
can forward them to the reporter. 

Mr, Fiscunacnu. I might say in that regard it will not be necessary 
to secure additional certified copies. We will undertake to photostat 
the document that you produced yesterday. That will be adequate 
for our purposes. 

Mr. Gregory, how large a home was it that you had Mr. Jones build 
for you? 

Mr. Grecory. A house with approximately thirty-two hundred 
square feet. 

Mr. Fiscupacu. What were building costs in 1940, in the area in 
which this home was located ? 

Mr. Greeory. The building costs, depending on the type of build- 
ing, ran from about $2.50 a foot up to $4. 

Mr. Fiscnspacu. And for the type of construction that was speci- 
fied for your own home what would the cost be? 

Mr. Grecory. My estimate would be a little over $3 a foot, approx- 
imately. 
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Mr. Fiscnsacu. Did any municipal ordinance or requirement then 
in effect require that a builder secure a building permit? 

Mr. Grecory. It did, a city ordinance. 

Mr. Fiscupacu. Was it part of the city ordinance in effect at that 
time that the builder had to state what the estimated cost of the pro- 
posed building would be? 

Mr. Grecory. Either the builder or the owner. 

Mr. Fiscusacu. Was a building permit obtained for the construc- 
tion of your home? 

Mr. Gregory. It was, yes. 

Mr. Fiscupacu. By whom ? 

Mr. Grecory. It was obtained by Jones or the Whaley Construction 
Co., which was owned by Jones. 

Mr. Fiscnpacn. Was a statement made in connection with that 
building permit as to the expected cost of construction ? 

Mr. Grecory. It was. 

Mr. Fiscupacu. By whom was that statement made? 

Mr. Grecory. By Jones 

Mr. Fiscupacu. What was stated in the building permit? 

Mr. Grecory. As I remember it, it was $10,000; I am sure that is 
right. 

Mr. Fiscusacn. Actually what was the ultimate cost to you of that 
home ? 

Mr. Grecory. Approximately $26,000, including the land. 

Mr. Fiscueacu. Had there been a dispute between you and Mr. 
Jones as to the ultimate cost ? 

Mr. Grecory. Yes; there had. 

Mr. Fiscnpacu. Of what did that arise / 

Mr. Grecory. Because when he had finished the building his costs, 
according to his statement, ran approximately $31,000, which was 
about double the amount that we had originally estimated. 

Mr. Fiscuevacu. That cost figure included the cost of the land as 
well as the building ? 

Mr. Gregory. That is correct, yes. 

Mr. Fiscnsacn. Do you remember how much of that cost was at- 
tributable to the land and how much was attributable to the building / 

Mr. Grecory. I have those figures. It may take me a few minutes 
to find them, Mr. Fischbach, but it seems to me the land was about 
between $3,000 and $3,500. 

Mr. Fiscueacu. Did there come a time when you endeavored to 
finance a portion of the construction costs and the purchase price of 
that home? 

Mr. Grecory. Yes. As I remember it, there were two separate 
instances, one in 1941 and one in 1942. . 

Mr. Fiscusacu. Do you have any documents in relation to that 
transaction ? 

Mr. Grecory. I was able to find one folder that had been seized by 
the conservator, when he seized the Long Beach Federal, and which 
was returned with the documents that were returned, and the file is as 
we got it back. The file as we got it back is here. 

Mr. Fiscunacu. The witness produces a file entitled “Thomas A. 
Gregory, Mortgage Loan No. 8619.” There appears to be a rubber 
stamp impression on the index portion of the file, on the left-hand 
side of the file, which reads, “Other purposes.” 
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Would you explain the significance of that rubber stamp impression 
“Other purposes” ? BO 

Mr. Grecory. There are several types of loans that the association 
can make. One is construction loans and then other types for other 
purposes such as refinancing, the house already having been built, and 
that would not be a construction loan. 

Mr. Fiscusacu. On the face of the file there appears another rubber 
stamp impression “Canceled,” and in a block around which the word 
“Canceled” is formed are the numbers “5-13-42.” Will you explain 
the significance of that? 

Mr. Grecory. It had been a custom of the association when a folder 
was a loan application, or the escrow had been canceled, to so stamp the 
outside of the folder, so they could make the references back into the 
association’s books. 

Mr. Fiscupacu. The file contains a document entitled “Escrow 
Instructions” dated at Long Beach, Calif., March 18, 1942 which ap- 
pears to bear the signature of Thomas A. Gregory and Louise 
Gregory. Can you identify these signatures as being those of your 
own and of your wife? 

Mr. Grecory. Yes, they are. 

Mr. Fiscueacu. The file also contains a carbon copy of a letter 
addressed to the Long Beach Federal Savings & Loan Association, 
which carbon copy is unsigned, and which in substance states that a 
grant deed executed by Clifton S. Jones and Edith B. Jones, convey- 
ing to Louise E. Gregory the property thereafter described, and is 
transmitted with the letter. 

Was the original of this letter ever executed ? 

Mr. Gregory. That is April, 1941. I don’t remember whether it 
was or not. There is a deed, however, in the file signed by Mr. Jones 
but not by Edith Jones, dated in 1941. I don’t know whether that 
original letter was filed or not. 

Mr. Fiscusacn. The file also contains what appears to be a written 
order for policy of title insurance with liability limited to $25,000, 
addressed to the Title Insurance & Trust Co., in relation to Order 
No. 1815415 under date of March 20, 1942, authorizing the affixation 
and cancellation of $27.50 in internal revenue stamps on a deed made 
by one Jones to Gregory, requesting insurance of title to be vested 
in Louise E. Gregory, a married woman. 

The file also contains an original grant deed executed by Clifton S. 
Jones under date of April 24, 1941. Although the deed itself recites 
that it is made by Clifton S. Jones and Edith B. Jones, husband and 
wife, it appears that this document was executed only by Clifton S. 
Jones, 

On the reverse side is the notarial acknowledgement, taken in the 
State of California, county of Los Angeles, on April 24, 1941, by 
D. L. Severn, attesting personal appearance and acknowledgement of 
Clifton S. Jones and Edith B. Jones before Mr. Severn, in his capacity 
as notary public. 

The grant deed appears, on the face of it, to have been imprinted 
with the same type of rubber-stamp impression as was imprinted on 
the face of the tile—namely, “Canceled, ”—that legend having been 
impressed on the face of the grant deed in two places. First, in the 
second typewritten palagraph of the description, and the second im- 
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pression being across the signature of Clifton S. Jones. No date 
appears in the block portion to identify the date upon which the im- 
pression was so affixed. 

The file also contains a letter addressed to the Long Beach Federal 
Savings & Loan Association, dated August 13, 1942, in relation to 
Order No. 1815415, signed by F. M. Henzie, Pricing Division, stating 
that on March 20, 1942, an order for a search and examination of title 
had been placed with the Title Insurance & Trust Co.; that a prelim- 
inary report had been furnished ; that more than 90 days had elapsed 
since the report was made, and a statement of the amount due for the 
work completed was being transmitted. 

Also that company’s invoice No. 1815415, referring to Long Beach 
Wederal Savings & Loan Association escrow No. 8619, in the amount 
of $35, is attached to the letter of August 13, 1942. 

The invoice itself is dated for services rendered August 12, 1942. 

The original of the first carbon letter referred to, dated April 24, 
1941, appears to be in the file. The rubber-stamp impression “Can- 
celed” appears on the face of the document in two places, and there 
appears to be no signatures on the document. 

The file also contains a deed of trust dated March 18, 1942, made by 
Thomas A. Gregory and Louise E. Gregory, husband and wife, as 
trusters, Title Service Co. and Long Beach Federal Savings & Loan 
Association, as trustee and beneficiary, respectively, for the purpose 
of securing the payment of the sum of $15,000. The document is 
signed by Thomas A. Gregory and Louise E. Gregory. 

Will you identify these signatures? 

Mr. Grecory. Those are the signatures of myself and my wife. 

Mr. Fiscusacnu. It appears to have been acknowledged by Mr. Greg- 
ory and Mrs. Gregory on March 18, 1942, before D. L. Severn, notary 
public, Los Angeles County. 

The document does not appear to have been recorded. The face of 
it is stamped with a rubber-stamp impression “Canceled” in two places. 

The second page is stamped with the same rubber-stamp impression 
“Canceled,” and the third page is stamped at the point where it was 
signed by Mr. and Mrs. Gregory and also at the point where it was 
signed by the notary public. 

The file also contains a similar deed of trust dated March 18, 1942. 
Can you identify the name of the notary public? 

Mr. Grecory. George W. Kendall. 

Mr. Fiscupacn. The deed of trust just referred to was executed be- 
fore George W. Kendall, a notary poet of Los Angeles County, which 
document does not appear to have been recorded. The document also 
contains what appears to be an original order to the Title Insurance & 
Trust Co., previously described, dated March 20, 1942, for title in- 
surance. 

Then there is another document dated March 27, 1942, addressed to 
Long Beach Federal Savings & Loan Association, in connection with 
the same loan No. 8619, amending former escrow instructions, which 
does not appear to have been executed. 

Mr. Gregory, calling your attention to the deed of trust dated 
March 18, 1942, made by yourself and Mrs. Gregory, and which was 
canceled as I described it, and the deed of trust of the same date, 
which does not appear to have been recorded, can you explain why 
two deeds of trust were made by you and your wife under the same 
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date, although acknowledged before different notaries in relation to 
this matter ? ‘ 

Mr. Grecory, One of those was acknowledged before a notary on 
March 27, 1942, and one was acknowledged on March 18, 1942. There 
was an error in the description of the first deed of trust. It was sent 
back by the title company for correction. The deed of trust was cor- 
rected. To my best recollection, the Joneses never corrected their 
grant deed, however. 

Mr. Fiscnspacu. In any event, this loan No. 8619 was never made by 
Long Beach Federal ¢ 

Mr. Grecory. No, sir; never completed. While we are on the subject, 
Mr. Fischbach, before we get away from it, you asked about the cost 
of the house awhile ago. The work done by the Joneses did not include 
everything that was done by way of improvements on the property. 
I did myself, by hiring other people, add an additional room on the 
house of 300 feet. I did the grading and the landscaping and the 
putting in of the water system and some pools, which amounted to 
several thousand dollars additional in improvements on the property, 
which would have brought the over-all value up, but it was work 
which the Joneses did not do. 

Mr. Fiscuzacn. The Joneses had nothing to do with that work? 

Mr. Grecory. That is right. 

Mr. Fiscusacn. Mr. Gregory, when you were interrogated about 
the financial interest which you had in the Title Service Co. or, rather, 
about what financial benefit you had in the way of either dividends 
or compensation from that company, in Washington you testified that 
you had none. 

Mr. Grecory. That is correct. I have never received a dividend or 
any compensation from the Title Service Co. 

Mr. Fiscupacn. You presented here yesterday an auditor’s state- 
ment which indicates that is absolutely correct. 

Mr. Greoory. It is correct; yes. 

Mr. Fiscuvacnu. What expense, if any, do you estimate you were 
put to in order to secure documentary evidence to verify the statement 
you made in Washington ? 

Mr. Grecory. From the Title Service Co. ? 

Mr. Fiscupacn. Yes. 

Mr. Grecory. We haven’t settled, of course, up to this point at least, 
on the auditing work done, but my estimate on it would be that it. 
would run from $5,000 to $8,000. 

Mr. Fiscupacn. Was it always a matter of a complete record with 
that company that you had never received any compensation for 
services rendered ¢ 

Mr. Grecory. It was very clearly the record of the company until 
our files were seized and a part of our books seized, which made it 
necessary to go back and verify from the sources of original entry, 
which is one of the things that entailed expense. 

Mr. Fiscnracu. Did anyone ever challenge the accuracy of your 
position that you had never received any compensation from that 
company until this inquiry was made of you in Washington ? 

Mr. Gregory. No; no one ever questioned it. 

Mr. Fiscunacu. Had it ever been contended by anyone connected 
with the Federal Home Loan Bank Administration or the successor 
Home Loan Bank Board, whether an officer or employee of either the 
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Administration or the Board, that you had received compensation for 
services rendered from the Title Service Co. ? 

Mr. Grecory. No, sir. 

Mr. Fiscupacn. Was there ever a time when anybody made a 
claim to the effect that you received more than the amount of moneys 
which you stated you did receive from the Pacific Insurance Agency / 

Mr. Grecory. May I have that question read ? 

(Question read.) 

Mr. Greoory. No. 

Mr. Fiscuzacu. How much expense were you put to in connection 
with the preparation of a statement which you presented here yester- 
day, with regard to the amount you did receive from Pacific Insur- 
ance Agency ? 

Mr. Grecory. That was not nearly as great an expense as the 
Title Service Co. records. You will notice, however, that from 1937 
back we don’t have the records. They were a part of the seized 
records not returned to us. As to the expenses, we do have the 
verifications from the insurance companies as to the amount of com- 
missions received, so that is included. It wouldn’t be over a few 
hundred dollars, I don’t think, for the Pacific Insurance Agency. 

Mr. Fiscusacn. A claim was made to the effect that over a long 
period of time you had been most uncooperative as far as the officials 
of the Home Loan Bank Administration were concerned and that 
there was pending against you and Long Beach Federal Savings and 
Loan Association many supervisory matters at the time that the con- 
servator was appointed. 

Do you recall that contention ? 

Mr. Greoory. Yes, sir. 

Mr. Fiscusacnu. I would like your comment on that, please. 

Mr. Grewry. Well, in going through the files to find part of the 
information required here, I ran across a letter dated October 7, 1940, 
signed by Mr. Mel Hurford. I would like to introduce that and I 
have another comment in the report that I should like to call your 
attention to. 

Mr. Fiscusacn. The witness produces a letter on the stationery of 
the Federal Home Loan Bank Board, from the Office of the Governor, 
dated October 7, 1940. 

Mr. Reporter, I would like to have that marked “Gregory Exhibit 
No. 8.” 

(The document referred to was thereupon marked “Gregory Ex- 
hibit No. 8” by the notary public.) 

Mr. Fiscusacn. You wanted to refer to another document in rela- 
tion to that inquiry ? 

Mr. Greoory. Yes. This is the examination report made by the 
Federal Home Loan Bank Administration as of the close of busi- 
ness July 1, 1944. This is the copy delivered to the Long Beach 
Federal, as its copy, from the Home Loan Bank Administration, and 
it is reviewed by John M. Cherry and has his original signature on it. 

At page 19m it is captioned “Supervisory compliance.” It reads as 
follows: 

The report of examination as of March 8, 1943, and the requests contained in 
the accompanying supervisory letter dated May 17, 1943, were presented to the 


board of directors and it appeared that appropriate action has been taken as 
fully outlined in their reply dated August 11, 1943. 
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I just call that to your attention to show that so far as we know 
we complied with everything that was required by the Home Loan 
Bank Board. ; 

Mr. Fiscupacu. Some contention was made in the hearings at Wash- 
ington to the effect that there was not a sufficient balance in the account 
of the Long Beach Federal, as trustee in connection with the Jackson 
Turner loans, to finish the construction as of the time of the appoint- 
ment of a conservator for that institution. Do you have any figures 
on that? 

Mr. Grecory. Yes, I do, Mr. Fischbach. We asked our certified 
publie accountant to prepare from the records of the association the 
amount of loans, the amount of funds we had on hand, and the amount 
of collateral which the association held to guarantee the completion of 
the projects. 

Specifically I want to direct your attention to pledged Jackson 
Turner collateral as of May 20, 1946, was $206,696.59. ‘That is above 
the amount of deeds of trust that the association held for the original 
loans made. 

I should like to submit the report of our certified public accountant 
in that respect. 

Mr. Fiscupacu. The witness submits a summary and analysis of 
Jackson Turner Construction, to which there are certain comments 
appended. Before marking this as an exhibit, I would like you to 
explain the comments. 

Mr. Greeory. At the bottom of the page? 

Mr. Fiscupacu. Yes. 

Mr. Grecory. Under the heading of “Comments,” it states: 

Of the $228,726.91 purportedly disbursed for Jackson Turner Construction by 
the conservator, the report of the FBI indicates that $133,137.84 was not allo- 
cated to specific jobs. However, assuming $228,726.91 was actually spent for 
construction, the security for construction costs was $42,539.55 in excess of the 
amount most favorable to the conservator. Instead of leaving Jackson Turner 
with these surplus funds on January 24, 1948, the conservator by his operation 
left Jackson Turner $35,933.05 in the red. 

The analysis above the comment shows that should you deduct the 
$228,000 from the total security held of $271,000, there should have 
been a balance in Turner’s favor of $42,000. 

However, on January 24, instead of Turner having a credit to that 
amount, he owed the association. 

Mr. Fiscupacu. You mean January 24, 1948? 

Mr. Grecory. Yes; he owed the association, according to the con- 
servator, $95,691.82. The only collateral left to guarantee that amount 
was $59,758.77, leaving a then known deficit of $35,933.05. 

Mr‘ Fiscupacn. What was the situation on May 20, 1946? 

Mr. Grecory. The situation on May 20, 1946, was that we had, the 
Long Beach Association had $64,569.67 in the undisbursed loan funds 
and in addition to that it had $206,696.59 additional collateral to 
guarantee the completion of the houses. 

Mr. Fiscupacu. Was that adequate to guarantee or to insure the 
completion of the houses ? 

Mr. Grecory. Amply adequate. Under proper supervision there 
should have been no difficulty at all in the completion of the houses and 
there were ample funds. 
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Mr. Fiscunacu. Would it have been necessary to resort to the col- 
lateral in order to complete the houses ¢ 

Mr. Greeory. We probably would have used the share accounts 
which were pledged of $9,800 and some of the down payments from 
the various properties to facilitate the completion. Turner probably 
would have used them; however, even without the use of them I don't 
believe the association would have had to advance any funds beyond 
its loans in process accounts. Turner’s credit, prior to the time that 
it was spoiled by the conservator, was amply sufficient that. he could 
have carried himself on whatever he needed, awaiting until he liqui- 
dated some of his properties, not jeopardizang the interest of the 
Federal. 

Mr. Fiscusacn. Would you mark this as “Gregory Exhibit No. 9”? 

(Whereupon the document referred to was marked “Gregory Ex- 
hibit No, 9” by the notary public.) 

Mr. Fiscupacu. Mr. Gregory, you were requested to secure a state- 
ment and furnish it to the subcommittee, with regard to the amount of 
moneys loaned by you to the Nu Lite Co. Did you secure such a 
statement ? 

Mr. Grecory. Yes, I have such a statement here, Mr. Fischbach. 
It is a copy of the ledger sheet showing that Nu Lite Co. owes T. A. 
Gregory the sum of $8,000. It shows the dates and the amounts of each 
advance accumulated to that amount. 

Mr. Fiscusacu. Will you mark this document, which appears to 
be a photographic copy of a ledger sheet, dated 1945, entitled “Nu Lite 
Co. due T. A. Gregory.” 

(Whereupon the document referred to was marked “Gregory Ex- 
hibit No. 10° by the notary public.) 

Mr. Fiscusacu. In whose handwriting are the entries which are 
shown on this Gregory Exhibit No. 10? 

Mr. Grecory. I think that is Miss Roberts, but I wouldn’t be sure, 
however. 

Mr. Fiscupsacu. Is this a photographic copy of a ledger sheet from 
the books of the Nu Lite Co. ? 

Mr. Grecory. Not from the books of the Nu Lite Co., that is from 
the Title Service Co., where the collection was set up to be collected 
for my benefit. That is not from the Nu Lite Co., no. 

Mr. Fiscunacu. This is a sheet that was in the books of the Title 
Service Co, in connection with the Nu Lite account? 

Mr. Gregory. That is correct; yes. 

Mr. Fiscupacu. In what way was the Title Service Co. concerned 
with your loans to the Nu Lite Co. ? 

Mr. Grecory. They were not concerned with them excepting they 
were holding the notes for collection, for my benefit. 

Mr. Fiscueacu. Mr. Reporter, would you be good enough to note 
the fact that Mr. McKenna entered this room at 3 minutes after 9 
o’clock, after the proceedings were convened, and that he was accom- 
panied by Mr. Michael Zarrilli. 

Mr. McKenna. Mr. Fischbach, would you also have the record 
note the other persons present in this room ? 

Mr. Fiscnpacn. There are present in addition to Mr. McKenna 
and Mr. Zarrilli, and there have been ever since the commencement 
of the proceedings, the Honorable Chet Holifield, chairman of the 
subcommittee, Mr. Chapman, counsel for the Long Beach Federal 
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Savings and Loan Association, and Margaret O. Shallis of Long 
Beach, Calif. 

Now, did you ever receive anything from the Nu Lite Co. by way 
of compensation ¢ ‘ 

Mr. Gregory. No, I didn’t. I haven’t even received the repayment 
of the note yet, Mr. Fischbach. 

Mr. Fiscreacu. I have no further questions. 

Mr. Chapman, the subcommittee, by its resolution of October 19, 
1951, authorized. the taking of a deposition from you. Do you wish 
to make any comment in connection with that ? 

Mr. Cuapman. It seems to me, Mr. Fischbach, that the record is 
already replete with everything that the subcommittee could be in- 
terested in, in connection with this matter. I think that we have 
made every effort and everything vou asked for we have tried to 
furnish. 

I would not like to have the impression gained from the record, 
however, that Long Beach Federal has presented its complete case, 
at least, in connection with the litigation. 

Mr. Fiscunacu. It is understood that the Long Beach Federal has 
presented or, I believe, it has presented whatever it is in a position to 
present in connection with the purposes of this investigation. 

Mr. CuarMan. That is correct. We have attempted to answer every 
inquiry that has been put to us, as fully as we thought was possible, 
from the records and testimony available. But there are various 
phases of this case, which in my view should be more properly pre- 
sented to the courts. I can well understand the congressional inquiry 
and why Congress would be concerned. I think they have reason to be 
very concerned at some of the things that have taken place in this 
matter. 

But there are issues that, in my viewpoint, and matters that come 
more properly before the courts. They have particular reference to 
attitudes of the various agencies, toward the courts, the respect for 
the court orders and processes. As to many of those matters, I have 
answered the subcommittee’s inquiry as fully as could be done, but have 
not taken an affirmative effort to bring those things before the subcom- 
mittee which I think should more properly go before the courts. 

So my only position there is that there will be numerous matters 
when the cases are tried, which I expect to bring before the courts, 
which we have not taken the initiztive of bringing before the sub- 
committee. 

My understanding of the situation was that the subcommittee was 
making an inquiry and what the subcommittee wanted it would ask for. 
Everything that has been asked for we have tried to produce. I don’t 
know the attitude of other parties to the investigation, whatever their 
purposes have been or may be. I know we have many thousands of 
pages of record. 1 know we were in Washington for 9 weeks consecu- 
tively, at one time, and for more than a month at another time. 

It would seem to me there has been ample produced by this time, 
and that your inquiry, as far as directed to the association, has been 
answered. : 

Mr. Fiscunacu. Is there anything that you, either as attorney for 
Long Beach Federal, or as attorney practicing in this part of the 
country, would like to call to the attention of the subcommittee by way 
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of deposition, that you feel has not been adequately covered in your 
previous testimony ¢ 

Mr. Cuarman. I think the scope of the subcommittee’s inquiry has 
been most comprehensive. I see no need to make any further sugges- 
tions at this late stage of the record. I think at various times, when | 
have been questioned, I have made suggestions and proffered docu- 
ments, particularly out of the court records, and while I haven’t had 
an opportunity to completely review the very voluminous record, such 
parts as I have had available to me seem to cover the subject. 

Mr. Fiscnzacu. There is one thing I would like to have submitted 
in the way of an affidavit from you, if you are able to secure some 
official evidence of that, and it can be either by way of abstract or by 
way of reference to the land records of the State of California, and 
that is with regard to the practices engaged in with respect to multiple 
financing. . 

I think you have already submitted some evidence to the subcommit- 
tee in that regard and if you should secure any in the course of the 
reasonably immediate future, I would like you to transmit it with an 
affidavit subscribed by yourself. 

Mr. Cuapman. I want to understand the inquiry, if I may. Does 
this have reference to the differential in interest rates or privilege 
of prepayment and some of those things that was the scope of previ- 
ous inquiries ? 

Mr. Fiscupacn. Yes. 

Mr. Cnarman. I will make every effort to have more voluminous 
information. I thought we furnished specific examples from various 
other institutions, but I don’t think we attempted to show the number ; 
in other words, the volume as to each institution. I think I under- 
stand what you want and I will make an effort to comply with it. 

Mr. Fiscusacn. Very well. 

Mr. .CuarMan. Before closing I would like to add just one state- 
ment. I think that the customers of saving associations and the public, 
generally, have received much benefit from the inquiry made by this 
subcommittee because the savings of the public are vitally concerned, as 
they are entrusted to these mutual institutions, which are so prevalent 
in California. ; 

The Chair and the members of the subcommittee and subcommittee 
counsel have devoted many months of arduous effort to this matter. 
I don’t know that the public would have much opportunity to realize 
how much work has been involved in that. 

I do know that on behalf of the association and myself, we want to 
express our appreciation for the thorough time-consuming and pains- 
taking efforts of the subcommittee and the counsel and those who have 
made this inquiry for the protection of the public’s interest. 

Mr. Hourrrevp. Mr. Fischbach, have you concluded your depositions 
of the persons named in the subcommittee’s resolution of October 19 / 

Mr. Fiscrpacn. I have taken the depositions pursuant to the reso- 
lution of the subcommittee, with the exception of that of Mr. Chap- 
man, who indicated that there was nothing further that he desired to 
add to the record. 

Mr. Hortrtevp. Do you have all documents necessary pertaining to 
the proceedings of the subcommittee’s hearings? Have they been 
introduced into the record ¢ 
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Mr. Fiscuspacu. They have been, with the exception of this: I 
expect to receive some additional documents, not from these witnesses, 
but documents which are pertinent to the subcommittee’s inquiry and 
when I receive them I will have them incorporated in the record, pur- 
suant to the authority of the resolution. 

Mr. Houirreip. Before you have them incorporated into the record, 
I would like for you to submit them to me for perusal and for either 
approval or rejection. 

Mr. Fiscuzacu. I will do so. 

Mr. Houirtevp. These proceedings of the subcommittee and the tak- 
ing of depositions and the obtaining of documents, according to the 
resolution of October 19 of the subcommittee, are now concluded. 

(Whereupon at 10:01 a. m., the taking of the deposition was con- 
cluded.) 

SraTE OF CALIFORNIA, 
County of Los Angeles, 88.: 


I, Mack M. Racklin, court reporter and notary public, Los Angeles County, 
Calif., do hereby certify that the foregoing is a full, true, and correct transcript 
of my shorthand notes taken in the foregoing proceedings at the time and place 
mentioned therein. 

Mack M. RACKLIN. 
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SUBCOMMITTEE MEMBER EXHIBIT No. 1 


NOVEMBER 6, 1951 
ALLEGAN, MICH., 
October 31, 1951. 
In re Holifield subcommittee hearings and taking of depositions. 


Mr. W. F. McKenna, 
P. O. Bor 1308, 
Washington, D. C. 

Dear Mr. McKenna: Replying to your letter of the 30th, 

It is my understanding that, in view of the fact that Mr. Fischbach presumes 
to represent the majority, you, as member of the minority staff, will attend the 
hearings in California and the taking of depositions wherever the same may be 
held, and that, as representative of the minority and also in my place and stead, 
you will be permitted to fully participate in the hearings, examining witnesses 
the same as I might do, were I present. 

That was the request I previously made of you and I know of no reason why 
you should not act as fully as might I, were I present, if Mr. Fischbach is to rep- 
resent Mr. Holifield or is to participate in the examination of witnesses. 

Sincerely yours, 
Crake E. HorrmMan. 


GREGORY ExHietIr No, 1A 


NOVEMBER 6, 1951 


Statement of settlement of T. A. Gregory with Jones Bros., C. S. Jones, and 
C. J. Jones 








| 
Charges Credits 





Cost of land and building, 4109 Country Club Dr $25, 744. 08 

Credit obligations payable from: 
A. ot aadnd hak waa canmci ene Mit wheres 
Weinblatt 

Amount collected by Gregory from above accounts for Jones 

Charge the amount of loss on Moss & Co.: Collection guaranteed by Gregory - 

— charges for gas and water installation, utilities, recording fees, 


Collected by Jones from assignment of oil royalties payable to Gregory 
Credit for tractor 

Taxes paid by Jone: S 

Credit for water bills paid by Gregory for Jones 

Loan by Jones to Gregory 

Credit purchase price of ocean front lot conv eyed to Jones by Gregory 
Accrued interest to Oct. i 

Paid Jones by F & M B 

Paid Jones by F & M pi oe s check 











I do hereby acknowledge receipt and acceptance of the above payments to- 
gether with the additional sum of $60 to adjust interest. 
JONES Bros., 
By ©. S. JONngEs.. 
November 1, 1951 
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GREGORY Exuipit No, 2A 
NOVEMBER 6, 1951 
Joint TENANCY DEED 


U. S. IL. R. S. $33.00 Cancelled. 

IN CONSIDERATION of $10.00, receipt of which is hereby acknowledged, CLirron 
S. Jones AND Epiru B. JONEs, husband and wife, do hereby Grant To T. A. 
Grecory AND LovuIsE Greeory, husband and wife, as Joinr TeNANTs, all that 
real property in the City of Long Beach, County of Los Angeles, State of Cali- 
fornia, described as: That portion of Rancho Los Cerritos as per map recorded 
in Book 2, Page 202, of Patents, situated in the City of Long Beach, County of 
Los Angeles, described as follows: Beginning at the Southwesterly corner of 
Tract No. 11827, as per map recorded in Bock 222, Page 25, of Maps; thence 
South 84°40’32’’ East along the Southerly boundary of said Tract No. 11827, a 
distance of 251.38 feet ; thence South 5°35'46’’ East 433.55 feet ; thence Westerly 
along a curve concave to the right and whose center lies North 5°35'46’’ West 
80 feet through an are of 38.80 feet to a point of tangency ; thence North 67°48’23"’ 
West 91.79 feet; thence along a curve concave to the left and whose center lies 
South 22°11'37’' West 140 feet through an are of 56.76 feet; thence North 
1°11’51’’ West 30 feet; thence North 16°49’13’’ West 390.91 feet more or less 
to the point of beginning. Reserving the right to use for highway purposes that 
portion of the above-described parcel described as follows: Beginning at the 
Southeasterly corner of said parcel, thence Westerly along a curve concave to 
the right and whose center lies North 5°35’46’’ West SO feet through an are of 
38.80 feet to a point of tangency; thence North 67°48’23’’ West 91.79 feet thence 
along a curve concave to the left and whose center lies South 22°11'37’’ West 
140 feet through an are of 56.76 feet; thence North 1°11'51’’ West 30 feet; 
thence along a curve concave to the right and whose center lies south 1°11'51’’ 
East 170 feet through an are of 69.40 feet; thence South 67°48’23’’ East 91.79 
feet to the beginning of a curve concave to the left and whose center lies North 
22°11'37’’ East 50 feet; thence along said curve through an are of 24.25 feet; 
thence South 5°35’46’’ East 30 feet to the point of beginning. 

Dated this 5th day of June 1946. 

Cuirton 8. Jones (Clifton S. Jones). 
Epiry B. Jones (Edith B. Jones). 
STATE OF CALIFORNIA, 
County of Los Angeles, ss: 

On this 5th day of June 1946, before me, Joyce M. Windisch, a Notary Public 
in and for said County, personally appeared Clifton S. Jones and Edith B. Jones, 
husband and wife, known to me to be the persons whose names are subscribed 
to the foregoing instrument and acknowledged that they executed the same. 

Witness My hand and official seal. 

[SEAL] Joyce M. WINDISCH, 

Notary Public in and for said County and State. 


My Commission Expires Apr. 18, 1949. 
#1682, Recorded at request of Grantee Jul. 15, 1946, at 11:05 A. M. Copyist 
#44, Compared, Mame B. Beatty, County Recorder, $1.30—7.P. 
By 








STATE OF CALIFORNIA, 
County of Los Angeles, ss: 

I hereby certify the foregoing to be a full, true and correct copy of the instru- 
ment appearing recorded in Book No. 23430 of Official Records, page 268, Records 
of Los Angeles County, and that I have carefully compared the same with the 
original record. 

In witness whereof, I have hereunto set my hand and affixed my official seal, 
this 28th day of August, 1951. 


MAME B. Beatry, County Recorder. 
By James T. CARRIGAN, Deputy. 
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Greeory ExHipit No. 2B 
NOVEMBER 6, 1951 


TITLE INSURANCE & TRUST CO., 
Los Angeles, 
Mr. T. A, GREGORY, 
Long Beach, Calif. 

Dear Str: An examination of the public records in the office of the county 
recorder of Los Angeles County subsequent to January 1, 1989, discloses no deeds 
of record from Clifton S. Jones and Edith B:; Jones, husband and wife, to T. A. 
Gregory and Louise Gregory, husband and wife, as joint tenants, describing the 
land hereinafter described, or portions thereof, except the following : 

1. Grant deed, Clifton S. Jones and Edith B. Jones, husband and wife, to 
T. A. Gregory and Louise Gregory, husband and wife, as joint tenants. Dated 
June 5, 1946. Recorded July 15, 1946, in book 234380, page 263, of Official 
Records. Conveys the land hereinafter described. 


DESCRIPTION 


That portion of Rancho Los Cerritos, in the County of Los Angeles, State of 
California, as per map recorded in book 2, page 202, of Patents, situated in the 
City of Long Beach, described as follows: 

Beginning at the Southwesterly corner of Tract No. 11827, as per map recorded 
in book 222, page 25, of Maps, in the office of the county recorder of said county ; 
thence South 84°40’32"', East along the Southerly boundary of said Tract 11827, 
a distance of 251.38 feet ; then South 5°35'46’’, East 433.55 feet; thence Westerly 
along a curve concave to the right and whose center lies North 5°35'46’’, West 80 
feet through an are of 38.80 feet to a point tangent; thence North 67°48’23”’, 
West 97.79 feet; thence along a curve concave to the left and whose center lies 
South 22°11'37’’, West 140 feet through an are of 56.76 feet ; thence North 1°11'51’’, 
West 30 feet ; thence North'16°49'13'', West 390.01 feet, more or less to the point 
of beginning. 

Reserving the right to use for highway purposes that portion of the above- 
described parcel described as follows: — 

Beginning at the Southeasterly corner of said parcel; thence Westerly along 
a curve concave to the right and whose center lies North 5°35'46’’, West 80 feet 
through an are of 38.80 feet to a point of tangency ; thence North 67°48’23’’, West 
91.79 feet ; thence along a curve concave to the left and whose center lies South 
22°11'37'’, West 140 feet through an are of 56.76 feet; thence North 1°11'51’’, 
West 30 feet ; thence along a curve concave to the right and whose center lies South 
1°11'51’’, East 170 feet through an arc of 69.40 feet ; thence South 67°48’23’’, East 
91.79 feet to the beginning of a curve concave to the left and whose center lies 
North 22°11'37’’, East 50 feet; thence along said curve through an are of 24.25 
feet ; then South 5°35’46’’, East 30 feet to the point of beginning. 

This report is made for the benefit of T. A. Gregory, and the liability there- 
under shall not exceed the sum of $100. 

Dated at Los Angeles, Calif., this 6th day of November 1951 at 7 a. m. 


TITLE INSURANCE AND Trust Co., 
By E. A. Witson, Title Officer 


TREGORY ExHIsBir No. 3 
NOVEMBER 6, 1951 
ACCOUNTING FOR $30,000 Jones LOAN 


A loan of $30,000 was made to T. A. Gregory on June 7, 1946, by C. S. Jones 
and C, J. Jones. 

The proceeds of this loan were used to purchase six cashier’s checks of $5,000 
each. 


79631—52——132 
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These checks show payment by the bank on the following dates: 










































































June 27, 1946 $5, 000 
July 6, 1946__ 5, 000 
July 11, 1946 5, 000 
Sept. 30, 1946 5, 000 
Oct. 31, 1946 5, 000 
April 16, 1947 5, 000 
30, 000 

Disbursements were made by T. A. Gregory as follows: 
June 27, 1946: R. H. Wallis loan $1, 000. 00 
June 27, 1946: Telephone 147. 39 
July 6, 1946: R. H. Wallis loan 5, 000. 00 
July 9, 1946: Telephone 7. 02 
July 10, 1946: Crawford Press tein’ 20. 50 
July 11, 1946: Postage 73. 59 
Aug. 20, 1946: W. B. Waldrep 36.10 
Aug. 27, 1946: L. C. Maginn 75. 00 
Sept. 30, 1946: R. H. Wallis loan 5, 000. 00 
Oct. 2, 1946: Max Sinay 26. 55 
Oct. 31, 1946: Purchase of property 5, 000. 00 
Noy, 13, 1946: Western Union 41.15 
Nov. 13, 1946: Community Chest 25. 00 
Apr. 21, 1947: Robert H. Wallis loan 2, 200. 00 
Apr. 21, 1947: H. O. Wallace loan 2, 000. 00 
Miscellaneous personal expense 1, 749. 98 
Income taxes 7, 759. 64 
30, 161. 92 


NOVEMBER 6, 1951. 


Grecory Exuisit No. 4 


: NOVEMBER 6, 1951 
STATE OF CALIFORNIA, 
County of Los Angeles, ss: 

Helen Sullivan, being first duly sworn, deposes and says: 

That she was secretary of Moss & Co., a corporation, during the period in 
which said corporation transacted business with T. A. Gregory in the year 1940 
and continued to be secretary of said company until the dissolution thereof 
in 1946. 

That in addition to her duties as secretary of said company that she kept the 
records, books, and files of said company. 

That she knows of her own knowledge that T. A. Gregory furnished for the 
benefit of Moss & Co. $16,586.60. 
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That, according to the records available to her, the dates and amounts of the 
advances for the benefit of Moss & Co. are shown as follows: 





Paid direct 
Explanation Cash received} to pay Moss 
& Co. drafts 





Apr. 10, 1940 Cash to Moss 
Money orders 





June 21, 1940__. | 

June 25, 1940__. | Cashier’s check __. - 

June 26, 1940__-_. | Check to Moss & Co 

July 3, 1940 ical ‘ 

July 12, 1940............ , b ree SGUk bse aw eaethad eae 

July 16, 1940 “Gp; Oe j : 245. 05 

Jaly 1h, 198)... Meck ae x BR ais Pe pitieradby + 2 > Phe! : 610. 50 

July 20, 1940 | Deposit account Moss & Co. at Long Beach trans- 

ferred to Los Angeles. ____- 

July 23, 1940__......._..} Cash 

(gp Rp | Res, pn eee 

August 1, 1940 SN ie ing at 

August 8, 1940._....._..| Cash __...__.. : Bee Ede bp Ae bik 

August 9, 1940.._._.._..| Deposit at Long Beach for Los Angeles account__- 

August 15, 1940......._.| Cash Spb e Ockd ~ dagubin mamb esha eyo S 

August 20, 1940 H Nn i har aca alk cess aft 4 phushcctincan ne aeonieees WRK 408. 00 

August 28, 1940......_-.)...- ci Aa abe 2s SEE ea toa a kan 508. 75 

Sept. 3, 1940 512. 

Sept. 10, 1940 

Sept. 23, 1940_- Rey 

ek. 1 SORES ea 
BTS OE ais & ile 

Oct. 24, 1940 








| ARR Sree : Se cultes fea LOS 790. 7, 796. 60 
8, 790. 00 


Te". nes ON 2 ae ae Re btseseae 16, 586. 60 








That said T. A. Gregory was a creditor of Moss & Co. and had no ownership 
interest in the corporation. 

That said sums were repaid excepting the sum of $3,700. 

That the amounts shown on the above schedule were the obligation of Moss & 
Co., a corporation, and did not include the individual loans made to either Mike 
M. Moss or Joseph Weinblatt. 

That these individual transactions are not reflected in the above schedule. 

Dated at Los Angeles, Calif., this 2d day of November 1951. 

HELEN SULLIVAN. 


Subscribed and sworn to before me this 2d day of November 1951. 
[SEAL] Roperr H. WALLIS, 
Notary Public in and for Said County and State. 


GREGORY ExHbBir NO. 5 
NOVEMBER 6, 1951 


Lone BeEacH, CaiF., October 10, 1951. 
Mr. T, A. Grecory, 
Secretary, Title Service Co., 
Long Beach, Calif. 

Dear Mr. GREGoRY: Pursuant to your request, I have made a detailed audit 
of the records of the Title Service Co. The period covered by this audit was 
from the beginning of operations in 1935 until October 1, 1951. 

The income and expenses were all traced back to the original entries, In 
inost all cases checks were written for disbursements and were examined by me. 
Income and expenses were verified and compared to the tax returns, Excep- 
tions are listed with other comments for each year. Profit and loss statements 
showing the combined income and expenses for the Long Beach and Bellflower 
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offices are made a part of this report. A summary of the operations for this 
entire period is also set forth herein. 

1935: Operations were just begun on July 2 of this year and both income and 
disbursements were very small resulting in a net profit of $22.41. 

1936: Resulted in income of $1,170.80 and expenses of $393.61 with a net 
profit of $777.29. 

1937: Income of $3,404.32. Expenses $2,408.89. Net profit $995.43. No un- 
usual items. 

938: The only unusual item during 1938 was an error in overpaying an escrow 
in the amount of $1,320.50 reducing the profit to $136.35. 

1939: Normal operation, resulting in a net profit of $2,218.80. 

1940: Net profit of $2,358.93 after bad-debt charge-off of $4,176.49. This 
amount was made up of strictly outside loans and advances. No members of 
the firm, its officers, or directors were included. 

1941: A bad-debt charge-off of $7,655.59 consisting of outsiders. Many small 
balances were closed out. 

1942-45: Normal operations. Books reflect a true and complete picture of 
operation. 

1916: Bellflower’s books were closed at the end of June in error. Therefore the 
tax return does not reflect the true operations for the calendar year. Cor- 
rections have been made. 

1947: The records for the Bellflower office were again closed at June 30, and 
therefore the books did not reflect a full year’s operations. Upon inquiry as to 
why this happened two consecutive years, it was found that the bookkeeper’s 
only bookkeeping experience had been with a firm who operated on a fiscal-year 
basis and did not realize that this company was operating on a calendar year. 
The necessary adjustments were made to bring tax returns to reflect the true op- 
erating result. 

1948: There were three clerical errors in the preparation of the income and 
expense statements. The loss as shown by the tax return was $636.71 and after 
corrections was $50.43. 

1°49: This profit and loss statement shows an increase of $176.44 over the tax 
st°t ment due to an error in the total of escrow fees collected. 

1950: Normal operation. 

No dividends have ever been paid by the company. No officer or director of 
either this company or the Long Beach Federal has ever received any compen- 
sation of any kind from this company. 


Schedule showing profit and loss by years for individual offices and accumulative 




















totals 
} 
Long Beach office Bellflower office Combined office 
i | 
Yearly | Accumulative Yearly | Accumulative Yearly | Accumulative 
— | ini | os, Hie 

ne ee ee ree $22. 41 | rh Ree oes RE Re Re $22. 41 $22. 41 
PR he nits nko | 777. 29 | 4 RSE es | 777. 29 799. 70 
DT twcscntsontscaen —318. 38 | 481.32 $1, 313. 81 $1, 313.81 | 995. 43 1, 795. 13 
“REE: —74. 86 | 406. 46 211. 21 1, 525. 02 136. 35 | 1,931. 48 
Ns isle ors. cateelcadaal 847. 00 1, 253. 46 1, 371. 80 2, 896. 82 2, 218. 80 | 4, 159. 28 
PS 1, 802. 00 3, 055. 46 556. 93 3, 453. 7. 2, 358. 93 6, 509. 21 
Se | 2, 092. 88 5, 148. 34 1,318. 57 4, 772. 32 3, 411. 45 9, 920. 66 
Se — 240. 76 4, 907. 58 955. 63 5, 727. 95 714. 87 10, 635. 53 
io wisrclancés mwallie —1, 655. 77 3, 251. 81 1, 875. 7 7, 603. 71 219. 99 10, 855. 52 
SRR 4 —1, 377.15 1, 874. 66 3, 902. 57 11, 506. 28 2, 525. 42 13, 380. 94 
1945 ‘Kats cintienbis 842. 20 2, 716. 86 2, 849. 01 14, 355. 29 3, 691. 21 17, 072. 15 
WON ss dite dig 649. 45 3, 366. 31 1, 549. 33 15, 904. 62 2, 198. 78 19, 270. 93 
ER kid oe aim ieee —3, 661. 48 — 295.17 1, 323. 53 17, 228. 15 — 2, 337. 95 16, 932. 98 
Side neigaeden hed —635. 27 —930. 44 584. 84 17, 812. 99 —50. 43 16, 882. 55 
RAR ee 2, 545. 20 1, 614. 7 1, 087. 69 18, 850. 68 3, 582. 89 20, 465. 44 
EEE EES 2, 581. 38 4,196. 14 943. 30 19, 793. 98 3, 4 23, 990. 12 
Ree 2, 203. 57 6, 399. 71 407. 38 20, 201. 36 2, 610. 95 26, 601. 07 
WORM, 2. ocace GR TE Di ctinckcccieksce PEATE Behan tee «acai SRT docacirancnmene 




















The undivided profits and reserves of the company may be substantially altered 
as a result of pending litigation—Mallonee vy. Fahey and related cases now pend- 
ing or growing out of such litigation. 
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The foregoing computations are subject to the effect of such litigation and sub- 
ject to adjustments for tax purposes. 

In my opinion after a very careful and detailed examination of the records, 
the statements made a part of this report reflect a true summary of the operations 
of the Title Service Co. for the period covered. 

Respectfully submitted. 

H. E. Youne, Auditor. 


Title Service Co. profit and loss statement calendar year 1935 


Net profit for 1935 


Title Service Co. profit and loss statement calendar year 1936 


Income: 
I accra Sialic ath cele 
Escrow 


General office expense_____________---__ pS IN AAR $296. 6 
Salary 
Depreciation 


Net profit for period 


Title Service Co. profit and loss statement calendar year 1937 


Income: 
aren wc ok oes ca ccs apap iain $243. 90 
TE” aA Ne Ps a lA 2, 130. 56 
Fees collected, miscellaneous____...____--_____-_____ SERGE ba A 154. 55 
Escrow fees, miscellaneous_________._._-_-_-_-»_-_- 5 871. 31 
TR, I pe ae ua Na ceerrcags 4. 00 


EEA ERR PAR SERRE ie eck cx tesk tb datas tea clch ala pe as bg che ts eg 
Expenses: 


ES NETS BNE SDE DER AMET LD TE Se MEER TT TE $988. 62 
(ASR Rea Ai SNEED SER Be ir SCR er ies 601. 00 
pO RRR SaaS RST UE A NANOS I DL 185. 00 
RT UNREST ROR SIRE Sa aR ee AMGEN CRED RRS Se F 65 Oa ae a 584. 27 
Depreciation 


Net profit Jan. 1 to Dec. 31, 1939 


Title Service Co. profit and loss statement calendar year 1938 


Income: Reconveyance, escrow, and other miscellaneous fees___._._.___ $2, 072.8 
Expenses : 
yeneral expense $302. 36 
128. 08 
Fee expense : 5. 36 
Printing and stationery expense______-____-__--_____-- 80. 20 
Advertising 100. 00 
Loss on escrow error 1, 320. 50 


1, 936. : 


Net profit for period 
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Title Service Co. profit and loss statement period from Jan, 1 to Dec. 81, 1989 






























































Income: 
Miscellaneous income : $37. 03 
Foreclosure income same, ||| Seek 20 
Reconveyance fees sie 2, 092. 75 
ES TIRE Te ERE ARLE EE LED LOD TMS AEN Me ME Ne aae LR 48. 00 
Collection fees Wwe a 61. 80 
Escrow fees__-...- me 4 tsi By Ole 14 
Service and notary fees___._-- # PSAP Pipe lee AT 34. 39 
Collection accounts written into income_____.._-----------.----- 136. 06 
Man CGE TIMING sit fce wslasceesiech baits incest enpatinesesenieemy caleba tehae iene Ds: 1. 96 
NE asics si asenkarked oan asaeenbuerto tate ol ae git 5, 534. 39 
Expenses : 
I a a es oeaiiad 87. 96 
TOO IT sac dieate-vsllpn ngs cmc inetd am baleteianinnese be 1, 270. 74 
PRT rn os es io oe ee 330. 47 
PROCORT VEU RIID CRIN oe ae re 59. 70 
Miscellaneous office expense______- pa ceaeer et SD kat 454. 06 
I sh a 922. 58 
Uncollectible accounts. _~ Ses ste 77. 20 
Taxes _. . - 112.88 
Total he RN a ee 3, 315. 59 
EE SEITEN TU BIN ao sic eeiplsceesc Recipies te egranieiiac spe aaconiotcaadiimeniics 2, 218. 80 ] 
Title Service Co. profit and loss statement period from Jan. 1 to Dec. 31, 1940 
Income: 
Miscellaneous income _--- - $127.30 
PN IS ne ne pein anaee 1, 807. 05 
en SN 2 ee Oe ee ae ee 104, 75 
Irn EE oo Sn a ao 5 i oo 96. 40 
aa nn te a ae ee ned 4, 412. 30 
Un I ee ER erly rer ee ee pe ene 11.13 
RAT RS re ces a 2. 84 
ST Ue a ea 8, 002. 55 
$9,564.32 
Expenses: 
Eee Ege oe, cee dima wr eaten channel ops oae memento Dect 7 pe 1, 830. 45 
RECOM Vey ene: erring 643. 52 - 
OGG CNR ia tts od i Rane ee eee 24. 00 
ee ne, nee Spiro Gate eprint mieaine etree Sendak ob oer ite aware 4, 176. 49 2 
wt eRe ON Ce Beret oe toh ean seaman evn lke dee aeegerT Capa Posey A ape 530. 93 
——- 7, 205. 39 I 
Net profit for year__- aes aarre eines AG EG a Ul eed iy Sa ease a en et 2, 358. 93 
Title Service Co. profit and loss statement Dec. 31, 1941 
Income: 
Ce eh a a a a ee ae $51. 80 
Misceligneaus innome > sc a 330. 32 
Service 250 nothity Tee. ee ee ee 25. 85 r 
RECOUNT a nn ra 4, 088. 90 : 
Foreciosute income. 20600 ke a ee 181, 53 
Mecrow feen... _.. 4, 896. 64 
rene Teens ir erie ie ee renee a 4. 00 
eh Me AIRS 2 RITES i aan ee SN ae MY <a CE Se Eres eee 124. 25 ’ 
HO SE ers ee aOR Efrain we Rete UMPIRE 74. 80 
SIRS TO aaa a eee 4, 835. 29 
—————. $14,563.38 
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Expenses: 
Cash _ short 
Miscellaneous expenses 
Foreclosure expenses 


————— — $11,151.98 
Net profit Jan. 1 to Dee. 31, 1941 3, 411. 45 


Title Service Co. profit and loss statement period from Jan. 1 to Dec. 31, 1942 


Income: 
Cash over 
Forwarding charge ; . 50 
Miscellaneous income 79 
Foreclosure income__.._-___- . 00 
Reconveyance fees____-__ 2 .78 
Contract fee D5. 75 
Escrow fees 30 

15 
Service and notary fee________--___ ie ialsailay aces mea te a . 61 
Trustee fees 75 
Notice of services fee 15 
Service charge . 50 
$8,433.17 
Expenses : 


Printing, stationery, 350. OO 
Cash short . 74 
Traveling expense 558. 11 
Bad debts . 00 
Miscellaneous expense 2: 
Advertising . 24) 

. 24 


7, T18. 30 
PWGE: TORRE Tr ca i ie ea be Salas gd cee Ot 


Title Service Co. opeens and loss statement period from Jdn. 1 to Dee. 31, 194: 





i | 
Bellflower | Long Beach | Combined 

Leaicanat ae SEE OF SOE OEE Ge oe eR Ra CR TT 

Income: | 
Miscellaneous income __.---.--- ; ere ? $124. 68 | $110. 55 | 
Foreclosure income - a OD (Dis Foy PEN | 32. 06 |..-- 32 
Reconveyance fees ‘ ata cil ne 1, 031. 59 2, 135. 00 | 3, 166. ! 
Contract fees a IR Rankasbanne ae 596, 02 |...- el 596. 
Collection fees. _....__- f wa ubthankekacun eer | 286. : 
Escrows -_-- : : ee ee 640. 14 | 2, 770. 84 | 3, 410.9 
Forwarding aperees ; ‘ : 2. 50 |}... | 12.5 
Cash over... , TSii Sakon wi lial ae jpilec gia i hae aS ers 5.93 | 5. 9: 
Trumtes 1666-320 b< wdc - cus PAA arwkink i owiniutuuiasol lacs 666. 30 | 1, 666. ! 

ate 1 wainsnioat a nee = 


Total income 


Expenses: | 

Foreclosure expense account ibis axcwee | lad 560. 5 560. 55 
Advertising Keaean’ : Beas hia ; a wices eeimads 39. 06 | 739. 

General expense - . - _._-.-.- nibs : toad a 597. 62 | 3, 283. 25 | 3, 880. 87 
Recon veyance expense .--.-....--- : } 233. 46 | La 233. 46 
Recording expense apt ha) hee .| AY] pan } 16. 45 
Taxes __ So eee iat) spmhd pina Oe | ee . 24 | 881. 24 
Depreciation............--- RAR ate eS | . 90 | 94. 90 
Bad debts. ae ; Ae cuh wins wamleid 4 . 56 | 2, 589. 56 
Cash shortages. - | bocmudenes ; 5. 83 | 195. 83 


| 


Total expense 847. 83 | 8 344. 39 | 9, 191. #2 


Net profit Jan. 1 to Dec. 
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Title Service Co. profit and loss statement period from Jan, 1 to Dec. 31, 1944 


4 
Income : 
Diep aan SN aii i ei ee ERS $166. 91 - 
TU Fi aia tees csi tian eae 477. OT 
RROCOTIORIIINCO TR oi ic cto 8, 567. 95 
Tyr I iii i iii ieee 45. 00 
PI isin tise atch easiness iis 6, 472. 48 fe 
"OONIRCS COB is ihc iccninciiccinncn dbaewnee 346. 45 
MRROR i BO i eh ek bi ei aa 9. 20 I 
OT RIAOR: i Be Ok A oi ciel 508. 20 
————— $11,593.26 
Expenses: 
MeO a NOG ose a ciueynbeuececkew cas 728.13 
CI I as a Seo rh ts as 5. 00 
a a ee 17. 70 
BOWORI OG 2 oi ers sung 420. 00 
WO ee eR ee 395. 00 FE 
"TORO ioe i oe ea oe ioe i 477. 04 
BROCCO VOOR ooo ei i ti wom 203. 56 
BRGOCORTIND 852 eee ome dunia 28.10 
Th ANG it se eet ey ee ee cuiainentel 226. T7 
Pumtti. 8 oe seem eee 79. 08 
Bad Gee ete ecco ne eee 6, 139. 39 
TPR. os oe oo See elated ae ea, be 348. 07 
——_—_————_ 9, 067. 84 
Net profit for 1944_______....---- since spectalaas siisresarcaichc Wk iaalice ex irigeaal 2, 525. 42 
Title Service Co. profit and loss statement covering period from Jan. 1 to 
Dec. 31,1945 
Income: 
Mincérmmeonva  Ineome. q . cos Se ees $92. 76 
Porecmeaure Geen: -- oc ee ee anya UA 187. 20 
Reconveyance fees______- Dee eee Seu ee eS eo Wises 2, 457. 62 
Coligetnenr DeO8 oe a ee ee ei ae 726. 05 
POMOCUOT: TRU gi ee ie Jo 6, 575. 26 
POrwearame Charees sons soe ce See se een ccs ease 44. 00 
—_————. $10,082.89 _ 
Expense : 
General CRPeNse -. oa $64. 10 st 
co Re USES ALGTRESa See een ery ceeper pee NRIOL --- 350.51 ac 
Heconveyance emnente 3 ooo oe 165. 40 in 
ROR ne Se er es 1. 20 
en CS ea ere 125. 00 
FU a * "RRR elie pals vane st sone one tote Resa (Wn 294. 3 
a ee ee ae ye ea _. 40.40 
VE is san hk eek 19. 05 
a ig in ea haart hens 950. 00 
DOORerete ee oe oe eee _-.. 230. 00 
VWederal ounlinl stock: 105.5 225. 03 sod wine 139. 28 


Other UWRNeEs... 6 3 8 ee 
2, 410. 98 
DU PRRRINER ACER NIN i catia nw esrcnen season 3, 980. 70 
——_———-. 6, 391. 68 


el Dron, Goeooar YRAT 7000... oo ae 3, 691. 21 
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Title Service Co. profit and loss statement covering Bellflower and Long Beach 
offices for period Jan. 1 to Dec. 31, 1946 








| 

} pee | ute Beach | im 

H ellflower ull year anc . , 
'first6months| Bellflower | Combined 
| last 6 months | 
sf 
} 
} 
| 





Income: 
NR Sti eh MEE CES I Pe SN $43. 86 
Foreclosure income ; : 89. 52 
Porwarding charges... ..... 0052... gece ote } 7. . 86. 75 
Reconveyance fees-___.....-.-_- a eae ; ; 2, 482. 51 
Service and notary fees..-.._...........----- sil med ; 99. 06 962. 10° 
10-day notice wageedwe gia seeul " ; 180. 00 
RUNNIN eutc ore eee Be ace 37. 846. 45 
Escrow fees gaat cereal 1, 011. 42 13, 826. 39 | 14, 837. 81 





2, 231. 59 7 / 19, 529. 00 








Expenses: | | 
General expense. __- <i gn a Soa 226. 87 7.52 | 414. 39 
Supplies and printing : Se eis 160. 85 3, 842. 4, 003. 53 
Recording expense pegs ox 3. re 3.00 
Auto expense z : 9. 6 . 80 
Expense furnishings and fixtures and equipme Misses " 33. 48 
POStHND ANG SXINOOB ooo 2s 2 es se ee 5. 5. 01 
FIRES OE ER OT RET REL EME Se Moby meee 35. 35. 00 
TE ac et a Se Saouwudcacacreeoes : 9. Ai , 119. 65 
Loss on escrows om ey ee 5 . 10 
Collection expense RAEN ope ete amet. en eR 50. 46 | 46 
Telephone and telegraph____-- ERy te! bee Fe angie Pt ce ve Sal . 82 | . 82 
Federal taxes Fire altos “ , 173. 47 73.47 
Taxes, general___._._____- FES Eee ag eee [ca Ses cea 52. ¢ }2. 34 
Franchise tax edd } { 5. 21 
Advertising ‘ SSRN le ease? 1, 528. 06 28. 06 
ie lit ES GIRS 5 IO MEE RD Tae Rea neice, Aon eae mie 153. & 53. 83 

2 Sere sine 1, 425.00 | 25. 00 








| OE ESSERE EIN NTS PRE ee See Cee eee OE OO a ec . 682. 26 | “16, 654, 89 | 7.15 


Foreclosure income failed to be added in | 
Utilities account should have been $153.83 but was listed | | 
as $158. 26.221: .: gang = Bade HX ry a eS HSS 2 | . 57 





Net profit for period. ____-- il 2,198. 78 


The first half year of Bellflower setae and loss was erroneously closed into 
surplus before the close of the calendar year. The amount is set up in an escrow 
account with instructions to the bookkeeper to make an amended tax return to 
include to the full calendar year. 
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Title Service Co. profit and loss statement covering period Jan. 1 to Dec. 31, 1947 








Bellflower | Long Beach | Combined 




















| 
Income: 
NN a i cna im msbhnnnh amtmail $46. 68 $25. 95 $72. €2 
DRS Rain PS SAI RLN Se RO TE TEA 146. 54 741. 45 887. 99 
Forwarding charges... -- ihntoke hestane cadntaneddpeeseanser SOME Beno dan somes 70. 80 
PIU WINNIE B00 iin nase cheek Silieiss Ha Saeweewn a BORE 467. 52 
NE A MESS Oe OE PRESET OT SIO Pi RS So 787. 55 
SE SI cos chile didn cwnieeunkconetiiandduewnes eh RS Se ne 10. 00 
REAR aia SER RI dant Mee eaten mean Geese oper er 1,171.91 4,317.34 5, 489. 25 
ONIN FOR ais iis ok aah oo Sa cence cmednnnn BE Tre cccéctgnsane 829. 40 
I isekt RRE i an ccd tebeicn dawg camad wuueed mien 3, 530. 40 5, 084. 74 8, 615. 14 
Expense: 

RII aii nase cal pssendalataintoncauninietadeenel WOOT lancatekeuwedie 673. 57 
SN CRIN oie 5 on aa hls keen nnn pains nnahe ied | a oe Ce 250. 00 
EE OMEN inte isin iciniercniiniatiee vse. accsecansee el 296.75 | 3, 226. 46 3, 523. 21 
RIOD ciinitacksnasdnnawncaineinopmoentinbieedcbl a PEO PoE 47. 60 
I iis id cd cope gab ncaa dine nd nce ban caddies | RE Re eer 362. 84 
Wamma Gee ome eo a Ep aa —11.00 
TOPE ao Sk Case untengeubecisscaten uA escsseiel | 5.00 | 1, 284. 04 1, 289. 04 
ie oko a nie ss Hide thidinhs emntbia tenn wbbeanndionnans BORGO fo oc. cin oe Se 550. 00 
ORES AY FREE COG AIS aey: ONCE HEE GRIS HEE 32.11 | 23 370. 34 
TpOnnnonse O0bs SODORTAINI ence cone MEARE WD tA 571. 89 571.89 
ED diiiaienciminbamaneciinwshentncichitealasiawanes guts Meet N ey 88. 49 88. 49 
INU SI ON Sa cs cen eep eels cance acaesnaaemn normal acs assed ap intel io / 112. 40 112. 40 
8 8 EES REE ERE SE AIRE RE UREA ORR, mea. 1, 650. 00 1, 650. 00 
Repairs__._... REL E bbe Mick acacn eonin ep aaianbiads manmade webeadenesnd aie bak 121.71 121.71 
Traveling expense__-..---- ~~~. wR PRA Eat FAME SIP EAST ale AER SAR 837. 90 837. 90 
IN ir RE: Bk Ea, acs ie phaabunlinthion hs eetalna aa ie eiaie ores 360. O1 | 360. 01 
EE! SRE TO CAR LEG RE EL ER MCR he Sh aM, SERA RRA ORE ie 133. 48 | 133. 48 
SNE RES a, MCE Ey cle da ES oleae Nol cate age, nay eke ie Realy Ns 21. 61 21.61 
OD icici bien dpe cp bdnnp aden aakctbetbemieneee 2, 206. 87 8, 746. 22 10, 953. 09 
Net.loss or.gain for period... we ec 1, 323. 53 —3, 661. 48 — 2, 337. 95 














Title Service Co., statement of profit and loss, covering period from Jan. 1 to 
Dee. 31, 1948 

















Income: 
PEISCOLINMIBOUS 1RCONG 2c i ok 1 $116. 58 
de en SAL rh ete es eae 1569. 70 
OT Ar UI RT go csi etd a hain epiconamengct 48. 40 
Service and notary fee___ Prats Hand WPA Sicha 78.12 
Ee me ile ac Rg ge, amen ai AS RCE a ha sen tat RARE 20. 00 
Collection fees dicks 717. 55 
RR ae ACE EIR et eon ig CR Reins ae iG 3, 731. 88 
Reconveyance fees__-_ 3, 208. 40 
—————— $8, 490. 58 
Expenses : 
Ee bell ni Ec aE RENE SORTS EET AON 1, 049. 79 
CRS ire CNR oe no ociioctaen: 1, 147. 46 
ROReSImRIND RINE UU sa ceceeneies tcinaneatge ent 1, 407. 00 
PE eno ccaccer ordi ana upesmecenniaias mainline 162. 47 
DR See a a a enemas a eaonannens 2, 335. 92 
Li) || i pail pet ie ies Comair SESE NEY ME EEO RMN. Sat nig ta 498. 35 
i) aE TAN APE OTL be! SPS CEES MNES Mh fe 441.16 
a RRS Tante A eran ar ap (PPP RT RINE CSE CRIES AE HSS ELAS Cie Ne 327. 28 
Rental on furniture, fixtures and equipment__--__--~- 292. 31 
RENN Fa otc seston Map aan oc cians ta Sap ch anlton tan 284. 00 
pi. RRR haem i eae ND tp MLE IE REE SOL REIN 120. 82 
VNR ORION oS a a ems 449. 45 
POUND SBS on skeen enone 25. 00 


-——_——_———. $8, 541. 01 


IG Ras a EI i he 50. 48 


1 These amounts were erroneously left out of the profit-and-loss statement as prepared 
by the bookkeeper. These amounts plus an error in calculation of $100 ties this statement 
in y5u8 the one prepared by the company bookeeper. Therefore the loss shown is smaller 
by $586.28. 
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Title Service Co. profit and loss statement covering period from Jan. 1 to 
Dec. 31, 1949 


Income: 
Miscellaneous income . 45 
Foreclosure income siaias . 30 
Forwarding charges____ . 50 
Reconveyance fees . 94 
Collection fees . 25 
Escrow fees . 48 




















$6, 564. 92 
Expenses : 
General expenses 288. 98 
Miscellaneous -expense 438. 80 
Supplies and printing__ 481. 82 
Utilities 282. 43 
Depreciation : 

Suilding 110. 95 
Furniture and fixtures_ 183. 40 
Automobiles 200. 00 

Taxes, personal property___._._--.-..__-.---..----_- 101. 64 
Franchise tax_.__...--_---.- 81. 50 
298. 58 
250. 93 























2, 982. 03 


Net profit ‘calendar year 1949 3, 582. 89 


2 The figure of $1,468.48 was erroneously included in the original statement as $1,292.04. 
That understated the proft $176.44. 


Title Service Co., profit and loss statement, covering period from Jan. 1 to 
Dec. 31, 1950 


Income: 
Foreclosure income $1, 121. 98 
Forwarding fees 320. 08 
Reconveyance fees_____-._-.....--_.-_______ Ri ieee oe 4, 580. 74 
ORION OR POOR iss hei ee ea ee 1, 920, 10 
Cnibe Pemba is a ae el 1, 248. 50 
Miscellaneous income 55. 90 
$9, 197, 25 
Expense : 

Supplies and printing 1, 399. 09 
MEAT, aN oo is, ee et tia ge 720. 27 
Reconveyance expense______--_-_-__ SBE wee eesus 176. 20 
OUR RT ORO in i 71.98 
OT BSS SEES Spe pT Pe eae eee Da PDE CROCS uke eg UAE 10. 00 
i REESE GIN ORT OTN GE rts GUAGE RAID Cae THT ONES TR 345. 26 
BPORPAT TRCHNG BAK oo heck 715. 35 
Branchine tas, State... ee Ca 136. 
Telephone and telegraph 897. 
Attorney fees 450. 
Bond and insurance premiums 128. 
Repairs and maintenance 


5, 672. 57 
3, 524, 68 
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Title Service Co., profit and loss statement, covering period from Jan. 1 to 
Sept. 30, 1951 


Income: 


Se EE LS. |. Sa eS aan cde NORA ENS, Ss) vas $5. 38 
OVO CLO ON sisi atic Siorceiib inset aipniniceniaisiarenieing cata 1, 371. 90 
TN ionic inh sidhiesnocets as pooh tdinsstiiasns aineomegaccaa ohana 1, 339. 73 
LETT RLS NITRA ARTE RL Te e 27.50 
pT RO pe oe oe ee eens eee eee Ke 3, 645. 20 
CN oe sinisicppnncaintinnscsttsiacason sarin ntioieemincdabeaasaitilen scties 659. 24 

——_——— $7, 048. 95 

Expenses : 

I ALERT RL LEAL ARRAN ESP IAL OD 328. 61 
SO eh | ee ee neem Nen Mmuery Set sts. » 590, 31 
eae ONIN Sis erin ab weminiinn sienmiactesdcardomnarie neikate ». O9 
UR I iia spcinsintimngsnscbarelvetibbic 95. 10 
Auto expense_______-_-- ih ob aaeice a Segara aged aaa 10. 65 
Pe 495. 21 
TTI TI oi cn scieemrieane ec vctiinicantoeesohenimnaninauncersibicaat etal abe 183. 41 
Ne nin. sceecccetcanstciacaionanicssa nid eohineeeninma ates 12. 50 
Ta I i et 107, 72 
SS Baraat aie NCI SBI oe Ta eG Cae Ser POD 394. 31 
TECDRERONG DEIBETEDR 0 6 ne ce riincncdenen mimics 937. 63 
ES gE) an aR agit ye andi ase snp mi Aer 975, 21 
i ELE ALLELE ANALY ELS LI LIA 52. 60 
Franchise tax, State__.__- sali pat atin slang kaa accra wile tage 169. 60 

4, 438. 00 

PUG RPIURE, SOR SOTA oss tie csecceuricesin spots Gameniencipisan is niga teioin tue 2, 610. 95 


GreGcorY ExHrsit No. 6 
NOVEMBER 6, 1951 


OcTosBER 10, 1951. 
Mr. T. A. GReGoRY, 
Long Beach, Calif. 

Dear Mr. Grecory: In accordance with your request, I have made a detailed 
audit of the books and records of your business known as the T. A. Gregory 
Agency and the Pacific Insurance Agency. 

The gross income from commissions was in most cases verified by letters of 
confirmation from the issuing companies. Expenses were verified by cancelled 
checks and other vouchers. 

Summarized, the result is: 

















Increase (+-) 
Income Expense or 

decrease (—) 
NE ha che etie deta en oan ooo i ues ln Tas nica ek os Gals ean 2: 380.00 | SS ag) OA. Ry or 
NOOB oo. iiss here Bohne a YG Oe, CR ee 
ES a ee teeta es ee Fe OP ie ath... 
hac I a a a a eee ee: ee 
RE IR sie Bh i SERRA Pa a hie Amt pea EEE hahaa a ADS BME OT Locciceke ites See a 
i EGE SELES RASPES Sais 2 maaeke pe pg pope 16842 fe 
O08 re OE a he Se ea ee ol +$8, 545. 65 
MA cry ghee ere ee | 14,560.03 | 6, 641.12 +7, 918. 91 
1945 fot RA IE IR ER EEA RRR eae Sera 12, 709. 90 | 5, 157. 89 | +7, 552. 01 
-, eeneatien ee aie pae Tp neuie tice ae one nan aces dash ooh ten 3,527.20 | +10, 156.97 
WT boas SR nates cathe athe CSRs cin pa gaeton eae 4, 806. 51 | 3,222.47 |  +1,584.04 
| RRS CEES Se EE a et E 5, 059. 80 5, 245. 09 | —185. 29 
1949 ? Mb gi PED ELE ER SS kN oat eitiewe uuluee ae 19, 853. 55 7,444.44 +412, 409.11 
| Sa Pa eee dno be tad cea aaNet soe 25, 325. 67 5,430.76 | +19, 894. 91 





Records of expenses prior to 1943 were not available. I was advised that at 
seizure in 1946 they were taken and have never been returned. 
Respectfully submitted, 


H. E. Youne, Auditor. 
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GREGORY ExHIBIt No. 7 
NOVEMBER 6, 1951 


STATE OF CALIFORNIA, 
County of Los Angeles, 88.: 

Each of the undersigned, being first duly sworn, deposes and says: 

That he is a director of Long Beach Federal Savings and Loan Association and 
has served in such capacity since the association was organized in 1934. 

That T. A. Gregory has been a director, the president, and managing officer of 
the association since 1934. 

That at the time he was elected president of the association he advised the 
board members that he was licensed as an insurance agent and had been operat- 
ing an insurance business for many years and for several months such insurance 
agency had been maintained in the offices which became the association’s office. 

That T. A. Gregory stated that to serve as president of the association and 
build the assets of the association with the limited salaries the association could 
pay, it would be necessary to continue the operation of the insurance business 
and to retain for himself whatever income he derived therefrom. 

That the board believed the maintenance of such already established insurance 
business in the office with the association would be an asset to the association by 
bringing an already established clientele to the association office and by render- 
ing accommodation to the association clientele. 

That the president, T. A. Gregory, was authorized to maintain his insurance 
records and business in the association offices and share office personnel as an 
inducement to procure and retain the services of said T. A. Gregory on behalf 
of the association. 

That such arrangement saved the association many thousands of dollars which 
inured to the benefit of the association and its shareholders. : 

That such arrangement was started concurrently with his original employment 
in July 1934 and so continued until May 20, 1946. 

That these facts were known to the examiners for the Federal Home Loan Bank 
Administration and to the best knowledge of affiants was never criticized or 
questioned in any examination or at any other time. 

That such insurance agency removed its offices for the association during the 
week of May 20, 1946, and has not since occupied space in the association premises. 

That the space and personnel when used by such insurance agency prior to May 
20, 1946, was nominal and jointly used for the benefit of the association. 

That when the association was established in 1934 several local building and 
loan associations were in dire financial stress. That local economic conditions 
were in poor condition. That the Long Beach area needed a savines association 
managed by able and aggressive personnel such as employed by this board. 

That the restoration of confidence in the savings and loan business was aided 
by rendering accommodations and service to the public such as the T. A. Gregory 
Insurance Agency and other facilities to handle escrows, accommodation checks, 
and other services. 

That this policy with others similarly designed to aid and accommodate the 
association’s clientele have been instrumental in the association’s progress and 
in serving the public welfare and public interest and in maintaining the confidence 
and support of the people. 

That as eviderce of the demand for and success of policies maintained by the 
board of directors there is attached a graph prepared by certified public account- 
ants employed by the association, which graph shows a comparison of the very 
favorable growth and progress of this association compared to its competitors. 

That such graph demonstrates the steady increase in savings and service to 
the public when under the elected board’s management. That the period shown 
on the graph from May 20, 1946, to January 24, 1948, was during the conservator- 
ship and attempted destruction of the association by the Home Loan Bank 
Administration. 

Dated at Long Beach, Calif., this 5th day of November 1951. 

S. I. Bacon. 
M. T. KIiLLincsworrn. 
J. E. Grecory. 


Subscribed and sworn to before me this 5th day of November 1951. 
LEON FRAZER, 
Notary public in and for said county and State. 
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Customers’ deposits 
dakcecbeen Sue 1S Ne TEER Toni 
| First Federal | 
| Long Beach se Diades | Long Beach 
Building and | ,58Vings = | Federal Sav- 


| Loan Associa- Smeg ares | ings and Loan 
| tion Beach | Association 


604. 42 $34, 793. 55 $23, 144. 
152, 075. 77 
378, 591. 
827, 949. 42 
1, 956, 207. 87 
4, 062, 955. 78 
5, 818, 719. 
6, 956, 947. 
8, 090, 094. 21 
10, 459, 783. 59 
14, 765, 003. 27 
aah alee au, : 20, 570, 292. 63 
May 18, 1946 ONE RRO : | 22, 834, 019. 13 
Sept. 30, 1946 16th bis eeinieeapieniac es | 13, 011, 806. 98 
le PNG oe acy cal aan woke | 14,014, 678. 84 
Oct. 2, 1946... .--- =... MBs ete ice 5 MAR , 996, 436. 06 
3, ES 2g” ag ESOS ai ee 82. 1, 389, 172. 69 | , 058. 12 
Tet: 31, WONT. Gers kik See ee eee 1, 670, 452.84 | 13, 592, 184. 70 
bigest , 339. 20 


Dee. 31, 1934 , $4, 024 
Dec, 31, 1935 ‘ 

Dec, 31, 1936. _- 
Dee. 31, 1937 
Dec. 31, 1938 


: 


SgeR8 


23 
ary 


BSeE5 


DDO So & Co wo 





SESS 
Reseuas 


= 
or 
nw 
~ 
_ 
So 


wow por 








. 74 | 7, 658, 156. 95 
'44| 247373, 129. 96 

. 31, ” | | .75 | 29,774, 207. 83 
Sept. 29, 1951. .........- | | 5, 829, 764. 02 32, 856, 136. 22 


GREGORY EXHIBIT No. 8 
NOVEMBER 7, 1951 


FEDERAL HoME LOAN BANK BoArp, 
FEDERAL HoME LOAN BANK SyYsTEM, 
Washington, October 7, 1940. 
Mr. T. A. GREGORY, 
President, Long Beach Federal Savings and Loan Association, 
Long Beach, Calif. 


Dear Tom: Your promptness and cooperation in replying to me as fully and 
completely as you did in your letter of October 2 is much appreciated. I know 
you must have gotten right to work on this after Charlie phoned you in order 
to get it in the mail that evening. It was quite helpful as it appears to have been 
mailed on October 2 at 8 p. m. and it was here in Washington on the 3d at 7 p. m. 

Your statements corroborated fully those previously made by me to the gov- 
ernor and furnished the detail in order that all representations could be sup- 
ported by the evidence in the files here should it ever be necessary. 

We all here are indeed glad to know of the splendid way you are working out 
of that situation and believe it is a credit to your operations to know that a com- 
mercial bank has the confidence in your institution to the extent indicated by 
their advances of such large sums to you for the purposes stated. 

I have been held here longer than I expected, Tom, but I shall look forward 
to having a visit with you promptly upon my return. 

Thanks again for your cooperation. You have never failed me yet when- 
ever we requested anything of you. It is most comforting to know that one can 
be counted upon. I have some suggestions to make to you upon my return and 
I hope that we can get together soon. 

With kindest personal regards, I am 

Sincerely yours, 
M. M. Hurrorp, 
President, Federal Home Loan Bank of Los Angeles. 
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GREGORY ExHIBIT No. 9 
NOVEMBER 7, 1951 


Long Beach Federal Savings and Loan Association analysis of Jackson Turner 
Construction 


Total loans by the association on 79 properties on which the con- 
servator purportedly made additional advances for completion of 





CRDMTRCUION 566 6b A eens aceodc wasn Seka bases $319, 455. 00 
Less amount disbursed from dates of association loans to May 20, 
) TE Bk ee alee ei ee igi 1 a SERB EET ES 2 aia, Pabedan ste ISA ee: ES 254, 885. 32 
Balance of loans undisbursed___.......__.....-._..--.... 64, 569. 67 
Pledged Jackson Turner collateral, May 20, 1946__..._-_____--_--- 206, 696. 59 
Total security for construction costs subsequent to May 20, 
1 RRR ROSA ple iat etl iy SNE Se ICES ASA BR Ree eS BER reacts Gea 271, 266. 26 
Less conservator’s purported disbursements for construction pur- 
momen -mccoreing 1b the TeCOTNS. oe is ee ccc 228, 726. 91 


Minimum security which should have remained after comple- 
tion of Jackson Turner construction_____.------_--_____- 42, 539. 55 


However, on January 24, 1948, the situation concerning Jackson Turner’s 
relationship to the association was as follows: 


Balance owed the association for unpaid advances to Jackson Turner 


by conservator... oe eae ee he SEER ter ne ae $95, 691. 82 

less security of Jackson Turner pledged to association and undis- 
bursed loans in process funds as of Jan. 24, 1948__-__---.---____-_ 59, 758. 77 
Totals Si CAS Ree aA Chea cere obec a ceed 35, 938. 05 


Comments: Of the $228,726.91 purportedly disbursed for Jackson Turner con- 
struction by the conservator, the report of the FBI indicates that $133,137.84 was 
not allocated to specific jobs. However, assuming $228,726.91 was actually spent 
for construction, the security for construction costs was $42,539.55 in excess of 
the amount most favorable to the conservator. Instead of leaving Jackson 
‘Turner with these surplus funds on January 24, 1948, the conservator by his 
operations left Jackson Turner $35,933.05 in the red. 


GREGORY EXHIBIT No. 10 
NOVEMBER 7, 1951 
Account No. 3 
Sheet No. ———— 
Rating :————._ Credit limit :————. Name: Nu Lite Co, (Due T. A. Gregory) 
Business :————. Address :——_—. 























| 
Date Items Folio | Debits Credits Balance 

at 

1945 | 
Feb, 23 | Nu Lite Co,: By check_..-..-..-- iideenbes CD 192._._... ca PE eee $500 
Mar. 3) Nu Lite Co.: By check_._-- ti easasnthiai a aba CD 1218_..... __ » SSR ee 1, 000 
2% | Nu Lite Co.: By check................... CD 1243... | og erent 1 500 
Apr. 6| Nu Lite Co.: By check.......-.....-.-.-. CD 1259.__..- WO es 2, 200 
May 12 | Jackson Turner: By check............-.--|..2-0..ccec225. | cy Rea eee 3, 200 
23 | Jackson Turner: By check... ..........-.]...----..---.-- | 1 RR eS 4, 700 
June 5} Jockson Turner: By check -__-_-...-.--.---- de Gckd aleaeeee 4 ay aR ateia eat 5, 700 
25 | Nu Lite Co.: By check..............--.-: Vad ioe ie oes | COR tia So 6, 200 
July 17 | Nu Lite Co.: By check___--.....--.------ CD 1317....-. | Eee 6, 500 
Aug. 4 {| Nu Lite Corp.: By check................ | CD 1399... __- 4. SIG 7, 250 
25 | Nu Lite Corp.: By check-.-......_..-...- Dr cea ea | OO Pica ecascs 7, 750 
Sept. 11 | Nu Lite Corp.: By check._....._.......--. | CD 1438_._.. 200 1... Sika 8, 000 
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SpectAL SUBCOMMITTEE INVESTIGATING THR Home Loan BANK BoarpD OF THE 
COMMITTEE ON EXPENDITURES IN THE EXECUTIVE DEPARTMENTS, 
Houses oF REPRESENTATIVES 
WASHINGTON, LD. C. 


I, Dorothy D. Morrison, clerk of the Special Subcommittee Investigating the 
Home Loan Bank Board, do hereby certify that the questionnaire, a copy of 
which is annexed hereto as Subcommittee Exhibit No. 1, was forwarded to each 
Federal savings and loan association and each insured State-chartered savings 
and loan and building and loan association on the mailing list of the Home Loan 

tank Board, by mail, on or about July 25, 1951; that in response thereto 1,914 
institutions answered such questionnaire in the manner tabulated on the chart 
annexed hereto as Subcommittee Exhibit No. 2. 

In witness whereof, I have hereunto subscribed this certificate at Washing- 
ton, D. C., on the 19th day of November 1951. 

Dorotuy D. Morrison, Clerk. 


SUBCOMMITTEE Exutsit No. 1 


SPECIAL SUBCOMMITTEE INVESTIGATING 
THE HoME LOAN BANK BOARD OF THE 
COMMITTEE ON EXPENDITURES IN THE EXECUTIVE DEPARTMENTS, 
House oF REPRESENTATIVES, 
Washington, D. C., July 20, 1951. 


MEMORANDUM TO FEDERALLY INSURED SAVINGS AND LOAN ASSOCIATIONS 


A special subcommittee of the House Committee on Expenditures in the Ex- 
ecutive Departments is conducting an investigation of the Home Loan Bank 
Board. As chairman of the subcommittee, I would appreciate your cooperation 
in-supplying certain information deemed essential in our inquiry. 

You are requested to complete the following questionnaire and mail it, on 
or before August 1, 1951, if possible, to Room 1611, House Office Building, Wash- 
ington 25, D. C. 

CueEt Houirie, M. C., Chairman 


(1) Do you believe that your association’s insurance coverage with the Federal 
Savings and Loan Insurance Corporation is enforce eable in your State or 
( ) No ( ) 
Do you baie that the Home Loan Bank Board should have the power to 
liquidate, reorganize, merge, and/or dissolve the Federal Home Loan Bank 
in your district without the consent of a majority of the bank's stock- 
holders? __ Yes ( ) No?( ) 
Does your association now have, or has it ever had in its employment, any 
agent, officer, director, or employee who is now or ever has been, an agent, 
officer, employee of, or attorney for: 
a. Home Loan Bank Board or Federal Home Loan Bank Administra- 
) No ( 
b. Federal Savings and Loan Insurance Corporation____Yes ) No ( 
«, Federal Home Loan . res )} No { 
d. Home Owners’ Loan Corporation res No 
e. Federal Housing Administration s No 
f. Reconstruction Finance Corporation ‘ 
If the answer to any part of question (3) is “yes,” give: 
1. Name of employee 
b. Dates employed_____--- REL ATR Baer eI Bi RP ne Re ce eae TL AOR Bir 
¢. Position sia “ asc 
d. Salary a eae 


79631—52——1388 
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SUBCOMMITTEE ExHrBit No. 2 


Answers to questionnaire 




































































aayeu {ee Pr icaanlee bashihcoa Oe NE Ree oe ee a 
-uorsenb ynoyyEM — $.109307] sae ; ee see | 
siomsusdueynogym | SS tS bib bd 
sookoiduie 0} 88 AURTg ae fie oe oe bes ee eee 
__-yuerg (Z) “ON (1) Be See Leek ee a” & et 
saeXojdae ynOgI A EG eek. SE SESS ORS EG &: 
sox (%) “HUPIG (1) Pg PRE BBS tik Re 
svaAordure 0} se oje[dur00Uy oie te Sie ue fe eet a ae ee 
ON (%) “aUBIg (1) eG Ges 2S wee te Be te 
seoAo[duie WIT AA see Sk Sean Fe eee ck Bees eee 
ON (2%) ‘“qUBIG (D . ee ee : Stat 
sefoidure ynoyyiM | “FSR Seen eee Pye TR 
ON (@) ‘HURIa (1) ee te Tet 
sookoldule WIT CD SR es Aa es RAE 1 ad 
yueig (%) “xuBg (1 2-55 R iiss ee BRE ES E-ES 
seoXoiduie yNOYIT Bol Se tok? A 8 a Ee ME 
yuerq (@) “xue (1 ; : Per ehewee £°Fh 
soeo[duie WIT M Be ie hla 6 oe EE at lat Sy EBA Se 
ON @) ‘ON (1D BR: ee I R28 OS oR oe ae aS 
sooXotdule yNOWIT A ee me ee et heed ee! 
ON @) ‘ON (D : tt ‘e tis 
saokodure WI1\\ Boe: ge Dig Ee ee 
yuvig (%) “sex (1) ice ee ee Be ie ORS 
SAGAS INO | SOS et it fe a TS 
yuvig (%) “sex (1) ae ae ea a 
SOKOTAUIS TIEN fF ee eS 
seX (Z) ‘sex (D % sg Sit Seek & 
Seekers eam fo SOS. eee eet Pee ES 
SA (Z) ‘SOX (1) ; Mi te ot 
soaAojduie 04 sv ojojduloouy ees de’ ge lead ARS volte 35 A Se a Sie ES 
ON (%) ‘S®X (1) | H ES Cae i ES, 
seofojdure WIM SEFRBAR AL OPMS SAMA = 
ON (@%) “SA (D Ser 
seokoidus ynogim | SSSSSRRSSSRATAWO“ ZlS 
ON @) ‘SX (D ART ESS = 
PEEiiTTr Titi fied ted ¢ 
a i Mees ae Se i ae. 
E SESEERL SOL sess a) Mae: 
T SEES EP EL ERS Etta ae 
iz Prrrhhegda it itt pis ¢ 
st Litt t idee wa Sig™ § 5 
RE REBRSRS 3% BeRpReeee & 
Bopper ageEGe Enea eee 
Sask saeeeeqeecceecae 


Grand total, 1,914, 
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INVESTIGATION OF THE HOME LOAN BANK BOARD 
(Deposition taken pursuant to subcommittee resolution) 


FRIDAY, MARCH 28, 1952 


Housk oF REPRESENTATIVES, 
CoMMITTFE ON EXPENDITURES IN THE 
Executive DEPARTMENTS, SPECIAL SUBCOMMITTEE 
INVESTIGATING THE Home Loan Bank Boarp, 
Los Angeles, Calif. 

Present: Representative Holifield, chairman of the Special Sub- 
committee Investigating the Home Loan Bank Board. 

Also present: Hyman I. Fischbach, special counsel to the subcom- 
mittee. 

Mr. Ho.irrevp. Pursuant to a resolution dated March 20, 1952, and 
approved by a majority of the Special Subcommittee Investigating 
the Home Loan Bank Board of the Committee on Expenditures in the 
Executive Departments, I declare this meeting of the subcommittee 
open for the purposes of taking testimony. 

Mr. Fiscusacnu. Kindly note theeappearance of the chairman, Con- 
gressman Holifield, on behalf of the subcommittee, and that of myself 
as special counsel. 

I want to enter in the record at this time a copy of the resolution 
of March 20, 1952, amending the resolution of the subcommittee here- 
tofore adopted on October 19,1951. The resolution, as amended, reads 
as follows: 

Resolved, That the hearings in connection with the investigation of the Home 
Loan Bank Board be concluded, subject to the inclusion in the record of the sub- 
committee’s proceedings of (1) the depositions of Nathaniel Dyke and T. A. 
Gregory, and (2) the depositions of such other persons as may be summoned 
to appear and testify with respect to the matters committed to the subcom- , 
mittee’s study, and (3) such documents as may be pertinent to the subject matter . 
of the said depositions and the subcommittee’s proceedings ; and, for the purpose 
of carrying out the terms of this resolution and to facilitate the completion 
of the subcommittee’s proceedings, the chairman is hereby authorized to act on 
behalf of the subcommittee, to summon such persons to appear and to take their 
testimony and depositions at such times and places within the United States 


as he may designate. 
Resolved further, That members of the subcommittee be notified of times and 


places of taking depositions. 

Pursuant to the authority of the resolution, the subcommittee’s 
process was duly issued on March 28, 1952, at Los Angeles, directed 
to James J. Boyle, United States marshal, or any of his deputies,. 
commanding that official to summon Coast Federal Savings & Loan 
Association by Joe Crail, one of its officers, to appear before the sub-: 
committee in the city of Los Angeles at room 526 of the Federal 
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Building at 2 p. m. on the same day, and by the return of the United 
States Marshal, Earl L. Baugher Deputy, the process appears to have 
been served on Coast Federal Savings & Loan Association by Gwen- 
dolyn Powers, vice president of that institution, at 955 South Hill 
Street, Los Angeles, and Mr. Joe Crail, another of the officers of that 
institution, appears in person. 

Other process of the subcommittee was also issued directing the 
summoning of William F. McKenna to appear before the subcom- 
mittee at 3 p.m. By the return of Deputy Baugher it appears that 
a McKenna was served at 955 South Hill Street at Los Angeles 
today. 

Mr. Crail, will you step forward ? 

Will you swear the witness, Mr. Chairman ? 


FURTHER TESTIMONY OF JOE CRAIL, PRESIDENT, COAST FEDERAL 
SAVINGS & LOAN ASSOCIATION, LOS ANGELES, CALIF. 


(Mr. Crail was sworn by the chairman.) 

Mr. Fiscupacn. I would like to confer with you for a moment, 
please. 

Mr. Ho.irrevp. At this time the subcommittee will ask that the 
other witnesses who have been subpenaed please leave the room. We 
will have exclusion of witnesses. 

Mr. Cra. I will talk with your subcommittee at any time, and 
T am glad to cooperate with you in anything you want to do, and 
I would like to work along, but I don’t know what this is all about. 
I just got this, you know, just this noon, to come down here, and 
T don’t know what the subcommittee is doing. I thought the sub- 
committee was all here. What is*the situation, anyway ? 

Mr. Hottrrevp. That will develop as the subcommittee goes for- 
ward. Now, do you wish that any of the other witnesses stay in as 
your attorney? 

Mr. Crait. No, I just want—I think it ought to be an open hear- 
ing. I don’t want to exclude anybody. 

Mr. Houtrtevp. It will be an open hearing. 

Mr. Crat. Including all the witnesses. 

Mr. Houtrretp. But the Chair has a right to exclude witnesses. 

Mr. Cratt. Will you show me the authority for the hearing or to 
exclude witnesses or anything else ? 

Mr. Hottrrev. Yes, we will be glad to show you the authority. 

Mr. Cram. All right. 

Mr. Fiscupacu. Mr. Chairman, will you request that the other 
witnesses who are present, Mr. McKenna and Mr. Wellman, ac- 
company the marshal to the adjacent room ? 

Mr. Houirretp. Mr. Wellman and Mr. McKenna, you are requested 
by the chairman to accompany the marshal to the adjoining room for 
the present. 

Mr. McKenna. Mr. Holifield, I would like to know whether I am 
being placed under arrest. 

Mr. Horirtetp. No, for the taking of testimony. 

Mr. Fiscupacn. You are a witness and not under arrest, Mr. Mc- 
Kenna. 
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Mr. McKenna. This is an open hearing. That is the way I un- 
derstand it, and I don’t intend to leave. 

Mr. Fiscnzacu. I would like to call your attention to the fact that 
you have been requested to adjourn to an adjacent room, Mr. Mc- 
Kenna, and the same goes for you, Mr. Wellman. In view of the 
fact that the chairman has decided to proceed with the interrogation 
of witnesses, excluding other witnesses, you gentlemen are named as 
witnesses and you are here under’ process of the subcommittee, and 
you are accordingly requested to, comply with the chairman’s invi- 
tation and also to “comply with his ruling that the proceedings be con- 
ducted in that fashion. 

The exclusion of witnesses, as you know, Mr. MeKenna, being an 
attorney, is not an unusual procedure. 

Mr. McKenna. I have never seen a proceeding like this, trial or 
otherwise, where one person comes here and enforces such a rule as 
that. 

Mr. Cra. This would give power to the subcommittee, but you 
are not the subcommittee. You are only one person appearing out 
here, and J don’t think you have any power under this resolution, 

Mr. Horirrerp. You are entitled to your opinion. 

Mr. Cram. I would be glad to cooperate with the subcommittee 
or talk to you personally, any way you want. 

Mr. Hotirirtp. I have been directed by the subcommittee 

Mr. Crar. I don’t want to be a party to any shakedown for 500 
million, which seems to be what you are working on. 

Mr. Horirtrerp. I would advise the gentleman not to make any in- 
sinuations to the effect of the statement that he has just made in regard 
to any attempted shakedown. You are making the charge, is that 
right? 

Mr. Crain. No, I am not making any charge. 

Mr. Horirrerp. You say you are not insinuating anything? 

Mr. Cram. I wouldn't really charge you 

Mr. Houirtecp. You make no charge! 

Mr. Crar. No, I don’t really make any charges. 

Mr. Houtrrevp. I call your attention to this. “The chairman is 
hereby authorized to act on behalf of the subcommittee, to summon 
such persons to appear, and to take their testimony and depositions at 
such times and places within the United States as he may designate.” 
That has been approved by a majority of the subcommittee, and this is 
a certified copy which has been placed before you, signed by Dorothy 
D. Morrison, clerk of the subcommittee. 

Mr. Cratz. I have my doubts that it is legal. I have never heard of 
it being done before. I don’t have a lawyer. It has been too soon 
to find out what the situation is. What is the rush? What are you 
in such a big rush for ? 

Mr. Fiscueacn. Mr. Crail, do you want to consult counsel? Do 
you want to? 

Mr. Crarn. Yes, I want to. 

Mr. Fiscnsacn. All right. Who is your counsel? 

Mr. Cra. I haven’t any right now. 

Mr. Fiscunacu. Well, how long would it take you to consult 
counsel ? 
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Mr. Cram. Oh, I would like a few days. I have to get hold of 
somebody first. : 

Mr. Fiscusacn. You are an attorney yourself; aren’t you? 

Mr. Cran. I am admitted to the bar in California. 

Mr. Fiscupacu. And have been for a good many years? 

Ris Crain. Since 1929. I have not practiced since about 1935, I 
think. 

Mr. Fiscusacu. The chairman has placed before you a certified 
copy of the resolution and you have had an opportunity to read it. 

r. Cram, That is correct. 

Mr. Fiscusacu. Did you wish to consult counsel in relation to 
whether you should testify ? 

Mr. Cram. Yes, 1 think so. That probably is a correct statement. 

Mr. Fiscupacn. Well, let’s not have—— 

Mr. Cra. Because I haven’t had time to think about this. 

Mr. Fiscupeacn. Let’s not have any doubt about it. Is that what 
you want to consult counsel about ? 

Mr. Cram, And probably a lot of other things. 

Mr. Fiscnpacu. Let me ask you this: Have you brought with you, 
pursuant to the requirements of the subcommittee’s process, the papers 
and letters and documents therein specified ? 

Mr. Cra. I haven’t had time to collect them. 

Mr. Fiscupacn. I think under the circumstances you should indi- 
cate how long it will take to collect them. 

Mr. Craw. Well, I sent the last examination to one of our directors 
for the laughs, and I don’t know whether I have got it back or not. I 
have to find out where it is now. It will probably take a few days. 

Mr. Fiscupacu. When you say the last examination, which one are 
you referring to? 

Mr. Cram. Well, there was one in, I think it was October of this 
year, or started in the summer of this year, I guess. 

Mr. Fiscupacu. And the examination you are referring to is one 
that was dated in October or thereabouts of 1951? 

Mr. Cratt. I am not sure about that; probably was dated earlier 
than that, that they started. I think they finished around September 
or October. 

Mr. Fiscnpacn. What is the name of the director to whom you sent 
it? 

Mr, Cratt, The name is Dr. Thetus Berman. 

Mr. Fiscurnacu. Where does he reside ? 

Mr. Crat. He lives in Pasadena. 

Mr. Fiscupacu. And he has possession of the document? 

Mr. Cram. I don’t know. The last time I know it was given to him. 
It was at our last directors’ meeting, I think. 

Mr. Fiscupacu. The process that was served on Coast Federal 
called for the production of other documents than the one you specify. 
Where are they ? 

Mr. Cratw. I don’t know. They are probably at the office somewhere 
in a file. 

Mr. Fiscuzacu. Will you explain why it is that Miss Gwendolyn 
Powers did not appear with those documents ? 

Mr. Cram. Well, because she showed me the subpena which said 
Joe Crail, and this was Coast Federal, and I thought it meant me, 
so I came. 
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Mr. Fiscuzacn. Is the marshal here, Marshal Baugher ? 
Mr. Bavucuer. I am Baugher. 

Mr. Fiscupacu. Will you please take the stand ? 

Will you swear this witness / 

(Witness temporarily excused.) 


TESTIMONY OF EARL L. BAUGHER, DEPUTY UNITED STATES 
MARSHAL, LOS ANGELES, CALIF. 


(Mr. Baugher was sworn by the chairman. ) 

Mr. Fiscusacu. Will you state your full name, please ? 

Mr. Baveurr. Earl L. Baugher. 

Mr. Fiscupacu. You are a deputy United States marshal for the 
southern district of California ? 

Mr. Bauauer. Yes, sir. 

Mr. Fiscusacu. Did you this morning serve a subpena on Coast 
Federal Savings & Loan Association by personally delivering a copy 
thereof to Gwendolyn Powers ? 

Mr. Bavener. I did. 

Mr. Fiscupacu. At the time of serving that subpena, did Miss 
Powers make any statement to you with regard to the records which 
the process referred to and served upon her required to be produced 
before this subcommittee ¢ 

Mr. Bavener. Yes; she made some statement with regard to them. 

Mr. Fiscupacu. Will you state what she said to you ¢ 

Mr. Bavcuer. Well, as near as I remember, she said that—she com- 
plained about the short time that was given, said she doubted—she 
didn’t know if she could get it together in the length of time, and 
I advised her that if she was not able to get the documents together, 
that she should appear and give such statement as would be the truth 
regarding them. 

Mr. Fiscunacu. What did she say, if anything, in response to that? 

Mr. Bavauer. Well, I don’t believe she answered me. She might 
have acknowledged it or given some affirmative statement. 

Mr. Fiscuracu. Allright. Thank you very much. 

(Witness excused. ) 


FURTHER TESTIMONY OF JOE CRAIL, PRESIDENT, COAST FEDERAL 
SAVINGS AND LOAN ASSOCIATION, LOS ANGELES, CALIF. 


(Mr. Crail was previously sworn by the chairman.) 

Mr. Fiscusacu. Mr. Crail, do you have any personal knowledge as 
to the whereabouts of the documents referred to in that subpena ? 

Mr. Cratz. No; I don’t. 

Mr. Fiscrpacs. Who does? 

Mr. Cram. I don’t know; probably Myron Marquand, or maybe 
Gwen does. I will see if I can find them. 

Mr. Fiscuracu. Did you issue any instructions to anybody that they 
not be produced ? 

Mr. Cratu. No. 

Mr. Fiscneacn. Did you inquire as to what steps were being taken 
to produce the documents ? 
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Mr. Cram. I think T said that I would have to get hold of Berman 
and see if we can get that examination back. I think that is about all 
I said. 

Mr. Fiscusacn. To whom did you make that statement? 

Mr. Cram. T don’t recall. 

Mr. Fiscupacn. At what time, Mr. Crail, did you become apprised 
of the fact that there was a subpena calling for the production of these 
documents, addressed to Coast Federal ? 

Mr. Cratt. Oh, somewhere between 11:30 and 12. 

Mr. Fiscnrpacn. Who told you about it? 

Mr. Cratt. Gwen Powers. 

Mr. Fiscuracn. Where were you at the time? 

Mr. Cram. At her desk. I was walking by her desk and she showed 
to me. 

Mr. Fiscupacu. Again I ask you, Mr. Crail, to whom did you make 
the statement that you indicated previously you made, with regard to 
the production of these documents ? 

Mr. Cram. I don’t recall. That might have been to her, it might 
have been to my wife, might have been to Bill McKenna or Bob 
Souter. 

Mr. Fiscunacu. Mr. Crail, I ask you to produce the documents. 

Mr. Cram. You did or you are? 

Mr. Fiscuracu. I am now asking you to produce the documents. 

Mr. Cram. Oh, yes: you are. 

Mr. Fiscupacn. Is that clear to you? 

Mr. Cratn. Yes. 

Mr. Fiscupacn. Mr. Chairman, will you direct the witness to pro- 
duce the documents called for? 

Mr. Hourrietp. The witness is directed to produce the documents 
noted in the subpena that was served upon Miss Powers. 

Mr. Cram. You know I haven't got them, so what do you mean? 
Do you want me to go and try to find them? I am not sure that I 
would want to bring them to this group. I would be glad to take them 
toa full committee or something. I would like to have a copy of that 
resolution you have there, and see what that is. This looks a little 
funny, peculiar to me, entirely; I can tell you that. 

Mr. Hottrrevp. We will be glad to offer you a copy of it. 

Mr. Fiscupacn. The resolution is entered in the record. 

Mr. Hourrterp. It will be entered in the record, and the record will 
be available. I have already given-the court reporter instructions 
to make the record available to the public. 

Mr. Cratt. What are you trying to get at ? 

Mr. Houtrrep. That will be developed from the investigation and 
questioning. —. 

Mr. Cram. I represent about 50,000 investors in Coast. Federal, and 
for the protection of them I don’t want you to use it for any wrongful 
purpose. TI would like to have you explain again what use you want 
to make of it and what the plan is, so that you do it in a reasonable 
way, and I have my doubts, of course, from your past experience, that 
you will be reasonable about it. Iam glad to work along. 

Mr. Houirietp. I would like to ask the witness to confine himself 
to the questions that are asked him, and also to omit any more insinua- 
tions with regard to the purpose or manner in which this subcommittee 
has been handled and is being handled. 


= 


it 
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Mr. Fiscunacn. Let me read the provision of the subpena to the 
witness : 

You are hereby commanded— 
and this is directed to the Coast Federal or to Joe Crail, one of the 
oflicers— 
to appear before a Subcommittee of the Committee on Expenditures in the Execu- 
tive Departments, of which the Honorable Chet Holifield is chairman, with copies 
of the annual examinations of reports, supervisory list, and recommendations 
made to Coast Federal, at room 526, Federal Building, March 28, 1952, at the hour 
of 2 p. m., and there to testify touching matters of inquiry committed to said 
subcommnittee. 

Mr. Cram. I don’t know what the matters of inquiry are. I wish 
you might give me a statement as to which particular issues you are 
going into. 

Mr. Fiscusnacu., Mr. Chairman, would you again direct the witness 
to produce the documents called for by the subcommittee’s process ? 

Mr. Houtrievp. Mr. Crail, you are again directed to produce the 
documents called for in the subpena. 

Mr. Craw. You know I haven't got them. I can’t produce them 
here. I have to go and find them. 

Mr. Fiscusacn. Go ahead and go and find them. 

Mr. Crain. Do I have to keep repeating that ? 

Mr. Houirretp. You may be excused to go and bring the records 
here. 

Mr. Crain. I think I will stay and wait for the rest of this hearing 
before I go. 

Mr. Fiscusacu. Would you direct Mr. Crail 

Mr. Cratt. I will say, as one of my friends here suggests, that I 
would like to produce those before a quorum of the committee or the 
whole committee, probably in Washington. I don’t know that I will 
get around to producing them here. 

Mr. Fiscusacu. Mr. Chairman, would you direct Mr. Crail to return 
to the subecommitte in 1 hour’s time with the documents called for by 
the subcommittee’s process ? 

Mr. Houtrteip. Mr. Crail, it is now 2:30. The chairman will direct 
you at this time to bring such documents as have been called for in the 
subpena to this room by 4 p. m. 

Mr. Cratt. Now, as well as I see it here, we won't be away from this 
room until 4 p. m. 

Mr. Fiscusacnu. Mr. Chairman, in accordance with the exclusion of 
the witnesses, so that the subcommittee’s inquiry may be conducted 
in accordance with the rule that you have enunciated, I ask that Mr. 
McKenna be called to the witness stand, and that the other witnesses 
who are present in the room and who have been subpenaed be excluded 
from the room, and they may either go into the adjacent room or else 
await their call to the chair. 

(Witness excused. ) 

Mr. Horirretp, Mr. McKenna, will you please take the chair? 

Mr. Crain. I am not going to leave, as you probably are indicating 
once more, unless the marshal arrests me at your request. 

Mr. Houtrterp. I ask the marshal to please keep order in the room. 
The gentleman is not on the witness stand and he is not called upon for 
any remarks, 
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Mr. McKenna. Before I am questioned, preliminarily I want to 
point out for the record that there is no quorum present of the sub- 
committee, but only the chairman of the subcommittee. 

Mr. Houtrieip. At this time the chairman of the subcommittee will 
ask that Mr. Wellman and Mr. Crail, the other two witnesses, please 
leave the room. 

Mr. Fiscupacn. Mr. Wellman has already left the room. 

Mr. Houtrrerp. The record will show that Mr. Wellman has left 
the room and Mr. Crail remains. 

Mr. Fiscuzacu. I would like to confer with the chairman. 

Mr. Houirretp. Before questioning Mr. McKenna, I would like for 
the record to show that I am hereby directing Mr. Crail to leave the 
room, and notifying him that he will be in contempt of the subeommit- 
tee if he does not leave the room at this time, during the questioning 
of Mr. McKenna. 

Mr. Cram. I don’t believe that I am in contempt of any subcommit- 
tee, Chet. I don’t think it is here. You are the only one here. If 
there were a subcommittee here, it would be a different story—a com- 
mittee from Congress. 

Mr. Hourrterp.* The record shows that Mr. Crail has refused to 
leave the room on the direction of the chairman. 

You may proceed, Mr. Fischbach. 


FURTHER TESTIMONY OF WILLIAM F. McKENNA, ATTORNEY, 
LOS ANGELES, CALIF. 


(Mr. McKenna was sworn by the chairman.) 

Mr. Fiscupacn. Mr. McKenna, state your full name. 

Mr. McKenna. William F. McKenna. 

Mr. Fiscuspacu. Where do you now reside? 

Mr. McKenna. 516 North Kingsley Drive, Los Angeles, Calif. 

Mr. Fiscusacn. What is your bustin or occupation ? 

Mr. McKenna. I am a member of the bars of the State of Maryland 
and the District of Columbia. 

Mr. Fiscusacu. Are you in any way connected with the Coast 
Federal Savings and Loan Association ? 

Mr. McKenna. I am under retainer of the Coast Federal Savings 
and Loan Association in connection with the appeal of the Commis- 
sioner of Banking in the case of Sterling against Coast Federal, in 
the ninth circuit court in San Francisco. 

Mr. Fiscupacu. Mr. McKenna, when did you sever from the Home 
Loan Bank Board? 

Mr. McKenna. My last day I worked for the Federal Home Loan 
Bank Board was sometime in September of 1951. I went on terminal 
leave then, and I don’t know when it ended, when my terminal leave 
ended. My last day of work was sometime in September 1951. 

Mr. Fiscupacu. When did you become identified with the Commit- 
tee on Expenditures in the Executive Departments of the House of 
Representatives ? 

Mr. McKenna. About a month after I severed from the Home Loan 
Bank Board, sometime in October, the 15th, I believe, of 1951. 

Mr. Fiscupacu. When did you separate from that committee ? 

Mr. McKenna. At the end of January 1952. 

Mr. Fiscnpacu. When did you come to California? 
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Mr. McKenna. It was about the end of January or the 1st of Feb- 
ruary. I reported to work the 4th of February 1952. 

Mr. Fiscusacu. Where did you report to work? 

Mr. McKenna. At the law firm of Crail & Crail. 

Mr. FiscupacnH. Have you had occasion, Mr. McKenna, since you 
have been in California, and specifically since the 4th of February 1952, 
to attend one or more meetings of any trade association of the Federal 
or State building and loan associations or savings and loan associa- 
tions of the State of California? 

Mr. McKenna. Well, to be specific, I attended one or two meetings, 
maybe three, of the California Conference of Savings and Loan Asso- 
ciations. 

Mr. Fiscupacn. Where does that association have its headquarters ? 

Mr. McKenna. Well, it is not an association; it is a conference of 
savings and loan associations. 

Mr. Fiscupacu. Where does that conference have its headquarters ? 

Mr. McKenna. I am not certain that it has headquarters as such, 
Mr. Fischbach. The purpose of the California conference, I take it, 
is to promote the interests of the savings and loan industry of Cali- 
fornia, and it is not a business organization, does not operate for profit. 
I don’t know that it has any specific headquarters. 

Mr. Fiscuzacn. Do you know anything about the conference ? 

Mr. McKenna. Very little, Mr. Fischbach. 

Mr. Fiscupacu. What you know about it you acquired from whom? 

Mr. McKenna. From members of it, and I read the articles of 
incorporation. If there is any insinuation to the contrary, it is a very 
respectable organization. Its pares is very, very high, much higher 
than your purpose or Mr. Holifield’s is here. 

Mr. Fiscusacu. I will ask the chairman to admonish the witness 
to show that deference which every American citizen owes to a com- 
mittee of the House of Representatives. 

Mr. Houirievp. I will admonish you, Mr. McKenna, that there has 
been no statement made by the counsel of this subcommittee or the 
chairman which is in any way disparaging of the conference of savin 
and loan people, and there has been no comparison made between the 
integrity or the purposes or the high ethical plane of the subcommittee 
and the conference of the associations, of the building and loan asso- 
ciations, and, therefore, the Chair will also give you the same ad- 
monishment that he did Mr. Crail, that the Chair will not tolerate 
insinuations and attacks upon the chairman of this subcommittee. If 
you have any charges to make against the chairman, you are at liberty 
to make those charges, and you will be accountable for it, but the Chair 
does not intend to tolerate impudence or insinuations as to the pur- 
poses of this subcommittee. 

Mr. McKenna. I might point out for the record that I am fully 
familiar with the procedure, and I make the point that there is no 
committee here; there is only one man from the Congress, as such. 
I cannot ignore the background of facts which I have. 

Mr. Fiscupacn. Perhaps Mr. McKenna will be enlightened if you 
placed before him a copy of the resolution. 

Mr. Hourrtetp. I place before you a copy of the resolution which 
was passed by a majority of the subcommittee, in which the chairman 
was directed to do certain things. This isa certified copy of the resolu- 
tion. It will be part of the record, which will be open to the public. 
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The witness will note that the resolution directs me to proceed with the 
business of the subcommittee in taking certain depositions and asking 
for certain documents, and that the chairman 1s proceeding in an 
orderly way to attempt to carry out the resolution of the majority of 
the subcommittee. 

Mr. McKenna. I might add in qualification of my answer to Mr. 
Fischbach’s question, the statement that I am informed that the groups 
that I attended were not meetings of the conference, and that I have 
never attended a meeting of the conference. 

Mr. Fiscnpacn. Very well, Mr. McKenna. What meetings are you 
referring to in your statement as meetings which you attended, that 
were not meetings of the conference ? 

Mr. McKenna. Several of us had dinner at the Biltmore on a couple 
of occasions. 

Mr. Fiscupacu. Was reference made on either or both of these 

‘asions by you to the investigation of the Home Loan Bank Board 
beitig conducted by a special subcommittee of the House Committee on 
E xpenditures? 

Mr. McKenna, I recall no specific reference. I may have made a 
reference. Certainly that was not any important part of my dis- 
cussion. 

Mr. Fiscupacu. Was reference made by you specifically at either or 
both of these occasions, to which you have referred in your testimony, 
to the impendency of a report by the Holifield subcommittee on this 
investigation ? 

Mr. McKenna. There was a discussion of reports of the committee 
and whether or not the committee would ever write a report. 

Mr. Fiscusacn. Did you participate in that discussion ? 

Mr. McKenna. I undoubtedly did. I have no clear recollection of 
it, but I will say “yes.” 

Mr. Fiscupacn. Who was present when this subject was brought 
up? 

ove McKenna. Mr. Crail was present, Mr. Wellman, Mr. Huff, Mr. 
Souter. There were others, I guess. 

Mr. Fiscxeacn. Who is Mr. Souter? Would you spell his name ? 

Mr. McKenna. S-o-u-t-e-r. 

Mr. Fiscupacn. What is his full name? 

Mr. McKenna. Robert Souter. I don’t know his middle initial. 

A Voice. “T.” 

Mr. McKenna. Robert T. Souter. 

Mr. Fiscanacu. With what association is he connected ? 

Mr. McKenna. I believe Mr. Souter is vice president of the Coast 
Federal Savings and Loan Association. 

Mr. Fiscunacn. Were each of the gentlemen you have named 
present on each of the two occasions that you referred to before? 

Mr. McKenna. I think so, Mr. Fischbach. I could be wrong, but I 
think so. 

Mr. Fiscupacu. Was anyone else present ? 

Mr. McKenna. There were others present, I think. 

Mr. Fiscuracu. Do you know the names of those who were ? 

Mr. McKenna. Well, I have been trying to recall the names as they 
occifr to me. We could probably get you a list of them, if you want 
an accurate list. 
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Mr. Fiscrpacu. Were minutes kept of the proceedings at those 
meetings ? 

Mr. McKenna. That I don’t know, Mr. Fischbach. 

Mr. Fiscusacu. Let the record show that Mr. Wellman again re- 
entered the room. 

Mr. Heuirrerp. The clerk will make the notation. 

Mr. Loventr. I represent Mr. Wellman. My name is Stephen J. 
Loughlin. 

Mr. Fiscunacu. Very well, Mr. Loughlin. I take it you are counsel 
for Mr. Wellman ? : 

Mr. Loven. Yes. I am also counsel for Glendale Federal Sav- 
ings and Loan. 

Mr. Fiscnpaci. I would be very glad to have you state your full 
name and address to us. 

Mr. Loveniin. I will give you my card. It is Stephen J. Loughlin, 
at 145 North Broadway. My phone number there is Michigan 2439, 

Mr. Fiscnsacu. Thank you, Mr. Loughlin. I would like to state 
for your information, if Mr. Wellman has not already informed you, 
that Mr. Holifield, as chairman of the Special Subcommittee Investi- 
gating the Home Loan Bank Board, has announced a rule of exclusion 
of witnesses while other witnesses similarly to appear are being iter- 
rogated, and Mr. Wellman was asked to observe the direction of the 
chairman to absent himself from the room in which the witnesses un- 
der examination are being interrogated, until he was called to the 
chair, 

Mr. Loventin. Has an objection been made? 

Mr. Houirretp. Mr. Loughlin, I would like for you to have the 
benefit of reading the resolution under which the Chair has called 
this meeting. 

Mr. Loventin. May I ask if there has been an objection raised to 
the exclusion of witnesses ? 

Mr. Houtrreiy. The record will show that Mr. Crail has objected to 
leaving the room and that he has remained during the questioning 
of Mr. McKenna. 

Mr. Loventin. This is rather short notice to me. I hope you will 
uppreciate it. ; 

Mr. Fiscunacu. If there is anything I can do to enlighten you fur- 
ther, T wonld be very happy to ask the chairman to suspend. — 

Mr. Lovenurn. Thank you. May I ask if all the members of the 
subcommittee are here, Mr. Holifield 

Mr. FiscuBacn. Mr. Loughlin, all the members of the subcommittee 
who are authorized to be present under the resolution are present. 
Mr. Holifield, as chairman of the subcommittee, has been authorized 
to act in the subcommittee’s behalf. 

Mr. Houtrtetp. Will you please return that, sir? 

Mr. Loveunrs. Oh, yes. 

Mr. Fiscnpacn. I might say, too, that the resolution that was shown 
to you and which vou returned to the chairman is incorporated in the 
record, The record will be available to you or to anybody else. There 
is no restriction on that at all. It is simply a question of the exclusion 
of witnesses under interrogation—I am sorry. The specific question 
is the exclusion of witnesses who have been summoned while other: 
witnesses summoned are under interrogation. 
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Mr. Loveutrn. May I inquire under what rule? What rule is 
being invoked for the exclusion of witnesses during the interrogation ? 

Mr. Fiscusacu. The rule of segregation of witnesses, that I am 
sure must be familiar to you. 

Mr. Lovexuutn. I hope you will understand that at the present time 
I am more or less gasping a little bit, because I just got a call less 
than 15 minutes ago. I am sorry if I interrupted your comment, 
Mr. Crail. 

Mr. Cram. I was just saying that there is no rule of exclusion that 
I have heard of in these things. 

Mr. Fiscupacn. Mr. Chairman, this is not a rump meeting, and 
I don’t wish to be interrupted. 

Mr. Cra. It sounds like a rump meeting to me. 

Mr. Howirte.p. Is the marshal present ? 

Mr. Baveurr. Yes. 

_ Houtrrerp. Will you take Mr. Crail out of the room at this 
time? 

Mr. Cratt. Are you putting me under arrest ? 

Mr. Hottrmtp. Conduct him from the room. 

Mr. CratL, Are you putting me under arrest? 

Mr. McKenna. I advise the marshal to be sure of his authority 
before he acts, under his bond. 

Mr. Fiscunacn. Mr. Baugher, would you be good enough, please, 
to serve this additional subpena on Mr. Crail, and enter that in your 
office with the regular return ? 

Mr. Loveuttn. I hope you gentlemen will bear with me while I 
perhaps put some stupid questions to you. 

Mr. Fiscupacu. Be very glad to. 

Mr. Loveutr. But this is my only means of inquiry, because, as 
I understand it, this is a subcommitte hearing. 

Mr. Fiscuracu. That is correct. 

Mr. Loventin, And one of the members is conducting the hear- 
ing. 
iy: Fiscupacu. Pursuant to resolution ; yes. 

Mr. Lovexuttn. Pursuant to a resolution of the subcommitee itself? 

Mr. Fiscupacu. That is right. 

Mr. Loventrn. And it is the obligation, of course, of the chairman, 
Mr. Holifield, to conduct the hearing for and on behalf of the subcom- 
mittee ¢ 

Mr. Fiscupacu. That is correct. And, as we indicated earlier, Mr. 
Loughlin, the chairman has shown you a certified copy of that resolu- 
tion. That is already included in the record of the proceedings and 
the record is available to you or to anybody else. 

Mr. Loventin. May I see that? 

Mr. McKenna. May I be excused for about 15 minutes, Mr. Chair- 
man ¢ 

Mr. Horirrevp. Just a moment, please. Be seated, please. 

Mr. McKenna. I could probably be through by the time they finish 
the examination. 

Mr. Hottrtevp. Fifteen minutes? 

Mr. McKenna. It will probably be less than 15 minutes, probably 
about 5. 

Mr. Hottrrexp. I think that will be all right. 
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Mr. Fiscusacu. I have conferred with Mr. Stephen J. Loughlin, 
who has appeared here as counsel for the witness, Charles Wellman, 
and he would like to make a statement as to his position as counsel 
for Mr. Wellman and the Glendale Federal Savings and Loan Asso- 
ciation. 

Mr. Loveutin. At this time, on account of the summary notice I 
have had, Mr. Chairman, I would like to raise two objections, one 
being to a single member, even though he be chairman of the subcom- 
mittee, conducting the hearing, and the other is as to the exclusion of 
the witnesses. However—— 

Mr. Hottrretp. Your ubjection is noted, sir. 

Mr. Loveutrn. Thank you. 

Mr. Fiscuzacu. Now, I understand that without waiving your 
objection, you are asking Mr. Wellman to comply with the chairman’s 

uest. 

Mr. Loventrin. That is right. May I have your name, please? 

Mr. Fiscupacu. Certainly. My name is Hyman I. Fischbach. 

Mr. Houirrevp. Mr. Wellman, will you please leave the room at 
this time and we will call you. Remain in attendance so we can call 
you shortly. 

Mr. Fiscupacn. I note the absence of Mr. McKenna, however. 

Mr. Houtrrerp. Mr. McKenna asked to be excused for 15 minutes 
and told me that he would probably be back in 5, and I gave him per- 
mission to leave the room. 

Mr. Fiscupacu. Then we stand suspended until he returns. 

Mr. Hotirretp. We are suspended as far as Mr. McKenna is con- 
cerned, for the time being. This is off the record. 

(Discussion off the record.) 

Mr. Hottrrevp. Mr. McKenna, will you please take the chair? 

Let the record show that Mr. Hamilton Patton, a subpenaed witness, 
has entered the room. At this time, Mr. Patton, the chairman will ask 
you to leave the room while the witness in the chair is being questioned. 

Mr. Patron. Mav I be accorded the same courtesy that this gentle- 
man was, to check the order convening this hearing? 

Mr. Houirtecp. Yes, indeed. Mr. Patton, have you had an oppor- 
tunity to finish reading the resolution? 

Mr. Parron. Yes. 

Mr. Hottrrevp. I again direct you to leave the room during the 
interrogation of Mr. McKenna. 

Mr. Patron. May I have the privilege of the floor for a moment? 

Mr. Houirretp. You may. 

Mr. Parton. I would first like to know if this record is going to be 
available to the entire committee. 

Mr. Ho.irtetp. The witnesses were absent at the time the subcom- 
mittee started, which was scheduled for 2 o’clock. At that time I 
made arrangements with the court reporters to make any records of 
this meeting available to anyone who wished to purchase them from 
the reporters. They will be available. 

The answer is that you may have a record of this meeting. This is 
not any executive session. This is an open session, but the chairman 
has asked the witnesses to observe the usual procedure, which is to 
exclude witnesses and take them in an orderly way one at atime. That 
request has been made and that direction has been made, and I was not 
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aware that you were the gentleman named Hamilton Patton at the 
time that you came into the room. As soon as I found that out, I asked 
vou to observe the same rule of the subcommittee chairman as re- 
quested of the other witnesses. 

Mr. Patron. How long will I be held here? 

Mr. Fiscupacn, I daresay we will be through in the next 15 or 20 
minutes. 

Mr. Parron. Then I would like to enter four protests, 

First, I object to this meeting being held with only the chairman 
of the subcommittee being present. 

Second, I vociferously protest being called in here on the short 
notice that I am. 

Third, I protest having to leave, 

And fourth, I protest the exclusion of the others from the room. 

Mr. Fiscupacu. Mr. Patton, can you reach your counsel ? 

Mr. Parron. I will try to. He is a judge of the superior court and 
he may be busy himself. If I can’t get him, I am going to have to find 
somebody else, but whom else I am not sure. 

Mr. Fiscupacn. Mr. Patton, just a minute. I was going to make 
the suggestion to you that if you can reach your counsel and it would 
serve his and your convenience, to come back at a stated hour, I will be 
very glad to. 

Mr. Parton. If I can get him at all, Tcan get him within 30 minutes, 
He has to come from Pasadena. If he is not available, I can’t get him 
at all. 

Mr. Fiscusacn. If you would like to defer your testimony until you 
can have the advice of counsel, I will be very glad to do it. 

Mr. Parron. When would that be? 

Mr. Fiscupacnu. Just a moment. 

Mr. Houirtevp. Off the record. 

(Discussion off the record.) 

Mr..Fiscnnacu. Will you turn back, Mr. Reporter, to the last part 
of Mr. McKenna’s testimony / 

(The record was read.) 

Mr. Fiscuracu. Have you refreshed your recollection in the last 20 
minutes or so, Mr. McKenna ? 

Mr. McKenna. I believe Mr. Patton was there, for one. 

Mr. Fiscnsacn. Were minutes kept of the proceedings? 

Mr. McKenna. I would have nothing to do with that, Mr, Fisch- 
bach. : 

Mr. Fiscusacu. I didn’t suggest that you had. I asked you 
whether they were kept. 

Mr. McKenna. I don’t know. I might point out again, Mr. 
Fischbach, in case it is not clearly understood here, in my considered 
opinion as a lawyer, whatever that is worth, but in my considered 
opinion as a lawyer, this committee, this subcommittee, and this whole 
gathering has not even a color of authority, that there has not been 
even a prima facie attempt to comply with rule 11 of the House, so 
that so far as you, Mr. Fischbach, and Mr. Holifield are concerned, 
and as far as anybody else in this room is concerned, he is here merely 
as an individual, and I want that clearly understood, and I am going 
to charge him personally as an individual for everything that is done 
here that does any harm tome. I want that clearly understood. 
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And now I am again saying that there be no misunderstanding of 
the fact that in my judgment, that is, my considered judgment, what- 
ever it is worth, there is no color of authority for this meeting and 
no attempt whatsoever to comply with rule 11. 

Mr. Houirieip. I might say that your objection has been noted, and 
that, in addition to the resolution of the subcommittee authorizing 
me to take this testimony, I have also been directed by the sub- 
committee to proceed in an expeditious manner to take such additional 
testimony as is necessary to conclude the Home Loan Bank Board 
hearings and bring out the report. 

Mr. McKenna. I respectfully state, Mr. Holifield, just so that 
there will be no misunderstanding whatsoever about this, that, as a 
Member of Congress of long standing, you must know, as you un- 
doubtedly do know, that everything you have said gives no color of 
authority whatsoever for your actions, and that you are here as an 
individual without any protection whatsoever from the passed reso- 
Jutions. You are here only as Chet Holifield. Mr. Fischbach is here 
only as Mr. Fischbach, an individual without color of authority. 

And I again want you to understand that it is my best judgment 
that you should have no misunderstanding whatsoever on the ques- 
tion that you are here With no color of authority for these proceedings. 

Mr. Fiscunacn. Now, may we resume? Mr. McKenna, at those 
meetings, I wonder if you could fix the date they took place. You 
indicated earlier that they were subsequent *to February 4, 1952. 

Mr. McKenna. I will try, Mr. Fischbach, to relate them with some 
date. 

Mr. Fiscusacn. Just a second. 

Mr. McKenna. I think one of them was about a week ago last 
Monday. 

Mr. Fiscupacnu. Here is a calendar. Perhaps that will be helpful 
to you. 

Mr. McKenna. One of them may have been on the tenth or seven- 
teenth, and the other must have been a couple of weeks previous. 

Mr. Fiscunacu. So one meeting you would say took place about 
the middle or toward the end of February, and the second of those 
meetings took place, you say, about approximately the middle of 
March ? 

Mr. McKenna. It is not inconceivable that both were in March, 
Mr. Fischbach. T don’t know. 

Mr. Fiscrpacu. Now, in connection with the subject matter of the 
investigation of the Home Loan Bank Board by the special committee 
or, rather, Special Subcommittee of the House Committee on Expendi- 
tures, did you in words or in substance indicate that you were or had 
been authorized to write a report for that subcommittee or any mem- 
ber thereof, to anyone who was present at that meeting or at either 
meeting / 

Mr. McKenna. There was a discussion, of course, as I recall it now, 
of the committee’s investigation, particularly of what we understood 
to be Mr. Holifield’s stoppage of any settlement of the litigation out 
here, and of the reason why he was preventing the savings and loan 
industry from reaching a settlement and from getting the legislation 
that it needed, and it is entirely conceivable that in the course of it I 
recalled the fact that I had been Republican counsel for the Expendi- 
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tures Committee and called attention to the fact that there wasn’t any 
doubt in my mind but that the Republican members would insist on a 
fair report, and that I knew that was their intention while I was there. 

Mr. Fiscnsacn. You stated something as having been entirely con- 
ceivable. I want to know whether or not it is a fact. 

Mr. McKenna. I have given you my best recollection of it. Mr. 
Fischbach, and I believe it to be accurate. 

Mr. Fiscnnacn. Did you make reference to the fact that you had 
been or were authorized to write a report for the subcommittee—— 

Mr. McKenna. No; I did not say that. , 

Mr. Fiscusacn. Investigating the Home Loan Bank Board? 

Mr. McKenna. No; I did not say that. 

Mr. Fiscupacu. What did you say ? 

Mr. McKenna. To the best of my recollection I just gave you that. 
We were discussing it on Holifield’s repeated efforts to stop a settle- 
ment of the litigation, his efforts to cause the industry to have to pay 
five and a quarter million dollars that they didn’t owe, and how I felt 
that was very unfitted to a Congressman; at least I probably expressed 
that opinion. And in the course of it, I probably or possibly did 
state that my understanding of the intention of the Republicans on 
the committee was that the report, at least the report they signed, 
would be a fair report. 

Mr. Fiscynacn. Did you indicate, either in words or in substance, 
to anybody present at that meeting that for a consideration—— 

Mr. Hotrrretp. Will you please rephrase that ? 

Mr. Fiscuracn. Mr. Patton? 

Mr. Parron. I will stay and testify this afternoon, if you like. 

Mr. Hotirietp. Mr. Patton, as I understand it, you have asked Mr. 
Loughlin to represent you as your counsel, in the absence of your 
other attorney ? 

Mr. Parron. That is right. He is on the bench this afternoon and 
can’t come. j 

Mr. Ho.irretp. Mr. Loughlin, as I understand it, you have accepted 
that designation? . 

Mr. Loveutrn. That is right. 

Mr. Horirtevp. Thank you, Mr. Patton. 

Mr. Loventin. I don’t know whether the record has shown it. It 
may show that Mr. Wellman and Mr. Patton are not present. 

Mr. Fiscupacu. The record will show that. 

Mr. Loven. At the request of the chairman. 

Mr. Hottrteip. The record will so state. 

Mr. Fiscupacu. Mr. McKenna, did you in words or in substance 
state to anybody at that meeting or to anybody at either of the two 
meetings you referred to, that for a consideration you would under- 
take to write a report of the Special Subcommittee Investigating the 
Home Loan Bank Board or for any member of that subcommittee? 

Mr. McKenna. The answer, Mr. Fischbach, is “Absolutely not.” 

Mr. Fiscupacn. Very well. 

Mr. McKenna. Then I want to finish my answer, Mr. Fischbach. 
Then or at any other time. I consider that your putting that question 
to me is a slander, that you intend it to be a slander, that this is an 
open meeting at which you have no color of authority, and I demand 
now that you retract and apologize for that question. And I might 
add that I intend that the same comment be directed to Mr. Holifield. 
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Mr. Fiscusacn. Mr. McKenna, if you desire and if you request it, 
I am quite certain the chairman would consider a private hearing in 
relation to this line of interrogation, and we will be glad to consider 
and very probably will offer that. 

Mr. McKenna. Mr. Fischbach, you are deliberately misinterpret- 
ing my comment. You know that my comment is not to any hearing 
whatsoever. I am telling you again I am perfectly willing to answer 
any questions that are put to me before a legitimate committee of 
Congress, and you are doing this as an individual without any color 
of authority, and I intend to have you understand clearly what I feel 
on that subject. 

Mr. Fiscupacu. Mr. McKenna, did anyone who was present at that 
meeting, to your knowledge, with your authority, express or implied, 
or with your acquiescence and consent, or with your subsequent ap- 
proval, make such a suggestion to anyone who was present at that 
meeting or at either of such meetings? 

Mr. McKenna. Such a suggestion was not made at any meeting 
that I attended. It was never made at any time by anyone with my 
authority or consent, and has never been made in my presence at all. 

Mr. Fiscupacu. Mr. McKenna, did you at that meeting or at either 
of those meetings, or did anyone, either in your behalf or with your 
knowledge, consent or acquiescence, or with your subsequent approval, 
make the suggestion in words or substance that you be designated to 
formulate, frame, or write the recommendations of the Special Sub- 
committee Investigating the Home Loan Bank Board or any member 
thereof, for a consideration ? 

Mr. McKenna. Absolutely not, Mr. Fischbach, for a consideration 
or otherwise. It has never been mentioned in my presence and has 
never been done with my authority any place. 

Mr. Fiscupacu. I think we have covered the subject fully, Mr. 
Chairman, and there are no further questions I would like to have put 
to the witness. 

Mr. McKenna. I want again to charge the persons present here 
that, as I understand, my understanding of the thing is that you have 
slandered me. 

Mr. Horirmetp. You are excused, Mr. McKenna. 

(Witness excused. ) 

Mr. Fiscupacu. Mr. Patton, please. 

Mr. Reporter, will you kindly note the presence of Mr. Loughlin as 
counsel for Mr. Hamilton Patton? 


TESTIMONY OF HAMILTON PATTON, EXECUTIVE VICE PRESIDENT 
AND MANAGER, FIRST FEDERAL SAVINGS AND LOAN ASSOCIA- 
TION, PASADENA, CALIF. 


(Mr. Patton was sworn by the chairman.) 

Mr. Loventtin. Previous to any testimony being taken from this 
witness, I would like to make the objection that this hearing is being 
conducted without any right whatsoever, and that any testimony that 
is being taken of Mr. Patton will be subject to such objection. 

Mr. Patron. May I make a statement before I start? I would like 
to state that I think everybody in our industry in California objected 
to the high-handed method in which this whole matter was brought 








2110 INVESTIGATION OF HOME LOAN BANK BOARD 


up under the previous Home Loan Bank Commissioner, Mr. John 
Fahey, and that I at least object to the same‘kind of high-handed pro- 
cedure by this committee. 

Mr. Hoxtrretp. Mr. Patton, you are entitled to your opinion on 
that. Proceed, Mr. Fischbach. 

Mr. Fiscupacu. Mr. Patton, will you state your name, please ? 

Mr. Parron. Hamilton Patton. 

Mr. Fiscnpacu. Where do you reside? 

Mr. Parron. Pasadena, Calif. 

Mr. Fiscupacu. Are you connected with the First Federal Savings 
and Loan Association of Pasadena ? 

Mr. Parron. I am executive vice president and manager. 

Mr. Frscusacn. Mr. Patton, did you personally have occasion to 
attend one or more meetings of a group of your colleagues in the Fed- 
eral savings and loan industry in the city of Los Angeles in the months 
of February and March of 1952, at which Mr. McKenna was present ? 

Mr. Parron. I attended one or two meetings of managers of associa- 
tions, both State chartered and Federal, at which Mr. McKenna was 
present to diseuss ways and means of trying to bring about the passage 
of legislation that would prevent the recurrence of the conditions that 
our industry has been put through in the last 7 years, I believe it is, 
in this State. Our primary hope was that we could do something con- 
structive, that through Mr. Holifield’s committee could be developed to 
accomplish that. 

Mr. Howirrerp. Mr. Patton, T may say that that has been my aim 
and purpose in holding these hearings, and I still believe that it will 
be possible for this subcommittee to make recommendations which 
will be a benefit to the industry. We have no other purpose in mind, 
und I trust that in the proceedings today that you will accord the 
chairman of this subcommittee the same courtesy which he intends to 
accord you and any other member of the industry that comes before 
him, and we will let the facts on the record, when they are finished, and 
the recommendations of this subcommittee, stand in judgment as to 
the purposes and aims of this subcommittee. 

Mr. Parron. That will be wonderful if that is done, and my pur- 
pose 1S— 

Mr. Houirreip. Proceed, Mr. Fischbach. 

Mr. Parron. Entirely to help the committee do something. con- 
structive for the future so that it can’t happen again. 

Mr. Fiscusacn. Mr. Patton, did you meet Mr. McKenna for the 
first time in the first of the two meetings? 

Mr. Lovarur. I don’t believe that he stated that he was at two 
neetings. 

Mr. Parron. Yes; I have been at two meetings that Mr. McKenna 
was present at. I rather think yes. I think that is the first time I 
had met him. IT talked to him over the phone, but I am a little un- 

certain whether I might not have met him in Altadena once before 
that. At least there was a third time when I met him in Altadena. 
I am not sure whether it was before or after I met him in the first 
meeting in Los Angeles. 

Mr. Fiscupacn. On any occasion that you were in Mr. McKenna’s 
presence, was the statement or the suggestion made, either by Mr. 
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McKenna or by anyone else in Mr. McKenna’s presence, that Mr. Mc- 
Kenna was authorized to write a report for the Holifield Special Sub- 
committee Investigating the Home Loan Bank Board, or for any 
member of that subcommittee ? 

Mr. Parron. Not that I know of. We were merely talking about 
the possibility of how we might go about it to get some corrective 
legislation to protect management. 

Mr. Fiscuzacu. Was the subject of the report of the Holifield 
subcommittee a matter under discussion at all ¢ 

Mr. Parron. Only inasmuch as I just got done saying, that we 
hoped that the Holifield committee some way or another could come 
in with some constructive suggestions for the future. 

Mr. Fiscusacu. Did Mr. McKenna indicate that he was connected 
with the Holifield subcommittee or any member thereof / 

Mr. Parron. Well, he told us that he had served in Washington 
both for the Home Loan Bank Board at one time and in some con- 
nection with the members of the Holifield committee. I don’t know 
enough about these things to know, other than that he knew them. 
that he was acquainted with the committee, served with them and, I 
presume, had been paid a fee by somebody, or a retainer or something. 

Mr. Fiscunacu. Was the suggestion made that you or any other 
manager, or that your association or the association of any other in- 
dividual who was present at any of these meetings, participate in 
an assessment so as to raise some money for the purpose of compen- 
sating Mr. McKenna in connection with writing a report or the rec- 
ommendations of the Holifield subcommittee or any member of that 
subcommittee ¢ 

Mr. Parron. No; the only thing that we discussed on the matter 
of compensation was that we would all contribute about, I think it was 
$10 a million of assets to retain Mr. McKenna to draft the constructive 
legislation to correct those things for the future, and when we found 
that industrywise throughout California it was acceptable to man- 
agement, we then would attempt to see if same were acceptable to the 
Home Loan Bank Board, and then through the Holitield committee 
preferably, but if not, through our normal trade associations, get a 
bill presented to Congress which would accomplish those things to 
correct the things that had been in evidence in the past. But there 
was no—I don’t even follow you. We were not entertaining any 
suggestion that Mr. McKenna or any of us have anything to do with 
the Holifield committee except to draft some legislation whieh we 
believed and we thought was good legislation. 

Mr. Horirieip. I would like to say at this time that in previous 
hearings the chairman has asked witnesses to consider constructive 
remedial legislation and to submit the same to our subcommittee for 
consideration. 

Mr. Parron. I presume you recall a letter I wrote to you at the 
authorization of my board of directors a little over a year ago, in 
which I made that suggestion at that time, and it has been batted 
around ever since, and nobody has done anything about it. So we 
thought that perhaps we, a few of us, could start doing something 
about it. That was the purpose of our meeting. 

Mr. Fiscusacn. Mr. Patton, did you ever have occasion to read 
certain recommendations of the prior or previous committee inves- 
tigating the Home Loan Bank Board situation, namely, the Smith 
committee ¢ 
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Mr. Parron. Yes; I have read them. 

Mr. Fiscupacn. Did you observe the recommendation of that com- 
mittee in connection with the reestablishment of the Federal Home 
Loan Bank in Los Angeles? 

Mr. Parron. I did at that time. 

Mr. Fiscusacu. Did you note and observe the recommendations 
and conclusions in the report of that committee with relation to the 
appointment of conservators for institutions that were subject to 
supervisory jurisdiction of the Federal Home Loan Bank Admin- 
istation ? 

Mr. Parron. My recollection is very weak on that one. I am not 
so sure. Of course, I looked at it, but 7 years have gone by and a 
lot of things have happened, and I think that the industry on the 
Pacific coast as a whole should be consulted at this time as to whether 
the recommendations of that committee are wisely followed out today. 
It makes a lot of difference in 7 years. 

Mr. Fiscusacn. Now, with regard to the appointment of a con- 
servator, do you think, as a men:ber of the Federal savings and loan 
industry and as executive vice president of the association you men- 
tioned earlier, and as its manager, that a board in Washington ought 
to have the authority to appoint a conservator for a solvent. institu- 
tion without a hearing and without notice? 

Mr. Patron. Answering your question directly, no. But there 
could be a lot of other things that might arise, even in the case of a 
solvent institution. My reaction to that whole thing is that a couple 
of mules got their backs up, but I still feel this: By act of Congress I 
was permitted the privilege of organizing a Federal savings and 
loan association under the Board and under their rules and regula- 
tions, and with my accounts insured, end I, for the life of me, can’t 
find more than a very small minority of people in my industry that 
except for the one instance of the Los Angeles bank and the Long 
Beach Federal, where I say a couple of mules got their backs up, 
when the Board has not exercised that right fairly, and personally my 
association has never had any complaints whatsoever, and if we are 
to be permitted by act of Congress to do those things and expect an 
agency of the United States Government to underwrite our institu- 
tion, I certainly think that we have a right to expect a reasonable 
supervision. 

Mr. Fiscuzacu. As a manager or executive vice president of a Fed- 
eral savings and loan association with insurance of accounts, do you 
believe, Mr. Patton, that you should be able to have recourse to the 
Insurance Corporation in your own jurisdiction, or do you think 
that 

Mr. Parron. I do. 

Mr. Fiscuzpacn. You do? 

Mr. Parron. Against the Insurance Corporation ? 

Mr. Fiscupacu. Yes, sir. 

Mr. Parron. Yes, sir. If we have been put upon, we should have 
recourse to the courts against the Insurance Corporation and every- 
body else, certainly. 

Mr. Fiscupacu. Do you think also, Mr. Patton, that the local per- 
sons or local individuals who are the managers of these associations 
and their boards of directors should be entitled to a hearing in the 
event there are any charges against them before a conservator is 











~~ BF bee ee 











INVESTIGATION OF HOME LOAN BANK BOARD 2113 


appointed for an institution and they are ousted from office or sus- 
pended from office ? 

Mr. Parron. I do, and that is the kind of thing we have been trying 
to develop in legislation. 

Mr. Fiscuzacnu. Well, in substance that is what the Smith commit- 
tee recommended. 

Mr. Parton. As I told you, my recollection of the Smith commit- 
tee on conservatorships is very, very dim. It is very clear on the 
Los Angeles bank issue, and I think many of us, simply out of experi- 
ence and practice, have come to think that may be for the good of the 
industry. The set-up today is different than it would be if there was 
a segregation of these two banks, could they be put back. 

I might say that I came from Oregon, and first I was a member of 
the Portland bank, so I know those people up there as well as I 
know the people down here that are in the industry, and I think there 
is a great question of the strength of the Portland bank if it is sep- 
arated from the Los Angeles bank. As far as our association is con- 
cerned, we are getting better service today than the Los Angeles bank. 

Mr. Howirieip. On the subject of insurance of your accounts, Mr. 
Patton, do you believe that at this time you have recourse to the courts 
for any decision that they make in regard to the payment of premiums / 

Mr. Parron. You are asking me my belief ¢ 

Mr. Hoxtrietp. Yes. 

Mr. Parron. I believe that it is within the power of the Board to 
make me go to Washington and I cannot have a court hearing in the 
State of California, as things are today, which I think is a mistake. 

Mr. Ho.trieip. Do you believe you have that right at this time, to 

o to Washington! 1 am not asking the question as to whether you 
rave the privilege of going to Washington, but if you have an item 
in contest in your own institution that involves insurability, do you 
have a right to have a hearing in Washington ? 

Mr. Parron. Ithinkso. I think I have it, but I don’t know for sure 
legally. I certainly should have it, and in fact I repeat that I think I 
should have it in the State of California. They should have an agent 
here who will go along with that. In fact, 1 think it would be unwise 
at this time not to have that kind of thing in California. 

Mr. Houirtevp. I think we ought to look into that suggestion. 

Mr. Parron. There should be an agency of the Insurance Corpora- 
tion in the State of California before which my association could have 
a hearing locally. 

Mr. Hotrrte.p. In other words, you believe that there should be an 
entity established in California that would be capable of seeing and 
doing such things? 

Mr. Parron. I do. 

Mr. Fiscupacu. In connection with these meetings, whether they 
were in Los Angeles or in Altadena, Mr. McKenna was present ? 

Mr. Parron. Yes. 

Mr. Fiscuznacn. It is your testimony, I believe, that there was 
nothing said by anybody, in other words, about Mr. McKenna’s under- 
. taking to write any report or recommendation for the Holifield sub- 
committee investigation or any member of that subcommittee / 

Mr. Parron. Not at all. What we were thinking about was new 
legislation to correct bad legislation which we felt was on the books 
now, constructive legislation, and that the report, as the committee 
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went ahead with it, would tie in with the sanction of the entire Holi- 
field committee. 

It was going to be presented to Mr. Holifield first of all, I think, to 
see what he thought about it. 

Mr. Fiscupacu. By whom? 

Mr. Parron. It was to get legislation that would correct or cure 
these things that were happening in Los Angeles. 

Mr. Fiscnrnacu. By whom was it to be presented to Mr. Holifield ¢ 

Mr. Parron. [ don’t know. We would come to Washington to find 
ways and means among the various national leagues. I don’t know 
how you present legislation to Washington. There must be some way 
to get it before Congress. How, I don’t know. 

Mr. Fiscupacu. Was any member of the group that was present 
at those meetings going to perform that function, or had there been 
any discussion of that / 

Mr. Parron. There was no conclusion arrived at at all. 

Mr. Fiscupacn. Well, was there a discussion of it / 

Mr. Parron. Let’s see if I have got that. Was there a discussion 
of any particular individual doing it? 

Mr. Fiscupacu. Yes, sir. 

Mr. Parron. No. 

Mr. Fiscusacu. There was not ? 

Mr. Parron. No. 

Mr. Fiscupacn. Was there discussion in relation to assessing institu- 
tions who were present or represented at those meetings? I believe 
you mentioned $10 per million dollars ? 

Mr. Parron. That is right. That was my very definite suggestion, 
that it should be something that we should all contribute to, rather 
than any one or two associations should carry the burden of it. It 
was an industry problem and should be paid for by those that were 
willing to contribute, which I think at that first meeting there were 
15 or 20 there of them that said they would be glad to. 

In other words, we don’t like to ride on each other’s coattails out 
here. 

Mr. Fiscusacn. Did Mr. Crail make any statement in words or in 
substance which suggested or indicated that arrangements had been 
made that Mr. McKenna would write a report for the Holifield sub- 
committee / 

Mr. Parron. No. 

Mr. Fiscusacn. Or for any member of that subcommittee ? 

Mr. Parron. No. I can’t help but think that the way your ques- 
tion was put you have got a completely mistaken idea of what we are 
working for. We are trying to get something constructive for the 
future and use it to our benefit and keep away from some of the awful 
messes we have had in California up to date. 

Mr. Fiscusacn. Was any draft of this legislation presented to any 
meeting / 

Mr. Parron. I think we had talked over three different drafts, and 
I got a copy from Washington this morning of a draft that was drawn 
up there in 1949 that was very similar, I would say. This is simply 
my own opinion, that it would appear to me, from the draft I got 
from Washington this morning, that the Home Loan Bank Board is 
just as anxious to bring this about as we are, and in my personal con- 
versations with Bill Divers and Ken Heisler they are willing to accept 
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anything the industry can devise that will prevent a recurrence of the 
conditions that came up here in 1945. 

Mr. Fiscrpacn. Mr. Patton, did the draft or any of the drafts that 
you talked over make any provision for the reestablishment of the 
Los Angeles bank ? 

Mr. Parron. No. Well, wait a minute. The first draft did suggest 
a revised method for election of directors to the San Francisco bank, 
to give the California associations a more equitable representation, but 
there was nothing at all in it about the dissolution, or whatever you 
want to call it, and the reestablishment of the Los Angeles bank. 
That is, we dropped that as being a little too controversial at the time, 
and have put our entire energy onto the matter of the line of demarca- 
tion between supervision and management, so that the Board would 
know and we would know, as they do in the commercial banking sys- 
tem just what management, local boards of directors could do and 
what they could not do, and they then would know if they were in 
violation. That is what we were bringing up, and our intention was 
at least to clarify the rights of management. That is what we are 
primarily interested in all over the United States. 

Mr. Fiscuracn. In none of these drafts was there any provision for 
reestablishment of the Los Angeles bank ? 

Mr. Patton. No; because my recollection—I can remember this very 
clearly, and I myself asked for a showing of hands—that nobody in 
the room gave a damn whether the bank stayed where it was or 
whether it was put back to Los Angeles; nobody gave a damn. Maybe 
I have a biased point of view, but we don’t care. We are satisfied as 
things are today, 7 years later. Now, I was the guy that made the 
motion 7 years ago to raise hell about all this. I have changed my 
mind, 

Mr. Houirterp. You are aware, Mr. Patton, aren’t you, that when 
the association, I believe headed by Mr. Edgerton, at that time first 
took this matter up with me and requested an investigation, that that 
was one of the aims and objectives? 

Mr. Parron. Yes. There is another protest I have got to enter 
here and now. Mr. Edgerton circularized the industry and asked us 
to watch this so that your committee knows what was done. I wrote 
you a letter officially a little over a year ago, in which I protested 
about the delays, and I have those delays in my shop. If the present 
membership of the Home Loan Bank Board and the industry—if you 
sat down and honestly talked, and if the Board was permitted to come 
into the State of California and talk to us—that we could settle it that 
way at any time. I still think so. 

But as long as you have got the utterly ridiculous situation here 
that the Board members can’t even come into California, why, we have 
got to do it the other way around, and we have to take it to Washing- 
ton. It should be settled out here, and I think it could very easily if 
they would quit the lawing and chawing. 

Mr. Fiscupacu. I once had that same opinion, Mr. Patton. But I 
might say, like you, I have changed my mind. However, coming 
back to this question on 

Mr. Parron. Why isn’t it easy enough to send a questionnaire out 
from your committee to all the associations in this district and ask 
them what they want done with the bank. After all, that seems to 
me like it would be a customary thing to do. Then you will get your 
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answer from your committee, not from one guy that is prejudiced 
either for me or against me or my thinking. 

But you send out a questionnaire to all those associations and ask 
them whether they want to leave the bank where it is or whether they 
want to put the bank back, I think you might be surprised at the 
answers you get. 

Mr. Hourrrecp. That might not be a bad idea. 

Mr. Parron. After all, you remember there at least 

Mr. Houtrretp. We have a great deal of testimony before the sub- 
committee on that point. 

Mr. Parron. But you must remember that there must be at least as 
many associations now in addition to those that were in at the time of 
the Los Angeles bank that have got just as much a right to say, that 
have been incorporated since 1945, that are not asked anything. They 
were not even in it. How can they answer any question of whether 
they want the bank where it is or want the Los Angeles bank when they 
neved knew anything about the Los Angeles bank ? 

Mr. Houtrtetp. Mr. Patton, the subcommittee feels it has more in- 
formation on the troubles of the building and loan industry in Cali- 
fornia, probably, concentrated in its hearings than most any private 
association has in their individual files. 

Mr. Parron. They should have. 

Mr. Howrrtecp. We have taken over 2,000 pages of testimony on 
different points that are involved in these hearings, and we believe 
that we have a great deal of information at the present time, and if we 
need additional information we will certainly try to get it if we feel 
that lack, which is what we are trying to do at this time. 

Proceed, Mr. Fischbach. 

Mr. Fiscusacu. Was there any discussion in connection with the 
views that you considered at those meetings, insofar as they related to 
the Los Angeles bank or the controversy in relation to the Los An- 
geles bank, which gave consideration to the possibility that if there 
were legislation by the Congress in connection with setting up a dif- 
ferent method for the election of directors of the San Francisco bank, 
that the Congress might be placed in the position of approving or 
condoning that which had been done in 19464 

Mr. Parron. I would not use the word “approve” or “condone,” but 
I would use the word of accepting it as the conditions today. That 
might have been employed, because it required an act of Congress to 
change the method of election of directors, which, of course, although 
actually set by the San Francisco bank, is grossly unfair to the Cali- 
fornia associations today. There is no question about that. 

Mr. Fiscupacu. You feel that the San Francisco bank, as it now 
exists, is grossly unfair to California associations today ¢ 

Mr. Parron. No; I believe that the method of electing directors to 
nogernen us in that bank is grossly unfair. 

fr. Fiscupacu. Well, certainly. That is what I meant. 

Mr. Patron. I don't say there is an unfairness, because of the way 
I know these guys up in Washington, there has been nothing unfair 
in it, but the method is unfair. 

mt Fiscunacu. I am not discussing the operation. I am talking 
about——- 

Mr. Patron. We have got 65 percent of the associations of Cali- 
fornia and we have got one director, and that is unfair. 
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Mr. Fiscunacn. Was there in the discussion of that subject exposed 
for consideration of those who were in attendance the possibility that 
if the Congress did enact legislation it would be an acceptance of that 
which had been done in relation to the Los Angeles bank? 

Mr. Parron. I wouldn’t go so far as that. I don’t think we were 
even thinking about it. We were trying to, under the conditions as 
they exist today, we were trying to seek a method of fair representa- 
tion for our industry in California, but I don’t think 

Mr. Hourie.y. Their bank said that he is also interested in fact 
in seeing that the California industry received a fair, proportionate 
representation on this Board. 

Mr. Parron. But I don’t think that anything in our meetings was 
contrary to what we thought 5 years ago about the way the darn bank 
was grabbed and merged, and all that. In my belief our pet is dead. 
Why can’t we leave him die and forget it? 

Mr. Horirtetp. Mr. Patton, in view of the fact that this thing did 
occur back in 1946 that you refer to, and that that is some 6 years 
distant from the present time, do you not think that the industry 
and your leagues and the Board itself have been somewhat remiss in 
proposing constructive remedial legislation? There has been some 
complaint today about the action of this committee not being as fast 
as expected. 

But I point out to.you the fact that 6 years ago now, the condition 
that happened in 1946 to the Los Angeles bank and the Long Beach 
association is entirely susceptible to a repeat performance against your 
institution or any other institution, and yet neither your associations 
nor your leagues nor your Home Loan Bank Board in Washington have 
come up with any constructive legislative proposals to prevent it hap- 
pening again. 

Mr. Parron. All right. I will try to cover that. In the first place, 
I think the remedial legislation should be a grass roots affair, coming 
from the industry, not from the Home Loan Bank Board. They 
should concur, if it is possible, with the industry to get it, concur in 
what they develop. 

Mr. Hoxirtetp. Would you stop there for a minute? Do you mean 
to state for the record that you feel that the Home Loan Bank Board 
in Washington which is charged with the responsibility of adminis- 
tering that law, the Home Loan Bank Board law, that they have no 
responsibility for making recommendations to the Banking and Cur- 
rency Committee of the House, which has jurisdiction over legisla- 
tive amendments to the Home Loan Bank Act, that they have no 
responsibility to propose amendments ? 

Mr. Patron. No, I don’t mean that they have no responsibility, but 
I think, in view of this peculiar situation, that it would have had a 
much better hearing in Congress if it came from the abused rather 
than the abusers. 

Mr. Hortrtevp. That is entirely probable. 

Mr. Parron. And then if there is a conference, go to the bank board 
and get them to agree to go along with us in support of it. 

Mr. Houtrie1p. I am not objecting to any proposal, but I am ques- 
tioning you on that particular point. 

Mr. Parron. I don’t know about the obligations of an administra- 
tive agency, but I never heard in my life of one that would go to Con- 
gress and propose a curtailment of their authority. 
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Mr. Horarrerp. Well, you know, of course, that the Home Loan 
Bank Board has proposed minor amendments to the act from time to 
time. 

Mr. Parron. Yes. 

Mr. Horirretcp. You know that that is a matter of record ? 

Mr. Parron. Yes; I guess so, 

Mr. Honirtecp. You know that notwithstanding the fact that it is a 
customary procedure of the Board to do that, that they have not 
touched this basic defect ? 

Mr. Patron. I will go along with you in that they have been some- 
what remiss in not doing it, and I think I can state to the second part 
of your question that our industry has been very remiss on the matter 
through its trade associations, and I will point out that again my board 
of directors had my association withdraw from the California Savings 
and Loan League, and the reason we gave them was because they were 
not doing anything constructive on this ground, and in our opinion 
they were just—this can go in the record, too—they were just helping 
some guy that put the whole damned Home Loan Bank System onto 
trying to put our industry in California in jeopardy to the tune of 
$7 million, just continuing the damned battle which has been going on 
now for seven years. 

You say our industry representatives, through our trade associa- 
tions, should now come in with some constructive,recommendations for 
legislation to see that this couldn’t happen again, and you said that they 
had been very remiss. ‘That is why we withdrew from the trade asso- 
ciation, and we told them so. 

Mr. Hourievp. The chairman appreciates your testimony today, 
because it indicates that you have given some very serious thought to 
this problem, Mr. Patton, and we hope that we can cooperate with the 
industry to do that which has not yet been done. 

Mr. Parron. I feel, Mr. Holifield, that I have come a long time for 
this conference. 

Mr. Hourrrevp. Proceed, Mr. Fischbach. May I call your attention 
to the fact it is 4 o'clock, and I think that we should hurry along with 
the questioning so Mr. Wellman may not be—— 

Mr. Parron. Let me say one more thing. For that reason we have 
been having some independent group meetings, because as such the 
trade association didn’t do a damned thing about it and somebody had 
to. That is the way of it, and I may say in justification of that, on the 
record also, I think they were remiss at the time that it was at the sug- 
gestion of Mr. Divers and Mr. Heisler that came back from there they 
never started to work on this thing so we could get some legislation 
started. Now I find that they have done some work at it, but they have 
never presented a bill in Congress. That work they have made avail- 
able to us to use in developing our draft, and the Board has been 
thinking about it. 

Mr. Houirrep. There I would like to say that it is also encouraging 
to know that the Board has at long last started to work at the thing 
which has been the purpose and aim of this subcommittee, and not only 
are you encouraged possibly by the attitude which I have expressed, 
but I am sure it is the expression of the full subcommittee, and I am 
also encouraged, because the Board has not fed any of those bits to this 
subcommittee, notwithstanding the fact that they have been invited 
to time and again. 
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Mr. Parron. I will bet you if it had—the Home Loan Bank Board— 
come out to California and sat down and started to work out some legis- 
lation, if they were permitted to come to the State of California, it 
would help. We are going to invite them to meet us in Las Vegas for 
that. purpose, and I think they might come out and do it. 

Mr. Fiscanicu. Did you discuss your California controversy with 
Mr. Heisler? 

Mr. Parron. Mr. Heisler and Mr. Divers. 

Mr. Fiscupacn. Did Mr. Heisler or Mr. Divers make any recom- 
mendations / 

Mr. Parron. There wasn’t anything specific, because what was being 

talked about was the basic idea of getting together and settling and 

the need for the legislation, and their oral discussion agreed to both, 
but they felt that it should come from the industry rather than from 
them, and I suppose that was the reason for the procedure in Wash- 
ington. 

‘And I would like to say that it seemed to me if we were trying to get 
the legislation among ourselves or the board of directors, the local 
board of directors, that it might come from us, we should write our 
ideas into legislation and submit it and have them concur, which they 
told me they. would, rather than try to get it up themselves, 

Mr. Fiscypacnu. All right, sir, I have no further questions. 

Mr. Hourrrevp. Thank you very much, Mr. Patton. The Chair 
wishes to express his regret at any inconvenience that we may have 
caused you today, in the shortness of time in which we notified you of 
our desire to have you here today. All of us in Congress have been 
working on forced draft lately, and we probably go into these things 
a little “quicker than a lot of people realize. They think most of the 
Congressmen have nothing to do. We have to go from one subject to 
another very rapidly, and we sometimes may for get that other people 
are not so used to the quick procedures and quick changes of subject 
matter. 

We thank you, sir. 

Mr. Parton. I have spent 25 years in this business. That is the 
most important thing in my mind, that is to get this thing straight- 
ened out so you can 't have the kind of arbitrary monkey business we 
had before. 

Mr. Fiscnnacu. Thank you, Mr. Patton. 

( Witness excused. ) 

Mr. Hotirrevp. Mr. Crail, will you please take the stand ? 


FURTHER TESTIMONY OF JOE CRAIL, PRESIDENT, COAST FEDERAL 
SAVINGS AND LOAN ASSOCIATION, LOS ANGELES, CALIF. 


(Mr. Crail was previously sworn by the chairman.) 

Mr. Fiscuzacu. Mr. Crail, you were served earlier with a subpena 
directing you to appear before this subcommittee on behalf of the 
Coast Federal Sav ings and Loan Association and to produce all ex- 
amination reports, supervisory lists, and so forth, with relation to the 
Coast Federal Savings and Loan Association for the period from 1947 
to date, and to present those documents and yourself at the hour of 4 
p.m. It is now 11 minutes after 4, and I ask you to produce the docu- 
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ments mentioned in the subpena which was served upon you by Earl 
L. Baugher, deputy United Bates marshal, today. 

Mr. Crarz. You know I have not left the room. I have been here 
since you served it on me, so I haven’t got them. 


Mr. Fiscusacu. Mr. Chairman, will you direct the witness to pro- of 
duce the documents referred to in the saaen. which I now will ask ell 
to be marked as “Crail Exhibit 3, Los Angeles, March 28, 1952”! ar 

(The exhibit referred to may be found in files of the subcommittee. ) 

Mr. Ho.irrevp. Mr. Crail, Plage are again directed to return and of 
produce the documents called for by the subpena. 


Mr. Cram. You know I haven’t got them. 
Mr. Howrrretp. You refuse to produce the documents ? 


Mr. Cram. I haven't got them. I can’t produce them. th 
Mr. Houirtevp. Is it your intent to obtain the documents and to th 
produce them ¢ th 
Mr. Cram. My present intent is to try to find them, get them th 
together, and ene s oe down here. of 
Mr. Fiscupacu. Crail, where have you been since you were 


served with the sana which has been marked “Crail Exhibit 3”? 
Mr. Cratt. I have been sitting in the room here. 


Mr. Fiscupacu. Have you directed anybody to produce the se 
documents ¢ ce 
Mr. Crai. No. Ww 

Mr. Fiscupacu. Have you directed anybody to look for those at 
the office of the Coast Federal Savings and Loan Association ? m 

Mr. Cram. No. I have been sitting here listening to what was tl 
going on. 

Mr. Fiscupacu. Very well. Mr. Chairman, may I note the fact n 
that this witness has failed to produce documents properly called for u 
under process of the subcommittee served upon, first, Gwendolyn sl 
Powers, an officer of the Coast Federal Savings and Loan Association, Ww 
and, second, upon the witness himself as an officer of that association ? S 

Mr. Houir1etp. The fact is so noted in the record. Is that all? SI] 

Mr. Fiscusacu. That is all of this witness. a 

Mr. Hortrretp. Thank you, Mr. Crail. You are sxeened from the 1 
chair. 8 

( Witness excused. ) e! 

Mr. Houtrretp. Mr. Wellman, will you please take the chair? 

ty) 
TESTIMONY OF CHARLES A. WELLMAN, EXECUTIVE VICE PRESI- v 

DENT, GLENDALE FEDERAL SAVINGS AND LOAN ASSOCIATION, t 

PASADENA, CALIF. 

(Mr. Wellman was sworn by the chairman. ) . 

Mr. Lover. Prior to any testimony being taken from this wit- t 


ness, I would like to have the record show that we object to the taking 


of any testimony, on the ground that this subcommittee, as previously t 
stated in my objection to “Mr. Patton’s testimony—— t 
Mr. Houirreip. Your objection is noted, Mr. Loughlin. 
Mr. Fiscupacu. Mr. Wellman, will you state your full name, please? : 
Mr. Wetman. Charles A. Wellman. 


Mr. Fiscusacn. Where do you reside ? 
Mr. Wetiman. Glendale, Calif. " 
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Mr. Fiscunacu. What is your connection with the Glendale Federal 
Savings and Loan Association ? 

Mr. WELLMAN. I am the executive vice president. 

Mr. Fiscupacu. Mr. Wellman, did you attend one or more meetings 
of a group of your colleagues in the Federal savings and loan industry, 
either here in Los Angeles or in Altadena, in the months of February 
and March 1952? 

Ps Weiiman. Yes; I attended quite a few meetings in that period 
of time. 

Mr. Fiscunacu. Was Mr. McKenna present at those meetings? 

Mr. Wetman. At some of them. 

Mr. Fiscunacu. Was anything said at those meetings in relation to 
the proposal or the concept that Mr. McKenna should be engaged for 
the purpose of writing in whole or in part a report or the recommenda- 
tions of the Holifield subcommittee in connection with this investiga- 
tion of the Home Loan Bank Board, or the report or recommendations 
of any of its members? 

Mr. Wetiman. Not that I can recall. 

Mr. Fiscupacu. Was the subject discussed at all? 

Mr. Wetiman. The subject was discussed that Mr. McKenna had 
something to do with the hearings in the past, and, of course, in his 
capacity with the Home Loan Bank Board, had had a good deal to do 
with the problems connected with the Long Beach matter. 

Mr. Fiscusacn. Was that in any way ralnbed to a possibility that he 
might be able to write a report for the subcommittee or any member of 
the subcommittee ? 

Mr. Wetiman. No, the idea that was discussed was only that— 
maybe I had better preface it this way: There was a large group of 


us who were very concerned about the problem of the relationship of 

supervision and management, and Mr. McKenna, who I understand 

was out here to assist Coast Federal in its appeal on the matter of the 

Superintendent of Banks v. Coast Federal, wy med having had con- 
e 


siderable experience with this matter, would be able to give us some 
advice we needed and help us on it as we needed it, with the idea-in 
mind that perhaps he might put us on the road in the way of getting 
some kind of progressive legislation to deal with the problem, no one 
else having done anything about it for, lo, these many years. 

Mr. Fiscupacn. Was any statement made at any of those meetings 
or at any others that you may have attended at which Mr. McKenna 
was present, in words or in substance, to the effect that he would be 
available to write a report or the report of the investigation of the 
Home Loan Bank Board ? 

Mr. Wettman. No. The only thing was, as I say, he was out here 
and there was discussion of having him assist us in the matter of get- 
ting this legislation drafted. 

Mr. Horirtevp. Did Mr. McKenna at any time state to your group 
that he had been retained by the minority members of the subcommit- 
tee for the purpose of writing a minority report ? 

Mr. Wetitman. No. I havesome recollection about him having some 
connection with the minorities, but as to whether he had been retained 
or not, what the exact connection was, I don’t recall. 

Mr. Hourtetp. You know that he was the counsel for the minority 
of the Expeditures Committee, however ? 
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Mr. Wetiman. He had something to do with it. I don’t know 
whether he was actually employed as counsel, such as Mr, Fischbach is 
of this subcommittee. I don’t know what his status is or was. 

Mr. Houtrieip. Was there any discussion in regard to assessing the 
industry at the rate of $10 per million dollars’ worth of deposits, for 
the purpose of accumulating a fund to recompense Mr. McKenna for 
his services ? 

Mr. Wetiman. There was discussion. 

Mr. Lovenun. Pardon me just a minute. I think you should state 
what those services were to be. I think Mr. Patton stated that that was 
for the purpose of drafting proposed legislation. 

Mr. Houtrietp, Was that your understanding that you had of that 
purpose / 

Mr. Wet_man. Asa matter of fact, it was the purpose, I think, they 
said, they agreed if we are going to get into this thing we ought to pay 
this fellow for doing a job helping us draft this thing, if we gre going 
to be able to do anything about it, but we never actually got around 
to the $10. But everybody said they thought it was a good idea, and 
that is as far as it ever went, 

Mr. Horirietp. This subcommittee is only anxious to obtain the 
facts. Weare not making any insinuations. We realize that lawyers 
have a perfect right to charge fees and that they have a perfect right 
to render services. There has been no statement of the chairman to 
the effect that such a thing is unethical; in fact, the chairman does 
not believe it is unethical for any lawyer to charge for his services. 

We are just trying to ascertain the facts, and that was the purpose 
of my question. 

Mr. Loventin. Mr. Chairman, my statement was solely for the pur- 
pose of clearing up what I thought might be a misleading question. 

Mr. Houtrrerp. Thank you for your suggestion. 

Mr. Wetuman. No. As a matter of fact, I think this whole thing 
has been a comedy of “let George do it.” We have had more stirring 
sessions about what we would contribute to this problem of relation- 
ship betwen the Home Loan Bank Board and the managers of Fed- 
pe associations, and less production on the problem than I think on 
almost any other subject that I know of. The chairman and I indi- 
vidually have discussed this matter on many occasions. 

Mr. Horirterp. That is true. 

Mr. Wetiman. I have discussed that with many, many people 
throughout the United States. 

Mr. Fiscrpacu. I would like the record to show that you even vis- 
ited my office in New York. 

Mr. Wetiman. That is correct, with the same objective in mind. 

Mr. Hottrretp. I would also like the record to show that in any 
conversations I have had with the witness who is now in the ‘chair, 
those discussions have all been toward achieving constructive resuits 
for the benefit of the industry, is that not so? 

Mr. Wettman. That is right. As far as the problem is concerned, 
it is a very complex problem, because it is a problem that American 
business throughout the country has been concerned with, the problem 
of the relation of business to government, and it has particular perti- 
nence to our industry, where it is affected with more of public interest 
than many of the other average American businesses, and it is not an 
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easy test to draw a line between where supervision begins and manage- 
ment begins, and vice versa. 

But, at my office over there at Glendale Federal and, as far as I 
know, anywhere else we have not discussed this matter only so that if 
we could find anyone who had any knowledge of administrative pro- 
cedure and special training in the Home Loan Bank Act and who had 
made a study of the Home Loan Bank System, we would be very 
fortunate indeed, because we might learn what we could accomplish 
and what we could do. That was the cause for the rather enthusi- 
astic welcome that Mr. McKenna got when there was discussion of 
this matter at several of the meetings, at some of which he was 
present, and others were smaller meetings at which he was not present. 

Mr. Fiscnnacn. Was the subject of your discussion having him 
write up the report and recommendations of the subcommittee or of 
any member of the subcommittee ? 

Mr. Wetiman. No; I think the subject of how are you going to get 
it done had been discussed, and the problem of how are you going to 
get this thing to the point where action would be taken. I think that 
has been discussed merely as a member of the legislative committee of 
the United States Savings and Loan League and as an active member 
of the legislative committee of the National Savings and Loan League. 

Mr. Fiscnpacn. Wasn’t there any discussion how that was to be 
done? What was the discussion with respect to Mr. McKenna and the 
Holifield subcommittee or any member of the Holifield subcommittee ? 

Mr. Wetiman. I don’t think that there has been so much; as I re- 
call, I don’t think that that figured so much. The committee is re- 
quired to get these recommendations. We intend to put in recom- 
mendations. I mean that was the sole problem. We didn’t have to 
prepare the legislation. But we discussed with Mr. McKenna the iden- 
tification of the legislation. But I don’t recall anything about that 
discussion exactly. Unless we agree on possible legislation to be pre- 
pared, how can we begin to get the thing rolling? 

I know that the National Savings and Loan League explained to 
the bank group, of course. Mr. McKenna has connections back in 
Washington where he could submit the draft, and I presume many of 
us have friends in both the House of Representatives and the Senate 
where we could make those drafts of legislation available, and also in 
the advisory council. 

Our whole objective was, first, to agree on some kind of a draft in 
a smaller group, and once that was done, to circulate it as much as 
ospaper among operating managers who have the problem in mind. 

en once we had some kind of a specific program, then to go out and 
ring every doorbell and push every button that you could think of in 
the way that it is necessary to get any kind of legislation adopted. 
And whatever help that Mr. McKenna would give on that would be a 
great help to us, just the same as it would be to everybody else. 

Mr. Fiscupacu. What in particular, if anything, was said about 
Mr. McKenna or of Mr. McKenna 

Mr. Wetitman. Nothing other than his general background. 

Mr. Fiscupacu. In his presence, in relation to the Holifield subeom- 
mittee or any member thereof ? 

Mr. Wetiman. What was said about that committee? 

Mr. Fiscusacu. I will restate the question, if you will kindly wait 
until I finish. 


79631—52 155 
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What, if anything, was said either by Mr. McKenna or by any other 
person in his presence with relation to the Holifield subcommittee 
or any member of the Holifield subcommittee, in connection with such 
legislation or the report or recommendations of the committee ? 

Mr. Wetitman. Well, I said something to the effect that I knew that 
the chairman of the committee had talked to me about the problem of 
getting legislation drafted. I asked Mr. McKenna if any legislation 
had been drafted or what the status of that matter was, and he said 
that as far as he knew there had been no report filed by the com- 
mittee on this problem, and he indicated that there was some disagree- 
ment in the committee about the possible conclusion of the committee. 
I don’t know whether it was an organized disagreement or whether 
some of the individual members of the committee had disagreed with 
certain other members on the committee. It was never that well 
defined, at least not in my mind it wasn’t. 

Mr. Fiscupacu. What else was said about that ? 

Mr. Wetitman. That is about all. 

Mr. Fiscupacu. When Mr. McKenna stated in words or in sub- 
stance that there was a disagreement amongst the members of the 
subcommittee, did he indicate what, if anything, was to be done 
about it ? 

Mr. Wetiman. No. We were all wondering what was to be done 
about it, where it was all going toend up. These hearings have been 
going on for a considerable length of time. 

Mr. Fiscuzsacn. Did anybody present wonder about it out loud? 

Mr. Wetuman. Yes; everybody wondered about it out loud. 

Mr. Fiscupacu. What wassaid in Mr. McKenna’s presence and what 
was said by Mr. McKenna in relation to that subject ? 

Mr. Wetuman. Well, I think that there are some members of the 
committee who feel very frankly that the Holifield committee has not 
been as anxious to get the matter of legislation taken care of as they 
were to go into the technicalities in and outside of the Long Beach 
situation. 

Mr. Fiscusacn. Is that what Mr. McKenna said? 

Mr. Wetman. No; but that is certainly the attitude of a number 
of people in southern California. 

Mr. Fiscupacu. Well, again, that we can understand. 

Mr. Wetiman. Yes, sir. 

Mr. Fiscupacu. I would like, however, to have you probe the recol- 
lection of the subject matters discussed at these meetings in Mr. Mc- 
Kenna’s presence or by Mr. McKenna, with respect to what, if any- 
thing, would be done about the Holifield subcommittee report. 

Mr. Loven. I believe, Mr. Fischbach—— 

Mr. Fiscupacn. Just a moment, please. 

Mr. Loveuun. Pardon me. You hadn’t finished ? 

Mr. Fiscunacu. If you have some objection on that, I would sug- 
gest, Mr. Loughlin, that you state it at this point. 

Mr. Loventin. My objection to it was that, merely this, that the 
question has been asked in several forms—— 

Mr. Fiscupacu. That is right. 

Mr. Loventrn. Already, and you have received an answer to it each 
time the question has been asked. 

Mr. Fiscupacu. That is right. All right, Mr. Chairman, will you 
request that the witness answer the question ¢ 
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Mr. Houirterp. The Chairman will direct you to answer that 
question. 

Mr. Reporter, read the question. 

(The question was read.) 

Mr. Ho.irtreip. Does the witness understand the question ? 

Mr. Wetiman. Yes. First, we had the question as to whether there 
was ever going to be a report. 

Mr. Fiscupacn. What did Mr. McKenna say in connection with 
that? 

Mr. Wetiman. He said he didn’t know, that there were some mem- 
bers of the committee. that there seemed to be some disagreement 
between them and Mr. Holifield ; but he didn’t indicate, to me at least, 
that that disagreement was what you might call a revolt, if you want 
to use that phrase. In other words, the report had not come out. Why 
it had not come out was unknown. But that there was some disagree- 
mat on what the scope of the report should cover, and about the report 
itself. 

Mr. Fiscupacn. Did Mr. McKenna state that as a fact or as an 
opinion ¢ 

Mr. Wetitman. I would gather, I mean by the kind of weighed 
answer that it was, that it was just an opinion about it. 

hone a cuenaKit, Did he suggest what, if anything, should be done 
about it ¢ 

Mr. Wetiman. No. All our attitude was, “Well, let’s get going, 
let’s write something ourselves, if nobody else is going to do anything 
about it,” and so forth, and that we had made more progress than most. 
anybody else has on the subject. 

Mr. Fiscusacn. Was Mr. McKenna’s statement accompanied by x 
suggestion from him or was his statement followed by a suggestion 
made in his presence by anyone present that he should be engaged to 
write a report of the Holifteld subcommittee or the report or recom- 
mendations of any member thereof ? 

Mr. WettmaNn. No. The best of my recollection is that there was no 
statement of that kind. 

Mr. Fiscusacu. That subject was never discussed in your presence ? 

Mr. Weitiman. No, not that he was going to be engaged to write 
the report of any member or person of the Holifield committee. 

Mr. Fiscneacu. Was he to be engaged to write by any person or 
group of persons or by any association or group of associations in 
California ? 

Mr. Wetman. I have already answered that question, that there 
was discussion among us as to whether or not we might not compen- 
sate him for helping us in the drafting of those proposals, 

Mr. Fiscusacu. That is right. You did give such testimony. But 
my question, Mr. Wellman, was this: Was there a discussion as to 
whether Mr. McKenna should be engaged to write a report or recom- 
mendation of the Holifield subcommittee or any member of the Holi- 
field subcommittee, as distinguished from writing legislation that 

the pie might recommend ? 

Mr. Wetman. No, sir; none of that. I mean, the only discussion 
related to getting such assistance as we could from him to assist our 
group in drafting legislative proposals. 

Mr. Fiscusacn. Those legislative proposals would be the outcome 
of the Holifield subcommittee’s report of investigation ? 
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Mr. Wetiman. No, other than that the Holifield committee has 
apparently been engaged on the same subject matter. 

r. Fiscupacn. Was it the contemplation of your groups, as you 
understood it, or was it the contemplation of Mr. McKenna that those 
recommendations would be submitted to the Holifield subcommittee, 
members of the Holifield subcommittee, or to other Members of 
Congress ? 

Mr. Wetiman. I can’t speak for Mr. McKenna, but I will speak 
for myself. It was my intention, at least, that those reports be 
‘ircularized among anybody that had any kind of political influence 
whatsoever to get them adopted. 

Mr. Fiscunacn. What, if anything, did Mr. McKenna say on 
that subject in your presence? 

Mr. WetimMan. Well, he thought that there was a feeling among 
the Holifield committee members that there ought to be some kind 
of legislation ; in other words, that we would have a receptive audience 
for this subject. 

Mr. Fiscusacn. Did he say that he had been in contact with the 
members of the Holifield subcommittee or had been engaged to pre- 
pare legislative proposals to be introduced ? 

Mr. Wetiman. No; nothing like that. 

Mr. Fiscuracu. Nothing like that at all? 

Mr. Wetiman. No indication that there was any kind of a deal 
either by our group or by any portion of this Holifield committee 
to employ McKenna to draft legislation to come up either as a majority 
or minority or individual, separate dissenting report, or anything of 
that kind. 

Mr. Fiscrsacu. Nothing of that kind whatever? 

Mr. Wetman. This was strictly a deal for him to assist us on a 
subject on which we thought he was particularly competent to assist 
us. 
Mr. Fiscusacn. I have no further questions on this subject. I would 
like to interrogate the witness on the recommendations of his group 
as they were formulated in relation to the Los Angeles bank as the 
subject of inquiry. 

Mr. Hottrtecp. You may proceed with that. 

Mr. Fiscusacn. Accordingly, I would like to turn for the balance 
of your interrogation to those two subjects in connection with your 
ineetings. I have heard from other witnesses that there were various 
drafts formulated and we have heard generally as to the subject mat- 
ters embraced in those drafts. 

What, if anything, was the thought of your group in connection 
with the reestablishment of the Los Angeles bank ? 

Mr. Wetiman. Well, I don’t know. I probably was as responsible 
as anybody for cutting out of any proposals that had anything to do 
with that, on the basis that that was a bloody shirt, and you wave that 
and you divide the industry again, and that we had had enough of 
trying to unscramble eggs, let’s try to make a new omelet. 

I think that you could find, and, as a matter of fact, as I recollect, 
you did find just as many opinions on that subject as there were people 
at the meetings. And I felt therefore that under those circumstances, 
let’s at least agree on what we could agree upon, which was primarily 
the matter of the appointment of the conservator, and the matter 
relating to the exact scope of the supervisory authority of the Home 
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Loan Bank Board, and not get involved in these intricate, involved 
questions about cutting out from the district two districts, and all the 
rest of the questions on which I personally did not feel competent to 
give an answer. 

Mr. Fiscupacu. You felt that it was better not to raise the question 
of the reestablishment of the Los Angeles bank, that it was so con- 
troversial a subject that its mere introduction would tend to disor- 
aang the group rather than to make a cohesive and functioning 

rou 
. Mr. Weitman. That is right. That has been my criticism of the 
activities of this committee, that it has been hashing over old grounds 
all the time instead of getting onto something for the future. You 
can’t take care of the past. We have got to deal with the future. 

Mr. Hourrretp. Mr. Wellman, you realize that this subject was in- 
voked by the Home Loan Bank Board in a statement by Mr. Divers 
and other members of the Board, and that of necessity such things 
having been brought before the subcommittee, we had to go ahead with 
that part of the investigation, because charges and countercharges 
were made both by the Gregory group and by the Home Loan Bank 
Board officials, and each member that appeared before the subcommit- 
tee would file a written statement that in turn would contain charges 
of fraud and maladministration and all of the other different malad- 
ministrative practices you can think of, and that the subcommittee it- 
self was thrown into the affair certainly far beyond its original desire. 
We had no desire to spend the time or the efforts that were spent in try- 
ing to clear up some of those subjects, and yet we found ourselves pe 
less in view of the fact so many charges were made before the sub- 
committee, that unless we went ahead and examined those charges and 
gave the other side the opportunity to file a rebuttal, we would be 
accused of being unfair ourselves. 

Mr. Wetiman. Well, I think that is probably partly true. Those 
things happen to be matters of opinion. I think that the California 
sto¢kholders committee shares a responsibility with this committee in 
prolonging and starting the whole thing off on the wrong foot, which 
is the problem of going backward instead of going forward. 

Mr. Ho.irrex. Let’s go forward at this time and go into some of 
those subjects that you considered for remedial legislation. Did you 
take up the subject of insurance in your considerations? 

Mr. Wetman. I am not sure I know what you mean by that, other 
than the Federal Savings and Loan Insurance Corp. 

Mr. Houtrretp. Yes, and the vulnerability to suit by the State of 
California, the extent to which the accounts were covered, whether 
the association had the right of recourse to either State or local or Fed- 
eral courts as a matter of right, or whether their entry in the suit 
depended upon the good will and the benevolent decision of the Board 
itself as to whether they would allow themselves to be sued. 

Did you take up that? 

Mr. Wetman. That subject was mentioned. Let me explain and 
perhaps I can clarify our whole problem. We have a whole series of 
ooeguans and we have not yet come to any final conclusions on any of 
these. 

Mr. Fisupacu. I don’t mean to cut you off or anything like that, but 
I wanted to understand from your testimony whether your group had 
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given or contemplated giving consideration to the subject of insurance, 
as the chairman inquired. 

Mr. WELLMAN. The intent is, first of all, we want to make our legis- 
lation as comparable as we can to existing legislation on other financial 
institutions. 

Mr. Hottrretp. Such as the Federal 

Mr. Wettman. The Federal national banking system, and an exami- 
nation of the State law of California with respect to these various 
matters, and the New York law governing mail savings banks, so that 
we would have the best legislation in that area before the legislative 
body. 

Tosi say we are not coming for something new, we are talking about 
something that other financial institutions have in the legislation gov- 
erning their operations, and, of course, our operations can’t help but 
follow the pattern. We understand that that is part of it. 

Mr. Houirtevp. Did you consider the subject of the continued trend 
of such corporations to voluntarily discontinue ? 

Mr. WELLMAN. No, we haven’t discussed it. 

Mr. Howtrtevp. That has not been a matter of discussion 

Mr. Wetitman. There had been some mention of it, I would say. 

Mr. Fiscusacu. It is not on the agenda ? 

Mr. Wettman. Our agenda is an open one. It is an open-end 
agenda, you know. You go along and you work on this and then 
you get some more ideas id maybe you will take that off. 


Mr. Hotzrtevp. Does there exist, in your opinion, at this time a 
trend in the State of California toward the discontinuance of such 
institutions ¢ 

Mr. Wertman. I don’t think there is anything you would call a 


trend. I think there have been a couple of them that have done so, 
but I wouldn’t say—— 

Mr. Houirteitp. Do you know whether there is another application 
now pending? . 

Mr. Wetiman. Not that I know of. 

Mr. Houtrtetp. Your group have not considered and therefore have 
no opinions on that subject at the present time ? 

Mr. Wetitman. No; not asa group. I mean, individuals may have 
an opinion, but not organized opinion on the subject. 

Mr. Fiscusacu. I take it also, from what we have already heard 
from other witnesses, Mr. Wellman, this subject of the authority of 
the Board to appoint a conservator without management being heard, 
or anybody else having an opportunity to be heard, was a matter that 
you have given some consideration to’ 

Mr. Wetiman. I would say that is the first time I thought about it, 
before the last election. 

Mr. Fiscunacn. Mr. Wellman, in connection with that issue did you 
give consideration to the report and recommendations of the Smith 
committee ? 

Mr. Wetuman. Well, there have been two reports made, and I un- 
derstand Representative King had proposed a bill on that subject. 

Mr. Howtrretp. Was the King bill satisfactory to your group? 

Mr. Wetitman. It isn’t quite, as I read the King bill. I think there 
are two pieces of legislation. I have never figured just exactly how 
it is intended to work. There was supposedly a bill on this matter. 
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But my own reaction to both the bills is that they do not meet the 
problem in as full a manner as they should. 

I think, for example, you have the problem of the Board having the 
true statistics on matters with an administrative hearing so the Board 
can have the power to appoint a conservator—it is a rather complex 
issue. That might look proper to those who have had a liberal educa- 
tion in administrative matters, but anybody else I don’t know. 

Mr. Fiscnsacu. Did you give some consideration as to how legal 
titles would be affected by the appointment of a conservator ? 

Mr. Wetiman. No. 

Mr. Fiscupacu. As to whether or not if a conservator were ap- 
y»ointed, a certified copy of the order of his appointment would have to 
Fe filed in every county in the business area of the Federal association 
for which he is appointed, so that the chain of title which covered the 
titles to deeds of trust should be apparent on the record ? 

Mr. Wetiman. No; that problem has never been discussed. 

Mr. Frscusacn. Isn’t it a matter which you feel is worthy of con- 
sideration by your colleagues? 

Mr. Wetiman. Well, I don’t know. It would seem to me—— 

Mr. Fiscusacn. Let me put it this way, Mr. Wellman: Isn’t that a 
matter which you think is worthy of consideration of the Holifield sub- 
committee ? 

Mr. Wetiman. I don’t think I can give you an opinion on that. I 
have never thought of it, frankly. My offhand reaction would be that 
a conservator should do those things which are necessary under the 
laws of the jurisdiction in which the association is operating. 

For example, you have one type of law in the State of California 
and you have another completely distinct type of real property and 
land law in the State of Oregon, so there is no relationship between 
the two of them. In fact, I doubt that there is very much relation- 
ship between them. And if you are going to try to sum it up to the 
extent of a Federal statue dealing with associations located in 48 
jurisdictions and located in different parts of the country, I think you 
might have to have an awful lot of legislation. 

Mr. Hortrtetp. But you have to consider the problem, where real 
property titles are involved, that such steps as are necessary should 

e taken by the conservator together with the innocent titleholder so 
the mortgagor or mortgagee might not suffer undue hardship, as was 
the case of the 8,000 titles that were clouded in the State of California. 

Mr. Loventtn. Doesn’t that call for a layman’s legal opinion, Mr. 
Chairman ? 

Mr. Fiscupacn. I understand Mr. Wellman is a lawyer. 

Mr. Hoxtrrerp. That is an industry problem. 

Mr. Wetiman. Iwill go along with you as far 

Mr. Hotrrtetp. This subcommittee is seeking facts, because we are 
very much concerned. There is nothing derogatory in the question. 

Mr. Loven. I realize that. 

Mr. Houtrrevp. We realize that Mr. Wellman is highly thought of 
in the industry. He is highly thought of by the chairman. TI have 
known him for many years and discussed these problems many times 
with Mr. Wellman. 

The chairman wishes to state further now that, notwithstanding 
his invitation to the industry to help the subcommittee in Washing- 
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ton by making some type of fornial legislative suggestions to this 
subcommittee, no such suggestions have been made. 

The chair also wishes to state that this subcommittee would wel- 
come constructive suggestions from you, Mr. Wellman, individually, 
or from the group that are working on this matter. We are certainly 
open to any suggestion which may be for the benefit of the industry. 

Mr. Loueniix. My thought on that, Mr. Chairman, is that so far 
any intricate type of questions, anything involving the matter of a 
chain of title or showing of such right or authority of a person who 
gets the title has been more or less left up to the title-insurance 
companies. 

As you probably well know, here in southern California those ques- 
tions are referred to the title-insurance companies, who are some- 
times referred to as the supreme court on titles. 

Mr. Wetiman. I will add to it, as a conservator he should be a 
good conservator, He should do everything that is necessary to pro- 
tect the assets of the association and the interests of the members, 
if it is Federal, from operators and any subsequent purchasers. Other 
than that I would not hazard an opinion as to the specific problem 
that has been raised by the Long Beach case, where after all you have 
an additional problem, that is, you have a separate type of a trustee 
set-up, which may or may not be a good practice. 

Mr. Houirretp. Any further questions of Mr. Wellman? 

Mr. Fiscurgacn. Yes. In connection with the appointment of a 
conservator and the impact. of such an appointment on chains of title, 
and in the business operations of Federal savings and loan associa- 
tions, drawing upon your experience in the industry, would you say 
that it would be beneficial if this subcommittee were to recommend 
legislation requiring that a conservator appointed for any Federal 
savings and loan association should in all respects record his power 
of appointment, his authority, and in other respects comply with the 
requirements that legally may govern with respect to titles in and 
interest. in real estate ? 

Mr. Wetiman. I don’t know. I would rather Mr. Loughlin give 
an answer to that. He is a practicing lawyer and fairly well ac- 
quainted with the problems of real-estate law. 

Mr. Hoxtrietp. I would be glad to hear what Mr. Loughlin has to 
say on that, myself. 

Mr. Loveutin. I am well aware, Mr. Chairman—I happen to have 
been counsel for one of the title-insurance companies here for a num- 
ber of years, and it is my opinion that the certificate governing the 
appointment of the conservator should be recorded in every county 
in which the association either operates or has holdings, whether of 
properties or of deeds of trust. 

Mr. Fiscusacu. I would like to ask: When he gives that opinion 
do you concur in that, Mr. Wellman ? 

Mr. Wetiman. I think it is very reasonable. 

Mr. Fiscupacn. Mr. Wellman, I would like to ask your opinion, 
again drawing on your experience as an executive vice president of one 
of these Federal savings and loan associations, don’t you think that 
it would be appropriate for the Congress to enact a law which would 
require that a conservator appointed for a Federal savings and loan 
association should account at stated intervals to the shareholders of 
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that association by filing accountings to the local Federal court having 
jurisdiction in the area in which the association is chartered ? 

Mr. Wettman. Well, of course, 1 certainly think there should be 
some kind of accounting, just the same as the managing officer of any 
association is supposed to give an accounting of those operations. 
Where it should be filed I don’t know. I think part of the answer to 
that depends on where the power to appoint the conservator stems 
from. 

Mr. Fiscupacn. Let’s examine the elements of that concept. You 
are a vice president of a local Federal savings and loan association 
in a community which is either adjacent to or suburban to the city of 
Los Angeles. The people in that community put their money and 
their savings on deposit in your association; isn’t that true? 

When you shake your head, the record doesn’t show it. 

Mr. WeitumMan. Yes. 

Mr. Fiscueacu. All right. Let’s assume that a board, whether 
of one, three or nine, in Washington decides to appoint a conservator 
for that association. Isn’t it immediately a fact that the impact of 
such a decision is the doubt it puts upon the assocation, and, secondly, 
some stranger, some foreign individual, that is, foreign to the com- 
munity, comes in and assumes possession and control over the savings 
and the moneys and the properties of individuals who are share- 
holders in the association? Isn't that true? 

Mr. Wetiman. Yes. 

Mr. Fiscusacu. Do you think under our system of government and 
what you know about the operation of community endeavors as 
expressed by the chartered Federal savings and loans associations, 
that it would be appropriate to have the shareholders of the com- 
munity, let us say, of Glendale or Pasadena, to be able to go into the 
Federal court in Los Angeles and call upon that conservator to file an 
accounting of what he did with their funds, or do you think, in contra- 
distinction to that system, that it would be more appropriate to have 
those persons who were residents of Glendale or Pasadena to have the 
sole and exclusive remedy of going to Washington and asking some 
board for an accounting ? 

Mr. Wetitman. No; I don’t think that it should be done that way, 
but rather I would say—I think there should be some type of account- 
ing; but the only thing I am concerned about, though, is from a practi- 
“al point of view, and now I am arguing against the industry in a 
sense. I think there was something happened in this Long Beach 
case that should not happen in any industry. It should never get 


. tied up with sixteen million different restrictions at any time. 


Whatever type of statutory procedure is arrived at, you are going 
to have some compromise between the problem of accounting and the 
problem of having the conservator snarled up under too many re- 
straints. I don’t know how you are going to accomplish that in every 
case. I don’t know what is the enswer to it. 

But assuming that the appointment of the conservator was properly 
done in the first place, which I think is the first problem you have to 
work with—assuming this conservator is properly appointed in the 
first place, you’ want to be sure that you not hog tie him with restrain- 
ing orders so that he will be continually having to defend himself 
against attack on his conduct in running the association, which is his 
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job in the first place—I am not sure you would want to go into all 
that. 

Mr. Fiscunacu. We will take it, however. | 

Mr. Wetiman. If he gets mixed up with the law all the time, I 
think we do not want that. The Long Beach case is not like this 
situation. That, in the last analysis, probably will never happen 
again, regardless of how arbitrarily he acts. You are going from no 
control over a manager or management to run clear the other way. 

Mr. Fiscnsacn. Mr. Wellman, you are employed, I suppose, by 
the shareholders in your association ? 

Mr. Wettman. Yes. 

Mr. Fiscunacu. Are you accountable to them for your steward- 
ship in the office ? 

Mr. Wetiman. Yes. 

Mr. Fiscupacn. Could one of the shareholders in the association 
go into Federal court in Los Angeles—— _ 

Mr. Wetman. That is a good question. 

Mr. Fiscupacn. To bring suit. against you and have you account 
for your actions while in office ? 

Mr. Wetiman. I suppose he could. 

Mr. Fiscusacu. If a conservator were appointed to take over 
from you and the conservator were to operate the association, do you 
think your shareholders should have a lesser right ? 

Mr. Wetman. No. 

Mr. Fiscupacn. Should have a lesser recourse against the conser- 
vator than they have against you? 

Mr. Wetiman. No; I agree with you they should have the same 
rights against the conservator probably, but, on the other hand, I 
think you have got this other problem, and I don’t know what the 
answer to it is. Maybe part of the answer is in that occurrence out 
there. But what I am concerned with is, assuming you appoint a 
conservator with a legitimate basis, you can have an awful razzle- 
dazzle, like we have been having in Long Beach, irrespeetive of the 
merits of the procedure, whether it should have been seized or should 
not have been seized, or anything else; it has been an awful mess. 

Mr. Fiscupacn. Do you think that a conservator should have re- 
sulted from that # 

Mr. Wetiman. No; but there should be some kind of safeguards, 
because, after all, the situation is not analogous. 

Mr. Fiscusacn. Pardon me, Mr. Wellman. On the safeguards 
and the extent to which they should go, do you believe that should be 
a unilateral or bilateral thing, that the conservator should be chosen 
from the shareholders, who might be responsible to the shareholders 
as well as their conservator ? 

Mr. Wetiman. I think that should work both ways. I think he 
should have the same rights that I should have myself in our associ- 
ation. It isa little different situation, from a practical point of view, 
than you had in Long Beach, because there you have a lot of prob- 
lems with the conservatorship that you don’t normally have with 
the management. 

Take for one, we are working as a cooperative, which is a peculiar 
kind of an animal, to begin with, and a lot of those problems we are 
talking about now are problems that have never been resolved. For 
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instance, the interest problem that has been raised in the State of New 
York, where they are mutual savings banks with trustees and perpetual 
trust trustees, without any power in the members to appoint those 
trustees, the — comes up if they wanted to convert to a Federal 
savings and loan association, could they do that? And there is no 
answer to that problem. 

Mr. Fiscupacu. One of the answers, I might state, was found by the 
Hughes investigation. You will find that quite interesting if you go 
into it. 

T have no further questions of Mr. Wellman. 

Mr. Hotirreip. I have no further questions of Mr. Wellman. I wish 
to thank you for your appearance here today on such short notice. 
I again renew my request that if you, as an individual, or your 
group have any constructive legislation regarding the ills that a 
beset this industry in California, and I am sure I am speaking for the 
members of the subcommittee, we would be very glad to receive your 
suggestions before we consider our report. 

r. Wetiman. I think you will be hearing from us. 

Mr. Ho.trievp. I would also like to say that it is the intention of 
the — to submit a formal written report and attempt to have 
it printed. 

r. Fiscupacu. And attempt to have it adopted, too. 

Mr. Ho.irte.p. And attempt to have it adopted and have the report 
printed before Congress adjourns. 

Mr. Fiscuzacu. May I ask for permission to express my apprecia- 
tion of Mr. Loughlin’s cooperation in appearing here on such short 
notice as under the circumstances he had to, and, as counsel for Mr. 
Patton and for Mr. Wellman, I think that his cooperation has been of 
singular aid and assistance to us in expediting the work of the sub- 
committee here in Los Angeles. 

Mr. Loveuurn. Thank you, Mr. Fischbach. 

Mr. Hortrre.p. The meeting is adjourned. 

(Whereupon, at 5 p. m., Friday, March 28, 1952, the meeting was 
adjourned. ) 
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YouNcerR Excerpt C 


[Rhoades Exhibit No. 8] 


San FRANcIsco FepeRAL SAVINGS AND LOAN ASSOCIATION, 
San Francisco, Calif., January 21, 1949. 
Re: Federal Home Loan Bank and Long Beach Federal Savings and Loan Associa- 
tion Litigation 
Mr. J. ARTHUR YOUNGER, 
Executive Vice President, Citizens’ Federal Savings and Loan Association, 
654 Market Street, San Francisco, Calif. 

Dear Mr. YOUNGER: Agreeable with your request of December 21, 1948, I am 
enclosing $56.35 on account of the above. The reason for the delay in sending 
these funds was due to my having referred the matter to our attorney, Mr. Sooy, 
who incidentally has just returned to his office after recovering from a recent 
illness. 

We are all expecting that the final adjustment of this troublesome matter 
will be effected within the next few months. It has certainly done the industry 


no good during the period, and I hope that it will be a long time before any- 


thing like this comes up again. 
Very truly yours, 
A. BE. AgcHrBalLp, President. 
AEA: 11m, 
Enclosure. 
Ce—Mr. Charles D. Sooy. 
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Youncer Excerrpr EK 
Aprit 9, 1948. 
Dean C. W. LEAPHART, 
School of Law, Montana State University, 
Missoula, Mont. 


Dear Mr. LEAPHART: I am sure you are familiar with the resolution passed 
by the Utah Savings and Loan League relative to the continuation of the San 
Francisco Bank. 

Recently at a meeting of the associations in East Bay including Berkeley and 
Oakland, a unanimous resolution was adopted instructing Mr. William Davis 
to resist any move to re-establish the Los Angeles Bank and Portland Bank and 
to oppose any appropriation for damage settlement with the Long Beach Federal 
or appropriations to pay attorney fees for the Federal Home Loan Bank Com- 
mittee of the California Savings and Loan League. 

Our Bay Cities Savings and Loan League is going to meet next Tuesday and 
from what I can gather, I feel sure they will adopt a resolution opposing settle- 
ment of pending litigation. We do have a group here in the Bay Area who are 
agreed to raise necessary funds to employ counsel to restrain the directors of 
the Federal Home Loan Bank of San Francisco from appropriating any funds 
to the Long Beach Federal or to the Home Loan Bank Committee of the California 
Savings and Loan League. 

From what I gather the industry is pretty well exercised over the recent turn 
of events and will want to see all questions left to the attorneys and courts with 
final approval to come from the Supreme Court of the United States. 

I sincerely hope that the directors of the San Francisco Bank, knowing that 
suits will be filed on whatever action they take, will conclude that they are going 
to run the San Francisco Bank to the best of their ability leaving all other ques- 
tions to counsel and the courts adopting no compromise settlements. 

Cordially yours, 
J. ARTHUR YOUNGER, 
Executive Vice President. 
JAY.do, 


YOUNGER Excerpr F 


FEDERAL Home LOAN BANK oF SAN FRANCISCO, 
San Francisco 3, Calif., June 29, 1948. 
J. ABTHUR YOUNGER, 
Executive Vice President, Citizens Federal Savings and Loan Association, 
654 Market Street, San Francisco, Calif. 
Dear Art: In accordance with our telephone conversation of this morning, 
I enclose a copy of a resolution passed last week by the Washington Savings and 
Loan League. 
Sincerely yours, 
GERRIT VANDER ENDE, President. 
Enclosure. 


[Rhoades Exhibit No. 9] 


Whereas the territory formerly comprising the 11th Federal Home Loan Bank 
District is now served by the Federal Home Loan Bank of San Francisco, and 

Whereas the territory now served by the Federal Home Loan Bank of San 
Francisco comprises approximately 44th of the entire area of the United States, 
and 

Whereas maintenance of the home office in San Francisco and branch offices 
in Los Angeles, California, and Portland, Oregon, increases the over-all cost of 
operation, and 

Whereas the operating conditions of the institutions in the two former districts 
now served by the Federal Home Loan Bank of San Francisco are somewhat 
different, and 

Whereas it is desirable for member institutions to have a Federal Home Loan 
sank located within easy access to their respective organizations: Now, therefore, 
be it 

Resolved, That the Washington Savings and Loan League request the Home 
Loan Bank Board to reestablish a Federal Home Loan Bank in the Pacific North- 
west to serve the territory formerly known as the 11th Federal Home Loan Bank 
District. 
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Younger Excerpt G 
Aveust 19, 1948. 
Mr. JAMES Twoury, 
Chairman, Board of Directors, 
Investors Syndicate, Minneapolis, Minn. 

Dear Jrm: I am not surprised that you asked the question about who was 
suing who, As a matter of actual practice, some of the men are suing them- 
selves. For instance, Roy Hegg is a member of the Stockholders Committee 
of the Los Angeles Bank which brought suit against the Federal Home Loan 
Bank of San Francisco, where Roy is also a director. In our next suit, Bill 
Davis as Chairman of the Board of the Community Savings and Loan Associa- 
tion, was one of the institutions bringing suit against the Federal Home Loan 
Bank of San Francisco to restrain the directors from entering into a settle- 
ment and, as you know, Bill is Vice Chairman of that Board, so there are many 
queer combinations arising out of this unnecessary muddle. 

Fundamentally, however, the suits are as follows: The Stockholders Com- 
mittee of the Los Angeles Bank filed a suit to reestablish the Los Angeles Bank 
and a group of shareholders of the Long Beach Federal filed a suit to reeover 
their institution. After the conservator was dismissed from the Long Beach 
Federal and it was returned to its directors, Mr. Gregory of the Long Beach 
Federal then amended his suit claiming some $26,000,000 in damages. Judge 
Hall by order then consolidated the stockholders’ suit and the Long Beach suit 
into one consolidated action, no part of which has reached trial, and I doubt 
if Mr. Gregory’s attorneys intend that their case should go to trial. 

Last month the general counsel for the Board for the Home Loan Bank Board 
and Mr. Adams, a member of the Board, came to the directors of the San Fran- 
cisco Bank with a stipulation for a settlement of all the suits; namely, that 
$100,000 be given to the Stockholders Committee of the Los Angeles Bank to 
cover their expenses for legal fees, $250,000 was to be given to the Long Beach 
Federal to compensate them for legal expenses, and a $10,000,000 loan was to be 
made to the Long Beach Federal over and above their legal line of credit at a rate 
of interest of 4% of 1 percent higher than the cost of the money to the Bank. 
The loan was to be for a ten-year period unamortized. 

The ten associations here that were mentioned in the letter that I sent to. 
you brought action in the San Francisco District Court to restrain the directors 
of the San Francisco Bank from entering into such a settlement and using 
the funds of the Bank for that purpose. 

Gregory’s attorneys then went into Los Angeles District Court and got a 
restraining order against us proceeding with our show-cause action until such 
time as the court tried the principal case on file with Judge Hall in the District 
Court there. Then, as retaliation for our audacity to go into court, Gregory’s 
attorneys filed a summons on all of the directors of the ten institutions, some 
eighty of them, making them parties in his $26,000,000 action for damages, 
Papers served on us weigh about six pounds, so you can see that Gregory's 
attorneys are now dealing in poundage and will probably be paid accordingly. 

Mr. Adams of the Board, when he was here in San Francisco last, told us 
that Tom Gregory had on his desk bills for counsel fees and expenses totaling 
some $750,000 already. If that is the case and he does not recover damages 
or get his settlement, his institution is well on the road to bankruptcy. Of 
course, I fully appreciate that those claims that he now talks so glibly about 
can be settled for thirty or forty thousand dollars. 

The Board in Washington seems to be determined to make a settlement and 
Adams intimated while he was here that the orders came from the White House. 
We have no objection to the Board making the settlement ; provided, they supply 
the funds. out of their budget or assess the Bank System for their mistake, if any, 
but we are not willing to have the Federal Home Loan Bank of San Francisco 
stuck with the entire load. 

Vander Ende, President of the Federal Home Loan Bank of San Francisco. 
has just been elected President of the Pacifie Coast First Federal Savings and 
Lean Association in Tacoma, which is the second largest association in the 
west with assets of some $46,000,000. His leaving, of course, makes some 
change in the bank picture because Van has lots of friends in California, but 
confidentially I am hopeful that the directors will elect Russ Beill as his suc- 
cessor and then we would at least have somebody in the office who cannot be. 
pushed around. 

I hope that in this disjointed explanation I have somewhat clarified for you, 
the present status of the Federal-Home Loan Bank of San Francisco. Certainly 
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the new Board in Washington have not added anything to their stature by their 
method of handling this whole situation and specifically by not having a stipula- 
tion from Mr. Gregory about law suits before they turned the association 
back to him. 
Cordially yours, 
J. ArTHUR YOUNGER, 
Executive Vice President. 


JAY.do 





Youncer Excerrt H 
SEPTEMBER 27, 1948. 
Mr. J. K. BAILuiE, 
President, Los Angeles Federal Savings and Loan Association, 
645 South Hill Street, Los Angeles, Calif. 

Dear Jack: Since talking with you the other day we have had some new and 
favorable news. 

Ken Heisler, General Counsel for the Home Loan Bank Board, called Mr. 
Angell Friday to say the Board in Washington has determined that 90% 
of the associations in the 11th and 12th bank districts are opposed to payment 
of any funds to Mr. Gregory and they have therefore decided to defend against 
all of Gregory’s suits. They have instructed their counsel to cooperate with 
the counsel for the Federal Home Loan Bank of San Francisco in the defense 
of all cases and that all their records are to be made available to the Bank. 
However, they still feel that the banks should be separated and have called what 
is termed an “administrative hearing” to be held in Washington the first week 
of December for the purpose of gathering all the information possible, both pro 
and con on the separation of the San Francisco Bank. 

Just what is behind this is not clear in my mind because it doesn’t make sense 
with the decisions heretofore made by the same three individuals who now 
compose the Bank Board. It might be that they are merely trying to beat Con- 
gress to the draw with their own hearing rather than have Congress take up 
their own investigation. In any event, the Board certainly is leaning far more 
toward our direction than they ever have before and I am still of the opinion 
that as long as they have definitely decided to defend against all of the Gregory 
cases, it will not be possible to separate the bank until that litigation is com- 
pleted which might be from one to three years depending upon how long Mr. 
Gregory holds out. I doubt if he holds out for any such length of time. As you 
know, he is not paying his insurance premium nor is he paying his interest on 
the Federal Home Loan Bank loan. Certainly that condition is not going to be 
permitted to continue very long without somebody asking for another conservator. 

In talking with Tom the other day,, he said that you folks would be up here 
on October 7 or 8. We will have a committee from the Bay Area League to 
meet with your group and determine just what presentation we should make at 
this administrative hearing in Washington. Perhaps we can find a common 
basis on which your group and our group can present a united front for the 
continuance of the San Francisco Bank for the good of the industry. 

Cordially yours, 
J. ARTHUR YOUNGER, 
Executive Vice President. 
JAY; do. 





YOUNGER Excerpt I 
NOVEMBER 26, 1948. 
Mr. J. K. Baiuyie, President, 
Los Angeles Federal Savings and Loan Association, 
645 South Hill Street, Los Angeles, Calif. 

Deak JAcK: You can imagine my surprise this afternoon when in talking with 
Tom Dixon he said that you had told him that I had misunderstood you about 
promising me $600.00 to help defray ¢xpenses in our effort to protect the Fed- 
eral Home Loan Bank of San Francisco against settlement of unadjudicated 
claims. There just could not have been any misunderstanding for you not only 
promised it once but three times in my talks with you. In fact, I talked with 
no one who was more interested in protecting the Federal Home Loan Bank of 
San Francisco than you as shown by your long distance calls to me. 
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Naturally we have counted on those funds and need them badly to settle with - 
our attorneys. My suggestion is to send Tom Dixon a check fer services and 
let him take care of forwarding the money. 

Only this week I had to step in to prevent a new stipulation being circulated 
wherein the Federal Home Loan Bank of San Francisco would have been liqui- 
dated and the two former banks reestablished after which all the forces includ- 
ing the California Savings and Loan League Committee would combine to fight 
the Long Beach Federal claims. 

One of the principal factors in our filing our case up here was your interest, 
encouragement and direct promise of financial assistance. Jack, you cannot 
turn me down at this state. 

Cordially yours, 
J. ARTHUR YOUNGER, 
Executive Vice President. 
JAY.do 
ce to Tom Dixon. 


Youncer Excerpt J 


INVESTORS SYNDICATE, 
Minneapolis, January 24, 1949. 
Mr. J. ARTHUR YOUNGER, 
Precutive Vice President, Citizens’ Federal Savings and Loan Association, 
654 Market Street, San Francisco 4, Calif. 

Dear Art: We seem to be condemned, at least for the present, to these long 
range communications rather than the visits across the table or with the fire 
between us which I should so much enjoy. When last I saw Nugent in New York, 
he told me that Mrs. Younger and you had just recently come and gone—another 
example of my bad luck and our ill-starred course of getting together. 

I am wondering what the developments are in the Bank System, whether the 
Los Angeles Bank is to be restored, and, if so, by what arrangements with the 
existing litigation and under whose leadership among the directors and whose 
presidency. As you know, I have rigidly refrained since leaving the Government 
from any kind of interference in the Bank System, and I do not wish to depart 
from that good and wholesome policy. However, I am naturally concerned with 
the well being and good fortune of an organization to which I gave quite a bit 
of time, and the particular question of the Los Angeles Bank has been brought 
to my attention lately by several inquiries of good and worthy persons seeking 
consideration for the presidency of the Bank if, as, and when it should be re- 
established. To all of these I give the same answer—namely, that I am out of 
it with what I hope is great good will all around and at both ends of the line, 
and I do not propose to jeopardize good relations and many warm personal 
friendships by meddling in the System from which I am now finally and perm- 
anently separated. 

Inasmuch as some of these inquiries, however, are old time friends and certain 
among them at least would make excellent executives of banks in point of char- 
acter and experience, I might like to direct them your way or in whatever di- 
rection you might suggest, whereby they might at least receive consideration. 

tive me your views, therefore, Art, at your convenience, and tell me, too, how 
everything goes with you personally. 
As ever yours, 
JAMES Twonuy. 


JT:LD. 


YouNGER Excerpt K 
JANUARY 28, 1949. 
Mr. James Twouy, 
Investors Syndicate, Minneapolis, Minn. 

Dear JIm: I have just written Nugent something of the present status of the 
San Francisco and Los Angeles Banks and will enclose a copy to you in order to 
save time. 

To give you a little of the background—Harold Holmes was one of the 
attorneys for the ten associations here in Northern California that brought suit 
to restrain the Board from agreeing to the stipulation of settlement recommended 
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by the Board in Washington some months ago. While one of the motions was 
being argued in the Los Angeles court there was a couple of days delay and Mr. 
Holmes visited with Gregory’s attorneys as well as the attorneys for the Stock- 
holders Committee of the Los Angeles Bank, and came back with the idea that a 
settlement could be very easily reached. He asked for a conference with Mr. 
Rosenshine, the other attorney for the group, and myself. He outlined the terms 
on which the settlement could be made, which would involve the elimination of 
all of the personalities in the Los Angeles Bank ease, starting out with a new 
Board of Directors and officers—among other things. I told him that I thought 
he was reaching conclusions unwarranted by the facts, but the attorneys wanted 
a conference with the ten associations which they represented. 

In the meantime, Bill Davis and Holmes had gotten together and Bill had 
suggested that it would be a good thing to elect Holmes President of the San 
Francisco Bank since Van der Ende had resigned, in order to tie up the loose ends 
for the settlement. Our ten associations agreed to go along with the settlement 
as outlined by Holmes, but again I warned them that I was positive that there 
would be no elimination of the personalities in the Los Angeles Bank, and we- 
would have the Los Angeles Bank returned te the old Board with Mr. Gregory 
as the leading Board member and Charlie Berry as the President. Again, Holmes 
said he was sure that that would not be requested by either Gregory or the 
Stockholders Committee. 

Holmes and Bill Davis then went to Washington to eonfer with the Federal 
Home Loan Bank Board and came back with the stipulation that— 

(1) The San Francisco Bank was to forgive $125,000 worth of interest 
on the $6,000,000 in notes of the Long Beach Federal. 

(2) The Home Loan Bank Board was to forgive $90,000 in examination 
costs and conservator expenses now charged against the Long Beach: 
Federal 

(3) The Portland and Los Angeles Banks were to be reestablished under 
the control of their original Boards of Directors, with the same officers who- 
were in office at the time the separation was made effective. 

(4) The Board of the Los Angeles Bank shall refrain from electing new 
officers until an election had been held and a new Board elected, or the 
old Board eonfirmed by an election. (This, howeyer, was not included in 
the agreement but was just a “gentleman’s understanding”’—so called—but 
I do not know how they could so dub an agreement which was not between 
gentlemen. ) 

(5) Mr. Gregory is to get a loan up to the full legal limit of his borrow- 
ing capacity at a rate of 4% higher than the Bank pays for its money. 

(7) There is an agreement with the Board of the Los Angeles Bank that 
additional funds will be advanced to Mr. Gregory at any time during a ten: 
year period that he needs additional funds to take care of any emergency 
which would be a loan in excess of his borrowing capacity. 

As I pointed out to Nugent, so far as I know, while Gregory has consented’ 
personally to the stipulation he has never signed any agreement to that effect, 
and of course, he admitted that his personal confirmation of the agreement was 
subject to approval by his Board of Directors and attorneys. He also has some 
new suits filed against him and his Board by a group of shareholders, charging” 
that they have misused the Association’s funds, Those cases will probably have 
to be gotten out of the way before a final settlement can be reached by the Board 
in Washington has their way and are carrying out the promises made at the: 
time of their appointment, namely, that they were going to restore the Portland 
and Los Angeles Banks, and restore the Long Beach Federal to Mr. Gregory. 
One of the surprising things is that the Board in Washington, who at first thought 
Mr. Gregory was a muchly abused man, now consider him unreliable and untrust- 
worthy, but despite their conclusions they insist that he is a good manager and 
the Association should be returned to him. 

As you probably have heard, I took Mr. Divers to task rather severely at 
the National League meeting at French Lick, on the grounds that there was no: 
longer any public interest in supervision from the Home Loan Bank Board, but 
supervision consisted of a popularity contest, in which the Board was doing 
exceedingly well, but that the Associations were at the same time putting them- 
selves in a more and more vulnerable position if the recession which seems: 
unpreventable strikes us, 

I think our Association is in such good shape that neither the Board nor 
Charlie Berry will be able to retaliate against me for the position I have con- 
sistently taken on this Bank case. I have no apologies to make to anyone, I 
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think that the group in Washington has acted like a bunch of kids and totally 
without regard for public interest. 

Charlie Berry was here in San Francisco day before yesterday, calling on the 
Associations and telling them he was not going to hold any grudges and would 
forgive them all. I don’t know where he gets all of this omnipotence, but it is 
apparently making him feel good. For the record, however, he didn’t come in 
to Citizens’ Federal, and so far as I am concerned there is no forgiving on his 
part—that if there is any forgiving it will be on my part. 

I am sorry that we missed you in New York, but certainly some time you are 
going to have to examine the offices here in San Francisco. 

I see Mr. Davis frequentiy, and he always asks if I have heard from you. 
He goes to the store every day despite his 78 years, but he is not the well man 
that he used to be. 

Cordially yours, 
J. ARTHUR YOUNGER, 
Executwe Vice President. 
JAY: mm. 


YouNGER Excerpt L 
Fesruary 23, 1949. 
Via Air Mail. 
Mr. Joun H. Faney, 
Littie’s Point, Swampscott, Mass. 

Dear Mr, FAHEY: Thanks very much for your letters of the 15th, 16th, and 18th 
of February, all of which arrived in today’s mail. 

I am not familiar with the reference in Mr. Divers’ speech about reserves. 
We are not members of the U. 8. League and do not get his confidential bulletin, 
so do not know what he was referring to. 

As to your questions about the Treasury Department, the Department of Justice 
and General Accounting Office approving the proposed settlement for the San 
Francisco Bank, I cannot definitely say that any one of the Departments have 
formally approved. All I do know is that Mr. Divers and Mr. Adams told Mr. 
Will Davis that they had discussed the matter informally with the interested 
Departments and were assured that their approval would be forthcoming. It 
was on that assumption that the Board of the San Francisco Bank approved the 
settlement. 

There now seems to be a hitch in their negotiations. Accurding to the latest 
rumor, Mr. Gregory and his attorneys will not settle for the amount stipulated 
in the agreement passed by the Directors of the San Francisco Bank, the details 
of which I sent to you before. Mr. Holmes, only yesterday told a friend of mine 
that it was his opinion that the litigation of the Long Beach Federal would have 
to proceed but that he was hopeful that in the meantime the Board in Washington 
would dissolve the San Francisco Bank and reestablish the Portland and Los 
Angeles Banks, under a stipulation that if, as, and when the Long Beach Federal 
were able to secure judgments then those judgments would be prorated between 
the two banks in the same proportion as the assets of the San Francisco Bank 
are distributed in the segregation. I am not sure that the Directors of the San 
Francisco Bank will approve of any such segregation while there is litigation 
pending, and I am not so sure that Mr. Holmes, even if he so recommended, could 
get the majority of the Directors to go along on such a recommendation. So, at 
the present, there seems to be a “falling out among the thieves.” 

I also understand that the approval of the General Accounting Office, which 
the Washington Board is counting on, has been assured to them by Mr. Gregory, 
who told them that he had sufficient political power not only to guarantee the 
approval by the General Accounting Office but also by the Treasury and the 
Department of Justice, and he may have, because the Wilhoit-Jones indictments 
have not appeared due to political pressure which Gregory has exercised over the 
Department of Justice. 

If you can do anything in Washington it will be helpful. 

Cordially yours, 
J. ARTHUR YOUNGER, 
Executive Vice President. 
JAY: mm. 
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Youneer ExHinsit M 
LiTtle’s PorNt, 
Swampscott, Mass., June 18, 1949. 
Mr. J. ARTHUR YOUNGER, 
Executive Vice President, 
Citizens’ Federal Savings and Loan Association, 
654 Market Street, San Francisco, Calif. 

Dear YOuNGER: Thank you for your letter of June 6 which was most interest- 
ing. Mr. Angell was in Washington the first of this week and telephoned 
me on Tuesday night to advise me that he had a lot of good and interesting 
news. 

He explained he was in Washington for the further conferences with members 
of the Home Loan Bank Board, the Legal Department, and the Department of 
Justice. He said that they had not proceeded with the action contemplated 
in Los Angeles some weeks ago and that the entire issue was now really going 
to be fought out in the Courts. 

He was assured, he said, that there would now be no holding back by the 
Department of Justice or the Bank Board and explained that Mr. Mel Siegel, 
one of the top assistants to the Attorney General, wanted to make an appoint- 
ment to see me very soon to get further information as to the background of 
the whole Long Beach and Los Angeles Bank affair. I assure him, of course, that I 
would be glad to meet Mr. Siegel and cooperate in every way I could to assist 
them in fighting the case. 

I received word that Mr. Siegel is coming up next week and will telephone me 
the latter half of the week to make an appointment to get together. All of 
this means, as Mr. Angell sees it, that the litigation in the San Francisco Bank 
case will go through to the end. This, of course, is what should be done. Of 
course, the case should be taken entirely out of the hands of Judge Hall and 
fought out before some absolutely unprejudiced Judge. Moreover, the entire 
issue should be taken to the Supreme Court if necessary. I am certain the 
Supreme Court would never stand for any such action as that taken by Judge 
Hall. © 

I am certainly surprised at what you tell me about a change of front by 
Mr. Adams. He has been so bitterly prejudiced in the past that it is now very 
hard to understand his about-face. On the occasion of his first visit to the 
Pacific Coast, he sent word to Judge Dougherty of the Washington Legal Statf 
of the Home Loan Bank Board that he wished to make an appointment to. 
meet him at Long Beach to go fully into the facts relative to the Long Beach 
affair. Judge Dougherty, you will recall, as being Assistant General Counsel 
of the Home Louw: Bank Board, was in Long Beach at the special request of 
the Department of Justice at the time when Judge Hall was due to dismiss the 
injunction against the holding of a hearing of the facts in the case. You will 
remember, Hall originally issued this injunction and the Supreme Court dis- 
missed it. Notwithstanding the request that he made to Judge Dougherty that 
he arrange to be available for a conference, Mr. Adams never followed the 
matter up when he had an opportunity to learn all the facts promptly. 

Sometime later, however, he went to Long Beach and put in part of a day with 
Mr. Amman. In the short time at his disposal on that occasion, Amman 
gave to Mr. Adams a comprehensive statement of facts. On the basis of what 
he was told at that time by Amman, whom you know to be a disinterested 
and able public servant, no man of good judgment would follow the course 
which Mr. Adams pursued. Only a short time after he joined with Dyke in 
passing a vote in the Home Loan Bank Board without notice and without 
having the matter placed on the agenda, postponing the hearing which had 
been fixed following the dismissal of the injunction by Judge Hall. If Mr. 
Adams has now had a real change of heart, it is certainly most encouraging. 

I think that the maintenance of public confidence in Federal Savings and 
Loan Associations is vital to their future success and progress. I am convinced 
that it will be menaced if this Long Beach-Los Angeles Bank business is not 
cleaned up thoroughly, and I hope that no amount of pressure will now inter- 
fere with this further attempt of the Department of Justice to fight the issues 
out. 

Re Mr. Angell’s telephone call to me and the proposed conferences with Mr. 
Siegel, will you please hold these matter confidential until Mr. Angell feels 
free to convey it to you. I know you will appreciate that if very much is said 
about impending developments at this stage of the game, it might reach the 
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Gregory outfit and complicate matters. Please keep me advised of anything 
further that comes to your attention, however, and I will post you regularly. 
Mrs. Fahey joins me in best wishes to Mrs, Younger and to you. 
Sincerely, 
JOHN H, FAHEY. 
JHF: bh. 


YounGcer Excerper N 
JULY 13, 1949. 
Mr. JoHN H. FAHEY, 
Little’s Point, Swampscott, Mass. 
; Dear Mr. Fauey: Since receiving your letter I have had several phone con- 
versations with Mr. Angell who confirmed the information as you related it 
to me. 

I understand that at the last directors meeting of the San Francisco Bank, the 
directors took the legal phases of the San Francisco Bank case out of the hands 
of Harold Holmes, the President, and put them definitely in the hands of their 
counsel, Mr. Duesenberry. I suggested to Bill Davis the other day that Harold 
Holmes now should resign that he had made an effort and failed and that the 
directors should elect a President to run the bank and leave the legal side of the 
case to the lawyers. 

Harold has intiminated that he will resign within thirty or sixty days and I 
believe that if he is out of the picture and we get a rather strong man in as 
President again, we will not hear so much talk about compromising. 

I saw the copy of Collier’s Weekly about Mike Moss. I believe you are the 
one who sent it to me originally. 

Jim Twohy dropped in for a visit about two or three weeks ago. He looks 
fine but is very anxious to get back to the Coast. 

At a recent California Savings and Loan Convention in San Francisco, Bill 
Bowman made quite a eulogy on Tom Gregory. I was not present at the time 
but heard about it from others and the surprising thing to me is the number of 
good managers in the Industry who still think that Tom is the paragon of 
virtue just the way he is touted up to be by such men as Bill Bowman. 

The Home Loan Bank Board seems to be acquiring a few lawsuits of their 
own on the East Coast in connection with branch offices which they have been 
granting. 

There is hardly a day that passes when the American Banker does not devote 
at least one front page story to the conflict now existing between the banks 
and savings and loans, all of which I regret because I do not think it necessary 
to have any fight between the banks and ourselves if we stay in our proper field 
and the banks stay in theirs. 

We are having marvelous weather and I know you must be at Swampscott but 
when the snow flies this winter, I do hope that you and Mrs. Fahey come out 
here and visit. Mrs. Younger and I would certainly be delighted to have you as 
our guests. 

Cordially yours, 
J. ARTHUR YOUNGER, 
Executive Vice President. 
JAY: do. 


Younger Excerpt O 


AvueustT 18, 1949. 
Mr. JoHN H. FAuHeEy, 
Little’s Point, Swampscott, Mass. 

Dear Mr. FAHEY: There has developed a situation in Oakland with Mr. Will 
Davis’ association which might answer why a few months ago he turned to sud- 
denly against the San Francisco Bank and played ball with the Stockholders 
Committee of the Los Angeles Bank. 

To give you a little of the history, there-was a Community Savings and Loan 
Association in Berkeley operated by Mr. Peake. Mr. Peake converted his associa- 
tion to a State Chartered Mutual Association and from a State Chartered Mutual 
Association into a Capital Stock Association. However, at the time of the con- 
version from Mutual to Capital Stock, he was required to pay to the shareholders 
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a special distribution of 34% out of the reserves. Mr. Peake and Associates put 
in $118,000 Capital Stock and $11,800 was paid in surplus. 

He operated the association for about 144 years and then sold the company 
ito Mr. Stuart Davis, son of Will Davis for $300.00 per share. The Common 
‘Stock was originally $110.00 a share including the paid in surplus. Also, the 
‘shareholders at the time the Capital Stock Company was set up were given an 
opportunity to buy Capital Stock in the Community Savings and Loan Association 
on an agreed proportionate basis of their savings. 

Will Davis, as you know, operated the First Federal Savings and Loan Asso- 
ciation of Oakland. Some six months ago he converted the First Federal into 
the First Savings and Loan Association of Oakland, a State Chartered Mutual 
‘Company. He now proposes to merge the First Savings and Loan Association 
with the Community Savings and Loan of Berkeley. The First Savings and 
Loan has reserves as follows: $367,788 in Federal Insurance Reserves, $62,500 in 
Reserves for Contingencies and $66,135 in Reserves for bad debts. 

In the merger the First Savings and Loan will add to the Federal Insurance 
Reserve the $62,500 now in Reserves for Contingencies. These figures that I have 
quoted are as of July 1. He will come out a merged company called the First 
Savings and Loan Association with capital stock of $118,000 and reserves of all 
*ypes totaling $848,028. There is to be no distribution to the shareholders of 
the First Savings and Loan Association nor an opportunity to buy capital stock 
in the new company. 

The only promise given to the shareholders is that if the institution liquidates 
within ten years, then the shareholders of the original First Savings and Loan 
will receive their pro rata share of the surplus and undivided profits as of July 
1, 1949 provided they keep their money in the merged association until such time 
prior to ten years that the association is liquidated. 

Of course, they would not liquidate within the ten years but would keep the 
association going until the ten years expired and they could then liquidate or sell 
their company without any reservations or obligations to the shareholders of 
the original First Savings and Loan Association. 

I do not believe that I have to tell you that this makes a mockery out of mutual 
associations and the Federal Savings and Loan System permitting private capital 
to step in and acquire the rights of the shareholders of mutual institutions which 
under special privileges of the Government are allowed to create earnings without 
diminution through income taxes. 

You can readily see that this company with $118,000 worth of capital stock 
ean well pay 100% dividends each year. At the end of ten years they would 
undoubtedly have in reserves two million dollars accumulated without income 
taxes. They could then liquidate the company, pay off the shareholders and 
convert the company into a private investment company under state law, invest 
the two million dollars in government bonds and fish the rest of their lives. 

If that is going to be the approved program of this administration, I think 
the public should know it. 

I have written to Mr. Husband to find out why the insurance corporation 
happened to approve such a deal but have not heard from him as yet. 

Apparently this was all arranged when Bill Davis put in Harold Holmes as 
President of the San Francisco Bank and only recently Mr. Davis tried to have 
Frank Noon elected President of the San Francisco to succeed Harold Holmes 
who as you undoubtedly know committed suicide a month ago. 

This whole thing needs careful investigation from someone in Washington and 
you should know the parties who should do the investigating. 

The directors of the San Francisco Bank did not elect anyone at their meeting 
last week end and of course Bill Davis did not get anywhere with his suggestion 
of Frank Noon. They did, however, elect Bogardus as Acting President and 
may have agreed among themselves as to a President but will make no announce- 
ment until they have the approval from Washington. 

I trust that you are in good health and enjoying the summer weather. Our 
summer has been very cool and windy. 

Understand that Judge Hall has ordered your deposition to be taken here in 
California in which case I hope we have a good visit. Bring Mrs. Fahey along 
and plan on staying a while. 

Cordially yours, 
J. ArtHuUR YOUNGER, 
Ewecutive Vice President. 
JAY: do. 
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YOUNGER Excerpt P 
LITTLE’s POINT, 
Swampscott, Mass., August 26, 1949. 
Mr. J. ARTHUR YOUNGER, 
Executive Vice President, Citizens’ Federal Savings & Loan Association, 
654 Market Street, San Francisco 4, Calif. 

DEAR YOUNGER: I am sorry I have not had an earlier opportunity to acknow]l- 
edge yours of the eighteenth. I am amazed at the story you tell me about 
the First Savings and Loan-Community affair. You refer to the fact that you 
have written Dr. Husband about the matter. Have you received a reply yet? 
I do not see how Dr. Husband, from the standpoint of the insurance corporation, 
could approve any scheme of this kind. The insurance company is not obliged 
to continue insurance in conversion cases. 

More than a year ago, if I am not mistaken, Will Davis applied to the Board 
for the right to convert the First Federal Savings and Loan into a state chart- 
ered institution. Chairman Divers told me about that application over the 
phone one day when I was in Washington. He expressed great indignation 
about it and said that the Board had refused to approve it. I am unable to 
understand how the Board came to approve the Community conversion on the 
basis you report. Do you happen to have a statement of that association at the 
time of the conversion? How many shares were out? How many shareholders 
did it haye? How much of an investment did Peake and his associates have? 

In connection with proposed operations of this kind, since the great mass of 
shareholders do not understand such matters, very few of them will subscribe 
for stock at $100 or $110 a share. Moreover, the kind of statement sent out in 
connection with such undertakings is so vague and legalistic in character that it 
does not adequately inform the shareholders as to what is involved and what 
their real rights are. No statement in connection with such an operation, in my 
opinion, should be put out without careful examination and approval by the 
Board. 

While I was Commissioner, a large group of associations in Texas attempted 
to put over a wholesale conversion plan. If permitted, it would have meant 
enormous profits personally to the originators of the plan, and an unconscionable 
fraud on the shareholders. One raw case got by before we were aware of what 
was happening. In that instance, a conspicuous prime mover in the National 
Savings and Loan League put the deal across at a startling profit to himself. 
The Texas crowd attempted to line up the Attorney General and even the 
Governor to back up what they were trying to do, but when we got into it with 
the bank commissioner of the state, he realized what was contemplated and the 
whole thing was stopped. 

I agree with you that if this sort of thing is going to be permitted with the 
approval of the Board, it will, sooner or later, lead to a first-class scandal and 
serious attacks on the Federal Association set-up. Can you send me a copy of the 
last statement of the First Savings and Loan, and will you advise me if Davis 
has actually filed a plan for the merger with the Board? Please tell me also 
if you understand it has been approved or if it is up for consideration, and give 
me all the dependable figures you can on both associations. 

I did not know that Davis was responsible for putting Holmes in as President 
of the San Francisco bank. I am astonished that the Board approved it. Of 
course the suggestion of Frank Noon was absurd and between you and me, if it 
were my responsibility, I never would approve Bogardus as President. He is not 
big enough for any such job. It may be all right to have him act for the time 
being, but in my judgment, the San Francisco bank will have to get one of the 
ablest and strongest men it can possibly find for that bank. From the way this 
ease is drifting, I do not believe the Los Angeles bank will be revived. The San 
Francisco bank should certainly continue. The reestablishment of the Los 
Angeles bank cannot be defended, and, if under political pressure it is put over, I 
am certain it will result in plenty of trouble. 

I am glad to say that I have kept fairly well, but I have had to avoid under- 
taking too much work for the time being. As Mr. Angell has perhaps told you, 
the Department of Justice has asked me to cooperate in connection with the 
future: developments in the Long Beach case. That I feel I should do so far 
as I can. 

Mr. Melvin Seigel, who has the matter in hand for the Department of Justice, 
is, in my opinion, a top-notch man and can render outstanding service if allowed 
to go ahead. 
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I had to check with one of our outstanding Boston heart specialists on the 
proposition of going to California to make a deposition; and following another 
examination which I underwent last week, he emphatically disapproves of my 
making the long journey to the Coast. He sees no objection to my making the 
deposition here in the East where it can be done of course just as well as in Cali- 
fornia, provided I am not called upon to travel any further than Washington. 
I do not think therefore that there is any prospect of my going to California any 
time in the near future, much as I would like to do so. 

Since the holding of the hearing demanded by Gregory and his associates imme- 
diately after the appointment of the conservator for Long Beach was shut off 
when the Washington Board withdrew the conservator, as a private citizen, I 
think that all the facts in this matter should be determined in an orderly way in 
the Courts. Obviously there should be the freest opportunity to bring out these 
facts, in the interest of the savers of the country who have placed their money 
in Federal Savings and Loan Associations on the pledge of the Government that 
their rights would be fully protected. 

Mrs. Fahey and I hope that Mrs. Younger and you may be coming East again 
this Fall or Winter and that we may have the pleasure of seeing you. 

With all good wishes, 

Sincerely, 
J. H. FP. 
JoHn H. FaHey. 

JHF: bb. 


YOuNGER Excerrt Q 
Aveust 30, 1949. 
Mr. Joun H. FAHEY, 
Little Point, Swampscott, Mass. 

DeAR Mr. FAHEY: For your information I am enclosing data sent to the share- 
holders of the First Savings and Loan Association of Oakland and the Community 
Savings and Loan Association of Berkeley. I think they are self-explanatory 
and illustrates what is being done with the undivided profits and reserves of 
the First Savings and Loan Association. 

I had a letter from Dr. Husband in response to my letter and he of course 
is without supervisory powers. 

As you know, when the First Savings and Loan Association of Oakland con- 
verted to state charter, they converted as a mutual savings and loan associa- 
tion and as such passed to the savings and loan commissioner for supervision. 
Now there is a merger between two state chartered institutions; one, a capital 
stock company and the other. a mutual, both. under the supervision of the State 
of California. 

I have talked to the Commissioner who advises me that the Attorney Gen- 
eral’s office have ruled that such a merger will become legally completed if more 
than 6624 percent of the shareholders affirmatively vote for the merge. However, 
non-consenting shareholders under the state corporation law have a right to de- 
mand withdrawal of their money at its fair value including the reserves. This 
brings up quite a problem and will undoubtedly involve some lawsuits before 
the merger is completed. 

_ As I understand the picture, the State Building and Loan Code is silent as to 
mergers such as the one we are discussing. However, the Building and Loan 
Code specifies that the California Law shall govern where the Code does not 
apply. The Corporation General California Code specifies that nonconsenting 
shareholders of the corporation being merged may within thirty days file notice 
of withdrawal of their holdings at a fair value. 

Personally, it would seem to me that the supervisory authorities should re- 
quire this information to be furnished to all of the shareholders but the Com- 
missioner thinks differently and is relying on management to adequately inform 
the shareholders of their rights. 

If this merge can go through, then we will have a Roman holiday in Cali- 
fornia for stealing reserves of mutual companies, some of them with several 
million in reserves. It may however be quite a task to get 6624 percent affirma- 
tive votes because in general the shareholders that know their rights know that 
in the other mergers a distribution of reserves has been made. 
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We are not coming East this fall but will be in New York in October 1950. 

The Washington authorities do not seem to be making much progress with 
the San Francisco Bank eases and I believe are still trying to negotiate a settle- 
ment but I am not sure of this. 


Cordially yours, 
J. ARTHUR YOUNGER, 


Executive Vice President. 
JAY: do. 


YouNGER ExcrErpt R 


Hovustne AND HOME FINANCE AGENCY, 
FepERAL SAVINGS AND LOAN INSURANCE CORPORATION, 
Washington 25, D. C., September 2, 1949. 


Mr. J. ARrHurR YOUNGER, 
Eaecutive Vice President, Citizens’ Federal Savings and Loan Association, 
654 Market Street, San Francisco 4, Calif. 

Dear Anr: We are glad to have your letter of August 30 and thought you 
would be interested in our reactions to the more important points which are 
involved. 

First, there is the question as to how far the case under discussion would 
serve as a stimulus in encouraging other actions. Quite frankly, I think you 
may overestimate its significance on this account. It should be remembered 
that the subject case is one involving a merger, which, alone, would tend to 
lake it a rarity. 

Where a merger is not involved and a mutual institution changes its form 
of organization to the stock company type, it has been the practice for the 
supervisory authorities to require a stock subscription and a reasonable dis- 
tribution of undivided profits to the shareholders. However, in the case before 
us, a representative stock base was already in existence, and I can well under- 
stand the problem of the state department in requiring any additional invest- 
ment in guarantee stock. 

Second, you make the point that nonconsenting shareholders have the right 
of requesting the “withdrawal of their funds at their fair value so that they 
would have to be paid their pro rata share of the reserves.” In checking the 
California statute, I find that you have omitted a very important word, namely, 
“market.” In other words, the General Corporation Code of California gives 
nonconsenting shareholders the right to request the “fair market value” of their 
shares. I think you will agree that there may be a vast difference between 
‘fair value” and “fair market value.” 

Whether or not a case could be made to show that insured shares had a market 
value in excess of their withdrawal value is doubtful. As we know, shares do 
not sell in excess of this amount in the market, and there is a very real question 
in my mind as to whether appraisers could include a pro rata share of the re- 
serves. At the same time, we are very glad to have you raise this point since, 
to be frank, we have not given it any particular weight. Indeed, some of our 
lawyers would question whether or not the General Corporation Code is appli- 
cable to building and loan associations. 

Third, there is the very important responsibility of informing the share- 
holders of their rights. Needless to say, I am in hearty agreement with your 
thinking and believe that the shareholders should be given complete information. 
However, this subject is clouded to a certain extent by the uncertainties of the 
withdrawal value discussed in the preceding point. Also, as I indicated in my 
previous letter, the major responsibility for this duty rests upon the supervisory 
authorities, since the Insurance Corporation should first look to the effect on 
‘the risk. 

The problems involved in switches from mutuals to stock companies, and 
vice versa, are very complex and confusing. As you know, in the early days of 
the Federal Savings and Loan program, California stock companies were per- 
mitted to convert to Federals, and the stockholders were allowed a reasonable 
value after setting up the necessary reserves and undivided profits for the 
‘continuing association. Since the transition in this direction was given our 
approval at that time, it would seem inconsistent if we refused to go along 
with the reverse movement, provided the transaction is sound in every respect. 

You may also be interested in knowing that there is something of a move- 
ment in Ohio whereby stock companies are seeking to convert to Federals. 








2150 INVESTIGATION OF HOME LOAN BANK BOARD 


Apparently, brokers are attempting to buy up the stock for the purpose of 
liquidating the companies. To escape these risks, there is a tendency on the 
part of stock companies to change the form of their organizations, In approving 
these conversions, the Corporation has generally required reserves and undi- 
vided profits of not less than 5 or 6 percent of the net assets. One may wonder 
why stockholders would be willing to give up forever such a large part of their 
investment in these companies, but nevertheless it is being done. 

I shall appreciate it if you will keep me advised of any further sentiment 
which may develop in California, both on the case 'which we have discussed as 
well as on the general problem. 

Best wishes. 

Sincerely yours, 
W. H. Husband 
WituiAm H. Husspanp, General Manager. 


YounGer ExcerPr S 


LITTrLe’s POINT, 
Swampscott, Mass., September 2, 1949. 


DEAR YounGcER: Yours of the thirtieth certainly records one of the slickest 
schemes I have seen for some time. The statement from Stuart Davis in the 
letter to stockholders that the Federal Savings and Loan Insurance Corporation 
has “approved” the merger is certainly pretty strong. Does Dr. Husband state 
that such action has been taken? If I am not mistaken, in the past, no ap- 
proyal has been given on any merger or conversion in advance, and the statement 
here of Federal approval is pretty strong. If you think it is all right, will you 
send me a copy of Dr. Husband’s letter? I am very much interested. I presume 
the defense is that the merged associations, however, will have such reserves that 
objections cannot be raised. That excuse, however, evades the responsibility of 
the government to protect all the rights of shareholders in mutual associations 
which are insured. ' 

AS was the case with many others throughout the country, the present position 
of the First Savings and Loan is due largely to the fact that it secured a Federal 
charter and was insured. While it has changed to a State charter in order to get 
out from under Federal regulation and supervision, it is still a mutual institu- 
tion, and because it is insured, the Federal Government, through the Home Loan 
Bank Board, has a very definite responsibility to the shareholders. If I am 
not mistaken, when Davis attempted to convert the First Federal into a stock 
company, the Hon. Loan Bank Board declined to approve unless he paid a special 
dividend to the shareholders. In any event, they refused to approve the change- 
over and he accomplished it, as I see it, through switching to a mutual under 
State charter. 

The responsibility of the Federal Government in its relationship to mutual 
savings insitutions was emphatically expressed by the United States Supreme 
Court in a case which came before that Court from Wisconsin some years ago. It 
declared : 

“In the creation of corporations of this quasi-public order and in keeping 
them thereafter within the limits of their charters, the State is parens 
patriae, acting in a spirit of benevolence for the welfare of its citizens. 
Shareholders and creditors have assumed a relation to the business in the 
belief that the assets will be protected by all the power of the Government* 
against use for other ends than those stated in the charter. Aside from the 
direct interest of the State in the preservation of agencies established for 
the common good, there is thus the duty of the parens patriae to keep faith 
with those who have put their trust in the parental power.” 

In the first case involying a federal which came before the United States 
Supreme Court, i, e. the Wisconsin case, the Court declared unanimously that 
the federal government had a special responsibility to protect the interest of 
the shareholders in mutual associations and to use every means in its power 
to see that they had full protection. (See quotation above, ) 

I observe that while the letter to the shareholders of the First Savings and 
Loan is dated July 15, that of the Community is August 12, or only thirty days 
before the meeting. I think that notice to shareholders on meetings of this kind, 


*Italics mine. 
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under federal regulations, must be ninety days. Does the California state law 
permit thirty days? While it is very late, it seems to me that if a handful of 
shareholders, with a competent lawyer, got into the situation and sent a state- 
ment of their own to the shareholders, the scheme could certainly not be put 
over very easily. 

I am convinced that before long there will be a congressional investigation of 
the operations of the Home Loan Bank Board, and some of the member institu- 
tions which have been engaged in operations which cannot b- defended. In this 
particular case, I would be surprised if Governor Warren did not take a hand 
in it if he knew what was going on. It is possible, however, that he would 
take the position that if an agency of the federal government approved the 
scheme there was nothing California could or should do about it. 

A number of questions arise about these transactions. Perhaps you can send 
me more information relative to some of them. 

1. What was the condition of the Community when Peake converted to 
a capital-stock association? I take it that the California authorities re- 
quired him to make a special distribution of 84%. Can you send me a 
balance sheet immediately after conversion took place? How much had to 
be paid out on that 314% dividend and to how many shareholders? 

2. What do you figure the mutual shares were worth when Peake and his 
associates subscribed for the new capital stock? Just how many shares of 
such capital stock do you figure were issued? I am somewhat confused as 
to this point. I take it that they made a profit of $190 a share when they 
sold to Davis, but I have difficulty in figuring exactly how many shares 
were outstanding. Is a balance sheet showing the status of the association 
at the time Stuart Davis bought it available? Just when did Peake and the 
others subscribe for the capital stock and when did they sell it to Davis? 
Did Stuart Davis get all of the stock? 

3. Of course it will be argued that the merged association cannot be liqui- 
dated for at least fen years. True, but it can be milked through the payment 
of unwarranted salaries and bonuses and income taxes would be less. As 
you have pointed out, in any event, at the end of ten years, it will be easy 
to cash in on the situation as it then exists. As a matter of fact, they could 
doubtless dissolve and turn it into a corporation in much less than ten years 
if they wanted to, with great profit to themselves. I assume that in the case 
of the First Savings and Loan Association, a large percentage of the share- 
holders are workers and people of moderate means. The number who will 
hold their accounts at present levels for ten years will probably be com- 
paratively small. 

4. The letter to the First Savings shareholders is rather vague as to their 
rights up to the ten-year period. 

(a) It declares that the shareholders must remain “continuously.” In 
that event, they would be entitled to a payment in addition to the face value 
of the share on the same basis as they would have been entitled to such a 
payment ‘on the date of filing.’ What was the date of filing? The letter 
admits that they would be “entitled” to such a payment if dissolution oc- 
curred now, but unless they tie their money up for ten years to the great 
advantage of Davis, they are not entitled to the full value of their shares. 

5. If the State of California required Peake to pay a dividend to share- 
holders when he converted to a capital stock company, how can they avoid 
insisting on the same thing when the First Savings becomes a stock company 
by a circuitous route? 

The Senate Banking and Currency Committee, under the chairmanship of a 
subcommittee under Senator Frear, is dealing with the problems of the Securi- 
ties and Exchange Commission at present. It is giving particular attention to 
unlisted securities and framing legislation for the protection of purchasers of 
shares in corporations whose stock is not listed on regular exchanges and does 
not now come under the regulation of SEC. Here is a case, and there are some 
others similar to it around the country, where mutual savings institutions owned 
by a large number of people are being exploited, and the owners of shares are 
being deprived of their rights by methods which are prevented by SEC in the 
case of listed stocks. 

People forget the facts disclosed in the investigation of the mutual life-insur- 
ance companies as well as stock companies conducted by the late Justice Hughes 
long before World War I. They aroused public indignation all over the country 
and the reports made by congressional committees vigorously denounced the 
exploitation of shareholders in mutual-insurance companies and passed sweep- 
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ing laws to stop it. If the level-headed men in the management of Federal 
Savings and Loan Associations do not interest themselves in matters which are 
going on now, sooner or later they will be faced with some very uncomfortable 
questions in my opinion. 

More power to you, Art, in the courageous work you are and have been doing. 
I hope you will succeed in arousing others who should be facing this problem in 
their own protection. 

Mrs. Fahey joins me in sending our best to Mrs. Younger and to you. 

Sincerely, 
JOHN H. Faery. 


JHF ‘bh. 


YounGcErR Excerpt T 
SEPTEMBER 19, 1949. 
Mr, JoHN H. FAHEY, 
Little’s Point, Swampscott, Mass. 

DEaR Mr. FAHEY: I am sorry that I have not been able to answer your letter 
of September 2 prior to this time but just have not been able to get the information. 
which you requested. 

I understand that the meeting for the consolidation was held and that they 
had sufficient proxies to approve the merger, which under State law required 
a vote of over 6624% of the shares of the First Savings and Loan of Oakland. 
I will give you such information as I can on the questions which you submitted. 

1. The Community Savings and Loan was a state chartered mutual asso- 
ciation having converted from a federal and after a time it was again con- 
verted into a capital-stock company. I do not believe that it was a require- 
ment of the state that a distribution of 344% of the reserves be made but 
was voluntary on the part of Mr. Peake. Perhaps voluntary to the extent 
that he thought it necessary to get the 6624% vote. 

I do not remember the amount of savings which the Community had at 
the time it became a capital-stock company, but at the end of 1944 they 
had over three million, and I would imagine that they had over four million 
when they converted, so they must have paid out somewhere around $130,000 
to the shareholders when the distribution of 344% was made. 

2. As I recall, the Community had approximately four million in savings 
and over $300,000 in surplus and undivided profits. They issued 1,180 
shares of stock which were sold, as I recall, at $110.00 a share; $100.00 
going for stock and $10.00 going into unpaid surplus. - At the time the 
shares were sold to Davis, they were sold for $300.00 a share. I do not have 
the statements before me but of course they could be secured, I think, from: 
the annual reports of the State Building and Loan Commissioner. I do not 
want to request the statements from Stuart Davis. 

3. I do not understand what you mean “income taxes would be less.” 
As you know, the capital-stock companies in California do not pay any 
taxes and enjoy the same privileges taxwise as a mutual association. That 
is what makes them such a gold mine under the present taxing system 
because it is the only type of corporation which can be privately owned 
and in which profits can be plowed back into the company without paying. 
any taxes other than a small franchise tax here in the state. 

4. The date of the filing for permission to merge was in June, I believe. 
The papers which I sent you show the financial statement and gives the date. 
It is true that the only way the shareholders can get any of the reserve 
built up while he has had his money in the institution is to leave it there 
continuously until the association is dissolved, if it is dissolved within ten 
years, After that, it can be dissolved with no payment to the shareholders. 

5. I do not believe that the Commissioner for the State of California 
required Peake to make a distribution to his shareholders. It was done 
voluntarily in order to get the consensus necessary to effect the conversion 
from a mutual to a capital-stock company. According to the report that 
I received from Oakland today, the merger was all approved and will be 
consummated but I am sure that this is not the last of such deals that you: 
will hear of from California. 

As you perhaps will recall, when the capital-stock companies were authorized. 
in the state of California, the law provided for double liability of the capital 
stock, but since insurance of accounts was inaugurated, that feature has been 
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abolished, so that now the capital-stock companies have no liability other than 
the original loss. 

It has always been a mystery to me why the government allows the capital 
stock companies income tax exemption. This feature alone makes them worth 
several times their value because it is the only corporation in which you can 
accumulate wealth without paying taxes and all of the accumulated wealth 
ean later be converted to your own estate. 

Fulton Lewis did a lot of broadeasting about the tax exemption of mutual 
companies so I wonder what he would say if he knew that a private capital 
stock corporation was being permitted to operate in this country with tax 
exemption. 

Cordially yours, 
J. ARTHUR YOUNGER, 
Executive Vice President. 
JAY. do. 


YOuNGER Excerpr U 
{Night Letter] 


Cirizens’ FEDERAL SAVINGS AND LOAN ASSOCIATION, 
654 Market 8t., 8. F. 4 December 22, 1949. 
JOHN H. FAHEY, 
Little’s Point, Swampscott, Mass.: 


Robert E. Lee Hill, chairman of the board of the Des Moines bank has been 
elected president of the San Francisco bank and is considering accepting. He is 
to give his final decision Saturday. Will you please phone or wire him urging his 
acceptance as a service to the industry as well as a permanent position of 
importance. His phone number is 9440 Columbia, Missouri. 


J. ARTHUR YOUNGER, 
Citizens Federal Savings and Loan Association. 


YOUNGER Excerpt V 
Personal 
JANUARY 4, 1950. 
Mr. MELVIN SEIGEL, 
Special Assistant to the Attorney General, 
Department of Justice, Washington, D. C. 


Dear Mr. SEIGEL: As you perhaps know, the Federal Home Loan Bank Com- 
mittee of the California Savings and Loan League has submitted a plan for the 
re-establishment of the Los Angeles and Portland Banks to have the Los Angeles 
Bank assume two-thirds of any possible judgment which might be obtained by 
Tom Gregory, and the Portland Bank to assume one-third of any possible 
judgment. 

What I am endeavoring to find out is whether this plan was submitted to you 
by Paul Fussell some time in November, either by letter or by telephone, prior 
to,its formal presentation,in the latter part of December. If Mr. Fussell did 
submit the plan to you by telephone, or otherwise, the last of November or the 
early part of December, do you recall what decision was made, or whether there 
was any conclusion arrived at at that time? 

* I would greatly appreciate this information, together with the date of the 
submission by Mr. Fussell, if you can recall it. 

Mr. Phil Angel has suggested that I write to you requesting this information, 
as he does not have any record of the dates. I thought I would mention this so 
you would know that Phil and I have discussed the matter. 

An air mail reply would be appreciated. 

Cordially yours, 
J. ARTHUR YOUNGER, 

JAY: rl Executive Vice President. 
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YOuNGER Excerpt W 
JANUARY 4, 1950. 
Air Mail. 
Mr. Rosert E. Lee HItt, 
706 Stewart Road, Columbia, Mo. 

Dear Mr. Hint: There are many managers of Associations here on the Coast 
who are keenly disappointed over the fact that you could not see your way clear 
to accept the presidency of the Federal Home Loan Bank in San Francisco. 
Personally I am sure, had you taken the position and worked with the group here 
for a year or more, you would have been more than pleased with the opportunity 
offered by the Bank. However, be that as it may, I am wondering what truth 
there is to certain stories that are currently being circulated concerning your 
decision. 

One of these stories is that the Resolution passed by the directors of the Cali- 
fornia Savings and Loan League on December 15th., proposing a plan to dissolve 
the San Francisco Bank and re-establish the Los Angeles and Portland Banks, 
was furnished to you, and did influence you in making your decision. 

Another story is that you were informed by a committee of the directors of the 
old Los Angeles Bank that you would not be acceptable as president of the Los 
Angeles Bank should the Los Angeles and Portland Banks be re-established and 
the San Francisco Bank dissolved. 

I wonder if you would be kind enough to advise me whether either or both 
of the above stories are true. I think this information would have considerable 
influence on future methods of negotiating for a president of the San Francisco 
Bank. 

Cordially yours, 
J. ARTHUR YOUNGER, 

JAY: rl Executive Vice President. 


YOUNGER Excerpt X 


FEDERAL HoMeE LOAN BANK OF Des MOINES, 
Des Moines, Iowa, January 9, 1950. 
Air Mail. 
Mr. J. ARTHUR YOUNGER, 
Executive Vice President, Citizens Federal Savings and Loan Association, 
654 Market Street, San Francisco 4, Calif. 

Dear Mr. YouNGER: It is good to hear from you. Many rumors came to me, 
but I give you my word that I paid no attention to any of them. Everyone who 
communicated with me did so with the pledge of sincere cooperation. Not a one 
of the stories referred to in your letter was passed on to me. I know that you 
and all of our other staunch friends on the West Coast would have gone the 
limit to cooperate. 

I am indebted to you for your letter, 

Sincerely, 
Bos Hit. 

P.S.—In order that you may know my attitude I am enclosing a copy of my 
letter to Chairman Ben Perham. t 

.H. 


Air Mail. 
Mr. B. A, PERHAM, 
1903 West Yakima, Yakima, Wash. 

Dear Ben: I am eager to tackle your job. I know it is a big assignment be- 
eause I have checked into it pretty carefully, but I believe it can be done. The 
only reason I did not accept your offer was because the salary was not as great 
as my present ineome. If you will offer $35,000 per year with a three-year con- 
tract I'll take it. 

Please be assured that back in my make-up is the realization that I have a 
patriotic responsibility to help solve this situation. I am, as you know, a firm 
believer in Savings and Loan. I am indebted to the Savings and Loan plan for 
personal financial progress. Furthermore, I shall always feel that I owe plenty 
to the Home Loan Bank System. 
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Many calls came to urging me to accept the San Francisco job. Without ex- 
ception each person pledged sincere support. Many rumors were abroad but I 
did not give the slightest consideration to any of them. I looked upon the whole 
situation on the West Coast as one which can be put on even keel with whole- 
some cooperation from you and your Board. I would welcome an opportunity 
to team up with you, and with Will Davis and your fellow Board members, and 
of course, I would thrill to work like pitcher and catcher with my good friends 
Chairman Bill Divers and Directors O. K. LaRoque and Adams. I am taking 
the liberty to send a copy of this letter to each of those men and to our own. 
Des Moines Home Loan Bank President, R. J. Richardson. 

Tom Davis and a score or more of other staunch friends to whom you and 
others made inquiry called to tell me that they had given me a clean bill of health. 
I think you will be interested to know that a goodly number of my personal 
friends in practically everyone of your States who are prominent business and 
professional men communicated with me and expressed the hope that I would 
accept the San Francisco assignment. They are men in strategic places who 
could be most helpful in efforts to win ever support, understanding, and the 
goodwill of the public in general. 


Sincerely, i xs 
op HILL. 


YOUNGER ExcErRPT Y 


LITTLE’s POINT, 
Swampscott, Mass., January 9, 1950. 
Mr. J. ARTHUR YOUNGER, 
Erecutive Vice President, Citizens’ Federal Savings and Loan Association, 
654 Market Street, San Francisco, Calif. 

DearR YOUNGER: Your telegram of December 22d was forwarded to me in 
Washington and reached me at the Shoreham. I tried to get Mr. Hill without 
success and thereupon I telegraphed him, expressing strongly the hope that he 
would be able to take on the Presidency of the San Francisco Bank but I am 
sorry to report that he wired me back that he had given the matter careful 
consideration and reconsideration and he felt his obligations in other directions 
were such that he could not accept. 

I think it is unfortunate that he cannot take over. I believe that he would 
render a service of great value. Of course I share your conviction that it is 
imperative to get a top-notch man for this post. In my opinion it is of great 
importance to get one with a real knowledge of financial problems and not merely 
the day-to-day operations of a Savings and Loan Association. Familiarity with 
such operations will of course be an asset but with the financial problems we 
face in this country at the present time, the President of the San Francisco Bank 
should understand some of the broader implications of our National Debt prob- 
lem and a sensible solution of our inflationary troubles. 

I feel that you and those who have had the good sense to work with you are 
rendering a vast public service in giving your attention to the problems of the 
Presidency of the San Francisco Bank. 

Mrs. Fahey joins me in sending sincere good wishes to you both. 

Sincerely, 
JOHN H. FAHEY. 
JHF :MMD. 


YOUNGFR ExHrsit Z 


LEONARD, STREET & DEINARD, 
Minneapolis 2, Minn., January 14, 1950. 
Mr. J. ARTHUR YOUNGER, 
Executive Vice President, Citizens Federal Savings & Loan Association, 
654 Market Street, San Francisco 4, Calif. 

Dear Mr. YOUNGER: I have your letter of January 4. 

As you probably know, the Home Loan Bank Board indicated to Mr. Fussell 
in May of last year that it would consider favorably a proposal for restoration 
of the former Banks of Los Angeles and Portland if the Los Angeles Bank would 
agree to assume approximately 34rds of any liability of the San Francisco Bank 
that might be awarded the Long Beach Association in the action now pending 
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before Judge Hall. At that time Mr. Fussell advised that the Los Angeles group 
was unwilling to accept such liability. 

While in Los Angeles last November, I had lunch with Mr. Fussell and, in the 
course of our discussion, Mr. Fussell inquired whether the Board would then be 
willing to entertain the proposal which had been discussed in May. I told him 
that I would inquire of the Board and let him know. About a week or two after 
my return to Washington, the Board advised me that it was not willing to con- 
sider restoration of the Banks during the pendency of the litigation, and I called 
Mr. Fussell to inform him of the Board’s decision. Mr. Fussell then informed 
me that, while awaiting my answer, the Los Angeles people had determined to 
submit such a proposal to the Board in any event. I am now informed that such 
proposal has been submitted to the Board, and that the Board has rejected it. 

I trust that this information sufficiently answers your inquiry. 

Yours very truly, 
MELVIN H. SIEGEL. 


MHS :McG. 


Youncer Excerpt AA 


HovusING AND HOME FINANCE AGENCY, 
Home LOAN BANK Boarp, 
Washington 25, D. C., February 10, 1950. 
Air Mail. 
Mr. J. ARTHUR YOUNGER, 
Executive Vice President, Citizens’ Federal Savings and Loan Association, 
€54 Market Street, San Francisco 4, Calif. 

DEAR Mr. YouNGER: This will reply to your letter of February 6, 1950. 

You stated that a number of associations were disturbed because Mr. Gregory 
had secured Court permission to examine the supervisory files of all the associa- 
tions in your area. Our rules and regulations provide that these files are con- 
fidential and are not subject to examination by anyone outside our organization 
including the Court, except by consent of the Board. 

We have not consented to their examination by the Court or by Mr. Gregory’s 
attorneys and have, in a letter to the Judges of the United States District Court 
for the Southern District of California, emphatically stated our position that 
they are confidential and that we decline to permit their disclosure. We are 
willing, however, to disclose the parts of our files that are not of a confidential 
nature to a Court if there should be proper occasion. This limitation on dis- 
closure should fully protect the associations. 

At a hearing before United States District Judge Hall on last Tuesday, the 
Board through the Department of Justice reasserted its position and Judge Hall 
at least at the present stage of the case acceded to that position. The Home 
Loan Bank Board, supported by the Department of Justice, will continue to 
assert this position. 

Your interest in these matters is appreciated. 

Sincerely yours, 
Wm. K. Divers, 


Wirtiam K. Divers, Chairman. 


YouncerR ExcerrTt BB 
Harowtp C. HoiMEs, Jr., 
ALBERT A. ROSENSHINE, 
JAMES E. BuRNsS, 
111 Sutter Street, San Francisco, California. Douglas 2-3163, 
Attorneys for Plaintiffs. 


In THE District CoURT OF THE UNITED STATES IN AND FOR THE NORTHERN DISTRICT 
OF CALIFORNIA, SOUTHERN DIVISION 


Pioneer Investors Savings and Loan Association, a corporation, Home Mutual 
Savings and Loan Association, a corporation, California Savings and Loan 
Company, a corporation, Thrift Federal Savings and Loan Association, a 
corporation, San Francisco Federal Savings and Loan Association, a corpora- 
tion, Community Savings and Loan Association, a corporation, Oakland Fed- 
eral Savings and Loan Association, a corporation, Citizens’ Federal Savings 
and Loan Association, a corporation, Berkeley Guarantee Savings and Loan 
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Association, a corporation, and Golden West Savings.and Loan Association, 
a corporation, plaintiffs vs. Federal Home Loan Bank of San Francisco, a 
Federal corporation, Ben A. Perham, William A. Davis, J. H. Andrews, C. N. 
Bloomfield, Percy C. Bulen, M. L. Carrier, Douglas H. Driggs, Roy E. Hegg, 
R. Floyd Hewitt, L. H. Hoffman, Guy E. Jaques, C. W. Leaphart, Doe One to 
Doe Twenty inclusive, defendants 





Civil Action No. 28203G 


ORDER TO SHOW CAUSE WHY PRELIMINARY RESTRAINING ORDER SHOULD NOT BE 
GRANTED 








Upon reading and filing the verified complaint of plaintiffs in this action and 
it appearing to the satisfaction of the court therefrom that this is a proper case 
for granting a preliminary injunction and that unless the preliminary injunction 
order prayed for in said complaint be granted, great injury will result to the 
plaintiffs before the matter can be heard and determined, 

NOW THEREFORE, IT IS HEREBY ORDERED that the defendants, and each of them, 
be and appear before this court on the 9th day of August 1948, at the hour of 
10: 00 o’clock A. M. then and there to show cause, if any they have, why they, 
and each of them, their agents, servants, attorneys, and employees should not be 
enjoined and restrained during the pendency of this action from executing the 
proposed Stipulation for Judgment or taking any other action in connection 
therewith, more specifically mentioned and referred to in the complaint on file 
herein. 

Ir IS FURTHER ORDERED that a copy of the complaint and this Order to Show 
Cause be served on defendants not later than July 30, 1948. 

Dated this 22nd day of July 1948. 


Dat M. LEMMON, 
Judge of the U. S. District Court. 





DisrricT CouRT OF THE UNITED STATES FOR THE NORTHERN DISTRICT OF CALIFORNIA, 
SOUTHERN DIVISION 





Pioneer Investors Savings and Loan Association, a corporation, Home Mutual 
Savings and Loan Association, a corporation, California Savings and Loan 
Company, a corporation, Thrift Federal Savings and Loan Association, a cor- 
poration, San Francisco Federal Savings and Loan Association, a corporation, 
Community Savings and Loan Association, a corporation, Oakland Federal 
Savings and Loan Association, a corporation, Citizens’ Federal Savings and 
Loan Association, a corporation, Berkeley Guarantee Savings and Loan Asso- 
ciation, a corporation, and Golden West Savings and Loan Association, a cor- 
poration, plaintiffs, v. Federal Home Loan Bank of San Francisco, a Federal 
corporation, Ben A. Perham, William A. Davis, J. H. Andrews, C. N. Bloom- 
field, Perey C. Bulen, M. L. Carrier, Douglas H. Driggs, Roy E. Hegg, R. Floyd 
Hewitt, L. H. Hoffman, Guy E. Jaques, C. W. Leaphart, Doe One to Doe 
Twenty, inclusive, defendants 





Civil Action File No. 28203G 






SUMMONS 


To the above-named Defendant: 
You are hereby summoned and required to serve upon 

HARoitp C. HOLMEs, Jr. 

ALBERT A, ROSENSHINE 

JAMES E. BURNS 
plaintiff's attorneys, whose address 111 Sutter Street, San Francisco 4, Cal., 
an answer to the complaint which is herewith served upon you, within 20 days 
after service of this summons upon you, exclusive of the day of service. If you 
fail to do so, judgment by default will be taken against you for the relief de- 
manded in the complaint. 


C. W. CALBREATH, 
Clerk of Court. 
° By M. R. Grusic, 
[SEAL OF COURT] Deputy Clerk. 
Date: July 22, 1948. 
NoTre.—This summons is issued pursuant to Rule 4 of the Federal Rules of 
Civil Procedure. 
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Harorp C. Hormgss, Jr., 
ALBERT A, ROSENSHINE, 
James E. Burns, , 
111 Sutter Street, San Francisco, Cal. Douglas 2-3163, 
Attorneys for Plaintiffs. 


IN THE DistRict COURT OF THE UNITED STATES IN AND FOR THE NORTHERN DISTRICT 
OF CALIFORNIA, SOUTHERN DIVISION 


Pioneer Investors Savings and Loan Association, a corporation, Home Mutual 
Savings and Loan Association, a corporation, California Savings and Loan 
Company, a corporation, Thrift Federal Savings and Loan Association, a cor- 
poration, San Francisco Federal Savings and Loan Association, a corporation, 
Community Savings and Loan Association, a corporation, Oakland Federal 
Savings and Loan Association, a corporation, Citizens’ Federal Savings and 
Loan Association, a corporation, Berkeley Guarantee Savings and Loan Asso- 
ciation, a corporation, and Golden West Savings and Loan Association, a cor- 
poration, plaintiffs, vs. Federal Home Loan Bank of San Francisco, a Federal 
corporation, Ben A. Perham, William A. Davis, J. H. Andrews, C. N. Bloom- 
field, Percy C. Bulen, M. L. Carrier, Douglas H. Driggs, Roy E. Hegg, R. Floyd 
Hewitt, L. H. Hoffman, Guy E. Jaques, C. W. Leaphart, Doe One to Doe 
Twenty, inclusive, defendants 


Civil Action No. 28203G 
COMPLAINT FOR INJUNCTION 
Plaintiffs complain of defendants and allege that: 


I 


(a) This action arises under the Fifth Amendment to the Constitution of the 
United States of America in that plaintiffs have been or are about to be deprived 
of property in excess of One Million ($1,000,000.00) Dollars without due process 
of the law as hereinafter more fully appears. 

(b) This action arises under and involves the interpretation and effect of the 
following Acts of the Congress of the United States of America: 

1. “Home Owners’ Loan Act of 1933,” as amended, Public No. 43, 73d Con- 
gress, 48 Statutes 132 (June 13, 1933, Chapter 64, Paragraph 1, 48 Statutes 128), 

2. “Federal Home Loan Bank Act,” as amended, Public No. 304, 72nd Congress 
(July 22, 1932), ; 

3. “The National Housing Act,” Public No. 479, 73rd Congress (June 27, 1934, 
Chapter 847, 48 Statutes 1246 and amendment thereto), 

4. “The First War Powers Act of 1941,” Public Law 354, by 77th Congress, 
Title 50, App. Sec. 601 U. 8S. C., Chap. 593, Stat. 888, and Executive Order No. 
9070 issued February 24, 1942, 

5. “Reorganization Act of 1945,” Chapter 582 Title 1, Sec. 2, 59 Statutes, 613, 
also reported in Title 5, U. S. Code Annot. See. 183 (y) ; December 20, 1945, 

6. The Rules, Regulations, Directives, and Orders made and adopted pursuant 
to or under each or any of said acts, all as hereinafter more fully appears. 

The matter in controversy exceeds, exclusive of interest and costs, the sum 
of Three Thousand ($3,000.00) Dollars. 


II 


The true names or capacities, whether individual, corporate, associate, or 
otherwise, of defendants Doz One to Dor TweNry are unknown to plaintiffs, 
who, therefore, sue said defendants by such fictitious names, and will ask leave 
to amend this complaint to show their true names and capacities when same 
have been ascertained, 


I 


Defendant Freprerar HoMe LOAN BANK or SAN FRAnNctsco (hereinafter re- 
ferred to as the “San Francisco Bank’’), at all times herein mentioned has been 
and now is a corporation organized and existing as a federal home loan bank 
under authority of and pursuant to and within the meaning ‘of the Federal 
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Home Loan Bank Act (July 22, 1932, 47 Stats. 725 et seq., 12 U. S. C. Chaps, 11, 12 
U. S. C. See 1421, et seq.). 


IV 


Defendants Ben A. PerHaM, WittraM A. Davis, J. H. ANDREWS, C. N. BLOoM- 
FIELD, PERcy C. BULEN, M. L. CARRIER, DouGLas H. Drices, Roy E. Heee, R. FLroyp 
Hewirt,; L, H. Horrman, Guy E. Jaques, and C. W. LeapHart are, and each 
of them is, the duly elected qualified and acting directors of the San Francisco 
Bank and are purporting to act in their official capacity as such in connection 
with the matters and things hereinafter alleged. 


vV 


Each of the plaintiffs is, and at all times herein mentioned was, a federal 
savings and loan association, incorporated under the authority of and within 
the meaning of Chapter 12 of Title 12 of U .S. C. (Home Owners Loan Act of 
1933, as amended, June 13, 1933, C. 64, Sec. 1, 48 Stats. 128, 12 U. S. ©. A. See. 
1461 et seq.). Each of the plaintiffs has been since March 29, 1946, and now is 
a member and stockholder of the San Francisco Bank within the meaning of 
the Federal Home Loan Bank Act (12 U.S. C. Sec. 1427 (e)) and is the owner 
and holder of the number of shares of stock of the San Francisco Bank set after 
its name: 

Plaintiff's name: Fin Sal 
Pioneer Investors Savings and Loan Association 
Home Mutual Savings and Loan Association 
California Savings and Loan Company 
Thrift Federal Savings and Loan Association 
San Francisco Federal Savings and Loan Association 
Community Savings and Loan Association 
Oakland Federal Savings and Loan Association 
Citizens’ Federal Savings and Loan Association 
Berkeley Guarantee Savings and Loan Association 
Golden West Savings and Loan Association 


Said shares are of the par value of $100.00 each. 
VI 


The members and stockholders of the San Francisco Bank, including those 
hereinabove mentioned, are approximately three hundred (300) in number and 
are so numerous as to make it impracticable to bring them all before the court. 
All of the said stockholders have an interest in common-in the subject matter 
of this action and the relief herein sought. The questions of law and fact involved 
herein are common to the named plaintiffs and to all other stockholders and the 
rights sought to be enforced herein are several as to each and all of said mem- 
bers and stockholders. The plaintiffs hereinabove named, therefore, sue on behalf 
of all said similarly situated members and stockholders and each and every 
allegation contained in this complaint is made for the benefit of said similarly 
situated members and stockholders and for the protection of their assets and 
properties and their rights with reference thereto violated by the acts herein 
complained of. 


Vil 


Defendant San Francisco Bank was created and incorporated on or about the 
24th day of November, 1932 and said defendant was known and designated as 
the Federal Home Loan Bank of Portland up to and including the 29th day of 
March, 1946 and had its office in the City of Portland, State of Oregon, being the 
office of the Eleventh Federal Home Loan Bank District; that included within 
said Eleventh District were the states of Oregon, Washington, Idaho, Utah, Mon- 
tana, Wyoming and the Territory of Alaska. 

Prior to the 29th day of March, 1946, but not thereafter, the Federal Home 
Loan Bank of Los Angeles (hereinafter referred to as “Los Angeles Bank”) had 
been and was a corporation organized and existing as a Federal Home Loan 
Bank created and established by the Federal Home Loan Bank Board under the 
authority of and pursuant to and within the meaning of the Federal Home Loan 
Bank Act. Said Los Angeles Bank had its office in the City of Los Angeles and 
was organized and established within and for the Twelfth Federal Home Loan 
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Bank District created by said Federal Home Loan Bank Board under and pur- 
suant to and within the meaning of the provisions of said Federal Home Loan 
Bank Act. Ineluded within the said Twelfth District were the states of Califor- 
nia, Nevada, Arizona and the Territory of Hawaii. 


Vill 


On the 24th day of February 1942, John H. Fahey was the duly appointed 
Chairman of the Federal Home Loan Bank Board; on said 24th day of Febru- 
ary 1942, said John H. Fahey was appointed Federal Home Loan Bank Com- 
missioner by Presidential Executive Order 9070 (February 24, 1942, 7 F. R. 
1529), duly made and ordered by virtue of the authority vested in the President 
by Title I of the First War Powers Act, 1941, approved December 18, 1941 (Public 
Law 354, 77th Congress, 55 Stats. 838, 50 U. S. C. 601-605); that said John 
H. Fahey was the duly appointed Federal Home Loan Bank Commissioner 
from said 24th day of February 1942 to and including the 24th day of November 
1947; that on or about the 27th day of July 1947, pursuant to Reorganization 
Plan No. 3 of 1947 (12 F. R. 4981, 59 Stats. 613, 5 U. S. C. 133y, 188y-16), the 
functions of said Federal Home Loan Bank Commissioner were consolidated with 
and transferred to the Housing and Home Finance Agency; that as a part of said 
Housing and Home Finance Agency, there was created a constitutent agency 
to be known as the Home Loan Bank Board, consisting of three members, which 
said Home Loan Bank Board succeeded to all functions and duties of said Fed- 
eral Home Loan Bank Commissioner from and after July 27, 1947; that ever since 
said 27th day of July 1947 said Home Loan Bank Board has been and now is the 
Federal Agency in charge of the administration of said Federal Home Loan Bank 
Act; that William K. Divers is now the Chairman of said Home Loan Bank 

sjoard, and J. Alston Adams and QO. K. La Roque are members thereof. . 


IX 


On or about the 29th day of March 1946, said John H. Fahey as Federal 
Home Loan Bank Commissioner, purporting to act pursuant to the authority and 
power vested in said Commissioner under and by virtue of said Federal Home 
Loan Bank Act, and amendments thereto, the rules and regulations adopted 
thereunder and said Presidential Executive Order No. 9)70, made and issued 
Federal Home Loan Bank Administrator’s Orders Nos. 5082, 5083, and 5084, duly 
published in the Federal Register, by the terms of which said Orders said Los 
Angeles Bank was dissolved and said Twelfth Federal Home Loan Bank District 
was consolidated and merged with and became a part of said Eleventh District; 
that at the time of said consolidation and reorganization, the name of said Fed- 
eral Home Loan Bank of Portland was changed to Federal Home Loan Bank of 
San Francisco, and the principal office of said Bank moved to the City of 
San Francisco, State of California, and said consolidated District was thereafter 
and is now known as the Eleventh Federal Home Loan Bank District, com- 
posed of the states of Oregon, Washington, Idaho, Utah, Montana, Wyoming, the 
Territory of Alaska, the states of California, Nevada, Arizona, and the Territory 
of Hawaii. 

Pursuant to said administrative orders above-mentioned, the assets and 
liabilities of said Los Angeles Bank were transferred to the Federal Home Loan 

sank of Portland, which bank is now and has been designated as the San Fran- 
cisco Bank as hereinabove alleged. That ever since said 29th day of March 
1946 said plaintiffs have been stockholders and members of said San Francisco 
Bank. 


» ty 
« 


On or About the 20th day of May 1946, purporting to act pursuant to the 
provisions of the Home Owners Loan Act of 1933 and the rules and regula- 
tions for the Federal Savings and Loan System (Ch. 2, Title 24, Code of Fed- 
eral Regulations), the Federal Home Loan Bank Commissioner took posses- 
sion of the business, property. and assets of the Long Beach Federal Savings 
and Loan Association, a former stockholder of the Los Angeles Bank. There- 
after and commencing on or about the 27th day of May 1947, various persons, 
both natural, corporate, and associate, have commenced and have been prosecut- 
ing litigation in the District Court of the United States in and for the Southern 
District of California, Central Division, for the purpose of setting aside the 
orders of the Administrator terminating the existence of the Los Angeles Bank 
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and taking possession of the business, property, and assets of the Long Beach 
Federal Savings and Loan Association. Thereafter an action was commenced 
by the Shareholders Protective Committee of the Long Beach Federal Savings 
and Loan Association and was entitled “PAuL MALLONEE ET AL., Plaintiffs, vs. 
JoHN H. Fanery, ET AL., Defendants,” and being numbered Civil Action No. 
5421—-PH on the files and records of the District Court of the United States in 
and for the Southern District of California, Central Division. The purpose 
of this action was to inquire into the validity of the order of the Administrator 
taking possession of the assets of said Association, and to test the constitution- 
ality of the Home Owners Loan Act of 1933 and particularly Sec. 5 (d) thereof 
(12 U. S. C. A. See. 1464 (d)). An order of a specially constituted three- 
judge District Court, sitting in the Southern District of California, declared 
the Act invalid and removed the conservator theretofore appointed. Upon direct 
appeal to the Supreme Court of the United States, said order of the District 
Court was reversed in the case of “FAHEY ET AL. vs. MALLONEE (332 U. S. 245, 
648. Ct. 1552), and the Act was declared constitutional. 

Another action was commenced in the United States District Court for the 
Southern District of California, Central Division, entitled “FrperaL Home Loan 
BANK OF Los ANGELES, ET AL, plaintiffs vs. FEpERAL HoMe LOAN BANK oF Port- 
LAND, sometimes known and referred to as FeperaAL HoMe LOAN BANK oF SAN 
Franoisco, JOHN H. FAHEY, individually and as Federal Home Loan Bank Com- 
missioner, et al,” being numbered 5678-WM in the files and records of said 
court. The purpose of said action was to enforce alleged legal and equitable 
claims to and to obtain possession of the assets transferred from the Los Angeles 
Bank to the San Francisco Bank. Thereafter the above-entitled actions were 
consolidated under Civil Action No. 5421-PH. Amended and supplemental com- 
plaints were filed and cross-claims by way of interpleader on the part of the 
Long Beach Federal Savings and Loan Association were permitted. Various 
defendants have filed answers in the above-entitled action, including the San 
Francisco Bank. 

On or about January 23, 1948 the business, property and assets of the Long 
Beach Federal Savings and Loan Association was restored to its former manage- 
ment and the conservator previously appointed was removed. Subsequent to 
the termination of said conservatorship, Long Beach Federal Savings and Loan 
Association filed a supplemental cross-claim in said consolidated action against 
all the defendants, including the San Francisco Bank. Said supplemental cross- 
claim contains nineteen counts and in substance asks the court to render judg- 
ment against the San Francisco Bank in the following respects: An equitable 
accounting, recognition of equitable offsets, damages for conspiracy in the 
sum of Ten Million ($10,000,000.00) Dollars and sixteen counts alleging various 
conversions. The prayer of said complaint contains twenty paragraphs asking 
for money damages, interest? attorneys fees, court costs and expenses in excess 
of Twenty Million ($20,000,000.00) Dollars, and other relief. 


XI 


The San Francisco Bank filed a verified answer to the complaint on file in 
said consolidated action and said answer admits, denies and alleges in sub- 
stance as foliows: 

“Paragraph 10: Upon information and belief that each and all of said acts 
and things done by defendant John H. Fahey as Federal Home Loan Bank Com- 
inissioner were wholly legal and valid acts within his authority and power as 
commissioner and under the Federal Home Loan Bank Act; that defendant 
further alleges that at no time mentioned in said complaint or otherwise or at 
all did said Federal Home Loan Bank of Portland, or said defendant Federal 
Home Loan Bank of San Francisco, or either of them, or any director and/or 
officer and/or agent and/or representative of said Federal Home Loan Bank 
of Portland or said Federal Home Loan Bank of San Francisco and/or either 
of them, aid and/or abet said John H. Fahey, either individually and/or 
as Federal Home Loan Bank Commissioner, in any plan and/or scheme to ar- 
bitrarily and/or capriciously and/or otherwise or at all, in attempting to and/or 
depriving said plaintiffs or any thereof, of their property without due and/or 
any process of law or otherwise or at all.” 

Further answering said complaint said defendant San Francisco Bank, in 
substance, generally and specifically, denied that any act of it, its officers or 
agents caused any damage to the plaintiffs or any of them, named in the actions 
above mentioned. 
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Further answering said complaint said defendant San Francisco Bank al- 
leges fourteen further, separate and distinct defenses to the alleged causes 
of action set forth in said complaint and each of the counts thereof. 


XII 


Plaintiffs have been informed and believe, and upon such information and 
belief allege, that the defendants above named have received an offer of com- 
promise and settlement from the plaintiffs in the consolidated actions now 
pending in the United States District Court in and for the Southern District 
of California, hereinabove referred to in Paragraph X. Plaintiffs have further 
been informed and believe, and upon such information and belief allege, that 
on or about July 10, 1948, a proposed stipulation in writing was tendered to said 
defendant directors entitled “Stipulation for Judgment” embodying the terms 
of said agreement of compromise and settlement. A copy of said writing is 
attached hereto marked “Exhibit A” and by this reference made a part hereof for 
all purposes. 

Plaintiffs have been informed and believe, and upon such information and 
belief allege, that said defendant directors of the San Francisco Bank are 
about to authorize and will authorize, unless restrained by order of this court, 
the execution of an agreement of settlement of said litigation in accordance with 
said offer of compromise and settlement and will cause the San Francisco Bank 
to execute a Stipulation for Judgment in substantially the words and figures 
set forth in said Exhibit A and said defendant directors will cause the officers, 
agents, and attorneys of said corporation to enter into said Stipulation for 
Judgment and will permit a Judgment to be entered against the San Francisco 
bank in accordance with the terms of said Stipulation, all to the detriment and 
irreparable injury of plaintiffs herein and all other stockholders similarly sit- 
uated as will hereinafter more fully appear. 

Said Stipulation for Judgment provides for the revision and reconstitution 
of the Federal Home Loan Bank of Los Angeles, that each stockholder of the 
San Francisco Bank, located in Arizona, California, Nevada, and the Territory 
of Hawaii, including the plaintiffs herein, shall become a stockholder in the 
reconstituted Los Angeles Bank, the transfer of the greater portion of the 
assets of the San Francisco Bank to the reconstituted Los Angeles Bank, a 
division of surplus, both of reserves and undivided profits, in the manner and 
amount set forth in Paragraph 9 (c) of said Stipulation and provides for a 
bonus payment of Three Hundred Fifty Thousand ($350,000.00) Dollars from 
the San Francisco Bank to the reconstituted Los Angeles Bank. Said Stipula- 
tion and Judgment entered pursuant thereto will further require that out of 
the funds transferred from the San Francisco Bank to the Los Angeles Bank, 
the sum of Two Hundred Fifty Thousand ($250,000.00) Dollars thereof be paid 
to the Long Beach Federal Savings and Loan Association without consideration 
and without receipt of any benefit or other thing of value by either the San 
Francisco Bank and/or the reconstituted Los Angeles Bank or the stockholders 
thereof. In addition, under the judgment to be entered pursuant to said Stipula- 
tion, there will be paid out of the assets so transferred from the San Francisco 
Bank large sums of money to various stockholders’ committees, attorneys, and 
others ostensibly as reimbursement for expenses incurred in opposing orders 
of the Féderal Home Loan Bank Administrator hereinabove referred to. Finally 
said Stipulation requires that the Judgment entered pursuant thereto provide 
that the Los Angeles Bank lend to the Long Beach Federal Savings and Loan 
Association for a period of ten years the sum of Ten Million ($10,000,000.00) 
Dollars at advantageous rates of interest all for the benefit of said Long Beach 
Federal Savings and Loan Association and to the detriment and prejudice of 
other associations and likewise to the detriment of the stockholders of the 
San Francisco Bank. 


XITI 


The allegations of plaintiffs set forth in the pleadings on file in the consolidated 
actions hereinabove referred to now pending and awaiting trial in the United 
States District Court in and for the Southern District, Central Division, reveal 
upon their face that no loss, damage, or detriment, if any there be, was occa- 
sioned, or is asserted to have been occasioned or caused, by any act or acts of 
the San Francisco Bank or any of its stockholders. Said pleadings allege and 
claim that the loss, damage, or detriment was occasioned and caused by the 
acts of either the Federal Home Loan Bank Board and/or Federal Home Loan 
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Bank Administrator and/or Federal Home Loan Bank Commissioner in causing 
the dissolution and merger of the Los Angeles Bank with the San Francisco 
Bank and by the acts of said parties in taking possession of the business, 
property, and assets of the Long Beach Federal Savings and Loan Association. 
The San Francisco Bank does not have any liability and cannot under the law 
have any liability for damages occasioned by the acts of the Federal Home Loan 
Bank Board and/or Federal Home Loan Bank Administrator and/or Federal 
Home Loan Bank Commissioner. 

Notwithstanding that the San Francisco Bank cannot possibly be liable to 
any of.the plaintiffs in the actions now pending, the defendant directors propose 
to enter into said agreement of compromise and settlement as hereinabove set 
forth. Plaintiffs have made demand upon said San Francisco Bank and upon 
its directors not to enter into said Stipulation for Judgment or to permit a Judg- 
ment to be entered against San Francisco Bank or to uSe its assets to satisfy 
said Judgment and said plaintiffs have made demand upon said San Francisco 
Bank and upon its directors to defend said actions on the grounds set forth 
in its answer hereinabove referred to in Paragraph XI. The defendant directors 
have wrongfully refused to comply with said demand and plaintiffs are informed 
and believe, and upon such information and belief allege, that they have issued 
instructions and have taken action for the purpose of compromising and settling 
said law suits and for the purpose of causing the corporate body to execute the 
Stipulation for Judgment, and will, unless restrained by the Order of this court, 
permit a Judgment to be entered against the San Francisco Bank which will 
constitute a lien upon its assets and will cause the San Francisco Bank to be 
liable to the plaintiffs in said consolidated action and to make the payments there- 
in provided. Said directors threaten to dissipate, convert, and transfer the funds 
and assets of said San Francisco Bank for the satisfaction of the obligations 
and liability, if any, of others, all in violation of the Federal Home Loan Bank 
Act, the rules and regulations prescribed thereunder and the Acts of Congress 
hereinabove mentioned. The acts of said directors will be unlawful, ultra vires 
and beyond their authority. Plaintiff stockholders will thereby be deprived of 
their property and assets without due process of law and will suffer great and 
irreparable injury unless the threatened action of said directors is enjoined. 


XIV 


By reason of the facts herein alleged, plaintiffs and those similarly situated 
in whose behalf this action is brought, have no plain, speedy, or adequate 
remedy at law and by reason of the facts herein alleged, plaintiffs and all those 
similarly situated in whose behalf this action is brought will suffer great and 
irreparable injury unless this court of equity take jurisdiction and grant the 
relief herein prayed for. 


XV 


It has been necessary for plaintiffs to employ counsel to represent them herein 
in their own behalf and in behalf of all others similarly situated. If plaintiffs 
prevail herein, there will result great and substantial benefits to all the stock- 
holders of the San Francisco Bank who are situated similarly to the named 
plaintiffs herein, as well as.to the named plaintiffs, in that there will be held 
and preserved for them the assets of the San Francisco Bank and they will 
recover a substantial sum of money over and above what they would otherwise 
receive. In equity and good conscience, attorney's fees for services rendered, 
and other necessary expenses incurred in this action should be paid out of 
such amount or amounts as it appears to the court have been preserved or 
recovered for the named plaintiffs and all others similarly situated as a result 
of this action. 

WHEREFORE plaintiffs pray judgment: 

1. That the court declare that the defendant corporation and the defendant 
directors, and each of them, are without power or right to enter into any agree- 
ment of compromise and settlement in accordance with the terms of the Stipula- 
tion for Judgment or otherwise for the reason that San Francisco Bank is not 
liable for the acts of Federal Home Home Loan Bank Board and/or Federal 
Home Loan Bank Administrator and/or Federal Home Loan Bank Commissioner. 

2. That in the event that the defendant directors have adopted a resolution 
authorizing the execution of the proposed Stipulation for Judgment on behalf 
of the corporation, prior to a hearing and determination herein, that said 
resolution and any corporate act taken pursuant thereto be declared null and 
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void and ultra vires the corporation and the directors and that the same be 
set aside. 

3. That the said defendants, their counsel, attorneys, officers, agents or em- 
ployees be enjoined and restrained from executing or attempting to execute 
the proposed Stipulation for Judgment in connection with the consolidated cases 
now pending in the United States District Court in and for the Southern District 
of California or any stipulation for the payment of money from the assets of 
the San Francisco Bank. 

4. That the defendants and each of them be required to show cause before 
this court why they and each of them shall not be enjoined and restrained 
pending this action from executing or attempting to execute said Stipulation 
for Judgment. 

5. That the defendants and each of them be restrained by order of this court 
from executing or attempting to execute such Stipulation for Judgment until 
the matter can be heard fully by this Court. 

6. That the Court fix the amount of the fees for the attorneys for the plaintiffs 
and all those similarly situated for services rendered and to be rendered by such 
attorneys herein in the filing and prosecution of this action and order that the 
amount of such fees be paid directly to them by the defendant corporation out 
of such funds as it may appear to the court have been recovered or preserved 
by this action for those in whose behalf this action is brought. 

7. That the court allow plaintiffs costs and expenses of suit herein. 

8. That the court fully and completely determine the rights of the parties 
to this action, including all parties represented by the plaintiffs herein. 

9. That the court grant such other and further relief as may be meet and 
equitable in the premises. 

HaRop C. Hotmes, Jr., 
ALBERT A, ROSENSHINE, 
JAMES E. Burns, 
Attorneys for Plaintiffs. 
STATE OF CALIFORNIA, 
County of Alameda, ss: 

WituiAM H. McLAvuGuHiin, being duly sworn on behalf of the plaintiff corpora- 
tion in the above entitled action, says: That he is the President of Pioneer In- 
vestors Savings and Loan Association ; that he has read the foregoing complaint, 
and knows the contents thereof; and that the same is true of his own knowledge, 
except as to the matters which are therein stated on information or belief, and 
as to those matters that he believes it to be true. 

WILLIAM H. McLAvuGHLin. 


Subscribed and sworn to before me this 21st day of July, 1948. 
[SEAL] Haroitp C. HoLMEs, Jr., 
Notary Public in and for the County of Alameda, State of California, 





Youncer Excerpt CC 


{Rhoades Exhibit No. 10D] 
Draft of July 10, 1948. 


STIPULATION FOR JUDGMENT 


Iv IS HEREBY STIPULATED by and among the parties hereto, to wit: and their 
respective counsel, and the above-entitled court may make and enter a judgment 
in the above-entitled actions providing that: 

1. The Federal Home Loan Bank of Ios Angeles be revived and reconstituted, 
as hereinafter provided, as of the clese of business on the date on which said 
judgment becomes final. 

2. The management of said revived and reconstituted Federal Home Loan 
Bank of Los Angeles shall be vested in the board of directors of the Federal 
Home Loan Bank of Los Angeles in office on March 29, 1946, immediately prior 
to the issuance of Federal Home Loan Bank Administration Orders Nos. 5082, 
5083, and 5084. 

3. Such of said directors of the revived and reconstituted Federal Home Loan 
Bank of Los Angeles as were in office 01 March 29, 1946, immediately prior 
to the issuance of said orders Nos. 5082. 598%, 5084 as were elected by the stock- 
holders of said Federal Home Loan Park of Los Angeles, shall hold office until 
their successors are duly elected and qualified as provided in the Federal Home 
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Loan Bank Act, as amended, and in the Rules and Regulations for the Federal 
Home Loan Bank System, promulgated pursuant to said Federal Home Loan 
Bank Act, as amended. Such of said directors of the Federal Home Loan Bank 
of Los. Angeles as were heretofore appointed by the Federal Home Loan Bank 
Administration shall hold office until their successors are duly appointed and 
qualified as provided in said Federal Home Loan Bank Act, as amended, and in 
said Rules and Regulations for the Federal Home Loan Bank System. 

4. The officers, attorneys, and agents of the revived and reconstituted Federal 
Home Loan Bank of Los Angeles shall be the persons serving as officers, at- 
torneys, and agents of the Federal Home Loan Bank of Los Angeles at the time 
‘of the issuance of said orders Nos. 5082, 5083, and 5084. 

5. The employees (as distinguished from officers, attorneys, or agents) of the 
revived and reconstituted Federal Home Loan Bank of Los Angeles shall be 
the persons employed in the Los Angeles Branch of the Federal Home Loan 
Bank of San Francisco, formerly known as the Federal Home Loan Bank of 
Portland, and in the San Francisco office of said Federal Home Loan Bank 
of San Francisco. 

6. Each stockholder of the Federal Home Loan Bank of San Francisco, 
formerly known as the Federal Home Loan Bank of Portland, whose principal 
place of business is located in the States of California, Arizona, or Nevada, or 
in the Territory of Hawaii shall be a stockholder of the Federal Home Loan 
Bank of Los Angeles in the same amount of shares as the aggregate amount 
of shares now outstanding and heretofore issued to it by said Federal Home Loan 
Bank of Los Angeles or said Federal Home Loan Bank of San Francisco. The 
board of directors of said Federal Home Loan Bank of Los Angeles may fix a time, 
not earlier than 60 days after the date on which said judgment becomes final 
(and may from time to time extend such time), within which certificates hereto- 
fore issued to such stockholders by said Federal Home Loan Bank of San Fran- 
cisco may be exchanged for certificates to be issued by said Federal Home Loan 
Bank of Los Angeles evidencing a like number of shares. After the time so 
fixed has expired, such stockholders shall not be entitled to vote or to receive 
dividends in respect of shares evidenced by certificates issued by said Federal 
Home Loan Bank of San Francisco until such certificates are exchanged as 
aforesaid, but upon such exchange the right to vote and to dividends (includ- 
ing any dividends payable in the interim) shall be ipso facto restored. 

7. The amount of shares issued by said Federal Home Loan Bank of San Fran- 
cisco to the Reconstruction Finance Corporation in exchange for shares issued 
by the Federal Home Loan Bank of Los Angeles to the Reconstruction Finance 
Corporation and outstanding in the hands of said corporation on March 29, 
1946, immediately prior to the issuance of said orders Nos. 5082, 5083, and 5084, 
shall be cancelled and reissued by the Federal Home Loan Bank of Los Angeles. 

8. The Home Loan Bank Board shall make or cause to be made a full and com- 
plete accounting, audit and examination of said Federal Home Loan Bank of 
San Francisco from March 29, 1946, to the close of business on the date on which 
said judgment becomes final. A copy of the report of such accounting, audit and 
examination shall be supplied to the Federal Home Loan Bank of Los Angeles 
and to said Federal Home Loan Bank of San Francisco, and shall be filed with 
the United States District Court for the Southern District of California, Cen- 
tral Division, in the above entitled consolidated actions. 

9. The assets and liabilities of the Federal Home Loan Bank of San Francisco 
shall be appropriately and equitably divided, as of the close of business on the 
date on which judgment becomes final, between said Federal Home Loan Bank 
“a San Francisco and the Federal Home Loan Bank of Los Angeles, as fol- 
ows: 

(a) All deposits by and advances to stockholders of said Federal Home 
Loan Bank of San Francisco or of the Federal Home Loan Bank of Los 
Angeles, whose principal officers are located in the States of California, 
Arizona, or Nevada, or in the Territory of Hawaii, together with any ac- 
crued interest payable or receivable thereon, including the advances made 
to the Long Beach Federal Savings and Loan Association evidenced by 
the promissory notes deposited in the Registry of the above entitled Court, 
and any and all collateral securing any of said advances, shall be trans- 
ferred and assigned to the Federal Home Loan Bank of Los Angeles. Like- 
wise any and all moneys deposited in said Registry in said consolidated ac- 
tions shall be transferred and assigned to the Federal Home Loan Bank of 
Los Angeles and said moneys and said notes executed by Long Beach Federal 
Savings and Loan Association, together with all collateral securing said 
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notes, shall be delivered by the Clerk of the above entitled Court to the Fed- 
eral Home Loan Bank of Los Angeles. Any and all of said moneys so 
delivered to said Federal Home Loan Bank of Los Angeles shall be credited 
by said Bank on interest and principal of said notes executed by said Long 
Beach Federal Savings and Loan Association. 

(b) Furniture, fixtures, and equipment in the San Francisco office of 
said Federal. Home Loan Bank of San Francisco belonging to the Federal 
Home Loan Bank of Portland on March 29, 1946, immediately prior to the 
issuance of said orders Nos. 5082, 5083, and 5084, as well as all furniture, 
fixtures, and equipment in the Portland Office of said Bank, shall be retained 
by said Federal Home Loan Bank of San Francisco. All other furniture, 
fixtures, and equipment belonging to said bank on the date on which said 
judgment becomes final shall be transferred and assigned to the Federal 
Home Loan Bank of Los Angeles. 

(c) The surplus, both reserves and undivided profits, of said Federal Home 
Loan Bank of San Francisco shall be divided between said Bank and the 
Federal Home Loan Bank of Los Angeles, by assigning and transferring to 
the Federal Home Loan Bank of Los Angeles the amount of its surplus, both 
reserves and undivided profits, on March 29, 1946, immediately prior to the 
issuance of said orders Nos. 5082, 5083, and 5084, plus the sum of $350,000, 
plus an amount of any remaining surplus between said two banks in pro- 
portion to the respective capitals of the Federal Home Loan Bank of Port- 
land and the Federal Home Loan Bank of Los Angeles outstanding on March 
29, 1946, immediately prior to the issuance of said orders Nos. 5082, 5088, 
and 5084, 

(d) Cash and United States Government securities aggregating $10,000,- 
000, shall be transferred and assigned to the Federal Home Loan Bank of 
Los Angeles, and cash and United States Government securities aggregating 
$5,000,000 shall be retained by said Federal Home Loan Bank of San Fran- 
cisco. The remaining cash, United States Government securities, and other 
miscellaneous assets, and consolidated Federal Home Loan Bank bonds and 
other miscellaneous liabilities of said Federal Home Loan Bank of San 
Francisco shall be apportioned between the Federal Home Loan Bank of 
Los Angeles and said Federal Home Loan Bank of San Francisco, equitably 
and as may be required to produce the division of surplus specified im sub- 
paragraph (c) of this paragraph 9 hereof, and such thereof as shall be 
apportioned to the Federal Home Loan Bank of Los Angeles shall be trans- 
ferred and assigned to it, and the remainder thereof shall be retained by 
said Federal Home Loan Bank of San Francisco. 

(e) The appropriate officers of said Federal Home Loan Bank of Los 
Angeles and said Federal Home Loan Bank of San Francisco shall carry 
out the division of the assets and liabilities of said Federal Home Loan 
Bank of San Francisco and the transfer and assignment to the Federal 
Home Loan Bank of Los Angeles of the portion thereof herein provided to 
be transferred and assigned to the Federal Home Loan Bank of Los Angeles, 
and shall execute in the name of, and on behalf of, their respective Banks 
all assignments, transfers, conveyances, and other instruments necessary, 
advisable or convenient to carry out said division. 

10. In consideration of the execution and delivery by the Long Beach Federal 
Savings and Loan Association of a full and complete release, satisfaction, dis- 
charge and acquittance of any and all claims of whatsoever kind or character 
that it may now have or may hereafter acquire against__-------------------- 
Pee Sa) ree ee GRE oe Yor re he wee ne Ere growing out of or in any way connected 
with any act or acts, thing or things whatsoever, constituting any ground of 
complaint or cause of action set forth or attempted to be set forth in any plead- 
ing filed in the above entitled consolidated actions, the Federal Home Loan Bank 
of Los Angeles shall pay to said Long Beach Federal Savings and Loan Associa- 
tion, within 10 days after said judgment becomes final, the sum of $250,000. 

11. Said Federal Home Loan Bank of Los Angeles shall pay out of its assets 
to the Federal Home Loan Bank Committee (sometimes called the FHLB Com- 
mittee or the Federal Home Loan Bank Stockholders’ Committee) of the Cali- 
fornia Savings and Loan League the sum of $__------------- as reimbursement 
for expenses heretofore paid or incurred by said Committee in opposing or con- 
testing said orders Nos. 5082, 5083, and 5084, or in attempting to regain, conserve 
or protect the assets of said Federal Home Loan Bank of Los Angeles. 

12. Said Long Beach Federal Savings and Loan Association shall pay out of 
its assets to the plaintiffs in Civil Action No. 5421-P. H., the sum of $ ----------- . 
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as reimbursement for expenses paid or incurred by them in opposing or con- 
testing the order of the Federal Home Loan Bank Administration dated May 20, 
1946, appointing A. V. Ammann as conservator of said association, or in attempt- 
ing to regain, conserve or protect the assets of said Long Beach Federal Savings 
and Loan Association, or in commencing and maintaining or carrying on the above 
entitled consolidated actions. 

13. Said Federal Home Loan Bank of Los Angeles shall pay out of its assets 
(a) to said Federal Home Loan Bank Committee an amount sufficient to reim- 
burse it for all expenses hereafter paid or incurred by it in connection with the 
subject matter of said consolidated actions, said judgment, or the carrying out 
of said judgment, provided the amounts of such expenses are approved by the 
above entitled Court, and (b) to the counsel of said Federal Home Loan Bank of 
Los Angeles, as attorneys’ fees incurred for services rendered in the above entitled 
consolidated actions, in addition to the sum of $_~..-----___-_ heretofore paid 
such counsel by said Committee and included in the sum of $__---------- men- 
tioned in paragraph 11 above, such sums as the above entitled Court shall deter- 
mine to be reasonable; provided that the aggregate payments to be made by the 
Federal Home Loan Bank of Los Angeles under paragraph 11 above and this 
paragraph 13 shall not exceed $100,000 for services rendered and expenses in- 
curred prior to the entry of said judgment or in connection with carrying out 
said judgment. 

14. Said Federal Home Loan Bank of San Francisco shall pay out of its assets 
to its counsel, as attorneys’ fees incurred for services rendered in the above 
entitled consolidated actions, in addition to the sums heretofore paid such counsel 
by said Federal Home Loan Bank of San Francisco, such sums as the above 
entitled Court shall determine to be reasonable; provided that the payments to 
be hereafter made by the Federal Home Loan Bank of San Francisco under this 
paragraph 14 shall not exceed $-----------_ for services rendered prior to the 
entry of said judgment or in connection with carrying out said judgment. 

15. Said Long Beach Federal Savings and Loan Association shall pay out of its 
assets to its counsel, to counsel for plaintiffs, to counsel for cross-complainant 
in interpleader Title Service Company, and to counsel for cross-complainant in 
interpleader Robert H. Wallis, as attorneys’ fees incurred for services rendered 
in the above entitled consolidated actions, such sums as the above entitled Court 
shall determine to be reasonable. 

16. Except as otherwise provided in paragraphs 11, 12, 13, 14, and 15 hereof, 
each party hereto shall bear his, their, or its own court costs and expenses. 

17. The above entitled Court, in said judgment, may reserve jurisdiction for 
the purpose of compelling the carrying out of said judgment, including the ap- 
proval of expenses and attorneys’ fees, as hereinabove provided. 

18. Upon the filing of this stipulation, the above entitled Court may make its 
order fixing a time and place at which it will consider and act upon this stipula- 
tion, and directing that notice be given, in such fashion as said Court shall deter- 
mine, to all stockholders of either or both of said Federal Home Loan Bank of 
Los Angeles and said Federal Home Loan Bank of San Francisco, notifying said 
stockholders that they may appear at said time and place fixed in said order and 
show cause, if any they have, why the judgment provided for in this stipulation 
shall not be made and entered by the above entitled Court. 

Ir IS FURTHER STIPULATED by and between the Federal Home Loan Bank of 
Los Angeles, the Long Beach Federal Savings and Loan Association, and the 
Home Loan Bank Board, and their respective counsel, that said judgment shall 
further provide that the Federal Home Loan Bank of Los Angeles shall lend to 
said Long Beach Federal Savings and Loan Association for a period of ten years, 
the sum of $10,000,000 with interest thereon, payable quarterly, at a variable rate 
equal at all times to a rate of interest of one-quarter of one per cent per annum 
in excess of the rate of interest paid by the Federal Home Loan Bank System 
on the latest issue of Federal Home Loan Bank bonds or Consolidated Federal 
Home Loan Bank bonds or debentures, which loan shall be evidenced by a 
promissory note, in the usual form used by the Federal Home Loan Bank of Los 
Angeles, executed by said Long Beach Federal Savings and Loan Association, and 
shall be secured at all times by the pledge of obligations of the United States 
Government or obligations fully guaranteed by the United States Government, 
having a face value at all times at least equal to the unpaid balance of principal. 
and ‘interest of said loan, or secured by such other collateral as said Federal 
Home Loan Bank of Los Angeles and said Home Loan Bank Board may from 
time to time approve, which said promissory note shall reserve to the maker the 
right to pay the same in whole or in part at any time. 


79631—52——138 
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Heisuer Excerrr A 


(The following letter was printed as part of the record of a heari 
on the nomination of Kenneth G. Heisler to the Home Loan Ban 
Board held before a subcommittee of the Senate Committee on 
Banking and Currency, July 17, 1951 :) 


Home Loan Bank Boarp, 
HovusIneé AND HoMrE FINANCE AGENCY, 
Washington, D.'C., August 15, 1951. 
The Honorable J. ALLEN FREAR, JR., 
Chairman, Securities, Insurance, and Banking Subcommittee of 
Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


My Dear SENATOR FREAR: The question has been asked me whether, if con- 
firmed as a member of the Home Loan Bank Board, I should disqualify myself 
from participating in any hearings and decisions of that Board involving the 
Long Beach Federal Savings & Loan Association and the consolidation of the 
two west coast banks. 

As I have previously said, I do not consider that I have any bias or prejudice 
on.these questions and I do not consider that the fact that I was a member of 
the legal staff at the time of the consolidation of the two west coast banks and 
general counsel at the time of administrative action in connection with the 
Long Beach Federal Savings & Loan Association should prevent my taking part 
in administrative decisions on these matters. 

However, to avoid any possible question or any feeling of a lack of complete 
fairness by the Home Loan Bank Board in these matters I have concluded not 
to participate after becoming a member of the Board in any administrative hear- 
ings or decisions involving issues before it with reference to the Long Beach 
Federal Savings & Loan Association or the reestablishment of the west coast 
banks. 

Sincerely yours, 
KENNETH G. HEISLER. 


INTERNAL REVENUE Exurisit No. 1 


Fesruary 25, 1952. 
Hon. Cecit R. Kine, 
Chairman, Subcommittee on Administration of the Internal Revenue Laws, 
Committee on Ways and Means, House of Representatives, 
Washington, D. C. 

My Dear Mr. CHAIRMAN: I have been advised that during the course of hear- 
ings held by your Subcommittee in November and December 1951 and presided 
over by our colleague, Honorable J. M. Combs, of Texas, officials of the Home 
Loan Bank Board and other persons who participated in various aspects of 
matters under the scrutiny and study of the Special Subcommittee Investigating 
the Home Loan Bank Board appeared before your Subcommittee and gave testi- 
mony under oath. I have also been advised that certain of the witnesses made 
representations to your Subcommittee as to matters of motivation in the distri- 
bution of a certain memorandum and that on November 20, 1951, the Washington 
Post carried a news article referring to my Subcommittee and to such alleged 
motivation. 

I believe it my duty to request that you permit me access to all hearings, 
records, data, and files which have any relation to or bearing upon the con- 
troversy committed to my Subcommittee for its investigation and study, the scope 
of which is known to you, and particularly: 

(1) Any act of the Home Loan Bank Board, the Federal Home Loan Bank 
Administration, its predecessor agency, or that of any official, attorney, or counsel 
identified with it or either of them, including but not limited to the late John H, 
Fahey, his former deputies and his or their associates, attorneys, or other sub- 
ordinates, 

(2) Any act of the Chairman and the members, both present and former, of the 
Home Loan Bank Board, their agents, attorneys, agency officials, or other sub- 
ordinates. 

(3) Any act of Philip H. Angell. 
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(4) Any act of Honorable James M. Carter, formerly the United States Attor- 
ney at Los Angeles, California, any members of his staff, and any pe” sons then 
or now identified with the Department of Justice or any other agency of the 
Executive branch. 

(5) Any documents, memoranda, correspondence, or reports touching upon or 
having any relation to the litigation between Long Beach Federal Savings and 
Loan Association, the Federal Home Loan Bank of San Francisco, and the Home 
Loan Bank Board, including reports of investigations of charges made or at- 
tempted to be made against said Long Beach Federal Savings and Loan Associa- 
tion, any of its officers, Thomas A. Gregory, John D. Wilhoit, EB. N. Frame, Jones 
Brothers (a partnership) and its individual members. 

(6) The testimony, affidavits, written communications, and memoranda of 
any and all persons who appeared before your Subcommittee during the hearings 
which were presided over by Honorable J. M. Combs, of Texas. 

It would be appreciated if you would permit me to have access to the docu- 
ments mentioned, at an early date, in order to expedite the work of my special 
subcommittee. 

With kindest regards, 

Sincerely, 
Cuet Hovirie tp, Chairman. 


INTERNAL REVENUE ExHisir No. 2 


House oF REPRESENTATIVES, 
Washington, D. C., April 10, 1952. 
Hon. Cuetr Hovirierp, 
Chairman, Special Subcommittee Investigating the Home Loan Bank Board, 
Committee on Expenditures in the Executive Depariments, 
House of Representatives, Washington 25, D. C. 

Dear Mr. CHarrMaNn: This is in reply to your letter of February 25th, 1952, 
requesting access to all hearings, recommendations, data and files relating to or 
bearing upon the Home Loan Bank Board matter which my Subcommittee has 
been investigating. 

I wish to inform you that the Ways and Means Committee has presented to 
the Congress House Report No. 1749 of the Eighty-second Congress, second session, 
which includes the following statement and recommendation : 

“The Subcommittee of the House Committee on Expenditures in the Execu- 
tive Departments, under the Chairmanship of Hon. Chet Holifield, has con- 
ducted an extensive investigation of the dispute between the Federal Savings 
and Loan Association of Long Beach, Calif., on one side and the Federal 
Home Loan Bank of San Franciseo and the Home Loan Bank Board on the 
the other, and this subject matter can best be studied by the Holifield sub- 
committee. For this reason it is recommended that the record of these 
hearings, and related documents, files, and exhibits should be transmitted 
to the Holifield subcommittee for such action as that subcommittee deems 
appropriate. The transcript of the hearings held on this subject, together 
with the exhibits thereto, are attached hereto as an appendix to this report.” 

A copy of the printed report and hearings in relation thereto are enclosed for 
your information. 

In the event that the hearings and documents enclosed with this letter do not 
meet your request, I will be glad to make available such other pertinent infor- 
mation as the Subcommittee has in its possession. 

With every good wish and kindest regards, I am 

Very sincerely, 

CrcrL R. Kine, M. C. 

CRE: lyh 

Encl. 


INTERNAL REVENUE ExHrsit No. 3 


SEPTEMBER 30, 1946. 
Hon. JosepH D. NuUNAN, Jr., 


Commissioner of Internal Revenue, 
Washington, D. C. 
DEAR CoMMISSIONER NUNAN: I am writing at the request of Mr. John H. Fahey, 
Commissioner of the Federal Home Loan Bank Administration, who is tempo- 
rarily out of the city. 
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Information currently disclosed by examination of the Long Beach Federal 
Savings and Loan Association, Long Beach, Calif., when considered in connec- 
tion with recent inspection of certain income-tax returns pursuant to permission 
heretofore granted to this agency, clearly indicates possible violations of the 
internal-revenue laws as well as possible violations of the Home Owners’ Loan 
Act of 1933, as amended. Net disbursements by the said association to one J. D. 
Willhoit, Long Beach, Calif., during 1939 totaled $71,572, and in 1940 totaled 
$91,946. This income is over $60,000 more than that reported by J. D. Willhoit 
in his income-tax returns for those years. There are also indications of sub- 
stantial variances for subsequent years. 

Others whose income-tax returns are involved and, in the opinion of this 
agency, should be investigated are: T. A. Gregory, of Long Beach, and EB. N. 
Frame, of Burbank, both of whom were closely related with J. D. Willhoit in the 
above-mentioned transactions. T. A. Gregory was the president and managing 
oflicer of the Long Beach Federal Savings and Loan Association which made the 
disbursements to J. D. Willhoit for the account of E. N. Frame. 

Although this agency, of course, does not have responsibility for investiga- 
tion of possible violations of internal-revenue laws, it does have responsibility 
for investigation of violations of the Home Owners’ Loan Act of 1933, as amended, 
and determination as to whether there were violations of the internal-revenue 
laws would be extremely helpful in ascertaining whether there were violations 
of the Home Owners’ Loan Act of 1933. 

There is a prospect of an administrative hearing and a trial in Federal court 
at either of which these facts and others along similar lines may be disclosed 
through examination of witnesses and otherwise. Past events in connection 
with the affairs of this association indicate that such hearings or trial is likely 
to receive substantial publicity and public attention. It would seem desirable 
for the Bureau of Internal Revenue, and in the interest of the Government, for 
the facts to have been fully investigated prior to any such hearing or trial. 

Our associate general counsel, Ray E. Dougherty, is temporarily in Los Angeles 
in connection with investigation of the affairs of the Long Beach Federal Savings 
and Loan Association and is working in close cooperation with the United States 
attorney there. We deem it to be in the interest of the Government and respect- 
fully request that you immediately instruct your Los Angeles office to collaborate 
with Ray E. Dougherty and the United States attorney in the investigation of 
this matter. Detailed information may be obtained by your representatives 
from Ray E. Dougherty, room 609, Federal Building, Los Angeles, Calif., or from 
the United States attorney, also located in the Federal Building, 

Yours sincerely, 
HAROLD LEE, 
Deputy Federal Home Loan Bank Commissioner. 


INTERNAL REVENUE Exuisit No. 4 


(Letter from James M. Carter, United States attorney, Los Angeles, California, 
to Sewall Key, acting head of the Department of Justice Tax Division, Decem- 
ber 19, 1946) 


In connection with a civil matter involving the Long Beach Federal Savings 
and Loan Association, of Long Beach, Calif., versus John H. Fahey, Home Loan 
Bank Commissioner, now pending in the southern district of California, and 
the operation of the Federal Savings and Loan Association by Federal con- 
servator, certain facts have been developed indicating serious and willful 
income-tax evasion by Clifton 8S. Jones, Charles J. Jones, and John W. Willhoit, 
all of Long Beach, Calif. An investigation of the returns of these individuals 
for the year 1940 and subsequent years is now being conducted by special agents 
of the Internal Revenue Bureau of Los Angeles, Calif. It is anticipated that 
their report for the year 1940 will be completed within a few days. We are 
very much concerned over the possible running of the statute of limitations 
for this year. 

Considerable savings of time can be effected if you will request the Treasury 
Department to authorize a direct referral of these matters by their agents to this 
office. We have discussed these matters with Mr. Walter M. Campbell, Jr., 
regional counsel, penal division of the chief counsel’s office, and it is at his 
suggestion that this letter is being written. He in turn is taking steps to clear 
the matter with his Washington office, so that further delay may be avoided. 
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INTERNAL REVENUE ExHIBIT NO. 5 


DEPARTMENT OF JUSTICE, 
Washington, D. C., December 27, 1946. 
In re: Clifton S. Jones, 
Charles J. Jones, 
John D. Willhoit, 
Long Beach, Calif. (Income-tax-evasion investigations. ) 
Hon. J. P. WENCHEL, 
Chief Counsel, Bureau of Internal Revenue, 
Washington, D.C. 


Dear Mr. WENCHEL: There is attached hereto a copy of a letter from the United 
States attorney at Los Angeles, Calif., in which he states that an investigation 
of the returns of the above-named taxpayers for 1940 and subsequent years by the 
special agents indicates serious and willful income-tax evasion by these indi- 
viduals. Since the year 1940 is involved and as the statute of limitations will 
run on that year in the very near future, the United States attorney requests that 
the Department authorize the special agents to refer the cases directly to the 
United States attorney for prosecution. 

Because of the unusual circumstances present in these cases the Department 
feels that their direct referral to the United States attorney is justified, and 
accordingly he is being advised by letter of even date that he is authorized to 
prosecute these cases in the event he determines that prosecution is warranted. 
The direct referral of the present cases is not to be used as a precedent in any 
future cases where similar facts or circumstances are present. 

Sincerely yours, 
SEWALL Key, 
Acting Assistant Attorney General 
(For the Attorney General). 
Enclosure No. 480534. 


INTERNAL REVENUE EXxHuIsit No. 6 


JANUARY 3, 1947. 
in re: Clifton S. Jones, 
Charles J. Jones, 
John D. Willhoit, 
Long Beach, Calif. 


Mr. SEWALL Key, 
Acting Assistant Attorney General, 
Taz Division, Department of Justice, 
Washington, D. C. 

Dear Mr. Key: The cases of the above-named taxpayers are respectfully 
referred to you with the recommendation that the United States attorney for 
the southern district of California be authorized to institute criminal proceedings 
against them for attempted evasion of income taxes, if he believes prosecution is 
warranted, after a full investigation. 

By letter dated December 27, 1946, you transmitted to the Chief Counsel of 
the Bureau a copy of a letter from Hon. James M. Carter, United States attorney 
for the southern district of California, dated December 19, 1946, relative to the 
above-named individuals. Mr. Carter states in his letter that, in connection 
with a civil matter involving the Long Beach Federal Savings and Loan Associa- 
tion of Long Beach, California, v. John H. Fahey, Home Loan Bank Commis- 
sioner, and the operation of the Federal Savings and Loan Association by a 
Federal conservator, certain facts have been developed indicating serious and 
willful income tax evasion by the above-named taxpayers. Mr. Carter further 
states that an investigation of the returns of these individuals for the year 1940 
and subsequent years is now being conducted by special agents of the Bureau, 
and that it is anticipated that their report for the year 1940 will be completed 
within a few days. Since the year 1940 is involved, and as the statute of limita- 
tions will run on that year in the very near future, the United States attorney 
requests that the special agents be authorized to refer the cases directly to him 
for prosecution. You state in your letter that, because of the unusual circum- 
stances, your Department feels that their direct referral to the United States 











2172 INVESTIGATION OF HOME LOAN BANK BOARD 


attorney is justified, and, accordingly, he is being advised that he is authorized 
to prosecute these cases in the event he determines that prosecution is 
warranted. 

Available information in the Bureau indicates that net disbursements by the 
Long Beach Federal Savings and Loan Association to Willhoit during 19389 
totaled $71,572, and in 1940 totaled $91,946. This income is over $60,000 in excess 
of that reported by Willhoit on his income tax returns for those years and there 
are also indications of substantial variances for subsequent years. The Bureau 
does not have available any of the facts relative to Clifton 8. Jones or Charles 
J. Jones. 

The examining officers of the Bureau are being instructed to present all avail- 
able evidence directly to the United States attorney, and to offer their services 
and the aid of the Bureau in the proposed prosecution. The regional counsel, 
Penal Division, Bureau of Internal Revenue, San Francisco, Calif., is being 
requested to cooperate with the United States attorney in the development of 
these cases. 

The following documents are transmitted herewith: 

1. Two copies of this letter. 

2. A copy of the memorandum to the Chief of the Intelligence Unit of even 
date herewith. 

3. A copy of the memorandum to the regional counsel of even date herewith. 

Very truly yours, 
JosepnH D. NuNAN, Jr., Commissioner. 


INTERNAL REVENUE Exulsit No. 7 
OFFICE MEMORANDUM—UNITED STATES GOVERNMENT 


Date: November 30, 1948. 
To: Mr. Oliphant. 
From: Mr. Lynch (initialed) TJL. 
Subject: Clifton S. Jones and Charles J. Jones, of Long Beach, Calif., trading 
under name of Jones Bros. 

Mr. William K. Divers, Chairman of the Home Loan Bank Board, visited me 
today in regard to the interest of the Board in a tax-fraud investigation involv- 
ing Clifton S. Jones and Charles J. Jones, of Long Beach, Calif. I understand 
that these people operate as a lumber company under the name of Jones Bros. 
and have other enterprises. 

Some of the information pertaining to the tax-fraud investigation was ob- 
tained from examination of the records of the Long Beach Federal Savings and 
Loan Association from whom the Jones’s obtained financing. The interest of 
Mr. Divers lies in the fact that the HLRB, which for a period took over the 
eperation of the Long Beach bank under a conservator, has litigation coming 
up in the Federal court some time in March which will likely involve details of 
the bank’s operations with Jones and others and possibly publie disclosure of 
the questionable tax practices. He said that the Board would feel much relieved 
if the tax aspect of the matter could be presented in advance by the Bureau. He 
indicated that this was also the belief of Mr. Carter, United States attorney, and 
his assistant, George Bryant. 

Would you please be good enough to look into the case and advise of its status. 
I assume it is still in Los Angeles, either with the special agent or with the Penal 
Division Office. 


INTERNAL REVENUE Exuipit No, 8 


DECEMBER 38, 1948. 

Memorandum for: Chief Counsel, Bureau of Internal Revenue. 

(Attention: Penal Division.) 
In re: John D. Willhboit, 

Clifton S. Jones, 

Charles J. Jones, 

Long Beach, Calif. 
Confirming telephone conversations. with Mr. Raymond L. Joy of your office 

relative to the status of the investigations of alleged evasion of income taxes by 
the above-named persons, there is quoted herewith for your information a tele- 
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gram sent on December 2, 1948, to our Los Angeles office and the reply received 
today by wire from that office : 


“Van W. GowDrey, 
“844 United States Post Office and Courthouse, 
“Los Angeles, Calif.: 


“Advise by. wire this afternoon the status of Clifton S. and Charles J. Jones. 
Inquiries also whether and if so when Wnited States attorney will present 
Jones’ cases to grand jury. Also John D. Willhoit case 29872-F. 

“WooLr.”’ 


“CHIEF INTELLIGENCE UNIT, 
“Internal Revenue, Washington D. C.: 

“Re tel Clifton S. and Charles J. Jones: Investigation in abeyance in accord- 
ance with agreement internal revenue agents office and taxpayer that latter 
have a certilied audit of their affairs. Audit report to be made available to 
Government agents. Impossible to state when inquiries will be completed. 
United States attorney advises Willhoit case, No. 29872-F, will not be presented 
to grand jury on basis of reports submitted by internal revenue agent and 
special agent, 

“Van W. Gowney, Senior Special Agent.” 
W. H. Wootr, Chief, Intelligence Unit. 


INTERNAL REVENUE Exuisir No. 9 


OFFICE MEMORANDUM—UNITED STATES GOVERNMENT 


Date: December 10, 1948. 
(Stamped) CHARLES OLIPHANT, 
DECEMBER 14, 1948. 
To: Mr. Oliphant. 
From: Mr. Lynch (initialed) TJL. 
Subject: Clifton S. Jones and Charles J. Jones of Long Beach, Calif., trading 
under name of Jones Bros. 


Please refer to my memorandum of November 30 on the above subject. 


Mr. Divers called today to say that the litigation in which the Home Loan 
Bank Board is involved is moving rapidly toward a settlement and it is expected 
that a definite offer will be up for decision next Wednesday, December 15. Mr. 
Divers wants to know whether the Treasury would have any interest in having 
the litigation continued although he understands that Revenue has no claims 
against any of the principals in the case. 

If Mr. Divers hears nothing from us before next Tuesday night he will assume 
that a settlement would be of no concern to Treasury. 


INTERNAL REVENUE ExuHisir No. 10 
DECEMBER 22, 1948. 
To: Mr. Lynch, General Counsel. 
From: Mr. Oliphant, Chief Counsel. 
Subject: Clifton S. Jones, 
Charles J. Jones, 
John D. Willhoit, 
Long Beach, Calif. 

Referring to your memoranda of November 30 and December 10, 1948, con- 
cerning your conversation with Mr. William K. Divers, Chairman of the Home 
Loan Bank Board, with respect to tax-fraud investigations of Clifton S. Jones 
and Charles J. Jones, Long Beach, Calif., the present status is as follows: 

At the instance of United States Attorney James M. Carter at Los Angeles 
and a communication from Acting Assistant Attorney General Sewall Key, dated 
December 27, 1946, the Jones cases and the case of John D. Willhoit, also of 
Long Beach, Calif., were referred to the Department of Justice by Commis- 
sioner’s letter dated January 3, 1947, with the recommendation that the United 
States attorney for the southern district of California be authorized to institute 
criminal proceedings against these individuals for attempted tax evasion if he 
believed after full investigation that such proceedings were warranted. The 
United States attorney advised the Department of Justice that special agents of 
the Bureau of Internal Revenue were then investigating these individuals and 
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suggested direct referral of their reports to him. The Department of Justice 
believed such direct referral was justified under the circumstances. Accord- 
ingly, on January 3, 1947, the Chief of the Intelligence Unit was advised of the 
reference of the cases to the Department of Justice and it was requested that he 
direct the examining officers to present the facts and evidence directly to the 
United States attorney and to offer their services and the aid of the Bureau in 
the proposed prosecution. 

The investigation then being conducted by Bureau agents apparently resulted 
from a letter addressed to the Commissioner under date of September 30, 1946, 
by Harold Lee, Deputy Federal Home Loan Bank Commissioner, in which the 
Deputy Commissioner advised that their examination of the Long Beach Fed- 
eral Savings and Loan Association and their inspection of income tax returns 
of the above-named individuals indicated tax evasion; that other individuals 
involved were T. A. Gregory, of Long Beach, and E. N. Frame, of Burbank, 
Calif. The Home Loan Bank Board had appointed a conservator for the Long 
Beach Savings and Loan Association based upon alleged violations of the 
Home Owners’ Loan Act of 1933 as amended. The Deputy Commissioner sug- 
gested cooperation between their representatives, the Bureau representatives, 
and the United States attorney. 

A copy of a communication dated October 2, 1946, from Charles S. Murphy, 
acting senior special agent at Los Angeles to the special agent in charge at San 
Francisco referred to telegraphic instructions from the chief of the intelligence 
unit, apparently based upon the communication from Deputy Commissioner 
Lee and stated further that previous to the receipt of the telegram Mr. Joseph 
J. O'Connell, Jr., general counsel, telephoned him suggesting that he contact 
United States Attorney Carter relative to this matter and that Mr. O’Connell 
had given assurance that if evidence was obtained indicating wilful evasion the 
case would receive immediate attention by the Penal Division and by the Depart- 
ment of Justice. 

Telegraphic advice from Regional Counsel Walter M. Campbell, Jr., San Fran- 
cisco, dated December 3, 1948, advises that Assistant United States Attorney 
Bryant has advised that on the basis of a special agent’s report the Willhoit 
case will not be presented to the grand jury; some evidence in the Jones cases 
has been presented to the grand jury but these cases are in abeyance awaiting 
final report of the agents; preliminary report indicates liability of both Jones’ 
in excess of $1,000,000. 

Telegraphic advice December 3, 1948, from Senior Special Agent Van W. Gow- 
dey, Los Angeles, to the chief of the intelligence unit is that the Jones investi- 
gation is in abeyance in accordance with agreement between the internal revenue 
agent’s office and the taxpayers, that the latter have a certified audit of their 
affairs, report of which is to be made available to the Government agents and 
that it is impossible to state when the inquiries will be completed. 

In a telephone conversation December 14 with General Counsel Kenneth G. 
Heisler, Home Loan Bank Board, it was ascertained that the litigation to which 
Chairman Divers referred, as mentioned in your memorandum of December 10, 
1948, is a suit brought against the Home Loan Bank Board by Thomas A. Gregory, 
president of the Long Beach Federal Savings and Loan Association charging 
improper appointment of conservator, etc. The United States attorney is han- 
dling that proceeding and it appears therefore that he has complete control 
of the situation both with respect to this suit by Gregory and the internal-tax 
matters. 

CHARLES OLIPHANT. 

(Initialed :) 

RLJ, 12/18/48. 
RLJ, 12/15/48. 


INTERNAL REVENUE Exutpit No. 11 


UNITED STATES SENATE, 
COMMITTEE ON ARMED SERVICES, 
December 6, 1950. 
Hon. Lester HvunNt, 
Member, Special Committee To Investigate 
Organized Crime in Interstate Commerce, 
Senate Office Building, Washington, D. C. 

My Dear Les: I am attaching a memorandum which will undoubtedly provoke 
both your interest and curiosity. 

This memorandum was furnished to me by several gentlemen who are known 
to me to be responsible citizens. 
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I have seldom read a story so incredible. 

I take for granted that you will wish to have the allegations established as 
being fact or proven to be a complete fabrication of fancy. 

I have said nothing to anyone about the attached memorandum and have no 
intention of discussing the information included with anyone until I have heard 
from you. ; 

I shall be willing to disclose the names of my informants should that become 
necessary, 

This letter has been written to each of your colleagues on the committee. 

With warm personal regards, I am 

Most cordially, 
(Signed) Harry. 
(Typed) Harry P. Carn. 


INTERNAL REVENUE ExHtsit No. 12 


ANGELL, HEARN & ADAMS, 
ATTORNEYS AT LAw, 
San Francisco, Calif., May 14, 1951. 
Mr. WittiAM F. McKEnnNA, 
Washington, D. C. 

Dear Biri: At the time I was in Washington I agreed to send to Congressman 
Byrnes and other members of the committee, the following information: 

List of witnesses whom the investigator would interview if they came out. 

The nature of the charges to be investigated. 

The names of the newspapermen who are interested in seeing that an in- 
vestigation is made. 

The reason I have been delayed in sending you this information is that I was 
unable to get in touch with Mr. Warren Olney before yesterday. In the mean- 
time, certain phases of the alleged tax frauds have already come to light, and 
I am enclosing an Examiner dated May 12, 1951, which pretty well covers the 
situation with respect to the charges therein set forth. 

I can give you some of the information which was requested, but not all 
of it. With regard to the Jones Bros. situation, the witnesses who would have 
to be interviewed would be George Bryant, an attorney in Los Angeles with 
offices in the Title Insurance and Guaranty Building; Rudolph Hartman, 200A 
Nieto Avenue, Long Beach, Calif., who was the bookkeeper for the Jones Bros, ; 
the Jones Bros. themselves; and other witnesses the names of whom Mr. Bryant 
could give the committee. 

With regard to the vast number of charges and witnesses which the California 
Crime Commission:-has unearthed, Mr. Olney informs me that it would be prac- 
tically impossible to compile this list without having an investigator from the 
committee here and go over each charge with the investigator. I ran through 
these files quickly, and can assure the committee that Mr. Olney’s records are 
in excellent shape and do contain the names of witnesses who have first-hand 
information regarding each of the charges involved. The charges mentioned 
in the Examiner which is enclosed are but a very few of most serious charges 
of tax frauds. Mr. Olney suggested that one of the first places for the com- 
mittee to start to get information would be to call for the tax records of prac- 
tically every gangster and hoodlum engaged in the racket business in the United 
States, and the settlements that were made with these gangsters, and the tax 
irregularities wuuld at once become apparent. Mr. Olney’s files contain the 
specific data on many of these gangsters and racketeers in California. He tells 
me that a similar investigation in other States would undoubtedly disclose exactly 
the same conditions. California would be a good starting point for the reason 
that so much evidence has been already gathered by the California Crime Com- 
mission. Mr. Olney thinks that this would be an excellent time for the House 
committee to do its investigating for the reason that the grand jury here in 
San Francisco has these tax frauds under investigation, and we understand that 
in the meantime the Treasury Department is conducting an investigation of its 
own, at least so far as California is concerned. The reason I am unable to send 
the names of witnesses and the specific charges which are in the files of the 
California Crime Commission is that Mr. Olney feels that they should not be 
released except to either one of the committee members himself or an investigator 
chosen by them. This he is willing to do. 
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The newspapermen who are interested in this are Mr. Ed Montgomery of the 
Examiner staff, who recently received the Pulitzer prize for his work in uncover- 
ing tax frauds; Mr. Richard Heier of the San Francisco Chronicle. 

If I can be of any more assistance, do not hestitate te let me know. 

With best personal regards, 

Sincerely, 
Puatip H. ANGELL. 


INTERNAL REVENUE ExuHsit No. 13 


[Telegram] 
Ocroper 1, 1951. 
WARREN OLNEY ITI, Esgq., 
6 Boalt Hall, University of California, 
Berkeley, Calif.: 

Anxious to recetve speedily all information available concerning irregularities 
in Federal tax matters in California. If there is any information or supporting 
evidence not contained in report of Crime Commission would appreciate your 
transmitting it at your earliest convenience for use in connection with public 
hearings beginning Washington October 3. Also would like to be available 
to testify sometime during 2-week period starting October 8 Please wire or 
telephone me. 

ADRIAN W. DEWIND, 
Chief Counsel, Subcommittee on Administration of the Internal Revenue 
Laws, 1039 New House Office Building, Washington, D. C., NAtionat 
8120, Ext. 2086. 


INTERNAL REVENUE Exuinir No, 14 


UNIVERSITY OF CALIFORNIA, 
ScHoo. or Law, 
Berketey, Calif., October 4, 1951. 
ADRIAN W. DEWIND, 
Chief Counsel, Subcommittee on Administration of Internal Revenue Law, 
A-1039 New House Office Building, Washington, D. C. 


Dear Str: In reply to your wire of October 2, requesting me to supply any 
information known to me indicating possible irregularities in Federal tax mat- 
ters in California, I suggest that it might be well for you to look into the income- 
tax returns of T. A. Gregory, president-manager, Long Beach Federal Savings 
and Loan Association of Long Beach, Calif.; Clifton Sylvester Jones, 4108 Coun- 
try Club Drive, Long Beach, FBI No. 2740897, Long Beach Police No, 32696; 
Charles Joseph Jones, 4101, Country Club Drive, Long Beach; Jones Bros., a co- 
partnership consisting of the brothers aforementioned and J. D. Willhoit of Long 
Beach, all for the years 1942 to 1946, inclusive. 

I have no personal knowledge of these matters but have been informed that 
these parties are associated in business and reported taxable income for the 
years above-mentioned of approximately $284,000, and failed to report addi- 
tional income in the neighborhood of $1,200,000, and on this basis may be said to 
now owe the United States something in excess of $1,500,000 on the basis of in- 
terest penalties and fraud penalties. I was further informed that the facts 
establishing the unreported income were discovered in part by and are known to 
Mr. John Wyman, Chief Supervisor, Federal Home Loan Bank Board, 101 Indi- 
ana NW., Washington. I have also been told that a Los Angeles accountant 
named Rudolph Hartman, 200A Nieto Avenue, Long Beach, Calif.. has knowledge 
of facts which tend to establish that the failure to file adequate returns was 
willful, and that he prepared proper returns showing the full amount of income 
for one or more of the taxpayers above named and was discharged for his trou- 
ble, following which returns were filed for a figure much less. 

I have also been told that the case was investigated by the Bureau of Ssieiin 
Revenue, and criminal prosecution was recommended by the investigators, but 
that prosecution was blocked, and there is a eonsiderable danger of the statute 
of limitations running, if it has not already run. | am told that former Assistant 
United States Attorney George M. Bryant, now practicing privately at 433 South 
Spring Street, Los Angeles, has a knowledge of the course and fate 
of the criminal prosecution. 

If this matter is of concern to you, I would suggest that a eareful examination 
be made of the court files on certain litigation which may well prove to have an 
important bearing on the tax matter and particularly its lack of prosecution. 
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These cases are in the district court in Los Angeles and are entitled Paul Mal- 
lonee et al, v, John H. Fahey et al., Civil No. 5421PH, and Federal Home Loan 
Bank of Los Angeles v. Federal Home Loan Bank of San Francisco, Civil No. 
4678PH. The details of litigation are known to Mr. Philip H. Angell, 200 Bush 
Street, San Francisco, former president, California State bar, who is one of the 
attorneys for the Federal Home Loan Bank of San Francisco. I am told that he 
also has some information as to the bearing of these cases on the tax matters and 
as personal knowledge of pressures applied te the Federal Home Loan Bank of 
San Francisco to induce it to settle the litigation by a payment of $5,000,000 to 
T. C. Gregory, one of the taxpayers above mentioned. 

You will understand, I trust, that I have no direct knowledge of any of these 
things, and I am supplying the information to you only in response to your wire, 
which I take to be a request for leads to further inquiry as well as for facts of 
which I might have direct personal knowledge. 

Very truly yours, 
WarREN OLNEY ILI. 


INTERNAL REVENUE Exnutsir No, 15 


UNITED STATES ATTORNEY, 
600 FEDERAL BUILDING, 
Los Angeles, Calif., November 9, 1951. 
Hon. Cecti KING, 
Member of Congress, House of Representatives, 
Office Building, Washington, D. C. 

My Dear Mr. Krna: This has reference to the visit of your staff investigator, 
Mr. Tobin, concerning the tax files of this office with regard to Clifton S. Jones, 
Charles J. Jones, Thomas A. Gregory, and John D. Willboit. I would like our 
office files to reflect the fact that I advised your Mr. Tobin as follows: 

1. That the disposition of these tax matters was amply justified by the docu- 
ments in the files, including the reports of the revenue agents and special agents 
of the Bureau of Internal Revenue. Such dispositions were concurred in by 
them. 

2. With reference to the dispositions of the matters concerning Clifton 8. 
Jones, Charles J. Jones, and Thomas A. Gregory, all of which I personally 
handled, no person at any time influenced me in anywise with regard to the 
disposition of the matters referred to, and no attempt was ever made by anyone 
to influence my judgment in making such dispositions except that on September 
21, 1949, Mr. M. Siegel, who at that time was attached to the Claims Division of 
the Attorney General’s Office, and Mr. William McKenna of the Office of the 
General Counsel for the Home Loan Bank Board made personal inquiry as to the 
status of the tax matters referred to, at which time they were advised that there 
was no evidence to warrant seeking an indictment. Nevertheless, they endeav- 
ored to persuade me, as the person in charge of these matters, to submit them 
to the grand jury for immediate indictment. I declined to do so as I could 
not conscientiously seek an indictment from a grand jury in a case in which 
there was no evidence to warrant the institution of criminal prosecution. I re- 
ferred Mr. Siegel and Mr. McKenna to Mr. Talman, special agent of the Bureau 
of Internal Revenue in charge of the investigation. I heard nothing further 
from them. 

3. At no time have I ever had any contact, direct or indirect, with Clifton S. 
Jones, Charles J. Jones, and Thomas A. Gregory, and I have never been ac- 
quainted with them. 

4. May I also call to your attention that on September 22, 1950, I reported 
te the Attorney General that there was insufficient evidence to warrant criminal 
prosecution in any of these matters for the year 1948 and that therefore we were 
closing the criminal phase of those matters and they would be disposed of by 
eivil proceedings. 

5. The matter being a routine assignment in which there was no conflict in 
view between the writer and the several agents of the Treasury Department 
with whom I dealt, I had no oceasion to discuss it with Mr. Tolin, the United 
States attorney, at any time during his tenure until the occasion of your Mr. 
Tobin’s visit. 

Respectfully yours, 
Ernust A. Torin, 
United States Attorney. 
BERNARD B. LAVEN, 
Assistant United States Attorney. 
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INTERNAL REVENUE Exuisit No. 16 


SratTE or CALIFORNIA, 
SpeciaL Crime Stupy COMMISSION ON ORGANIZED CRIME, 
Berkeley, Calif., November 17, 1951. 
ADRIAN W. DE WIND, 
Chief Counsel, Subcommittee on Administration of Internal Revenue Law 
A-1089, New House Office Building, Washington, D. C. 

Dear Sir: I have learned with astonishment from the local newspapers that, 
at the very time you were demanding my personal appearance in Washington, 
your committee had already arranged to be in San Francisco, which is only 40 
minutes away from my office, during the month of December. It would seem 
that some thought might well have been given to the matter of governmental 
expense, if not to the inconvenience imposed upon witnesses and the interrup- 
tion of public services upon which witnesses might be engaged. 

However, in accordance with our telephone conversation of November 15, 
I repeat what I have already told you in my letter of October 4, 1951: That 
with respect to the income tax cases of T. A. Gregory, president-manager, Long 
Beach Federal Savings and Loan Association, Clifton Sylvester Jones of Long 
Beach, Charles Joseph Jones of Long Beach, Jones Bros., a copartnership con- 
sisting of the afore-mentioned and J. D. Willhoit of Long Beach, I have no 
personal knowledge of these cases. Quite a number of people have, from time 
to time, mentioned these cases to me, which are the subject of pretty wide 
discussion in southern California, but none of the persons who have talked to 
me have purported to have any personal knowledge, either of the facts upon 
which the tax cases, if there are any such, were based, or concerning the course 
which they may have followed in the Treasury Department and the Department 
of Justice. 

You will recall that I advised you of this fact in my letter of October 4, which 
was written in response to your request to be informed as to whether there 
were rumored irregularities in the Bureau of Internal Revenue which might 
require investigation by the committee. I mentioned these cases in response 
and at the same time, I supplied you with the names and addresses of the persons 
who are supposed to know the facts, or at least some of them. As I have said, 
1 have no personal knowledge of the tax liabilities of the persons named or of the 
investigations made thereof. 

While I am not very happy about the demands you have made upon me to testify 
to hearsay twice removed, nevertheless, if there is really to be a thorough inquiry 
into the administration of the Bureau of Internal Revenue in California, you may 
be assured of my continuing personal support. 

Very truly yours, 
WARREN OLNEY III, Counsel. 


INTERNAL REVENUE Exnuisit No. 17 


HOouSE OF REPRESENTATIVES, 
SpecraL SuBCOM MITTEE INVESTIGATING THE Home LOAN BANK Boarp, 
OF THE COMMITTEE ON EXPENDITURES IN THE EXECUTIVE DEPARTMENTS, 
Washington, D. C., Nowember 20, 1951. 
Hon. J. M. Comss, 
Acting Chairman, House Ways and Means Subcommittee, 
House office Building, Washington, D. C. 

Dear JupeE ComBs: This morning’s press (The Washington Post, page 25) 
earries a news article in which it is asserted that Mr. Philip Angell in testify- 
ing before your subcommittee yesterday said that a memorandum he authored 
and distributed which apparently conveyed the inference that the Chairnian of 
your subcommittee, the Honorable Cecil R. King, had discouraged the prosecu- 
tion of certain tax cases was prepared by him (Mr. Angell) “in an effort to 
force the Holifield Subcommittee Investigating the Home Loan Bank Board to 
hold open hearings so the Board could present its side of the case against 
Gregory.” 

If Mr. Angell so testified, your Subcommittee may desire to give serious con- 
sideration to what action, if any, should be taken in the matter, because the truth 
is as follows: 
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The Holifield Subcommittee held open and public hearings at Washington, D. 
C., in 1950 as follows: November 29 and 30; December 11, 12, 13, 14, and 15. In 
1951 it held open and public hearings on the following dates: June 26, 27, July 
5, 3, 9, 10, 11, 12, 13, 18, 19, 26, 27, 28, 30, August 1, 2, 3, 6, 8, 9, and 10. 

In 1950 field hearings were held at Los Angeles on October 27 and at Long Beach 
on November 14, the transcripts of which were made available to the full Sub- 
committee when it convened in executive session for the first time at Washington, 
D. G., on November 28, 1950, to hear the testimony of the Honorable James 
Carter, United States District Judge of the Southern District of California. 
These field hearings were by later vote of the full Subcommittee incorporated in 
the public record of the Subcommittee’s proceedings. 

The Home Loan Bank Board and the savings and loan industry as a whole 
had fall notice of the proceedings of this Subcommittee at all times. The 
inference that it was necessary “to force the Holifield Subcommittee * * * 
to hold open hearings so the Board could present its side of the case” 
qualifiedly false. 

The record of the Subcommittee’s proceedings shows that Mr. Verne Dusen- 
bery and Mr. Angell submitted a joint statement on December 15, 1950, at 
Washington, D. C. Mr. Angell, who was scheduled to appear and testify on 
that day, begged the Subcommittee’s leave to be excused because of illness he 
professed. He had been in personal attendance before the Subcommittee for 
several days preceding that date and had observed its proceedings. Mr. Angell 
had also personally been in contact with representatives of the Home Loan Bank 
Board who gave testimony before the Subcommittee. If it should prove to be 
pertinent, Mr. Angell’s presence in Washington, D. C., during the period that this 
Subcommittee was holding its hearings in 1950 can be readily established. 

In addition, the submission of the joint statement of Mr. Angell and Mr. Dusen- 
bery had been preceded by the testimony of J. Alston Adams, a member of the 
Home Loan Bank Board, William McKenna, Assistant General Counsel of the 
Home Loan Bank Board, J. Francis Moore, Secretary of the Home Loan Bank 
Board, A. V. Ammann, Assistant Chief Supervisor, Home Loan Bank Board, 
and Donald B. MacGuineas, attorney, Claims Division, Department of Justice, 
in charge of the litigation involving the reestablishment of the Federal Home 
Loan Bank of Los Angeles and all other aspects of the California controversy. 

The hearings of the Holified Subcommittee were purposely scheduled for the 
last week of November, 1950, so as to afford the membership of the United States 
Savings and Loan League an opportunity to appear before the Subcommittee 
while in attendance at an annual convention of that League at Washington, 
D. C. The attendance of interested persons at the Subcommittee’s proceedings 
was so great that the Chairman was obliged to and did use the facilities of other 
committees of the House so as to provide seating capacity for the many persons 
who attended. The sessions of the Subcommittee which occurred during the 
convention of the United States Savings and Loan League were attended by so 
many persons that they taxed the seating capacity of the hearing rooms utilized. 

To my knowledge, no representation was ever made to the Subcommittee “to 
hold open hearings so the Board could present its side of the case.” Quite to 
the contrary, many representations. were made protesting the Subcommittee’s 
hearings, that the Subcommittee should not proceed with its investigation, that 
the matter did not warrant any investigation, and upon the convening of the 
82nd Congress that this Subcommittee should not be reestablished or authorized 
to proceed with the investigation it had commenced in the preceding Congress. 

Your attention is respectfully invited to the fact that the Chairman of this 
Subcommittee has directed the transmission of this communication, requests 
that it be formally filed and that it be incorporated in the record of your Sub- 
committee’s inquiry. The Chairman has also directed that attention be called 
to the additional fact that the representatives of the Home Loan Bank Board 
and all other witnesses and interested parties who appeared before it were 
constantly afforded the fullest opportunity to present any evidence pertinent to 
the matters committed to the Subcommittee. It is hoped that these facts will be 
given your serious consideration and that you will use the offices of your own 
Subcommittee to dispel the false assertion which appears to emanate from Mr. 
Angell’s testimony before your Subcommittee. 

Respectfully yours, 


is un- 


HYMAN I. FiscHsAcu, Special Counsel. 
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(Letter from special counsel, Hyman I. Fischbach, to Attorney 
General J. Howard McGrath, transmitting proposals mentioned at 
pp. 139 and 140 of the hearings :) 


NOVEMBER 27, 1950. 
Hon. J. Howarp McGratu, 
Attorney General of the United States, 
Washington, D.C. 

My Dear Mr. ATTORNEY GENERAL: In accordance with your request during 
our conference on Monday, November 27, 1950, there is transmitted to you here- 
with a document entitled “Proposal for Compromise of Mallonee v. Fahey, et al.” 
You will observe that it has been signed by counsel for most of the parties 
plaintiff. In a letter dated November 10, 1950, to the Honorable Chet Holifield, 
the stockholders committee of the Los Angeles Bank stated it would not oppose 
a settlement along the lines embraced in the proposal, if the Home Loan Bank 
Board should acquiesce therein. 

I beg to advise you that the proposal should in no sense be regarded as a 
proposal by the subcommittee. As special counsel for the subcommittee, I would 
urge it to refrain from sponsoring any proposal which does not have the full 
support of your Department, as well as that of all other interested parties. None- 
theless, you are assured, the proposal has its origination in the desire of Chair- 
man Dawson and Chairman Holifield to evolve a framework of principles accept- 
able to all contending parties and thereby to facilitate the disposition of a con- 
troversy whose continuance, they are firmly convinced, is contrary to the best 
interests of the Government and the public. 

My own contact with the main parties litigant and their counsel, including 
counsel for the San Francisco Bank, the special master, and the members of 
the Board, has convinced me that the elements essential to a compromise of the 
litigation are attainable. I am also satisfied that the enclosure is an embodiment 
of principles which, if approached with good will and determination, would afford 
the basis for successful negotiation for the termination of this litigation and 
all it entails. The proposal proceeds upon various basic concepts which I shall 
endeavor to make clear. 

Basically, the restoration of the Los Angeles and Portland banks is the common 
objective of the Board, the industry, and the litigants. Their past efforts to 
achieve this objective have been unsuccessful for a variety of reasons, many of 
which stem from disagreement as to the means or technique of effecting a com- 
promise. Personality conflicts have also been a substantial factor. 

Your Department’s present insistence upon a dismissal with prejudice, al- 
though previously abandoned, and the Board's view that, because of the Presi- 
dent’s Executive order, it cannot freely negotiate the terms upon which it could 
take action, have seriously militated against the achievement of the common 
objective of all the parties. If, under your aegis, the Board were permitted to 
proceed with the consideration of the business matters committed to its juris- 
diction, that in itself would be highly conducive to conciliation. 

The suggestion embodied in the proposal that all counsel address themselves 
to the court with respect to the particular form of the orders or decrees neces- 
sary for the judicial implementation of any agreement reached by the parties, 
was prompted by the conviction that a tremendous area of disagreement hereto- 
fore experienced would be eliminated thereby. I am confident that upon con- 
sideration of the fact that the litigation pending before the court embraces class 
actions whose compromise, to be effective, must be binding upon the numerous 
parties in whose behalf the suits are maintained, you will appreciate the neces- 
sity for judicial impiementation of any agreement reached by the parties. 

I fully appreciate that your Department is very properly concerned with the 
jurisdictional questions involved in the litigation. If these are appraised in the 
light of the action of the Supreme Court, and of the circuit court of appeais, in 
denying successive applications for various stays and writs, ample justification 
exists for proceeding in this compromise upon the premise that the court might 
at least have jurisdiction over the approximately $14,000,000 now in its own 
registry. Moreover, a compromise, such as contemplated by the proposal, need 
not be premised upon your Department's recognition of the court’s jurisdiction, 
for judicial implementation of the compromise could be effected without con- 
ceding the Department’s position now, any more than in the past. 

The proposal that a $10,000,000 loan be extended to Long Beach Federal is 
premised upon a number of considerations which I shall briefly review. The need 
for such loan as a means of reversing the impairment of Long Beach Federal 
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has been acknowledged by the industry through its authorized stockholders’ 
committee. The terms of the loan have been carefully evolved in arms’ length 
. negotiations. The loan will be fully and satisfactorily collateralized. It is 
welcomed as good business by the bank whose profit on the transaction will be 
guaranteed by Government bonds to be deposited by the borrower. It will afford 
the means of liquidating $6,300,000 of conservator’s notes now carried as an asset 
on the balance sheet of the San Francisco bank, the validity of which is now 
seriously controverted. Granted such a loan, Long Beach Federal must imme- 
diately pay $6,300,000 thereof to satisfy said notes of the conservator now in 
controversy. : 

The proposal that Long Beach Federal be relieved of all obligations to pay 
interest on the conservator’s notes is premised upon the consideration that the 
funds borrowed by the conservator were not soundly invested and that the 
association is now faced with the necessity of making such disposition of the 
conservator’s investments as the market may afford, and will suffer substantial 
loss therein. 

The proposal that Long Beach Federal be relieved of the costs of the con- 
servatorship is premised upon the Smith committee report and the concept that 
the appointment of a conservator Was neith2r warranted nor justified and, hence, 
affords no legal or moral foundation for such charges. 

The proposal that Long Beach Federal be relieved of insurance premiums paid 
or accrued to Federal Savings & Loan Insurance Corp. during the conservatorship 
is premised upon the concept that during that period, neither the association nor 
its shareholders required insurance or had the benefit of the protection of insur- 
ance, since the association and its assets were in the hands of the Government. 
The Government does not insure for or against itself, and presumably with Gov- 
ernment management, the shareholders had all the protection the Government was 
able to afford them. 

The proposal that the years from the commencement of the conservatorship 
to the termination of this litigation be excluded from the period which Long 
Beach Federal would ordinarily be obliged to meet its reserve requirements, flows 
from the concept that for almost 5 years, the association has been unable to 
operate normally and hence was denied the opportunity to acquire normal re- 
serves through normal operations. 

The proposal that the surplus of the San Francisco bank be utilized in partial 
payment of the costs of the litigation and the fees of counsel, is premised upon 
the recognition of the realistic fact that in the absence of damages and in the 
face of the litigants’ dismissal with prejudice of all their claims for damages, 
resort must be had to some fund to be utilized, as far as possible, for the payment 
of such necessary expenses. To the extent that such fund may be insufficient, 
the litigant parties should be permitted to use their own assets to discharge such 
obligations. The proviso that such obligations be discharged “at such times and 
in such amounts” contemplates the willingness of counsel to be paid in install- 
ments over a period of years, a factor which itself militates against the concept 
that counsel fees might be an unsurmountable burden threatening the solvency of 
institutions charged. 

In formulating the proposal, due weight and recognition were given to the 
obligation of your Department to protect the Home Loan Bank Board in the 
exercise of that administrative authority which the Congress vested in it. The 
proposal, therefore, contemplates that the Board and not the court will super- 
vise the restoration of the Los Angeles and Portland banks. As a hecessary 
element toward the achievement of that objective the Board should audit the 
funds in the registry of the court in determining the balance sheet of the San 
Francisco bank as of the suggested terminal date. It is also contemplated that 
the Board would furnish the court with an advisory report as to the appropriate 
method for the disbursement of the funds in the registry of the court. In short, 
to the extent of my ability, I formulated the proposal with the view of affording 
the Board the fullest exercise of the authority given it by law in the hope that 
the Board, under the aegis of your Department, would lend its powers to the 
court in bringing this controversy to an end. 

I trust that this letter and the enclosure which accompanies it, will be of some 
help to you. Permit me to express my pleasure and gratitude for the gracious- 
ness you accorded me, and to convey the appreciation of the Members of Con- 
gress through whom you afforded me the opportunity to meet with you. 

Respectfully yours, 
HYMAN I. FISCHBACH. 


Xx 





